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Prvw hpslulfdo vwxglhv rq wkh plqlpxp zdjh �qg d vslnh dw wkh

plqlpxp zdjh/ frpsuhvvlrq ri zdjh gl�huhqwldov dw d odujh lqwhuydo

deryh wkh plqlpxp zdjh dqg vpdoo hpsor|phqw orvvhv1 Wklv sdshu

r�huv d vhdufk prgho zklfk lv frqvlvwhqw zlwk wkhvh idfwv1 Zh frq0

vlghu d frqwlqxxp ri zrunhu dqg mre w|shv/ Qdvk zdjh edujdlqlqj/

dqg d surgxfwlrq vwuxfwxuh edvhg rq frpsdudwlyh dgydqwdjhv1 Wkh

lqwurgxfwlrq ri d plqlpxp zdjh lq wklv prgho pdnhv vrph pdwfkhv

dw wkh orzhu vhjphqwv qr orqjhu sur�wdeoh1 Lq dgglwlrq lw ohdgv wr d

uhglvwulexwlrq ri uhqwv iurp �upv wr orz vnloohg zrunhuv1 D foxvwhu

ri uhodwlyho| vlpsoh ydfdqflhv/ r�hulqj wkh plqlpxp zdjh/ lv rshqhg

ehfdxvh wkh zrunhuv lq wklv vhjphqw ehfrph uhodwlyho| vfdufh1 Ilqdoo|/

zh jlyh vrph qxphulfdo vlpxodwlrqv wr whvw iru wkh ydolglw| ri rxu ds0

sur{lpdwlrqv1

Nh|zrugv= dvvljqphqw/ vhdufk/ plqlpxp zdjh/ xqhpsor|phqw

MHO frghv M54/ M56
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Foreword

One of the most challenging and at the same time still controversial topics in

labor economics is the effect of the minimum wage on labor market

outcomes. This research memorandum was presented at a workshop

organized by OCFEB and the Tinbergen Institute in April 2000. The focus

was on recent developments in the analysis of the minimum wage. A mix of

theory and empirical papers were presented at this workshop. The theory

papers show that frictionless Walrasian models are not able to explain the

stylized facts. Instead, we need modern economic theories which deal with

imperfect information and other market imperfections to derive novel

insights into these effects. The empirical papers show how a careful

empirical analysis can shed new lights on the magnitudes of the effects.

Below we give a short overview of all the papers that were presented at the

workshop.

The Research Memorandum 0004 by Sonia Pereira (University College

London), "The impact of minimum wages on youth employment in

Portugal", is about a natural experiment in Portugal. From January 1, 1987,

the legal minimum wage for workers aged 18 and 19 in Portugal was raised

to the full adult rate, generating a 49.3% increase between 1986 and 1987 in

the legal minimum wage for this age group. This shock is used  to evaluate

the impact of the minimum wage change on teenagers' employment. Her

conclusion is that the rise in the minimum wage significantly reduced

employment.



The Research Memorandum 0005 of Chris Flinn (New York University),

"Interpreting minimum wage effects on wage distributions: a cautionary

tale", argues that welfare effects of minimum wage effects can only be

drawn by using empirical evidence on employment changes, the wage

distribution and a formal model in which welfare can be defined in a

meaningful and rigorous way. Flinn shows that negative employment effects

by itself do not tell us much about the aggregate welfare effects of the

minimum wage.

The Research Memorandum 0006 of Francis Kramarz and Thomas

Philippon (University of Paris I, CREST, and MIT respectively), "The

impact of differential payroll tax subsidies on minimum wage employment",

uses changes in compensation costs and minimum wages, to get

observations of up- and down- variation in real minimum wages. They get

up-and down-movements in minimum wages in the US, with differentiation

by state, and in France an equivalent-minimum is defined, which normalizes

on the compensation cost in a base year and looks at variations in the

underlying minimum and payroll taxes to get up- and down-variation in the

equivalent minimum in France. They find no significant effects in the

United States but strong and significant effects in France.

In the Research Memorandum 0007 by Pieter Gautier and Coen Teulings

(Erasmus University Rotterdam, Tinbergen Institute, OCFEB), "A large

piece of a small pie: minimum wages and unemployment benefits in an

assignment model with search frictions", an assignment model with search

frictions is offered that is consistent with the following stylized facts: a

spike at the minimum wage, compression of wage differentials at a large

interval above the minimum wage and small employment losses. The



introduction of a minimum wage in their model makes some matches at the

lower segments no longer profitable. In addition it leads to a redistribution

of rents from firms to low-skilled workers. A minimum wage fulfills a

potential useful role in this model in the sense that it prevents low-skilled

workers from accepting jobs for which they are ill-suited.

Finally, Research Memorandum 0002 by Gerard van den Berg (Free

University Amsterdam, Tinbergen Institute, CEPR, OCFEB), "Multiple

equilibria and minimum wages in labor markets with informational frictions

and heterogeneous production technologies", discusses an equilibrium

search model in which imposition of a minimum wage affects wages even

though, after imposition, the lowest wage in the market is strictly larger than

the minimum wage and there is no spike, so that it seems that the minimum

wage is irrelevant. The minimum wage effects are a consequence of the fact

that the model has multiple equilibria. This, in turn, is because the

reservation wage of the unemployed and the lowest production technology

in use affect each other. He shows that multiplicity is an empirically

relevant phenomenon, using data from Denmark and the United States. A

minimum wage policy can be fruitfully applied to single out the desirable

equilibrium.

Gerard J. van den Berg

Pieter A. Gautier
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