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What is it about?

I Monopsony explanation of the limited negative employment effects of the minimum wage

I Empirical test: the employment elasticity of the minimum wage should be more positive in

cases of greater labor market concentration

An ideal setting to implement this test is one where:

1. We identify a set of jobs that earn a low wage (so that the minimum wage bites). These jobs

are distributed across many labor markets

2. There is variation (time, space) in the minimum wage across labor markets for these jobs

3. Also, there is enough natural variation across the labor markets for these jobs to include
more concentrated and less concentrated labor markets
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Outline

1. Reviewing the empirical approach

2. How far from the ideal empirical setting?

3. Wage effects of the minimum wage



Empirical approach

logYjt = α logwst +β logwst ·HHiz +Xstγ +δj +ζzt + εjt (1)

where:

I j is the establishment, which belongs to an industry i and commuting zone z

I s is the sector, which is a grouping of 4-digit industry codes i

I δj denotes establishment fixed effects, ζst is a commuting zone trend

I t denotes time, annual data

The focus is on α logwst +β logwst ·HHiz Is β statistically greater than 0?
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How far from the ideal design

⇒ Studying a set of near minimum-wage-earning jobs

I Analysis is run on all jobs. Can you select a set of low-wage jobs within firms?

I Differences in firm productivity that are likely not picked up by fixed effects δj (although
results are robust to controlling for a kind of AKM fixed effect)

⇒What is a labor market?

I Implicit assumption is that workers cannot move across markets. This might be a strong

assumption with annual data

I Commuting zones define a partition of Germany into 51 CZs. Still too aggregated?
I Petrongolo & Manning (2019): “the probability of a random job 5 kilometers distant being

preferred to random local job is only 19 percent.”
I Conditional on not moving, workers only search within very local markets
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How far from the ideal design

logYjt = α logwst +β logwst ·HHiz +Xstγ +δj +ζzt + εjt

⇒Which variable to put on the left-hand side

I If logYjt is log-employment, then you might want to

I Run the regression for the employment of low-wage workers only
I Placebo test: show that employment of high-wage workers is unaffected

I In Table 4, logYjt is the log of mean daily wages at the establishment level

I Changes may be driven by changing composition of job-types within the firm
I But even logYjt = high wages yields a statistically positive β (next slide)
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Wage effects of the minimum wage

⇒ Letting α denote the bargaining power of the firm. Expect ∂ 2w∗
∂w∂α

> 0?

Firm Worker

Production p−w u(w)

Outside option (Nash bargaining) 0 u(0)

Maximum attainable gain (KS bargaining) p−w u(p)
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Wage effects of the minimum wage

The bargained wage is the maximum of w and w∗, where w∗ solves

(1−α)
p−w∗−0
p−w−0

= α
u(w∗)−u(0)
u(p)−u(0)

,

provided p > w and u(p)> u(0).

Define H (w∗,w,α) = α (p−w)(u(w∗)−u(0))− (1−α)(p−w∗)(u(p)−u(0)). Using the

implicit function theorem, it can be shown that:

I ∂w∗
∂w > 0

I ∂w∗
∂α

< 0

I as well as ∂ 2w∗
∂w∂α

< 0!
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Concluding remarks

I This is really interesting work:

I Great data to measure labor market concentration – Lack of such detailed data has
hindered research on this topic

I An empirical test of monopsony theory to explain the limited negative employment
effects of the minimum wage

I An important effort to put findings from the minimum wage literature into perspective


