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Why employment policies matter

International differences in inequality are to a large extent driven by
predistribution.

Labour income accounts for 70-75% of national income, so the employment
policies such as minimum wages, the regulation of unions, addressing
discrimination, and education play an important role in determining overall
inequality.

Labour economics is the field that studies labour markets and the policies
affecting them. This lecture is built on the following two review articles:

• “Who Set Your Wage?”, by David Card
• “Monopsony in Labor Markets: A Review”, by Alan Manning
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Monopsony I

For a long time, the dominant framework to study labour markets assumed that
wages equal marginal productivity of labour, that labour markets are perfectly
competitive and firms are wage-takers (rather than wage-setters).

Joan Robinson (1933) broke with this tradition and introduced the monopsony
concept: a market that is characterised by the presence of a single buyer

mìnos - alone, only æywnèw - to buy fish

Note the difference with monopoly: a market characterised by the presence of a
single seller

NPR: Apple’s Scary Buying Power And The Woman Who Named It
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https://www.npr.org/sections/money/2019/06/18/733510647/apples-buying-power-and-the-woman-who-named-it


Monopsony II

The theory of monopsony was long thought to only be relevant in very specific
cases such as towns with a single employer (e.g., mining or factory towns).

Recent research has instead documented the prevalence of monopsonistic labour
markets and the importance of firms’ wage setting power.

Wage setting power means that a firm can set wages below the marginal product
of labour without losing all of its workers. Why can firms do this?

• Few competitors on the labour market
• Employer collusion (no-poaching and non-compete agreements)
• Idiosyncratic preferences for jobs
• Search frictions
• Misperception of outside options
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Minimum wages
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The theoretical effect of minimum wages

In theory, the effect of the minimum wage on employment and the incomes of
workers depends crucially on the degree of firms’ wage setting power.
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Empirical evidence on minimum wages

The modern literature on minimum wages started with Card and Krueger (1994):

• New Jersey raised the minimum wage from $4.25 to $5.05 per hour in 1992.
Pennsylvania did not.

• Card and Krueger surveyed 410 fast-food restaurants and obtained data on
employment and wages

• Using a difference-in-differences design, they find “no indication that the rise in the
minimum wage reduced employment.”

Dube, Lester and Reich (2010) extend this analysis to consider all cross-border
differences in minimum wage policies between 1990 and 2006 and similarly find
effects that are “indistinguishable from 0.”
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Dube, Lester and Reich (2010)

We merge information on the state (or local) and federal
minimum wage in effect in each quarter from 1990q1 to
2006q2 into our quarterly panel of county-level employ-
ment and earnings. During the sample period, the federal
minimum wage changed in 1991–1992 and again in 1996–
1997. The number of states with a minimum wage above
the federal level ranged from 3 in 1990 to 32 in 2006.

C. Sample Construction

Our analysis uses two distinct samples: a sample of all
counties and a sample of contiguous border county-pairs. In
section IVB, where we present our empirical specification
comparing contiguous border counties, we explain the need
for the latter sample in greater detail. Our replication of
more traditional specifications uses the full set of counties
with balanced panels. This all counties (AC) sample con-
sists of 1,381 out of the 3,081 counties in the United States.
The number of counties with a balanced panel of reported
data yields a national sample of 91,080 observations.

The second sample consists of all the contiguous county-
pairs that straddle a state boundary and have continuous
data available for all 66 quarters.11 We refer to this sample
as the contiguous border county-pair (CBCP) sample. The
QCEW provides data by detailed industry only for counties
with enough establishments in that industry to protect confi-
dentiality. Among the 3,108 counties in the mainland
United States, 1,139 lie along a state border. We have a full

(66 quarters) set of restaurant data for 504 border counties.
This yields 316 distinct county-pairs, although we keep
unpaired border counties with full information in our border
sample as well. Among these, 337 counties and 288 county-
pairs had a minimum wage differential at some point in our
sample period.12 Figure 2 displays the location of these
counties on a map of the United States. Since we consider
all contiguous county-pairs, an individual county will have
p replicates in our data set if it is part of p cross-state
pairs.13

Table 1 provides descriptive statistics for the two sam-
ples. Comparing the AC sample (column 1) to the CBCP
sample (column 2), we find that they are quite similar in
terms of population, density, employment levels, and aver-
age earnings.

D. Contiguous Border Counties as Controls

Contiguous border counties represent good control groups
for estimating minimum wage effects if there are substan-
tial differences in treatment intensity within cross-state
county-pairs, and a county is more similar to its cross-state
counterpart than to a randomly chosen county. In contrast,
panel and period fixed-effects models used in the national-

11 As we report below, this exclusion has virtually no impact on our
results.

12 We also use variation in minimum wage levels within metropolitan
statistical areas, which occur when the official boundaries of a metropoli-
tan area span two or more states. We use the OMB’s 2003 definition
of metropolitan areas. Of the 361 core-based statistical areas defined as
metropolitan, 24 cross state lines. See note 16 for a full list of cross-state
metropolitan areas.

13 The issue of multiple observations per county is addressed by the
way we construct our standard errors. See section IVC.

FIGURE 2.—CONTIGUOUS BORDER COUNTY-PAIRS IN THE UNITED STATES WITH A MINIMUM WAGE DIFFERENTIAL, 1990–2006Q2

949MINIMUM WAGE EFFECTS ACROSS STATE BOUNDARIES
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Minimum wages and racial inequality

The black-white earnings gap fell considerably in the 1960s and 1970s, exactly
when the 1966 Fair Labor Standards Act extended the federal minimum wage to
previously uncovered sectors.

Derenoncourt and Montialoux (2021) study this extension and find that:

• Earnings of workers in newly covered industries rose rapidly relative to workers in
already covered industries, and more so for black workers

• There was no significant aggregate effect on employment
• The extension accounts for more than a fifth of the fall in the black-white earnings

gap between 1965-1980

12 27



Derenoncourt and Montialoux (2021)182 THE QUARTERLY JOURNAL OF ECONOMICS

FIGURE III

Expansions in Minimum Wage Coverage, and Real Values of the Minimum Wage,
1938–2018 ($2017)

For the breakdown by industry: see our analysis of the Fair Labor Stan-
dards Act (FLSA) in Online Appendix A. For the values of the minimum wage,
see Department of Labor, Wage and Hour Division, History of Federal Mini-
mum Wage Rates Under the Fair Labor Standards Act, 1938–2009, available at:
https://www.dol.gov/whd/minwage/chart.htm. The 1938 Fair Labor Standards Act
introduced the federal minimum wage in manufacturing, transportation, commu-
nication, wholesale trade, finance, insurance and real estate, mining, forestry, and
fishing. In 1950, the federal minimum wage was expanded to the air transport
industry. In 1961, the minimum wage coverage was extended to all employees of
retail trade enterprises with sales over $1 million and to construction enterprises
with sales over $350,000. In 1967, the minimum wage was extended to agriculture,
restaurants, hotels, schools, hospitals, nursing homes, and other services, and was
introduced at $1 in nominal terms (i.e., $6.43 in $2017). This corresponded to 71%
of the federal minimum wage that year. It increased gradually over the following
years. It took 4 years for the minimum wage in the 1967 industries (except agricul-
ture) to converge to the federal minimum wage. It took 11 years for the minimum
wage in agriculture to converge to the federal minimum wage. Minimum wages se-
ries are deflated using CPI-U-RS ($2017). For more details on the sales threshold
that applied to the retail sector starting in 1961, see Online Appendix A.

amendments that: “[The minimum wage law] will help minority
groups who are helpless in the face of prejudice that exists. This
law, with its increased minimum, with its expanded coverage
will prevent much of th[e] exploitation of the defenseless—the
workers who are in serious need” (Johnson 1966).
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Derenoncourt and Montialoux (2021)

220 THE QUARTERLY JOURNAL OF ECONOMICS

(A)

(B)

FIGURE XI

Adjusted Racial Wage Gaps

March CPS 1962–1981. Sample: Adults 25–55, black or white, who worked more
than 13 weeks last year and three hours last week, not self-employed, not in group
quarters, not unpaid family worker, no missing industry or occupation code. Racial
earnings gap measures are adjusted for gender, race (Panel B only), number of
years of schooling, experience, full-time or part-time status, number of weeks and
hours worked, industry, occupation, and marital status. In Panel A, the reference
group is a male worker in 1965, with 12 years of schooling, married, in professional
and technical occupations, working full-time, full-year. In the bottom panel, the
reference category is male workers working full time, with 12 years of schooling,
5 years of experience, and working in Business and Repair Services.
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Unions
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Unions in higher education

NYT: University of California Academic Employees Strike for Higher Pay 16 27

https://www.nytimes.com/2022/11/14/us/university-of-california-strike-pay.html


Unions and inequality

Unions are organisations that represent the interests of workers in relation to
employers. Their power is determined by their membership, as well as
government regulation of unions related to the right to organise, the right to
strike, and collective bargaining agreements.

Economists have long feared that unions improve the wages of its members at the
expense of non-members, but they could also represent a countervailing force to
employers with wage-setting power.

Farber et al. (2021) collect data on union membership from historical surveys in
the US spanning the period 1936-1986.
• Unions attracted workers who were less-educated and more likely to be non-white
• The incomes of union households lie 10-20% above that of non-union households
• Unions compress the wage distribution
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Unions and the gender gap

In 2011, the passage of Wisconsin’s Act 10 made it possible to bypass unions and
set pay on an individual basis for public sector employees.

Biasi and Sarsons (2022) study this reform and find that:

• The salaries of women fell relative to those of men
• The gender gap grew most for younger teachers and least for teachers with female

principals
• Gender differences in propensity to negotiate over pay may drive these results
• Gender differences in teaching quality do not explain the gender gap
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Biasi and Sarsons (2022)

FLEXIBLE WAGES, BARGAINING, AND THE GENDER GAP 231

FIGURE III

Raw Salaries of Men and Women

Panel A shows the unconditional salaries of male and female teachers relative
to the year a CBA or its extension expired (denoted by t = 0.) Panels B–D show
unconditional salaries of male and female teachers, by year and separately by
time of expiration/extension of districts’ CBAs. Shaded areas represent confidence
intervals for the female-male difference in salaries.

On average, prior to Act 10 women earned 0.8% less than men
(Online Appendix Table AII, Panel A, column (1)). This gap, how-
ever, can be entirely explained by observable differences and dis-
appears when we control for experience, credentials, and teaching
assignment (column (5)).

Following the expiration of the CBAs, districts acquired the
freedom to pay different salaries to teachers with the same
experience, credentials, and teaching assignment. Figure III,
Panel A shows that men’s and women’s salaries followed a similar
trajectory until a CBA expiration; after this point a gender pay
gap emerged and grew over time.23

23. Figure III, Panel A shows men’s and women’s raw salaries by time-to-
expiration; Panels B–D show salaries by gender and year, separately for CBAs
that expired in 2011, 2012, and 2014–2016. When we refer to “time-to-expiration”
throughout the article, we indicate the final extension date for districts that
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Children and Gender
Inequality
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The “child penalty”

The first study to look at what happens to gender inequality around childbirth was
Angelov, Johansson and Lindahl (2016) in Sweden.

Kleven, Landais and Søgaard (2019) study this question in Denmark. After
childbirth, relative to men, women see a fall in
• Employment of 13%
• Hours worked 9.7%

• Hourly wages of 9.1%
⇒ Earnings of 19.4%

While the gender gap has fallen since the 1980s, the fraction of the gap explained
by children has increased from 40% in 1980 to 80% today.

Women’s child penalties are correlated with the labour market behaviour of
maternal, but not paternal grandmothers.
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Kleven, Landais and Søgaard (2019)

190 AMERICAN ECONOMIC JOURNAL: APPLIED ECONOMICS OCTOBER 2019

parents who have their first child at any time between  1970–2013. In this sample, 
we estimate  cohort-specific event coefficients and show average coefficients for the 
birth cohorts  1985–2003. The figure shows how strikingly persistent the effects of 
children are. In fact, the earnings impact 20 years after childbirth is almost the same 
as the impact 10 years after. The only qualitative difference that emerges in the very 
long run is that hours worked do eventually begin to converge, while at the same 
time wage rates keep diverging. The combination of the narrowing hours gap and 
the widening wage rate gap produces a constant earnings gap.

We provide a number of extensions and robustness checks in the online Appendix. 
First, while our event study approach uses the birth of the first child, the evidence 
presented so far is based on the full population of parents, irrespective of the total 
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Figure 1. Impacts of Children

Notes: The figure shows event time coefficients estimated from equation (1) as a percentage of the counterfactual 
outcome, absent children (i.e.,   P  t  

g  ≡   α ˆ    t  
g  / E [  Y ̃    ist  

g   ∣ t]   as defined in Section IIA) for men and women separately and 
for different outcomes. Each panel also reports a “child penalty”—the percentage by which women are  falling 
behind men due to children—defined as   P t   ≡  (  α ˆ    t  

m  −   α ˆ    t  
w ) /E [  Y ̃    ist  

w   ∣ t]  . The  long-run child penalty is measured at 
event time 10. All of these statistics are estimated on a balanced sample of parents who have their first child between 
 1985–2003 and who are observed in the data during the entire period between five years before and ten years after 
child birth. The effects on earnings and participation are estimated unconditional on employment status, while the 
effects on hours worked and wage rates are estimated conditional on participation. The shaded 95 percent confi-
dence intervals are based on robust standard errors.
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The determinants of the child penalty

Pregnancy, giving birth and breastfeeding are physically demanding. Does biology
explain the child penalty?
• Kleven, Landais and Søgaard (2021) estimate child penalties for biological and

adoptive parents separately and find that child penalties are slightly larger for
biological parents in the short-run, but not in the long-run.

Having children is costly and many countries do not support parents with
generous parental leave and child care. Can policy reduce the child penalty?
• Kleven et al. (Forthcoming) study Austria where the gender gap has fallen by 30

%-points since the 1950s and where, during the same time, family policies were
introduced and expanded.

• The introduction and expansion of parental leave increases child penalties in the
short run, but there is no effect in the long run.

• The gradual roll-out of child care provision had an estimated effect on women’s
earnings of zero...

23 27



Kleven, Landais and Søgaard (2021)190 AER: INSIGHTS JUNE 2021

are  well known and hold across different countries (Kleven, Landais, and Søgaard 
2019; Kleven et al. 2019).9

Consider then adoptive families. The main insight from panel A of Figure 1 is that 
adoptive families are affected by parenthood in much the same way as biological 
families. The earnings of adoptive parents evolve in parallel before having children 

9 The  long-run child penalty of 17.0 percent estimated here is slightly smaller than the penalty of 19.4 per-
cent estimated in Kleven, Landais, and Søgaard (2019). This is due to the fact that biological families have been 
reweighted to match adoptive families.

Figure 1. Child Penalties in Biological versus Adoptive Families

Notes: The figure shows the impact of children (  P t    defined in equation (2)) on the earnings of men and women 
in biological and adoptive families, respectively. The sample of biological parents is reweighted to match the dis-
tribution of the adoptive parents on (i) year of first child, (ii) years to second child, (iii) total number of children, (iv) mother’s age at first child, (v) mother’s  pre-child education, and (vi) mother’s  pre-child earnings. Panel A 
pools all adoptees, while panel B splits adoptees by their age at arrival. The  long-run child penalty is defined as the 
average difference in the impact of children between men and women across event times  6–10. Standard errors are 
bootstrapped (500 replications).
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Child Penalty Atlas
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https://childpenaltyatlas.org/
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