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The Players and the Goals

In this experiment, there are WORKERS and FIRMS.

WORKERS sell labor to the FIRMS.

/\

FIRMS make and sell stuff.
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The Players and the Goals

Two types of worker

e Red workers

e Blue workers

Your goal: Earn as much income as you can
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The Players and the Goals

One type of firm

e Firms hire Red Labor and Blue Labor.

e Firms automatically sell everything
they produce for $2 per unit.

Your Goal: Make as much profit as you can
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The Objects

@ = 1 hour of Blue labor

4 = 1 hour of Red labor

= 1 dollar

0 = $5 dollars (each
-4 $ (each)
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The Labor Market

Red workers and Blue workers sell labor to firms for $.
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Production

Hired labor produces product. Product is automatically

sold for $2 each.

Red labor hired

3
< e
%
é
o B
4
5
6
4
8
9
10

www.antonydavies.org

0 135]43]149]53]57|60]63]165]68] 70
0 1394854596366 /072y 75]) 77
O j41)|51|57 6367|7174 77]80] 82
0 1435316016570 74| 777]180] 83] 86
O 145556216872 76|80 83]86] 89
O 146|561 64169 74]78]|82]85]89] 091
O 4758|651 71)76180]|84]87]191] 94
O 148596672 77]|82)]|8]89]92] 95
0 149|601 68741 79]83|87|91]94] 97
0 149|611 69]175]180]85]89]92]96] 99
O 150|621 70176]81]86] 9 | 94] 971100

>

Units of output
produced



Example

Blue worker Sells 6 ' to the Firm for $5 each.

Red worker Sells 8 @ to the Firm for $5 each.

? 883 o83 ?

$40 $30

<@K§@@@@@9 000000
0000000
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How much output does the firm produce?
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Example

8 Red and 6 Blue produce 87 units of product.
The product will be automatically sold for $2 per unit.
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Example

Blue Worker
Ends the experiment with (6)($5) = $30. Income = $30.

Red Worker
Ends the experiment with (8)($5) = $40. Income = $40.

Firm

e Spent $70 on labor that produced 87 output
e Sold all the output at $2 each.

A Firm’s profit is (87)($2) — $70 = $104 .

www.antonydavies.org
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Thinking at the Margin

Suppose you can hire 1 Red for $6 or 1 Blue for $7.

So far, you have hired 1 Red and 3 Blue.

1. How much are you producing right now?
1 Red and 3 Blue A 43 output
2. What happens if you hire 1 more Red hour?
Output increases from 43 to 53 A + 10 output
3. What does that do to your revenue?
(10 output)($2) = + $20 revenue
4. What does it do to your costs?
Cost of 1 Red worker = $6 A + $6 cost
5. What does it do to your profit?
+ $20 revenue & + $6 cost A + $14 profit
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Thinking at the Margin

Suppose you can hire 1 Red for $6 or 1 Blue for $7.
So far, you have hired 1 Red and 3 Blue.

6. Alternatively, what happens if you hire 1 more Blue hour?
Output increases from 43 to 45 A + 2 output
/. What does that do to your revenue?
(2 output)($2) = + $4 revenue
8. What does it do to your costs?
Cost of 1 Blue worker = $7 A + $/ cost
9. What does it do to your profit?
+ $4 revenue & + $7 cost A — $3 profit
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Thinking at the Margin

Suppose you can hire 1 Red for $6 or 1 Blue for $7.
So far, you have hired 1 Red and 3 Blue.

Conclusion

Hiring 1 more Red hour increases profit by $14.

Hiring 1 more Blue hour decreases profit by $3

A Hire 1 more Red hour.
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This is you

This is you

v




Ready to begin...



= 1 hour of Blue labor
Labor Market

Labor = 1 hour of Red labor

Red workers sell your labor to firms for $. = 1 dollar

% :: $5 dollars (each)
Blue workers sell your labor to firms for $.
—

Firms : Every unit of output you produce is automatically
sold for $2.
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Report

Dollars you have

Number of blue (or red) chips left over




Report

Number of red chips you have

Number of blue chips you have

Dollars you have

(D)=$1 @=95




New Rules

The wage rate that some workers receive is too low.
In the interest of assuring a minimum standard of
living, we now impose a minimum wage.

LAW : Henceforth, no firm may pay less than $5 per
hour.

www.antonydavies.org
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Ready to begin...



= 1 hour of Blue labor
Labor Market

(&2 = 1 hour of Red labor

Red workers sell your labor to firms for $. = 1 dollar

®® _ ;5 ollars (cach)

FIRMS MUST
PAY NO LESS
THAN $5 PER

[ X )
Blue workers sell your labor to firms for $. HOUR

—
Firms : Every unit of output you produce is automatically
sold for $2.

21



www.antonydavies.org

Results...

22



What effect do you believe the minimum wage has
on average wage rates?

www.antonydavies.org

23



$6.00

Wage Rate
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What effect do you believe the minimum wage has
on unemployment rates?
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What effect do you believe the minimum wage has
on workers’ incomes?
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Total Income
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What effect do you believe the minimum wage has
on production (real GDP)?
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Units of Output Produced (all firms combined)
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Free Market Minimum Wage
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What effect do you believe the minimum wage has
on firms’ profits?
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$1,800

Total Profits (all firms combined)
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Free Market Minimum Wage
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Did the minimum wage make anyone better off?

www.antonydavies.org
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Red Worker Wage Income
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Blue Worker Wage Income
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How did the minimum wage affect income inequality?
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Free Market Minimum Wage

www.antonydavies.org

37




Worker Incomes (lowest to highest)

$100

®m Minimum Wage

B Free Market
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Does it work this way in the real world?

www.antonydavies.org
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Uninteresting Arguments for the Minimum Wage

A Stimulates economy

A Prevents employers from paying near zero

Interesting Arguments for the Minimum Wage

A Increases worker productivity

www.antonydavies.org
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Uninteresting Arguments Against

A Causes inflation

A Increases unemployment

Interesting Arguments Against

A Violation of labor rights
A Impediment to entry-level workers

A Increases unemployment inequality

www.antonydavies.org
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How does the minimum wage work in the
real world?

www.antonydavies.org
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Minimum Wage (2016%)
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Measuring the Minimum Wage

How restrictive is a $10 minimum wage?

A When the average wage rate is $50 / hour?

A When the average wage rate is $15 / hour?

Good measure: Minimum wage as fraction
of average hourly wage

www.antonydavies.org
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Minimum Wage As Fraction of Average Hourly Wage
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Minimum Wage As Fraction of Average Hourly Wage
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Minimum Wage and Unemployment (1948 — 2014)
12%
10%
o o®
@
[ ]
]

8% e °
2 o @
?:T ‘i. ¢ LY
2 ®
E 6% oe®
E .'.* ..'. *.. o ®
=% ® ® e
= o ®°® ®
£ 00" o o
o 2% .'. e ®

@ ...
® ®
2%
0%
10% 20% 30% 40% 50% 60% 70% 80%

www.antonydavies.org

Minimum Wage (relative to average hourly wage)

Data source: Bureau of Labor Statistics
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Workers

5.0 million
|
| |
Employed Unemployed
4.7 million 0.3 million

Unemployment rate = 0.3 / 5.0 = 6%



Workers

5.0 million

Employed Unemployed

4.7 million 0.3 million

100,000 unemploy
become discoL

Unemployment rate = 0.3 / 5.0 = 6%



Workers Non-employed

4.9 million -----= > 0.1 million
| i
| | :
Employed Unemployed
4.7 million 0.2 million

Unemployment rate = 0.2 / 4.9 = 4.1%



Workers

Employment rate
5.0 million

| = 4.7 /5.0 = 94%
|

Employed Unemployed
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Minimum Wage and Employment (1948 — 2014)

Employment Rate
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Minimum Wage and Employment (1948 — 2014)
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www.antonydavies.org

There is no “labor market.”

There are labor markets.

Labor is heterogeneous
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College Educated Workers (1975 — 2012)
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High School Educated Workers (1975 — 2012)
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Less than High School Educated Workers (1975 — 2012)
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Under 25, Less than High School Educated Workers (1975 — 2012)
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But, we have to do something!

Look at how many people earn the minimum!

www.antonydavies.org
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What percentage of US workers earn the minimum
wage?

How old is the typical minimum wage worker?

What percentage of minimum wage workers work
full-time?

What is the total family income for the average
minimum wage worker?



What percentage of US workers earn
the minimum wage?



Numbers of Workers (1979 — 2012)
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Hourly Workers Earning Minimum Wage or Less
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How old is the typical minimum wage worker?



Minimum Wage Workers by Age (2012)
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What percentage of minimum wage
workers work full-time?



Minimum Wage Workers by Hours Worked (2012)
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What is the total family income for the
average minimum wage worker?



Total family income for the average
minimum wage worker: $53,000

(median US household income is $52,000)
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Are People Trapped in Minimum Wage Jobs?
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Transition Out of Minimum Wage
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So what if minimum wage workers earn more
over time.

Middle class wages have stagnated!

www.antonydavies.org
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Median Compensation (2014$)
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Compensation Over Median Career (2014$, 30 in 1992)
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But we have to do something. The rich get
richer while the poor get poorer!
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U.S. Households According to Income
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