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Increasing the minimum wage

I Federal minimum wage set at its lowest level (relative to
productivity) since its creation.

I The last time the min. wage was susbtantially increased, it
helped close the racial earnings gap (Derenoncourt,
Montialoux (QJE 2021))

I Minority workers and women still overrepresented at the min.
wage today.

I Increasing the min. wage would help reduce between-group
inequalities.



White-Black Earnings Gap
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Persistence of large racial economic disparities:
striking dimension of inequality in the US.
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Why did the racial gap fall in 1960s and 1970s?
→ New explanation: intro of min. wage in new sectors
→ Explains ∼ 20% of ↘ in racial gap



1967 min. wage ↗: introduces min. wage in new sectors

→ Min. wage introduced in new sectors where black workers
were overrepresented: hotels, restaurants, schools, hospitals,
nusring homes, laundries & other services.



→ 1967 reform is part of Civil Rights Movement.
→ Effect on earnings twice as large for black workers.
→ No employment effects (bc high degree of occupational seg.)



What caused the decline in racial gap?

Explanation Reference Contribution
Supply School quantity Smith & Welch (1980) 20%

School quality Card & Krueger (1992) 20%
Other factors Heckman & Payner (1989) 10%

MW Derenoncourt & Montialoux (2018) 20%
Demand Anti-discr. policies Donohue & Heckman (1991) 30%

Total 100%

→ 1967 reform had first-order effect on racial inequality,
as large as improvements in relative school quality.
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