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In 1995, David Card and Alan Krueger published Myth and Measurement (hereafter M&M) 
and sent shockwaves throughout the economics community.

In that book, the authors forcefully argued that the evidence on the disemployment 
effect of minimum wages was surprisingly weak. Their own case study—which had just been 
published in the American Economic Review—compared fast-food restaurants in New Jersey 
and Pennsylvania after a minimum wage increase in New Jersey and found that, if anything, 
employment rose in New Jersey following the minimum wage hike. But M&M was more than 
just the New Jersey and Pennsylvania case study. It provided a vast array of empirical evidence 
and then went on to argue that the totality of evidence pointed toward the inadequacy of 
the simple supply-and-demand model for understanding the low-wage labor market. Instead, 
they argued that employers have some power to choose wage policies: paying a little bit more 
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would improve the company’s recruitment and retention of workers but would mean higher 
labor costs due to paying more to infra-marginal workers. Card and Krueger called this the 
dynamic monopsony model and argued that it better accorded with the data.

It has been an eventful 21 years since the publication of that book. So what have we 
learned from—and since—M&M? In this review, I highlight two points. First, Card and 
Krueger made an important methodological contribution in pushing the use of “natural 
experiments,” or sharp changes in policies. But a natural experiment is only as good as the 
control group used to study it. Here, their idea that geographical proximity is a good way to 
construct a control group has been vindicated by many studies, including ones looking at 
minimum wage impacts. At the same time, disagreement over the proper way of constructing 
counterfactuals continues to be a source of controversy in the literature.

Second, the book made an important theoretical contribution in highlighting the role of 
search frictions in the labor market. The idea that such frictions may mediate minimum wage 
impact has been taken up by numerous papers since M&M and has become less controversial 
than at the time it was proposed.

Natural Experiments and Credible Control Groups

Card and Krueger were among the pioneers of the credibility revolution of the 1990s, which 
encouraged the use of quasi-experimental research designs (Angrist and Pischke 2010). Such 
a design defines a clear treatment group and a reliable control group and studies the changes 
in outcome following treatment in these two groups.

In the U.S. minimum wage context, a quasi-experimental design typically uses policy varia-
tion across states. It is not accidental that the new minimum wage literature of the 1990s 
emerged at a time when states started raising their minimum wages, with 11 states paying 
above the federal standard in 1995. This scenario created the opportunity to study natural 
experiments such as the 1992 increase in New Jersey or the 1988 increase in California, which 
were both analyzed in M&M.

The good news is that state-level variation has increased over the past 25 years. Today, 29 
states have a minimum exceeding the federal minimum wage—offering economists a rich set 
of natural experiments to study. The bad news, however, is that these natural experiments 
are not like randomized control trials; that is, they are not distributed randomly across the 
United States. Over the past three decades, states with the highest minimum wage increases 
have been concentrated in New England and on the West Coast. This strong regional com-
ponent to minimum wage variation can result in very misleading inferences if we compare 
low-wage employment growth across, say, Texas and Massachusetts. Given migration from 
Mexico, differential reliance on energy prices, climate, and many other economically rel-
evant factors, we might expect very different patterns in employment in those states quite 
apart from minimum wages.

These differences underlie why the economics literature has continued to struggle 
in producing a consensus on the question of employment effect even with an increasing 
number of natural experiments to draw from. (For an example, see the exchange between 
Neumark, Salas, and Wascher [2014] and Allegretto, Dube, Reich, and Zipperer [2017].) 
Properly defining a control group is critical to obtaining a reliable answer to this question. 
Given the size of the employment effect one is trying to detect, the “specification error” can 
be quite large and is probably at least as important as the standard error capturing stochastic 
components.

For example, a state-panel regression that assumes parallel trends in teen employment 
across U.S. states tends to find a sizable negative employment elasticity as large as –0.2. We 
have quite a bit of evidence, however, that points to a downward bias in the estimates from 
such a two-way fixed-effects approach (Allegretto et al. 2017; Manning 2016). For example, 
much of this putative job loss occurs many years prior to the actual change in policy, stretch-
ing the credibility of a causal interpretation. Similarly, controlling for state-specific trends 
often sizably affects the magnitude (or even sign) of the disemployment estimate.

So, what are some better approaches to constructing control groups? My work with  
T. William Lester and Michael Reich built on the insight of Card and Krueger by comparing 
restaurant and retail employment in contiguous counties across state borders and pooling 



820 ILR REvIEW

more than 64 border segments with minimum wage differences over a 17-year period (Dube, 
Lester, and Reich 2010). The attraction of the border discontinuity design is that contiguous 
counties track each other much better than counties farther away, and the design provides a 
way to account for unobserved confounders and the endogeneity of minimum wage policies 
(Dube, Lester, and Reich 2016; Slichter 2016).

What did we find? For the restaurant sector, we obtained a wage elasticity of around 
0.2, but an employment elasticity close to zero. In more recent work using this border dis-
continuity design, we have found broadly similar results for teens (Dube et al. 2016). Note 
that although one of the common criticisms of M&M was that it considered only short-run 
responses, this turned out not to be a fatal flaw. Even when we considered longer-term effects 
(e.g., four or five year out effects), we found employment estimates to be fairly small (Dube 
et al. 2010; Allegretto et al. 2017).

Over the past decade, we have seen the emergence of a range of strategies to improve the 
comparability of treatment and control groups. These strategies include the use of paramet-
ric trend controls, factor models, synthetic controls, and generalization of the border discon-
tinuity approach (e.g., Addison, Blackburn, and Cotti 2015; Dube and Zipperer 2015; Totty 
2015; Slichter 2016). In balance, the evidence appears to confirm that employment effects 
from minimum wage increases in the United States have been fairly small.

To be sure, the topic of employment effect of minimum wages remains controversial, 
with sometimes conflicting evidence. My reading of the literature is that estimates suggesting 
large job losses have often turned out to be fragile or driven by questionable control groups. 
For example, Meer and West (2016) estimated a large negative effect of minimum wages on 
aggregate employment. Dube (2013) and Allegretto et al. (2017), however, provide evidence 
that the putative job losses are occurring higher up in the wage distribution, raising questions 
about the causal import of their estimates. Similarly, Clemens and Wither (2014) argued that 
low-wage workers were more likely to lose jobs in states bound by the 2007–2009 federal mini-
mum wage increase; but Zipperer (2016) found that these estimates are substantially smaller 
when accounting for the regional nature of the Great Recession.

Abstracting from the strengths and weaknesses of particular studies, however, meta- 
analyses of the U.S. evidence also suggest that the impact on low-wage employment to date 
has been quite small (Belman and Wolfson 2014; Wolfson and Belman 2016). Some evidence 
still persists of publication bias in the minimum wage literature that was found in M&M: stud-
ies suggesting negative employment effects are more likely to be published than would be 
expected based on chance alone. At the same time, the bias seems to have diminished over 
time, and M&M probably deserves some of the credit for that trend.

Finally, keep in mind that most of the existing evidence comes from a period when U.S. 
minimum wages have been low by historical and international standards (Dube 2014). More 
recently, a growing number of cities and states have pushed minimum wages substantially 
higher. The effect of the policy at these higher levels remains an open question that is the 
subject of ongoing research.

Inadequacy of the Simple Supply-and-Demand Model of the Labor 
Market

M&M argued that the simple supply-and-demand model of the low-wage labor market was 
inadequate for understanding a small or positive employment effect of minimum wages. 
They put forward a dynamic monopsony model of the labor market in which employers 
have some wage-setting power. Recruitment and retention both respond positively to wages, 
leading to a positive but finite labor supply elasticity facing the firm. They argued that em-
pirically plausible magnitudes of this labor supply elasticity were consistent with a small 
positive or null effect of minimum wages on employment at firms in which the labor supply 
was the binding constraint. Of course, for other firms, labor demand may be binding, and 
these firms may reduce employment or go out of business. And eventually, if the wage is 
raised high enough, the latter scenario becomes increasingly likely. But over a range, the 
labor supply effect may largely offset the traditional labor demand effect, muting the overall 
impact on employment.

Since 1995, thinking about the labor market in terms of search frictions has become 
much more standard; for example, the 2011 Nobel Prize in Economics went to Diamond, 
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Mortensen, and Pissarides “for their analysis of markets with search frictions.” Burdett and 
Mortensen (1998) formalized the dynamic monopsony model in an equilibrium context with 
search frictions and wage posting. Such a model can help us understand a variety of facts 
about the low-wage labor market: why similar workers are paid differently, why so much job-
to-job mobility occurs, and why employment effects of minimum wages may be small. Indeed, 
in some cases, by compressing the wage distribution, minimum wage increases may actually 
improve the functioning of the labor market.

My recent work with Michael Reich and William Lester (2016) also provides relevant 
evidence. We estimated the effect of minimum wages on separations and new hires, along 
with the effects on employment and wages. We found a striking pattern when we considered 
either a high-impact demographic group (teens) or a high-impact sector (restaurants): while 
the effect of minimum wages on employment is close to zero, both separations and new hires 
fell sharply in response to a minimum wage hike. This trifecta of results—strong positive 
wage effect, small employment effect, and strong negative turnover effect—is a signature of 
a model with search frictions and on-the-job search such as Burdett and Mortensen (1998). 
More generally, a growing number of recent papers have pointed to the importance of using 
richer models of labor market competition with search friction to understand the impact of 
minimum wages (Flinn 2006; Brochu and Green 2013; Giuliano 2013; Gittings and Schmutte 
2016).

Additionally, recent firm-level studies have found labor supply elasticities consistent with 
substantial wage-setting power, typically under 2 (Falch 2010; Staiger, Spetz, and Phibbs 2010; 
Dal Bó, Finan, and Rossi 2013; Dube, Giuliano, and Leonard 2015; Naidu, Nyarko, and Wang 
2016). Ashenfelter, Farber, and Ransom (2010) edited a volume of the Journal of Labor Econom-
ics devoted to monopsony and concluded that “[t]he evidence surveyed from a fairly broad 
range of labor markets suggests that monopsony may be far more pervasive than is sometimes 
suggested.” Similarly, the fourth volume of the Handbook of Labor Economics devoted an entire 
chapter to “Imperfect Competition in the Labor Market” (Manning 2011). In many ways, 
M&M pointed to the shape of things to come.

Standing the test of time is a challenge for any scholarly work, but especially so for a book 
as controversial as M&M. In his review of the book, the economist Finis Welch wrote: “I ques-
tion David Card and Alan Krueger’s models and how they do empirical research. Although 
the notoriety surrounding [M&M] suggests important conclusions that challenge econo-
mists’ fundamental assumptions, I am convinced that the book’s long-run impact will instead 
be to spur, by negative example, a much-needed consideration of standards we should insti-
tute for the collection, analysis, and release of primary data” (Welch 1995). Twenty-one years 
later, I think it is safe to say that the book’s long-run impact has not been mainly on the 
standards for collection, analysis, and release of primary data. Rather, the book helped spur 
important innovations on both empirical and theoretical fronts and has furthered our under-
standing of how labor markets really work.
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On Myth and Measurement

Thomas Lemieux
vancouver School of Economics, The University of British Columbia

As David Card and Alan Krueger stated at the very beginning of the preface of Myth and 
Measurement, their interest for minimum wage research was sparked in the late 1980s when a 
number of states responded to the decade-long freeze in the federal minimum wage by rais-
ing their own minimum wages. This trend has continued unabated over the past 20 years. 
Indeed, the current $7.25 federal minimum wage (compared to more than $9 in 2016 dollars 
when Ronald Reagan took office in January 1981) is increasingly irrelevant as most states now 
have a minimum wage above the federal one, and an increasing number of states and cities 
have announced they would raise their minimum wage to $15.1

In an interesting twist to the “law” of unintended consequences, the Reagan administra-
tion’s decision to freeze the minimum wage provided a compelling research design that Card 
and Krueger fully exploited in Myth and Measurement. Armed with modern empirical methods, 
innovative data, and this strong research design, they found that minimum wages, far from 
being the job killers depicted in introductory economics textbooks, increased the income of 
low-wage workers without adverse impacts on employment. As such, Myth and Measurement 
remains an unavoidable reference in current policy debates and a powerful weapon for those 
arguing that minimum wages should be increased substantially above their current levels.

Myth and Measurement created a fair amount of controversy among labor economists when 
it was released 20 years ago. Questions were raised about methodology, data, substantive find-
ings, and so forth. The controversy mostly had to do with Card and Krueger’s finding of no 
employment effects, which contradicted a large body of U.S. minimum wage research at the 
time. Much was written about this, and there is little point trying to weigh in on these issues 
once again. Instead, I take a new look at Myth and Measurement in light of how labor econom-
ics has evolved as a field over the past 20 years and the “new” minimum wage research that 
has taken place since then.

In terms of employment effects, most of the subsequent U.S. studies based on the types 
of research design pioneered by Card and Krueger have confirmed that minimum wages 
did not have a significant impact on employment.2 As data improved and more states imple-
mented minimum wages above the federal minimum wage, it became possible to push much 
further the initial empirical analysis conducted in Myth and Measurement. For instance, in 
their famous difference-in-differences study of fast-food restaurants in two contiguous states 
(New Jersey and Pennsylvania), Card and Krueger collected data from about 400 firms before 
and after the New Jersey minimum wage was raised to $5.05. By contrast, Dube, Lester, and 
Reich (2010) used rich administrative data (Quarterly Census of Employment and Wages) 
for no less than 288 pairs of contiguous counties where the minimum wage was different on 
each side of the border. Like Card and Krueger, they failed to find significant effects of the 
minimum wage on employment.

Although we now have more variation in state minimum wages than at the time Card and 
Krueger wrote their book, there have been more radical and interesting developments in 
countries other than the United States over the past 20 years. The United Kingdom, which 

1The Consumer Price Index for all Urban Consumers (CPI-U, http://www.bls.gov/cpi/) is being used 
to express the January 1981 minimum wage of $3.35 in dollars of 2016.

2Some controversy nonetheless remains on the impact of minimum wages in the United States. See, 
for instance, the articles by Neumark, Salas, and Wascher (2014), Allegretto, Dube, Reich, and Zipperer, 
and Neumark and Wascher, the latter two published in this May 2017 issue of the Review.
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