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parameter description values
r monthly interest rate 0.327%
16} discount factor 0.99427
q; working-finding probability 0.509
B]n_l leisure value 0.075
0, vacancy-unemployment ratio 0.587
A exogenous separation rate 0.006
D; job-finding probability 0.299
w minimum wage rate 0.409
a matching function parameter 0.758
o share of type h workers 025
Mo, share of type ™ workers 0.50
Hy share of type ¢ workers 025
2, average productivity for type h workers 142
;m average productivity for type 7 workers 1.00
2/_; average productivity for type £ workers 0.70
p persistence of idiosyncratic productivity 0.97
o standard deviation of shocks 0.12
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(Table 2> Steady State of the Model with Minimum Wages

Aggregate Variables Values
Minimum Wage Workers/Employment (%) 5.00
Employment/Labor Force (%) 96.51
Unemployment (%) 349
Average Wages 1.00
Average Wealth 18.00
Employed 18.19
Unemployed 12.80
Hazard Rates (%)
Employment to Unemployment 0.82
Unemployment to Employment 2275
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(Table 3) Steady State of the Model with Minimum Wages by Types

type /¢ type m type h

Minimum Wage Workers/Employment (%) 15.61 252 0.00
Employment/Labor Force (%) 2298 49.02 2451
Unemployment (%) 2.02 0.98 0.49
(Unemployment within types, %) 8.07) (1.96) (1.96)
Average Wages 0.70 0.96 1.36
Average Wealth 12.50 17.32 24.86
Employed 12.81 17.35 2491
Unemployed 8.96 15.80 22.54
Job Posting Cost 0.30 1.53 221
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{Table 4) Increases in Minimum Wages

Aggregate Variables Baseline 10% 20% 30% 40% 50%
Min Wage Workersl) (%) 5.00 8.93 14.04 15.86 18.78 27.36
Employment2) (%) 96.51 95.71 94.42 93.11 89.57 87.78
Unemployment (%) 3.49 4.29 5.58 6.89 10.43 1222
Average Wages 1.00 1.00 1.01 1.01 1.03 1.04
Average Wealth 18.00 19.00 18.22 19.38 18.05 18.94

Employed 18.19 19.24 18.54 19.71 18.68 19.59

Unemployed 12.80 13.70 12.73 14.99 12.60 14.28
Hazard Rates (%)

Emp to Unemp 0.82 0.85 0.94 0.98 1.30 1.35

Unemp to Emp 2275 18.97 15.94 13.23 11.16 9.07

Note: 1) The ratio to the employed; 2) The ratio to the labor force.
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{Table 5) Increases in Minimum Wages
(a) type ¢

Baseline | 10% 20% 30% 40% 50%
Min Wage Workers" (%) 15.61 24.61 34.74 3428 42.40 55.50
Employment” (%) 22.98 22.19 20.98 20.04 18.07 17.19
Unemployment (%) 2.02 2.81 4.02 4.96 6.93 7.81
(within types, %) 8.07) (11.24) | (16.08) | (19.85) | (27.73) | (31.24)
Average Wages 0.70 0.70 0.72 0.73 0.75 0.76
V/U ratio 0.59 045 0.39 0.32 0.28 0.24

(b) type m

Baseline | 10% 20% 30% 40% 50%
Min Wage Workers” (%) 252 6.29 12.19 16.11 18.23 28.07
Employment” (%) 49.02 49.01 48.93 48.57 47.00 46.08
Unemployment (%) 0.98 0.99 1.07 1.43 3.00 3.92
(within types, %) (1.96) (1.98) (2.14) (2.87) (6.00) (7.83)
Average Wages 0.96 0.96 0.96 0.95 0.96 0.96
V/U ratio 0.59 0.58 0.55 0.40 032 026
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(c) type h

Baseline | 10% 20% 30% 40% 50%
Min Wage Workers” (%) | 0.00 0.00 0.00 0.33 242 6.29
Employment” (%) 24,51 24.51 2451 24,51 24,51 24.51
Unemployment (%) 0.49 0.49 0.49 0.49 0.49 049
(within types, %) (1.96) (1.97) (1.97) (1.97) (1.97) (1.97)
Average Wages 1.36 1.36 1.36 1.36 1.36 1.36
V/U ratio 0.59 0.59 0.59 0.59 0.59 0.59

Note: 1) The ratio to the employed; 2) The ratio to the labor force.
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Journal of Regulation Studies Vol.25 No.2

Minimum Wages and Labor Market Outcomes: A Quantitative
Study Using a Search-Matching Model

Weh-Sol Moon

I construct a search and matching model in which workers are ex ante and ex post
heterogeneous. In particular, I incorporate minimum wages into the model and quantitatively
examine the impacts of the increases in minimum wages on the labor market. As minimum
wages increase, employment falls because the employment relationships for low skilled
workers are more likely to terminate. An increase in minimum wages leads to a fall in the
expected profits for the matched firms and thus a fall in the number of vacancies posted in
equilibrium. A fall in the job-finding probability follows. Finally, most of the increased

minimum wage impacts are concentrated on low skilled workers.

Key words: Search and Matching, Minimum Wage, Employment, Unemployment
JEL Classifications: J41, J64, J68
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