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Abstract

The minimum wage debate has evolved beyond the traditional focus on employment trade-offs. While neoclassical
models predict job losses from wage floors, recent evidence often finds modest or zero employment effects,
opening space for new explanations. Behavioral economics and laboratory experiments reveal that fairness
perceptions, reciprocity, loss aversion, and social norms significantly shape labor market behavior. This review
synthesizes two decades of research: lab experiments show that introducing a minimum wage can durably
raise workers’ reservation wages (a “ratchet effect”) and generate positive spillovers to higher wages. Workers
respond not only to pay levels but to how wages are set — voluntary fairness versus legal mandate — affecting
effort and productivity. These behavioral understandings help reconcile laboratory and field findings and inform
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more effective minimum wage policies that account for human psychology and social context.
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Introduction

The minimum wage is among the most studied and con-
tentious labor policies. Traditional economic theory treats
it as an exogenous pay floor that creates a surplus of labor,
potentially reducing employment.! Early empirical studies
supported the idea of the minimum wage having negative or
null effects on employment (Gramlich, 1976; Ragan 1977,
Mattila, 1978; Brown et al., 1982).> A new line of empirical
studies - remembered as the New Minimum Wage Research
(NMWR) - emerged in the early 1990s, shocking the field by
finding little to no job loss after minimum wage hikes, chal-
lenging the simple competitive model (among the pioneering
studies we mention Katz and Krueger, 1992; Card, 1992a,
1992b). Over the past decade, a consensus has grown that
negative employment effects are often smaller than expected,
or even negligible in many contexts.®> This has broadened the

! Among the milestones in the stream of the traditional view about wage
determination we cite the works by Hicks, 1932; Stigler, 1946; Baumol and
Blinder, 1979; Heilbroner and Thurow, 1987; Welch, 1974.

2Subsequent to the aforementioned contribution by Brown et al. (1982),
comprehensive reviews of the first wave of empirical research on the mini-
mum wage are contained in the studies by Kennan (1995), Card and Krueger
(1995), Dolado et al. (1996), Brown (1999).

3A series of replications and extensions of the NMWR empirical surveys
soon emerged subsequent to Neumark and Wascher (1992), leading to an
iterative process that underscored the complexity of minimum wage research
(see among others Spriggs and Klein, 1994; Card and Krueger, 1994; 1995;
2000; Neumark and Wascher, 1992; 1994; 1998; 2000; Freeman, 1995;
Welch, 1995; Hamermesh, 1995; Abowd, 1999; Zavodny, 2000; Portugal e
Cardoso, 2001).

debate to new explanations. One is monopsony power — if em-
ployers have wage-setting power, a higher minimum wage can
raise pay with minimal job loss (MacLeod and Malcomson,
1993; Card and Krueger, 1995; Boal and Ransom, 1997; Dick-
ens et al., 1999; Manning, 2006). Another is the recognition
of behavioral factors: workers and firms are not perfectly ra-
tional, isolated agents, but are influenced by fairness concerns,
social norms, and intrinsic motivation.

Against this backdrop, behavioral economics and experi-
mental studies have provided fresh perspectives on how min-
imum wage laws actually operate. Concepts like a “living
wage” reflect normative judgments about fairness beyond
market-clearing levels (BroZova, 2018). Behavioral labor eco-
nomics posits that wage policies can affect morale, effort, and
even job search in ways standard theory might miss (Villeval,
2016). For instance, Akerlof’s gift-exchange model suggests
that paying workers above-market wages elicits greater effort
through reciprocity (Akerlof 1982; 1984). Indeed, laboratory
experiments (Fehr et al., 2011) demonstrated that workers
often repay generous pay with higher effort, even when not
contractually enforceable. Such findings imply that a min-
imum wage, though externally imposed, can interact with
perceptions of fairness and reciprocity in complex ways.

Behavioral Foundations: Fairness, Reci-
procity, and Social Norms in Wage Setting

People care deeply about fair pay. A substantial corpus of
research shows that workers evaluate their wages relative
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to norms and peers, and they adjust their behavior accord-
ingly. The idea that workers react to the perceived fairness
of compensation has roots in sociology and was brought into
economics by Akerlof’s (1982; 1984) gift-exchange model.
In this model, a wage above the market rate is viewed by the
worker as a “gift” from the employer, motivating the worker to
reciprocate with higher effort. Numerous experiments support
this idea. Fehr et al. (1993) found that workers paid gener-
ously exert more effort, even without enforceable contracts.
Charness and Kuhn (2010) confirm that such pro-social re-
sponses to fair wages are consistent across studies. Behavioral
studies suggest perceptions of why one is paid - voluntary re-
ward versus imposed compliance - affect effort: araise granted
by a generous employer elicits stronger positive reciprocity
than one mandated by law. In that regard, Owens and Kagel
(2010) found that imposing a minimum wage raised pay but
not effort exerted by workers earning just the minimum, while
those paid more exerted more effort as they perceived part of
the raise as a gift.

Workers compare pay to fairness benchmarks (co-workers’
earnings, norms, expectations) and react more to perceived in-
justice than to equivalent gains. This aligns with loss aversion:
losses in expected income or status hurt more than similar
gains satisfy (Kahneman et al., 1986). Wage cuts or being
paid less than peers can demotivate sharply. Field evidence
confirms this-managers avoid wage cuts even in downturns to
protect morale (Bewley, 1999), and workers discovering lower
relative pay reduced their productivity (Card et al., 2012).

Beyond individual reciprocity, societal norms of wage fair-
ness influence worker motivation (e.g. Blount, 1995; Falk et
al., 2003). If the minimum wage is seen as unjustly low, it may
weaken morale or effort. In contrast, a broadly accepted wage
floor can enhance legitimacy and cohesion. Behavioral labor
economics shows that policies shape fairness perceptions: a
legal minimum wage often becomes a societal reference point,
marking the lowest acceptable pay. This framing can affect
behavior. A wage below the legal minimum may be viewed as
exploitative, even when legally permitted. As norms evolve,
employers might avoid offering such wages to prevent worker
dissatisfaction. Thus, minimum wage laws anchor beliefs
about fair pay. Employers often internalize these standards,
with many voluntarily exceeding the legal minimum to sustain
morale and goodwill (Falk et al., 2005).

Another key concept is that of incomplete contracts: not
all job tasks can be fully specified or monitored, so trust and
reciprocity fill the gaps (Fehr et al., 2009). Wage policies
allowing very low pay can undermine this implicit contract
by eroding worker dignity. In contrast, a reasonable pay floor
may reinforce the “psychological contract”, especially when
perceived as a reflection of fairness rather than mere legal
compliance. Workers’ reactions are often shaped by reference
dependence relative to past income or peer benchmarks. A
raise soon becomes the new baseline, pulling up expectations —
the so called “entitlement effect” (Schlicht, 1998; Zajac, 1995).
Thus, how wage increases are framed and introduced matters.

Laboratory Evidence on Minimum Wage
Effects

Experimental economics offers a powerful tool to isolate the
behavioral effects of minimum wage laws. In a controlled en-
vironment, researchers can introduce a wage floor and observe
how participants — in the roles of workers and employers —
adjust their wage offers, effort, and expectations. Such labo-
ratory experiments abstract from real-world complexities to
pinpoint mechanisms, overcoming many confounders present
in observational data. This section reviews major experimental
findings, which often anticipate, or mirror patterns observed
in the field.

A seminal experiment by Falk et al. (2006) examined how
a temporary minimum wage influences workers’ reservation
wages. In their design, a labor market begins without a mini-
mum wage, introduces a binding minimum, and later removes
it. Standard theory predicts a symmetric response; instead, the
experiment found a hysteresis effect. The minimum wage led
workers to permanently raise their wage expectations. Even
after repeal, affected workers continued demanding higher
wages and firms had to offer higher pay post-removal to at-
tract workers. Employment fell less than it had risen upon the
policy’s introduction, due to persistently elevated wages. This
“ratchet effect” shows that once a raise is received, workers
come to view it as an entitlement, resisting subsequent pay
cuts. The findings help explain observed wage rigidities, such
as why sub-minimum trainee wages are rarely applied and
nominal wages resist downward adjustment.

Experiments show that minimum wages can affect even
those earning above the threshold, as wage spillovers are
frequently observed. One explanation is that firms uphold
internal wage hierarchies for fairness, adjusting pay upward
when the lowest wages rise. Dittrich et al. (2014) tested this
in a wage bargaining lab experiment. Even a non-binding min-
imum wage led to higher agreed wages, as its presence shifted
expectations. When the minimum was binding, negotiated
wages rose further above it. The legal floor acted as a refer-
ence point, anchoring negotiations. Demirtas (2022) found
similar effects in lab economies with different worker types.
These patterns mirror real-world data. For instance, Cengiz
et al. (2019) document that wage gains following minimum
wage hikes extend roughly $2-$3 above the new floor, and the
spillover share of total wage increases (direct + indirect mini-
mum wage effect) is around 40%. In sum, fairness concerns
and reference dependence help explain why minimum wage
increases often lift wages beyond just the lowest earners.

Lab experiments provide further nuance on how mini-
mum wages influence work performance. Owens and Kagel
(2010) experiment in an incomplete labor market, where effort
cannot be fully enforced, shows that instituting a minimum
wage leads to a moderate increase in average worker effort,
contributing to a Pareto improvement. While some workers
near the minimum reduced effort (since part of their wage
felt “mandatory” rather than a generous gift), there was no
such drop among those paid above the minimum, and the over-
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all rise in pay slightly boosted average effort. This suggests
fears of shirking may be overstated, with net effects possibly
positive if higher pay improves morale for many. Framing
also matters: when a minimum wage was introduced after
an unregulated period, effort rose; but when the wage floor
existed from the outset, effort was significantly lower. Prior
experience with employer generosity alters how legal pay is
perceived.

A fascinating experiment by Wang (2012) called “When
Workers Do Not Know” investigated how awareness of the
minimum wage law affects outcomes. In many developing
markets, workers may be uninformed about their legal rights.
Wang’s lab setup introduced a minimum wage under two
conditions: in one, both firms and workers knew about the
policy; in another, only the firms did. The difference in results
was stark. With common knowledge, most employer subjects
continued to pay above the minimum — similarly to other gift-
exchange experiments. But when workers were unaware of
the minimum wage, many firms immediately dropped their
wage offers to the legal minimum — even firms that had will-
ingly paid more before. Average wages actually fell in that
scenario, as higher-paying firms lowered offers toward the
minimum, and uninformed workers often accepted. This led
to an ironic outcome: introducing a minimum wage without
informing workers failed to raise average wages and even
caused a negative spillover on slightly higher wages, pulling
them toward the floor. Employment also dropped under asym-
metric information, because more workers refused jobs they
perceived as unfairly low or firms posted fewer vacancies at
the minimum pay.

An experiment by Kohler et al. (2015) explored the role
of worker participation in minimum wage setting. They com-
pared scenarios where workers had a say in implementing a
wage floor versus a top-down imposition, finding significantly
higher post-introduction effort and output in the first scenario
than in the second, indicating a positive motivational effect
from having a voice. By contrast, when the minimum wage
was unilaterally imposed, employers often had to pay an extra
premium above the legal minimum to sustain worker perfor-
mance. In other words, collaboration in policy design can
foster reciprocity. This insight again highlights that institu-
tional framing — whether a policy feels enforced or embraced
— can modulate its outcomes.

Comparison with Field and
Quasi-Experimental Findings

Bridging lab and field is useful, as behavioral insights from the
former do often provide valid micro-foundations for empirical
patterns observed in the latter. In some cases, they highlight
differences — e.g., where lab results might overstate a response,
or conversely reveal a mechanism that field studies need to
account for.

One of the most direct validations of lab predictions comes
from the rare situations where a minimum wage was not only
introduced but also later removed. Such a case wad exploited

by Huet-Vaughn and Piqueras (2023) through a natural exper-
iment in a local U.S. labor market: a county sharply raised
its minimum wage and was, after some time, forced to re-
verse back to the lower state minimum. The authors found an
asymmetric effect: when the minimum wage rose, low-wage
workers’ pay increased as expected, but when the minimum
wage was later cut, wages did not fall back to their original
levels, with a substantial effect lasting in the long run. The
result is consistent with the aforementioned downward rigidity
of wages, that, by the way, persisted even through subsequent
periods of high inflation. The authors explicitly connect their
findings to the fairness hypothesis of Falk et al. (2006); their
work can be seen as the first empirical confirmation of those
lab predictions in a field setting.

Studies on reservation wages in the field also show evi-
dence supporting the anchoring effect of minimum wages, as
seen in Fedorets and Shupe (2021), that conducted a diff-in-
diff analysis on panel data about Germany’s 2015 minimum
wage reform. The authors show an adjustment of workers’
reservation wages of about 4%, indicating a recalibration of
fairness benchmarks — corroborating lab evidence, though
heterogeneity among group of workers emerges as to the in-
ternalization of policy signals. Persistence of the effect over
the short run is questioned by subsequent findings, which
underscore the need for longitudinal analysis.

Empirical research has documented that minimum wage
increases often lead to raises for workers earning above the
new minimum, up to some threshold, confirming lab predic-
tions (Autor et al., 2016; Cengiz et al., 2019). Experimental
evidence (Dittrich et al., 2014; Demirtag, 2022) suggests hor-
izontal fairness concerns, lead, as a mechanism, employers
to adjust broader pay scales to preserve worker morale and
wage hierarchy, although field responses exhibit substantial
heterogeneity of firms — thus limiting the policy’s capacity to
address wage inequality.

Effort responses in the field are mixed but evidence is
illuminating. Giuliano (2013) finds improved performance
and reduced turnover post-reform. Cohn et al. (2015) confirm
initial productivity boosts, but effects decay. This suggests
reciprocity has a transient nature being time sensitive, and
aligns with the idea of diminishing reciprocity, with expec-
tations adjusting upwards to the new normal and effort re-
turning to the baseline. The dynamics of adaptation is an
active research area, with many questions remaining open. A
study by Bossler and Broszeit (2017) on the German mini-
mum wage introduction questions the net effect of a raise in
the mandated wages on the effort of workers on the margin,
finding no adverse effects on a broad set of workplace perfor-
mance metrics; if anything, establishments reported improved
morale. This is suggestive that in practice, reciprocity effects
counterbalanced any incentive-to-shirk effects. Researchers
are looking at whether improved productivity comes through
higher worker effort or through selection (Horton, 2025)

Melo et al. (2025) find no increase (or slight decrease)
in job search activity of U.S. low-skilled workers after wage
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hikes, contrary to standard models predictions, underscoring
that human behavior does not always follow simple incentives.
Possible behavioral explanations proposed include satisfac-
tion effects (as opposed to optimizing prediction), due to a
potential delay in entering the workforce by a second earner
when the family’s primary earner gets a raise; or discour-
agement effects, due to misperception of job scarcity, which
leads to anticipating layoffs and thus temporarily reducing
effort in searching. This aligns with evidence that minimum
wage hikes rarely attract many new workers — another reason
employment effects are often small.

Discrimination also shifts, as demonstrated by the intrigu-
ing (though context-specific) empirical finding of Brandon et
al. (2023) that racial gaps in job callbacks narrow after min-
imum wage hikes. Employers become more merit-focused
and choiceful when hiring becomes costlier. This result indi-
cates that a higher wage floor can indirectly promote equity
in hiring by altering employer behavior. It complements the
monopsony-based argument (that higher wages prompt firms
to recruit from previously excluded groups) but adds a behav-
ioral twist: it shows that discrimination may be a margin of
adjustment.

Finally, wage theft is a concern. A less rosy behav-
ioral response is that some employers will simply ignore or
evade minimum wage laws, paying below the legal minimum.
Clemens and Strain (2023) studied U.S. data on wage un-
derpayment and found that a portion of roughly 10-20% of
intended gains are lost to noncompliance. Although the ef-
fect was fairly uniform across demographic groups, some
subpopulations - such as young Black workers - experienced
markedly higher levels of underpayment in certain regions.
The authors conclude that wage theft is a systemic rather than
group-specific issue, highlighting the importance of broad-
based enforcement strategies.

In summary, field evidence largely supports the notion
that behavioral factors significantly shape minimum wage
outcomes. Behavioral interpretations tend to complement em-
pirical findings by explaining why, for example, job losses are
muted, or why wages cluster at round figures. In some cases,
they also highlight divergences, often come down to the field’s
greater complexity: e.g., the lab might show a large immedi-
ate effort boost that in practice fades, or lab bargaining might
assume rational adherence to a new anchor whereas some real
employers might initially resist raises. Nonetheless, the cross-
pollination of experimental and empirical approaches greatly
fosters our understanding, by adding layers of explanation
and predicting new outcomes, such as the persistence of wage
gains or the crucial importance of compliance.

Policy Implications and conclusive
remarks

Throughout this study it has been shown how integrating
behavioral insights into minimum wage policy design can en-
hance its efficacy and mitigate unintended consequences. The
evidence discussed encourages going beyond the traditional

debate on the wage/cost effects of minimum wage, incorpo-
rating how human perceptions and reactions mediate those
outcomes, as wage policy design matters as much as wage
levels. Several considerations emerge for policymakers.

First, an effective minimum wage policy must account for
prevailing fairness norms in society. If the legal minimum is
set too low relative to the cost of living or societal expecta-
tions, it may be seen as unjust and fail to improve morale or
productivity — workers might still feel underpaid. Conversely,
a minimum wage perceived as “just right” or generous can
strengthen social cohesion and voluntary compliance with the
law. Policymakers should monitor not only traditional metrics
(employment, hours) but also subjective indicators like job sat-
isfaction, worker engagement, and turnover rates. These can
signal whether the policy is being received as a moral success
or breeding resentment. Continuous dialogue with workers’
and employers’ groups can gauge fairness perceptions.

Second, introducing and removing a wage floor are not
symmetric actions from a behavioral standpoint. The ratchet
effect means it is hard to go back without hurting morale.
This calls for minimum wage policies to be stable over time.
Governments should avoid introducing a minimum wage only
to repeal it later, as this can create a sense of a “revoked right”,
and damage trust in institutions.*

Third, minimum wages tend to compress wage distribu-
tions from the bottom up. This can be an intended goal —
reducing wage inequality — but it has implications for how
firms manage pay structures. Maintaining fair differentials
within the firm is crucial. Firms should be encouraged (per-
haps through best-practice guidelines) to transparently adjust
their internal pay scales so that higher tiers also feel fair. The
policy implication is that supporting firms in managing these
adjustments — through sharing data or frameworks for equi-
table raises — could enhance the positive impact on worker
morale. Additionally, cost absorption strategies might need
attention: firms often face pressure to raise prices, but if
all employers must pay more, there’s a level playing field.
Even though studies find modest sector-specific minimum
wage-induced price increases, but not economy-wide inflation
spirals, clear communication that competitors face the same
wage mandates can alleviate individual firms’ anxieties about
losing competitiveness.

Fourth, how the minimum wage policy is communicated
influences its reception. Authorities should frame it not merely
as a legal mandate, but as an investment in workers and a
recognition of their contribution. The role of unions and
employers associations is crucial to this aim. Using moral
suasion and normative appeals to encourage employers to
comply may be effective behavioral public policy tools. On
the worker side, communication is equally critical: ensure
workers know their rights and know how to assert them safely.

4As an example, the recent EU directive on adequate minimum wages
(EU 2022/2041) encourages members to have regular, predictable updates to
the minimum wage, partly to ensure credibility and avoid shocks. This aligns
with behavioral guidance.
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This could involve simple, behaviorally informed measures.
The goal is to shift the norm so that sub-minimum pay is
universally viewed as unacceptable.

Fifth, as noted with wage theft, raising the wage floor
without adequate enforcement can leave many workers behind.
Policymakers should anticipate that some fraction of firms
might try to evade the law or move to the informal sector.
Strengthening enforcement isn’t just about hiring more in-
spectors; it can also harness behavioral insights. For instance,
increasing the salience of penalties can deter non-compliance.
Publicizing crackdowns on violators can serve as a warning,
though it must be balanced against not discouraging busi-
ness generally. Another approach is empowering workers:
anonymous reporting channels, whistleblower protections, or
even community monitoring. A broad-based improvement in
enforcement is needed, not just targeting certain groups.

In conclusion, behavioral insights improve our understand-
ing of the minimum wage’s effects, by highlighting that “how”
and “why” wages change can be as important as how “much”.
They advise that minimum wage policy should be treated
not just as a price control and, in general, as an economic
lever, but as a wider social intervention that interacts with
human psychology and values and reshapes expectations. By
attending to perceptions of fairness, commitment to policy
stability, communication, and enforcement, policymakers can
design minimum wage increases in order to maximize com-
pliance and positive impacts, while minimizing discontent:
careful design, implementation, and complementary policies
can harness behavioral responses to make the minimum wage
a more effective tool for improving worker well-being, with-
out unduly harming businesses. Future research and policy
experiments — combining lab and field, economics and psy-
chology — will further illuminate how to strike that balance,
ensuring that wage policies both make economic sense and
resonate with human values.
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