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Aim
In this activity, students will learn about the impact of a minimum wage on
labour markets. The discussion should extend nicely into the pros and cons 
of minimum wages, and allow students to get a grasp of voluntary/involuntary
unemployment. Discussion could easily be extended to cover the impact of
minimum prices in other markets.

Scenario
Three-quarters of your class will adopt the role of workers, and the remaining
quarter will be employers. You will act as the government body in charge 
of overseeing the correct application of the minimum wage and monitoring 
unemployment levels. Your classroom will become a ‘trading pit’ with workers
trying to find work that will pay them an amount above their ‘reservation wage’
and employers trying to find workers who will work at a wage that allows them
to earn high profits.

Process
Setting up

You will need to photocopy enough of the employer sheets (included) for one quarter of
your class, and hand them out to the students acting as employers. Of the remaining three
quarters of your class, half will be Type A workers with a low reservation wage of £5, and
half will be Type B workers with a high reservation wage of £12 – they can only accept 
work if the wage offer is higher than their reservation wage (you can tell them that they will
receive benefits from the government equal to their reservation wage). You should copy
enough Type A and Type B worker sheets and hand them out to those students; they
shouldn’t share the information as to whether they are Type A or Type B with anyone 
initially. 

Experimental Economics

The Minimum Wage Experiment1

1Adapted loosely from Bergstrom, T.C. and Miller, J.D. (2000) ‘Experiments with economic principles: 
microeconomics’, 2nd edition, Boston: McGraw-HIll
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Round one - a competitive market
In this round, employers can hire up to two workers. The total value of their output will be
£0 if they hire no labour, £20 if they hire one worker and £30 if they hire two workers. 
Workers can take only one job. Workers can also choose not to work. This information is
included on their photocopied sheets that you will have given them.

Once students have digested the information on their sheets, allow trading to start between
employers and workers. Once workers have been offered a job at a wage that they accept
they should come to the front and write the agreed wage on the board, and then sit down.
Once employers have done as much hiring as they want, call time on this round, and ask
the employers to calculate their profit (total value of output minus total amount paid in
wages), while you calculate the average wage offer (a good proxy for the equilibrium wage).

Those workers who are still standing are the unemployed – ask them if they would have
worked for the average wage that you have calculated. If they would have worked, then
they can be considered to be involuntarily unemployed, and if they wouldn’t have
worked then they are voluntarily unemployed. It can be useful to jot down on the board
the number of unemployed. 

Round Two - introduction of a minimum wage
The rules in this round stay the same with just one difference – the introduction of a 
minimum wage of £15. You will likely find that the wage offers stick around the minimum
wage mark rather than rise much above it. 

You will also find that workers will be more likely involuntarily unemployed rather than 
voluntarily unemployed, and that the level of unemployment in total will be greater than 
previously. 

Round Three - an ineffective minimum wage
The process in this round stays the same as the previous two rounds, but the demand for
labour changes – employers can now hire up to 4 workers. The total value of output will be
£0 if no workers are hired, £30 if one worker is hired, £55 if two are hired, £75 if three are
hired and £95 if four are hired. The minimum wage remains at £15.

In this scenario, if employers only offer the minimum wage (as they are likely to in Round
Two) then the number of workers that they would like to hire is greater than the number 
of workers available i.e. demand is effectively greater than supply; the workers should 
cotton on to this and increase their wage demands. It could take a few repeats of the 
bargaining process for this to materialise, and you may need to nudge them in the right 
direction with some leading questions.
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Follow-up discussion
Questions that you could pose to draw out some excellent labour market discussion 
include?

• What factors influence a person’s ‘reservation wage’ (i.e. the opportunity
cost of working) in practice?

• Available benefits, value placed on leisure/family activities, the need to provide
care at home, the amount that could be earned through self-employment,
personal estimation of self-worth etc

• How would an increase in the minimum wage affect the labour markets?

• This is a good opportunity to discuss the usefulness and applicability of
the competitive labour market model

• How does a minimum wage affect the total income of all those employed?

• Discussion of income/substitution effect (i.e. upwards sloping and
backwards-bending individual labour supply curves) etc

• Who gains and who loses from the imposition of a minimum wage law?

• Can you think of examples of other markets with minimum prices/price floors?

Key concepts that can come out of the discussion include?

• Derived demand for labour

• Marginal (revenue)product of labour

• Labour productivity

• Diminishing marginal returns

Stretch and challenge
Students could consider the interplay of minimum wage legislation with theory on 
monopsonist employers, and assess the extent to which minimum wages may push 
wages up closer to market equilibrium in this scenario. 

Students could also assess the assumptions underlying the 
competitive labour market model, and use this to evaluate the 
argument that a minimum wage is likely to cause unemployment.
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Hints and tips
A single lesson should be sufficient to run the experiment, but a double lesson is better 
in order to run the experiment and also have a useful follow-up discussion. You need a 
relatively large group size of around 15/16 students or more for this experiment to work
successfully.

Type A worker – student information sheet
Round One
You are looking for work and will take a job if the offered wage is at least £5 – this is your
‘reservation wage’ and reflects how much you could on benefits and from other activities. 
If you are offered work at less than a £5 wage, you will reject the work. 

You need to negotiate with the available employers in the classroom ‘trading pit’ for a job 
at an acceptable wage. Once you are offered a wage that you accept, record the wage that
you are offered in the appropriate space below, and also write up the wage on the board
before sitting down. You may only accept one job.

If you do not manage to secure a job, then write ‘unemployed’ in the appropriate space
below and remain standing.

Complete the ‘class average’ row when your teacher has calculated the average 
(‘equilibrium’) wage for each attempt.

This process will be repeated three times.

Resources for Courses

First attempt Second attempt Third attempt

Agreed wage

Class average wageSA
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Round Two
You should negotiate with employers in the same way as before, but this time there is a
legally enforced minimum wage of £15 – you must not accept a job that pays below the
minimum wage. Your ‘reservation wage’ remains at £5.

Complete the table in the same way as in Round One.

Round Three
Your instructions are the same as in Round Two – the minimum wage remains at £15. 
The employers have received slightly different instructions for this round but your rules 
stay the same.

Resources for Courses

First attempt Second attempt Third attempt

Agreed wage

Class average wage

First attempt Second attempt Third attempt

Agreed wage

Class average wage
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Type B worker – student information sheet
Round One
You are looking for work and will take a job if the offered wage is at least £12 – this is your
‘reservation wage’ and reflects how much you could on benefits and from other activities. 
If you are offered work at less than a £12 wage, you will reject the work. 

You need to negotiate with the available employers in the classroom ‘trading pit’ for a job 
at an acceptable wage. Once you are offered a wage that you accept, record the wage that
you are offered in the appropriate space below, and also write up the wage on the board
before sitting down. You may only accept one job.

If you do not manage to secure a job, then write ‘unemployed’ in the appropriate space
below and remain standing.

Complete the ‘class average’ row when your teacher has calculated the average 
(‘equilibrium’) wage for each attempt.

This process will be repeated three times.

Round Two
You should negotiate with employers in the same way as before, but this time there is a
legally enforced minimum wage of £15 – you must not accept a job that pays below the
minimum wage. Your ‘reservation wage’ remains at £12.

Resources for Courses

First attempt Second attempt Third attempt

Agreed wage

Class average wage

First attempt Second attempt Third attempt

Agreed wage

Class average wage

SA
M

PL
E 

RES
OURCE



Experimental Economics

The Minimum Wage Experiment

Round Three
Your instructions are the same as in Round Two – the minimum wage remains at £15. 
The employers have received slightly different instructions for this round but your rules 
stay the same.

Resources for Courses

First attempt Second attempt Third attempt

Agreed wage

Class average wage

First attempt Second attempt Third attempt

Total value of output

Total cost of wages

Profit

Class average wage

Type B worker – student information sheet
Round One
You represent an employer looking for workers to employ in your factory. You must 
negotiate with the available workers in your classroom trading pit in terms of the wages 
you are willing to pay them. Your aim is to earn a profit from production.

If you employ no workers, then you will earn £0 revenue. If you employ one worker, then
they will produce output worth £20. If you employ two workers, then the output will be
worth £30. You may employ two workers at most.

Your profits will be equal to the value of output minus the total cost of wages that you 
agree to pay.

The bargaining process will be carried out three times in total in this round. Complete the
table below as a record of what happens; your teacher will calculate the class average
wage at the end of each attempt.SA
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Round Two
The same rules hold in this round, but with one main difference – the introduction of 
a legally enforced minimum wage of £15.

Record the results of your bargaining process in the table below, as in Round One.

Round Three
You face some significant differences in this round. You may now employ up to 4 workers.
The value of output from 1 worker is now £30, from 2 workers is £55, from 3 workers is
£75 and from 4 workers is £95. Carry out the bargaining process as before and record 
the results in the table below.

Resources for Courses

First attempt Second attempt Third attempt

Total value of output

Total cost of wages

Profit

Class average wage

First attempt Second attempt Third attempt

Total value of output

Total cost of wages

Profit
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