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The Analysis of Effects and Mechanisms of Minimum Wage Standard on
Resource Misallocation

LIU Guan—chun', CHEN Deng-ke', FENG Chao
(1. School of Economics, Fudan University, Shanghai 200433, China;
2. School of Business, Central South University, Changsha 410083, China)

Abstract: Using the Chinese Industrial Enterprises Database and 251 city-level data from 1998 to 2007, this
paper measures misallocation with the dispersion of firm’s total factor productivity (TFP), and then investigates the
effects and mechanisms of minimum wage standard on China’s resource misallocation. The results find that
increasing minimum wage standard is conductive to relieve misallocation, and the effect tends to be enhanced in
the eastern, central and western regions respectively. Specifically, there is a significantly positive role of minimum
wage standard in easing misallocation in the state—owned and non-export enterprises, while no effects in the private
and export enterprises are proved. Furthermore, through the channels of decreasing the survival probability of
enterprises with standard lower TFP and asymmetric positive effects on firms’ TFP growth, minimum wage standard
would tighten the distribution of firm’s TFP. In addition, there are significant differences between the two channels
in firms within different categories. The channel of asymmetric positive effects on TFP growth dominants in category
with different ownerships, while the channel of decreasing the survival probability of enterprises with lower TFP
dominants in category with different export enterprises. Therefore, even though minimum wage standard may lower
social employment through increasing labor cost in the short run, it can relieve resource misallocation within firms
in China in the long term, which would promote economic growth and structure upgrading.

Key Words: minimum wage; resource misallocation; survival probability; total factor productivity
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