
!

!
!

"#$!%&'()*+!,-!&%.%&/&!0(1$+!,.!
$&'2,3&$.*4!56%7$.)$!-,8!9(:.!;&$8%)(!

 
Roxana Maurizio 

Universidad Nacional de General Sarmiento and IIEP- CONICET, 
Argentina 

 
 
 

Na#onal	  Minimum	  Wage	  Symposium	  and	  Policy	  Round	  Table	  
Na#onal	  Minimum	  Wage	  Research	  Ini#a#ve,	  University	  of	  the	  Witwatersrand	  

Johannesburg,	  2-‐	  4	  February	  2016	  
	  

 
 



"#$,8$:)(2!(+'$)*+<!=&'()*+!,.!(118$1(*$!$&'2,3&$.*!
§! >.7$8! ),&'$::6$! 2(?,/8! &(8@$*! &,7$2 ,	   MW	   above	   the	   equilibrium	   wage	   generates	   a	  

reduc#on	  in	  labour	  demand.	  The	  intensity	  depends	  on	  the	  price	  elas#city	  of	  labour	  demand.	  
§! >.7$8!&,.,'+,.%+:)! labour	  market	  models	  (Manning,	  2003;	  Dickens	  et	  al.,	  1998)	  or	  $A)%$.)3!

0(1$+	   models! there	   is	   the	   possibility	   of	   posi#ve	   impacts	   on	   the	   labour	   demand.	   Therefore,	  
rather	   than	   automa#cally	   reducing	   employment,	   an	   increased	   MW	   can	   generate	   mixed	  
outcomes.	  	  

"#$%&'(#$()!*+!,#%+!-./$*&#0!*+!&1.2#$*31+!4*56!7/8/(12/7!&1'+5$*/39!
	  
-‐	  Larger	  effects	  due	  to:	  
•! The	  MW	  is	  some#mes	  set	  at	  a	  high	  level.	  
•! There	  is	  a	  high	  percentage	  or	  workers	  earning	  at	  or	  near	  the	  MW.	  	  
•! MW	  has	  an	  impact	  higher	  up	  the	  income	  distribu#on	  because	  it	  is	  usually	  used	  as	  an	  index	  for	  

wage	  (spill-‐over	  effects)	  and	  social	  benefits	  adjustments.	  

-‐	  Lower	  effects	  due	  to:	  
•! High	  levels	  of	  infla#on	  that	  difficult	  to	  increase	  the	  real	  value	  of	  the	  MW.	  
•! Low	  level	  of	  compliance	  with	  the	  MW	  due	  to:	  	  
-‐! High	  level	  of	  informality	  
-‐! Some	  legal	  exclusions	  	  
-‐! MW	  is	  set	  too	  high	  
-‐! Complex	  MW	  system	  due	  to	  the	  existence	  of	  mul#ple	  MWs	  
-‐! Low	   levels	  of	  enforcement	  due	   to	   low	   levels	  of	   resources	   for	   labour	   inspec#ons	  or	   the	   lack	  of	  

punishments	  for	  non-‐compliance	  
•! MW	  is	  not	  binding	  because	  is	  set	  two	  low.	  
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•! :/7'&%1+!*+!;1$.#(!/.2(1)./+5!#+7!<!1$!*+&$/#3/!*+!*+;1$.#(*5)!9!

-‐	  The	  introduc#on	  or	  raise	  of	  the	  MW	  could	  increase	  wages	  in	  the	  formal	  sector.	  Some	  
workers	  might	  become	  unemployed	  or	  might	  seek	  an	  informal	  job.	  This	  might	  increase	  
(reduce)	   the	   labor	   supply	   (wages)	   in	   the	   informal	   sector,	  with	   opposite	   effects	   on	   the	  
formal	  sector.	  Welch-‐Gramlich-‐Mincer	  Two	  Sector	  Model.	  
-‐!A	   raise	   of	   formal	   sector	   wages	   might	   increase	   the	   demand	   for	   goods	   and	   services	  
produced	   in	  the	   informal	  sector,	  which	  could	  generate	  a	  raise	   in	   informal	  employment	  
and	  wages.!

	  
•! =+&$/#3/!*+!;1$.#(!/.2(1)./+59!

-‐	  Higher	  MW	  that	   implies	  higher	  wages	   for	   formal	  workers	  could	   incen#ve	  workers	   to	  
look	  for	  a	  formal	  job.	  9(?,/8!+/''23!$B$)* .	  (Fajnzylber,	  2001).	  
-‐	  Higher	  MW	  for	  a	  formal	  workers	  could	  generate	  the	  reduc#on	  of	  the	  labour	  supply	  of	  
another	  informal	  household	  members.	  =.),&$!$B$)*4!!
-‐!	   Increase	   in	   the	  MW	  could	   generate	  posi#ve	   impacts	   on	   consump#on	  and	   aggregate	  
demand	   (specially	   if	   MW	   earners	   have	   a	   high	   marginal	   propensity	   to	   consume)	   and,	  
them,	  an	  increase	  in	  formal	  jobs	  (Magruder,	  2013).	  C$3.$+%(.!$B$)*4!
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•! All	   La#n	   American	   countries	   have	   a	   legal	   minimum	   wage.	  
However,	   there	   is	   not	   a	   common	   minimum	   wage	   system.	  
The	   level,	   coverage,	   exemp#ons,	   periodicity,	   and	  
enforcement	  differ	  across	  these	  countries.	  

•! The	   Minimum	   Wage	   Fixing	   Conven#on	   (ILO,	   1970)	  
establishes	   that	   countries	   should	   consider	   two	   aspects	  
when	  fixing	  the	  value	  of	  the	  MW:	  	  

-‐! the	  needs	  of	  workers	  and	  their	  families,	  	  
-‐! the	  	  economic	  factors,	  such	  as	  GDP,	  average	  wages,	  and	  the	  

desirability	  of	  maintaining	  a	  high	  level	  of	  employment.	  

•! However,	   in	  prac#ce,	  not	  all	   LACs	   take	   into	  account	   these	  
aspects	   when	   establishing	   the	   level	   and	   coverage	   of	   the	  
MW.	  
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MW/Average	  wage
Mexico 28%
Uruguay 30%
Chile 37%
Brazil 44%
Argentina 47%
Peru 53%
Costa	  Rica 58%
Paraguay 80%
Ecuador 80%



9,0!),&'2%(.)$!(.7!2$1(2!),6$8(1$!



!
!

"#$!%&'()*+!,-!&%.%&/&!0(1$+!,.!
$&'2,3&$.*!(.7!%.-,8&(2%*3!%.!9(:.!;&$8%)(!

!



5&'%8%)(2!$6%7$.)$!-,8!9(:.!;&$8%)(!
N,! ,6$8(22!),.+$.+/+! '8$6(%2+!0%*#!8$+'$)*!*,!$&'2,3&$.*!$B$)*+! ,-!&%.%&/&!0(1$+!%.!9;L+4! !O*/7%$+!
*#(*!P.7!(!.$1(:6$!%&'()*!8$-$8!&,+*23!*,!*#$!QRST+!(.7!QRRT+4!M,2$!,-!*#$!&()8,$),.,&%)!(.7!2(?,/8!
&(8@$*!),.*$E*4!

>$#?*(!

•!Impacts	  on	  employment:	  	  
ü!Earlier	  studies	  found	  small	  nega#ve	  effects	  (Foguel,	  1998,	  Foguel	  et	  al.,	  2001;	  Fajnzylber,	  2001;	  Carneiro,	  
2001).	  Neumark	  et	  al.	  (2006)	  found	  that	  a	  10%	  increase	  in	  the	  MW	  reduces	  employment	  by	  1.56%.	  
ü!More	   recent	   studies	   find	   no	   effects	   (Lemos,	   2009).	   Broecke	   and	   Vandeweyer	   (2015)	   study	   the	   period	  
2003-‐2014	  where	  MW	  has	  nearly	  doubled	  and	  find	  no	  effect	  on	  jobs.	  
•!Impacts	  on	  hours	  worked:	  	  
ü!Nega#ve	  but	  small	  (Lemos,	  2004,	  2005).	  
ü!Posi#ve	  effects	  (Neumark	  et	  al.,	  2006).	  	  
•!Impacts	  on	  formality/informality:	  	  
ü!Reduc#on	   of	   formal	   employment	   but	   increase	   of	   informal	   employment	   (Carneiro	   and	   Corseuil,	   2001;	  
Foguel	  et	  al.,	  2001,	  for	  the	  period	  1982-‐2000,	  Carneiro,	  2004).	  	  
ü!No	  employment	  effects	  neither	  in	  the	  formal	  nor	  in	  the	  informal	  sector	  (Lemos,	  2009).	  
ü!Posi#ve	   	   effect	   on	   formality	   but	   small	   (Foguel,	   1998).	  Nega#ve	   effect	   on	   low-‐wage	   informal	   (-‐0.1)	   and	  
formal	  workers	  (-‐0.25)(Fajnzylber,	  2001).	  

@6*(/!
•!Impacts	  on	  employment:	  	  
ü!Nega#ve	   (Grau	  and	  Landerretche,	  2011).	  Montenegro	  and	  Pages	   (2004)	  find	   that	  a	  10%	   increase	   in	   the	  
minimum	  wage	  decreases	  the	  probability	  of	  employment	  for	  men	  by	  1.7%	  but	   it	  slightly	   increases	  female	  
employment.	  
ü!Nega#ve	  effect	  on	  youth	  employment	  (Beyer	  and	  Dussaillant,	  2009)	  .	  	  
ü!No	  direct	  effects	  (Cowan	  et	  al.	  ,	  2004;	  Mar#nez	  et	  al.	  ,	  2001,	  Miranda,	  2013).!
!
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@6*(/!
•!Impacts	  on	  employment:	  	  
ü!Nega#ve	   (Grau	  and	  Landerretche,	  2011).	  Montenegro	  and	  Pages	   (2004)	  find	   that	  a	  10%	   increase	   in	   the	  
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•!Gindling	  and	  Terrell	  (1995)	  find	  no	  evidence	  of	  employment	  effect	  in	  the	  formal	  sector.	  
Increase	  in	  the	  informal	  employment.!
-$A/+%+#!
•!No	  impact	  on	  employment	  during	  the	  2000s	  (Groisman,	  2012!!
B/C*&1!
•!No	  impact	  on	  employment	  during	  the	  1990s	  (Bell,	  1997).	  No	  impact	  during	  the	  increase	  
of	  the	  MW	  in	  one	  of	  the	  regions	  in	  2012	  (Campos	  et	  al.	  2015).	  
@1(1.D*#!
•!Impacts	  on	  employment:	  	  	  
ü!Nega#ve	   (Bell,	   1997).	   Maloney	   and	   Mendez	   (2004)	   find	   a	   posi#ve	   effect	   on	   the	  
probability	  of	  becoming	  unemployed.	  Employment	  elas#city	  of	  -‐0.15.	  	  
•!Impacts	  on	  formality/informality:	  	  
ü!Posi#ve	  	  effect	  on	  informality	  (Sánchez	  et	  al.,	  2009;	  Ruiz,	  2010).	  Mondragón	  et	  al.	  (2010)	  
find	   that	   a	   10%	   increase	   in	   the	   MW	   increased	   the	   probability	   of	   being	   informal	   in	   1%,	  
during	  1984-‐2006.	  	  
!
E/8/(12*+A!&1'+5$*/30!*+&('7*+A!,-@3!
•!Meta-‐analysis	   for	   W8(U%2,	   L#%2$,	   China,	   L,2,&?%(,	   India,	   Indonesia,	   H$E%),,	   the	   Russian	  
Federa#on,	  South	  Africa	  and	  Turkey	  (Broecke	  et	  al.,	  2015):	  	  
ü!MW	  have	  very	  lijle,	  or	  no,	  effect	  on	  employment.	  	  
ü!Youth	  and	  low-‐skilled	  workers	  are	  more	  adversely	  affected	  but	  the	  impact	  is	  small.!



X%.(2!8$&(8@+!
•! Employment	  effects	  have	  not	  always	  been	  found	  to	  be	  nega#ve,	  as	  predicted	  

by	  neoclassical	  model	   and	   its	   assump#on	  of	   compe##ve	   labour	  markets,	   in	  
which	  increases	  in	  MW	  automa#cally	  results	  in	  declining	  labour	  demand.	  	  

•! Arguments	  trying	  to	  explain	  the	  evidence	  (Schmij,	  2013):	  
ü!Monopsonis#c	  instead	  of	  compe##ve	  labour	  markets.	  
ü!The	  increased	  cost	  associated	  with	  the	  raise	   in	  the	  MW	  wage	  could	  be	  

small	  in	  comparison	  to	  overall	  costs	  of	  the	  firms.	  
ü!Employers	  could	  use	  different	  channels	  of	  adjustments:	   they	  could	  cut	  

non-‐wage	   benefits;	   adopt	   produc#vity-‐enhancing	   prac#ces;	   reduce	  
wages	   to	   highly	   paid	   salaried	   workers;	   translate	   this	   higher	   cost	   to	  
prices.	  

ü!Workers	  may	  react	  by	  working	  harder	   (efficiency	  wage	  model	   in	  which	  
effort	  is	  a	  func#on	  of	  wages).	  	  

ü!Higher	  MW	  might	   increase	   consump#on	  and,	   consequently,	   aggregate	  
demand	  and	  employment.	  	  

ü!Higher	  MW	  could	  generate	  a	  fall	  in	  labour	  turnover	  which,	  in	  turn,	  could	  
generate	  an	  important	  cost	  saving	  to	  employers.	  
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-,8&(2%U(:,..	  It	  can	  be	  an	  effec#ve	  policy	  reducing	  poverty	  and	  inequality	  without	  significant	  
disemployment	  effects.	  	  

•! MW	  was	  an	  important	  s#mulus	  to	  the	  economy	  during	  the	  interna#onal	  crisis.	  According	  to	  
Rani	  et	  al.	  (2013)	  “The	  overall	  macroeconomic	  impact	  of	  a	  minimum	  wage	  depends	  not	  only	  
on	  how	  it	  affects	  consumpBon	  and	  investment,	  but	  also	  on	  how	  it	  affects	  compeBBveness	  and	  
whether	  it	  affects	  net	  exports	  and	  if	  so	  by	  how	  much”.	  

•! However,	  LACs	  need	  to:	  
ü! Increase	  the	   legal	  coverage	  and	  reduce	  the	  non-‐compliance.	   Important	  role	  of	  enforcement	  

ins#tu#ons.	  	  
ü! Reduce	  the	  complexity	  of	  the	  MW	  systems	  
ü! Set	   MW	   at	   an	   appropriate	   level	   to	   balance	   the	   needs	   of	   workers	   and	   their	   families	   with	  

economic	  factors,	  and	  reduce	  the	  poten#al	  disemployment	  effects.	  Some	  LACs	  have	  too	  low	  
(non-‐binding)	  or	  too	  high	  MW	  (high	  level	  of	  non-‐compliance).	  	  	  

•! Manning	  (2001)	  “If	  labour	  markets	  are	  monopsonis#c	  there	  is	  no	  necessary	  trade-‐off	  between	  
equity	  and	  efficiency	  for	  many	  of	  these	  policies	  though	  one	  should	  not	  take	  this	  to	  mean	  that	  
the	   policies	   are	   universally	   good:	   typically	   there	   is	   an	   op#mal	   level	   of	   interven#on	   beyond	  
which	  they	  will	  cause	  efficiency	  loses”.	  	  

	  
•! Even	   aner	   the	   strengthening	  of	   the	  MW,	   LACs	   con#nue	  having	   an	   important	   propor#on	  of	  

low	  pay	  workers.	  Important	  source	  of	  income	  inequality	  and	  poverty.	  


