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Summary
• Large regional variation in minimum wages exists.
• Regional variation in minimum wages declined 

continuously.
• Most of regional variation comes from the 

province level difference.
• Economic development levels, living standard 

explain a major part of the regional variation.
• Evidence suggests that competition between local 

governments plays a role in determining 
minimum wages.



Introduction

• Under the central planning economy, no 
market determined wages, thus no minimum 
wages.

• Market reform was associated with increased 
inequality and the concerns about the incomes 
of the low paid workers.

• Emerging research on the impact of minimum 
wages on wages, inequality, employment, etc.



Introduction

• Existing research uses regional and temporal 
variation to identify the effect of minimum 
wage policy on various aspects of the labor 
market. 

• But, to what extent the minimum wage varies 
across regions (at different levels)? why the 
regional variation exist?

• We know very little 



Introduction
• We first introduced the institutional background of 

China's minimum wage policy. 
• Describe the regional variation of the minimum wage 

using detailed minimum wage data since the late 1990s.
• Large regional variation exist during the period studied. 
• Economic development situation, including GDP, 

economic structure, consumption level, is the main 
driving force for the large regional variation in the MW. 

• Weak evidence suggesting that the regional variation is 
influenced by political factors. ????



Institutional background

• In late 1993, the former Ministry of Labor 
issued Provisions of Minimum Wage

• In 2004, the Provisions of Minimum Wage was 
amended substantially by the Ministry of 
Labor and Social Security.

• The minimum wages are different across 
regions. Local governments play a dominant 
role in the minimum wages adjustment process.



Institutional background
• The department of human resources and social security of 

the provincial work out a minimum wage schedule for 
negotiation.

• This schedule is made according to the guidance of the 
central government (the Ministry of Human Resource and 
Social Security), which is usually a formula for calculating 
minimum wages taking into consideration of various factors.

• : factors influencing the living standard of people in poverty 
such as urban consumer price index; the minimum 
expenditure of the urban residents; average wage; 
employment situation. 



Institutional background
• The provincial government usually apply 

minimum wages of several levels according to the 
economic development level of different regions.

• This adjustment plan will then be negotiated 
between several parties, including the provincial 
government, provincial level unions, association 
of entrepreneurs/enterprises, chamber of 
commerce.

• The local government of the lower level can also 
influence the minimum wage schedule.



Institutional background
• After reaching an agreement, the minimum wage 

adjustment plan will often be submitted to the provincial 
executive meetings for discussion.

• The minimum wage policy determined by the provincial 
government will be submitted to the Ministry of Human 
Resources and Social Security for approval. It should also 
be ratified by the All China Federation of Trade Unions and 
All China Federation of Industry and Commerce. 

• This minimum wage adjustment policy should be publicized 
through the government gazette and at least one news paper 
covering the whole region within 7 days of approval.



Institutional background

• A region’s minimum wages influenced by 
those of other regions?

• Tournament model in official promotions 
(Zhou and Li, 2005)

• Minimum wage is a proxy for economic 
performance?

• Attracting labor or investment? Or both?



Institutional background

• Shenzhen Special Zone Daily

Raising Minimum Wage to Attract
Skilled Labor



Data

• The minimum wage data is collected from the 
website as every province publish the 
minimum wage once new minimum wages are 
determined.



Data
Notice on the  adjustment of the minimum 
wages for Sichuan Province

1. Newly adjusted monthly minimum 
wages
(1) 1100 RMB per month (50.5 daily)
(2) 1250 RMB per month (57.5 daily)
(3) 1400 RMB per month (64.4 daily)

2. Newly adjusted hourly minimum wages
(1) 11.5 RMB
(2) 13.2 RMB
(3) 14.6 RMB

City governments choose appropriate 
minimum wage levels according to local 
conditions.



Data

• City level information from the Chinese City 
Statistical Yearbook, including the average 
wages for the urban workers, GDP growth rate, 
GDP per capita, employment, unemployment, 
actually utilized FDI, etc. 

• We also used a dataset that has information of 
the local officials at the city level.



Data

• Minimum wage for regions of higher 
administrative levels:

• Relative minimum wages
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Decomposing the regional variation



Explaining regional minimum wage
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Explaining regional minimum wage

• It is worth mentioning that we are less 
successful in explaining the relative minimum 

• The adjusted R squared is only around 10 
percent in the regression for 2009 when the 
province dummies are not controlled for. Even 
with the province dummies being controlled 
for, the explaining power is only around 40-45 
percent.



The time to adjust the minimum wages

• Whether the timing of the minimum wage 
adjustment is related to regional 
characteristics, and more importantly to 
minimum wage levels. 

• Two alternative stories can be told:
1. Race to the bottom
2. Keep up with the Joneses



The time to adjust the minimum wages

1. Race to the bottom
Local governments have incentives to set 
minimum wages levels lower than competing 
regions. The results might be that a province 
that adjusts its minimum wage later would 
choose lower levels than a similar province 
that adjusts the minimum wage earlier.



The time to adjust the minimum wages

2. Keep up with the Joneses
Local officials do not want to have minimum 
wages lower than competing provinces.

a. Higher minimum wage is itself an indicator for 
better economic performance

b. Higher minimum wage may help a region attract 
quality workers



Month when new minimum wage 
implemented

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
January 12 7 8 8 4 4 3 5 6 6 5 1 3
February 1 1 0 0 0 0 0 0 0 1 1 0 0
March 0 0 1 1 1 3 4 3 3 0 1 2 1
April 2 2 1 1 0 0 1 2 0 0 0 1 1
May 4 5 4 3 3 2 3 3 1 3 2 3 2
June 1 1 1 0 0 0 0 0 0 0 0 0 0
July 7 10 9 11 15 15 14 11 11 10 10 7 5
August 0 0 0 0 0 0 0 0 0 0 0 2 2
September 0 2 4 4 4 2 0 2 3 2 3 6 4
October 1 1 2 2 3 3 4 4 6 8 6 7 7
November 0 0 0 0 0 0 0 0 0 1 2 1 3
December 0 0 0 0 0 1 1 1 1 0 1 1 3
Total 28 29 30 30 30 30 30 31 31 31 31 31 31



Time adjusted and the level of minimum wages 
(coefficients on the month of adjustment)

(1) (2) (3) (4) (5)
Dependent var. =

A: the highest level of mw within a city 2.368 2.811* 1.310 1.957* 1.543
(1.664) (1.602) (1.163) (1.106) (1.203)

B: Ln (the highest level of mw within a city) 0.00662* 0.00761** 0.00575** 0.00734*** 0.00621**
(0.00339) (0.00323) (0.00269) (0.00258) (0.00291)

C: The highest level of mw within
a city relative to average wage

0.0000377 0.0000794 0.000190** 0.000218*** 0.000224**
(0.0000878) (0.0000767) (0.0000803) (0.0000791) (0.0000890)

D: the lowest level of mw within a city 0.145 1.187 1.106 1.952* 1.712*
(1.943) (1.751) (1.178) (0.999) (0.996)

E: Ln(the lowest level of mw within a city) 0.00207 0.00431 0.00583** 0.00767*** 0.00688**
(0.00455) (0.00428) (0.00273) (0.00249) (0.00279)

F: The lowest level of mw within
a city relative to average wage

-0.0000740 -0.00000654 0.000166** 0.000195*** 0.000205**
(0.0000927) (0.0000705) (0.0000712) (0.0000699) (0.0000761)



Time adjusted and the level of minimum wages 
(coefficients on the month of adjustment)

• Results indicate that local government want to keep-up-with-
the-Joneses, but at the same time, they do not want to raise 
minimum wages too much higher than other provinces with 
the risk of damaging its economic growth.



Summary
• Large regional variation in minimum wages.
• Regional variation in minimum wages declined 

continuously.
• Most of regional variation come from the 

province level difference.
• Economic development levels, living standard 

explain a major part of the regional variation.
• There is evidence suggesting that competition 

between regions plays a role in determining 
minimum wages.



Implications

• What will the regional variation be like in the 
future?

1. Service sector will increase.
2. Rural-urban income gap will decrease.
3. Trade share in GDP will decrease.


• Max/Min will decrease.



Implications

• Do we need the minimum wage to vary so 
much across regions?

• Probably NOT in the future.
• Local government will play a minor role?



Implications
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Data sources: authors’ calculation using 2005 1% population survey.



Implications

Data sources: authors’ calculation using 2005 1% population survey.
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If not regional, then what?
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If not regional, then what?

• By
1. Education?
2. Gender?
3. Industry?



Conclusion?

• The significant increase in the minimum wage is mainly a 
reflection rather than a cause of the rapid increase in wages, a 
conclusion seems to be supported by our empirical evidence.



Thank you!
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