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Minimum wage standards labor market segmentation

and resource allocation efficiency
ZONG Huijun LI Zhen

( School of International Trade and Economics Shandong University of Finance and Economics Jinan 250014 China)

Abstract: Using the data of industrial enterprises in 284 prefecturedevel cities in China from 1998 to 2013  this paper
explores the impact of minimum wage increases on resource allocation efficiency from the perspective of labor market
segmentation and measures the resource allocation efficiency with the dispersion of the enterprise mark-up rate. The study
finds that: the increase of minimum wage standard can effectively reduce the dispersion of firms” markup and improve resource
allocation efficiency. However the labor market segmentation inhibits the improvement effect of the minimum wage standard
increase on resource allocation efficiency. The increase of minimum wage standard has a more noticeable improvement effect
on the resource allocation efficiency in areas with a lower degree of labor market segmentation than in regions with a higher
degree of labor market segmentation. The above conclusions are valid after considering the endogenous problems replacing
resource allocation efficiency measurement method and other robustness tests. Further mechanism test finds that the increase
of minimum wage standard affects resource allocation efficiency through two channels: the asymmetric impact on firms” markup
and the promotion of low markup firms to exit the market and the effect is more significant in areas with a lower degree of
labor market segmentation. Thus policies that raise the minimum wage and reduce labor market segmentation will contribute
to improving the efficiency of resource allocation.

Key words: minimum wage standards; labor market segmentation; firms” markup; firms” markup dispersion; resource

allocation efficiency



