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Minimum wages market evolution and productivity growth
DU Pengcheng' XU Shu®

(1. School of Economics Capital University of Economics and Business Beijing 100070 China;
2. School of Economics Southwestern University of Finance and Economics Chengdu 611130 China)

Abstract: As the most direct means of regulating the labor market the impact of the minimum wage on the productivity
of enterprises has become increasingly prominent. This paper examines the relationship between the increase of minimum
wage standard and total factor productivity ( TFP) in China from both micro and macro perspectives based on Chinese
industrial enterprise data and manually collected minimum wage data at the district and county levels. The microdevel
research results show that increases in the minimum wage standard promote the exit of low—-productivity firms from the market
and discourage the entry of low—productivity potential firms into the market thereby increasing TFP. The results of the macro—
level analysis suggest that the evolutionary market effect triggered by firm entry and exit is an important channel for the
minimum wage standard to raise aggregate TFP. After reducing the endogeneity problem and replacing the core indicator
measures the conclusions remain robust. The sub-sample study also finds that the contribution of the minimum wage standard
to productivity growth is more pronounced in labor-intensive firms firms with high financing constraints and competitive
firms. The conclusions of this paper not only help to understand the potential drivers of China’s economic growth but also have
important reference value for achieving high-quality economic development through rationalized labor policies.

Key words: minimum wage; entry and exit; market evolution; total factor productivity; resource allocation
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