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ABSTRACT

The purpose of this study is to examine the relationship between minimum wage policy
and economic growth for the period 2000 — 2005. To achieve the objective, we estimate a
growth model by employing the panel ordinary least square (OLS) and panel estimated
generalized least square (EGLS) method. A sample consists of 61 countries with and
without minimum wage and 33 were used in this study. For the minimum wage measure,
we used minimum wage dummy, excess wage and minimum wage ratio to GDP as
separate variables. We also include additional variables namely initial GDP, population
growth, investment, trade openness, government expenditure and gross enrolment ratio.
The results of the study show that, first, countries with minimum wage policy have higher
economic growth. Second, the level of minimum wage does not affect economic growth
for the countries that have the minimum wage policy. Based on the findings, countries
should implement minimum wage policy since it would increase income for the worker
and at the same time have positive effect on economic growth. The results also support
the minimum wage policy that will be implemented in Malaysia.



ABSTRAK

Tujuan utama penyelidikan ini adalah untuk mengkaji hubungan di antara polisi upah
minimum dan pertumbuhan ekonomi bagi tempoh 2000 — 2005. Untuk mencapai objektif
ini, kami menganggarkan model pertumbuhan dengan menggunakan kaedah panel kuasa
dua terkecil biasa (OLS) dan panel kuasa dua terkecil umum (EGLS). Sampel yang
digunakan di dalam penyelidikan ini terdiri daripada 61 buah negara yang mempunyai
dan tidak mempunyai upah minimum dan 31 buah negara yang mempunyai upah
minimum. Untuk mengukur upah minimum, kami menggunakan dumi atas patung upah
minimum, upah lebihan dan nisbah upah minimum kepada KDNK sebagai
pembolehubah yang berlainan. Kami juga menggunakan pembolehubah bebas tambahan
laitu  KDNK asal, pertumbuhan populasi, pelaburan, keterbukaan perdagangan,
perbelanjaan kerajaan dan kadar enrolment kasar. Keputusan kajian menunjukkan
bahawa pertama, negara yang mempunyai polisi upah minimum mempunyai kadar
pertumbuhan ekonomi yang lebih tinggi. Kedua, tahap upah minimum tidak
mempengaruhi pertumbuhan ekonomi bagi negara yang mempunyai upah minimum.
Berdasarkan kepada penemuan ini, negara seharusnya melaksanakan polisi upah
minimum disebabkan polisi ini boleh meningkatkan pendapatan pekerja dan pada masa
yang sama memberi kesan yang positif terhadap pertumbuhan ekonomi. Hasil kajian juga
menyokong pelaksanaan polisi upah minimum di Malaysia.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction

‘Why, when the economist gives advice to his society, is he so often coolly ignored? He
never ceases to preach free trade...and protectionism is growing in the United States. He
deplores the perverse effects of minimum wage laws, and the legal minimum is regularly

raised each 3 or 5 years.” — George Stigler, cited in Rustici (1985).

According to international standards, the minimum wage is the lowest monetary value
which may be paid to workers in a region and a point of time, either through existing acts
or through collective bargaining. In some countries the minimum wage is determined by
law, while in others it is determined through dialogue or negotiation, or through
collective agreements between workers and employers. The minimum wage has the
purpose of safeguarding the income and living conditions of workers who are considered

to be the most vulnerable in the labor market.

The minimum wage has long been a controversial issue since its passage in the Fair
Labor Standard Act of 1938. Most of the economists argue that the minimum wage may
price out low-skilled workers, discriminate against minorities, and cause unemployment
to rise. However, its supporters typically argue that it actually can reduce poverty and

increase the income of the lowest-paid workers.

11



The contents of
the thesis is for
internal user
only



REFERENCES

Adams, S. and David, N. (2005). The Effects of Living Wage Laws: Evidence from
Failed and Derailed Living Wage Campaigns. NBER Working Paper No. 11342.

Adie, D. K. (1973). Teen-Age Unemployment and Real Federal Minimum Wages.
Journal of Political Economy, Vol. 81 (March/April), 435-441.

Askenazy, P. (2003). Minimum Wage, Exports and Growth. European Economic Review,
Elsevier, Vol. 47 (1), 147-164.

Bazen, S. and Skourias, N. (1997). Is There a Negative Effect of Minimum Wages on
Youth Employment in France?, European Economic Review, Vol. 41 (3-5), 723-
732, April.

Barro, R. J. and Sala-i-Martin, X. (1995). Economic Growth. Cambridge, MA, McGraw Hill.

Barro, R. J. and Sala-i-Martin, X. (2004). Economic Growth. Cambridge, MA, MIT Press..

Beranek, W. (1982). The Illegal Alien Work Force, Demand for Unskilled Labor, and the
Minimum Wage. Journal of Labor Research, Vol. 3 (Winter), 89-99.

Boschen, J. F. and Grossman, H. I. (1981). Employment Effects of the Federal Minimum
Wage. NBER Working Papers 0812, National Bureau of Economic Research, Inc.

Brown, C. (1988). Minimum Wage Laws: Are They Overrated? Journal of Economic
Perspectives, Vol. 2 (Summer), 133-145.

Brown, C., Gilroy, C. and Kohen, A. (1981a). Effects of the Minimum Wage on Youth
Employment and Unemployment. In Minimum Wage Study Commission (1981),
Vol. 5, 1-26.

Brown, C., Gilroy, C. and Kohen, Andrew. (1982). The Effect of the Minimum Wage on
Employment and Unemployment. Journal of Economic Literature, Vol. 20
(June), 487-528.

76



Brozen, Y. (1962). Minimum Wage Rates and Household Workers. Journal of Law and
Economics, Vol. 5 (October), 103-109.

Brozen, Y. (1969). The Effect of Statutory Minimum Wage Increases on Teen-age
Employment. Journal of Law and Economics, Vol. 12 (April), 109-122.

Burkhauser, R. V., Kenneth, A. C. and Wittenburg, D. C. (2000). A Reassessment of the
New Economics of the Minimum Wage. Journal of Labor Economics, Vol. 18
(4), 653-681.

Cahuc, P. and Michel, P. (1996). Minimum Wage Unemployment and Growth. European
Economic Review, Vol. 40 (1996), 1463- 1482.

Card, D, and Krueger, A. B. (1994). Minimum Wages and Employment: A Case Study of
the Fast-Food Industry in New Jersey and Pennsylvania. American Economic
Review, Vol. 84 (September), 772-793.

Card, D. and Krueger, A. B. (1995). Myth and Measurement : The New Economics of the
Minimum Wage. Princeton : Princeton University Press.

Corbo, V. (1981). The Impact of Minimum Wages on Industrial Employment in Chile. In
Rottenberg (1981), 340-356.

Cotterman, R. F. (1981). The Effects of Federal Minimum Wages on the Industrial
Distribution of Teenage Employment. In Rottenberg (1981), 42-60.

Couch, K. A. and Wittenburg, D. C. (2001). The Response of Hours of Work to Increases
in the Minimum Wage. Southern Economic Journal. Vol. 68 (January), 171-77.

Cukierman, A., Rama, M. and Ours, J.V. (2001). Long-run Growth, the Minimum Wage
and Other Labor Market Institutions. Center for Economic Research, Tilburg
University.

Cunningham, J. (1981). The Impact of Minimum Wages on Youth Employment, Hours
of Work, and School Attendance: Cross-sectional Evidence from the 1960 and
1970 Censuses. In Rottenberg (1981), 88-123.

77



Currie, J. and Fallick, B. (1993). A Note on the New Minimum Wage Research. National
Bureau of Economic Research Working Paper No. 4348 (April).

DeLong, J. B. and Lawrence, H. S. (1991). Equipment Investment and Economic
Growth. Quarterly Journal of Economics, Vol. 106 (May), 445-502.

Devarajan, S., Vinaya, S. and Heng-fu, Z. (1996). The Composition of Public
Expenditure and Economic Growth. Journal of Monetary Economics, Vol. 37 (2),
313-344.

Douty, H. M. (1960). Some Effects of the $1.00 Minimum Wage in the United States.
Economica, Vol. 27 (May), 137-147.

Drabicki, J. Z. and Takayama, A. (1982). Minimum Wage Regulation and Economic
Growth. Journal of Economics and Business, Vol. 34 (3), 231-240.

Dritsakis, N. and Adamopoulos, A. (2004). A Causal Relationship Between Government
Spending and Economic Development : An Empirical Examination of the Greek
Economy. Applied Economics, Taylor and Francis Journals, Vol. 36 (5), 457-
464.

Dube, A., Suresh, N., and Michael, R. (2007). The Economic Effects of a Citywide
Minimum Wage. Industrial and Labor Relations Review, 60:4 (2007), 522-543.

Edwards, S. (1992). Capital Flows, Foreign Direct Investment, and Debt-Equity Swaps in
Developing Countries. NBER Working Papers 3497, National Bureau of
Economic Research, Inc.

Fanti, L. and Gori, L. (2010). On Economic Growth and Minimum Wages. MPRA Paper
No. 25842.

Fleisher, B. M. (1981). Minimum Wage Regulation in Retail Trade. Washington:
American Enterprise Institute.

Forrest, D. (1982). Minimum Wages and Youth Unemployment: Will Britain Learn from
Canada? Journal of Economic Affairs, Vol. 2 (July), 247-250.

78


http://ideas.repec.org/a/taf/applec/v36y2004i5p457-464.html
http://ideas.repec.org/a/taf/applec/v36y2004i5p457-464.html
http://ideas.repec.org/a/taf/applec/v36y2004i5p457-464.html
http://ideas.repec.org/a/taf/applec/v36y2004i5p457-464.html
http://ideas.repec.org/s/taf/applec.html
http://ideas.repec.org/p/nbr/nberwo/3497.html
http://ideas.repec.org/p/nbr/nberwo/3497.html
http://ideas.repec.org/s/nbr/nberwo.html

Gallasch, H. F. Jr. (1975). Minimum Wages and the Farm Labor Market. Southern
Economic Journal, Vol. 41, 480-491.

Gandhi, V. P. (1971). Wagner's Law of Public Expenditure: Do Recent Cross-Section
Studies Confirm I1t? Public Finance , 44-56.

Grossman, G. M. and Helpman (1991). Innovation and Growth in the Global Economy.
Cambridge-MA: MIT Press.

Gupta, S. P. (1967). Public Expenditure and Economic Growth: A Time Series Analysis.
Public Finance, Vol. 22 (4), 423-66.

Hammermesh, D. S. (1981). Employment Demand, the Minimum Wage and Labor Costs.
In Minimum Wage Study Commission (1981), Vol. 5, 27-84.

Hammermesh, D. S. (1982). Minimum Wages and the Demand for Labor. Economic
Inquiry, vol. 20 (July), 365-380.

Harrison, A. and Hanson, G. (1999). Who Gains from Trade Reform? Some Remaining
Puzzles. Journal of Development Economics, Vol. 59 (June), 125-154.

Hashimoto, M. (1982). Minimum Wage Effects on Training on the Job. American
Economic Review, Vol. 72 (December), 1070-1087.

Hashimoto, M. (1987). The Minimum Wage Law and Youth Crimes: Time-Series
Evidence. Journal of Law and Economics, Vol. 30 (October), 443-464.

ILO, Global Wage Report 2008/09. Minimum Wages and Collective Bargaining :
Towards Policy Coherence.

Irmen, A. and Wigger, B. U. (2006). National Minimum Wages, Capital Mobility, and
Global Economic Growth. Economics Letters, VVol. 90 (2), 285-289.

Kaun, David E. (1965). Minimum Wages, Factor Substitution and the Marginal Producer.
Quarterly Journal of Economics, Vol. 79 (August), 478-486.

79


http://ideas.repec.org/a/eee/deveco/v59y1999i1p125-154.html
http://ideas.repec.org/a/eee/deveco/v59y1999i1p125-154.html
http://ideas.repec.org/s/eee/deveco.html

Klein, N. (2012). Real Wage, Labor Productivity, and Employment Trends in South
Africa : A Closer Look. IMF Working Paper.

Koutsogeorgopoulou, V. (1994). The Impact of Minimum Wages on Industrial Wages
and Employment in Greece. International Journal of Manpower, Vol. 15, 86-99.

Lee, D. S. (1999). Wage Inequality in the United States During the 1980s : Rising
Dispersion or Falling Minimum Wage?. Quarterly Journal of Economics, Vol.
114 (3), 977-1023.

Leighton, L. and Mincer, J. (1981). The Effects of Minimum Wages on Human Capital
Formation. In Rottenberg (1981), 155-173.

Levine, R. and Renelt, D. (1992). A Sensitivity Analysis of Cross-Country Growth
Regression. American Economic Review, Vol. 82 (4), 942-963.

Lustig, N. and Mcleod, D. (1996). Minimum Wages and Poverty in Developing
Countries : Some Empirical Evidence. Papers 125, Brookings Institution Working
Papers.

Machin, S. and Alan, M. (1994). The Effects of Minimum Wages on Wage Dispersion
and Employment : Evidence from the U.K. Wage Councils. Industrial and Labor
Relations Review, Vol. 47 (2), 319-29.

Mankiw, N. G., David, R. and David, N. W. (1992). A Contribution to the Empirics of
Economic Growth, Quarterly Journal of Economics, Vol. 107 (May), 407-437.

McKenzie, R. B. (1980). The Labor Market Effects of Minimum Wage Laws: A New
Perspective. Journal of Labor Research, Vol. 1 (Fall), 255-264.

McLeod, D. and Nora L. (1996). Minimum Wages and Poverty in Developing Countries:
Some Empirical Evidence. Brookings Discussion Papers in Economics, No. 125.
Washington, DC: The Brookings Institution.

80



Mercier, J. (1987). Effets Du Salaire Minimum Sur L'emploi: Résultats Des Etudes
Econométriques Canadiennes Et Québécoises. Relations Industrielles, 42, 806-
830.

Meyer, R. H. and Wise, D. A. (1983). The Effects of Minimum Wage on the
Employment and Earnings of Youth. Journal of Labor Economis, Vol. 1
(January), 66-100.

Mincer, J. (1976). Unemployment Effects of Minimum Wages. Journal of Political
Economy, Vol. 84 (August), S87-S104.

Mo, P. H. (2000). Income Inequality and Economic Growth. Kyklos,Vol. 53, 293-316.

Mo, P. H. (2001). Corruption and Economic Growth. Journal of Comparative
Economics, Vol. 29, 66-79.

Mo. P. H. (2011). Minimum Wage Legislation and Economic Growth : Channels and
Effects. MPRA Paper No. 35820.

Morley, S. A. (1995). Poverty and Inequality in Latin America : The Impact of
Adjustment and Recovery in the 1980s. Johns Hopkins University Press
(Baltimore).

Neumark, D. and Wascher, W. (2008). Minimum Wages. MIT Press Books, The MIT
Press, Edition 1, Vol. 1, number 0262141027.

Neumark, D., Schweitzer, M. and Wascher, W. (2002). Do Minimum Wages Fight
Poverty?. Economic Inquiry, Vol. 40 (3), 315-333.

Neumark, D., Schweitzer, M. and Wascher, W. (1992). Employment Effects of Minimum
and Subminimum Wages : Panel Data on State Minimum Wage Laws. Industrial
and Labor Relations Review, Vol. 46 (October), 55-81.

Neumark, D., Schweitzer, M. and Wascher, W. (2007). Minimum Wages and
Employment. IZA Discussion Paper No. 2570.

81



Onafowora, O. A. and Owoye, O. (1998). Can Trade Liberalization Stimulate Economic
Growth in Africa?. World Development, Vol. 26 (3), 497-506.

Peterson, J. M. (1957). Employment Effects on Minimum Wages, 1938-50. Journal of
Political Economy, Vol. 65 (October), 412-430.

Peterson, J. M. (1981). Minimum Wages: Measures and Industry Effects. Washington:
American Enterprise Institute.

Peterson, J. M. and Stewart, C. T. Jr. (1969). Employment Effects of Minimum Wage
Rates. Washington : American Enterprise Institute.

Ragan, J. F. Jr. (1977). Minimum Wages and the Youth Labor Market. Review of
Economics and Statistics, Vol. 59 (May), 129-136.

Ravn, M. O. and Sorenson, J. R. (1999). Schooling, Training, Growth and Minimum
Wages. The Scandinavian Journal of Economics, Vol. 101 (3), 441-457.

Ribeiro, M. E. (1993). Le salaire minimum au Portugal: les incidences sur I’emploi.
Actes du colloque international: Analyse économique des bas salaires et des effets
du salaire minimum, 30 Sept.- 1 Oct. 1993, Arles, France, 876-896.

Romer, D. (1993). Openness and Inflation: Theory and Evidence. The Quarterly Journal
of Economics, Vol. 108 (4), 869-903.

Rosa, J. (1981). The Effect of Minimum Wage Regulation in France. In Rottenberg
(1981), 357-376.

Sabia, J. J. (2009). Identifying Minimum Wage Effects: New Evidence from Monthly
CPS Data, Industrial Relations, Vol. 48 (2), 311-328.

Saget, C. (2001). Poverty Reduction and Decent Work in Developing Countries : Do
Minimum Wages Help?. International Labor Review, Vol. 140 (3), 237-269.

82


http://ideas.repec.org/a/eee/wdevel/v26y1998i3p497-506.html
http://ideas.repec.org/a/eee/wdevel/v26y1998i3p497-506.html
http://ideas.repec.org/a/eee/wdevel/v26y1998i3p497-506.html
http://ideas.repec.org/s/eee/wdevel.html
http://ideas.repec.org/a/tpr/qjecon/v108y1993i4p869-903.html
http://ideas.repec.org/s/tpr/qjecon.html
http://ideas.repec.org/s/tpr/qjecon.html
http://ideas.repec.org/s/tpr/qjecon.html

Schumpeter, J. A. (1912). The Theory of Economic Development, translated by Redvers
Opie, Cambridge, MA: Harvard Univ. Press, 1949. First German edition in 1912.

Schumpeter, J. A. (1939). Business Cycles. Vol. 1, New York : McGraw-Hill.

Smith, A. (1776). Wealth of Nations. Scotland : W. Strahan and T. Cadell.

Solow, R. M. (1957). Technical Change and The Aggregate Production Function. The
Review of Economics and Statistics, Vol. 39 (3), 312-320.

Stigler, G. J. (1946). The Economics of Minimum Wage Legislation. American Economic
Review, Vol. 36 (June), 358-365.

Swidinsky, R. (1980). Minimum Wages and Teenage Unemployment in Canada, Revue
canadienne d’économique, Vol. 13 (1), 158-171.

Temple, J. R. W. (1998). Robustness Tests of the Augmented Solow Model. Journal of
Applied Economics, Vol. 13, 361-75.

Thompson, J. P. (2009). Using Local Labor Market Data to Re-examine the Employment
Effects of the Minimum Wage. Industrial and Labor Relations Review, Vol. 62
(3), 343-366.

Todorovic, Z. W. and Ma, J. (2008). A Review of the Minimum Wage Regulation Effect-
The Resource Based View Perspective. The Journal of Collective Negotiations,
Vol. 32 (1), 57-75.

Vandemoortele, J. and Ngola, S. M. (1982). The Setting of a Minimum Wage and Its
Consequences on Employment and Earning in the Modern Sector in Kenya.
Institute for Development Studies, University of Nairobi.

Vandenbrink, D. C. (1987). The Minimum Wage : No Minor Matter for Teens. Economic
Perspectives, Federal Reserve Bank of Chicago, Vol. 11 (March/April), 19-28.

83



Van. S. A. (1993). Youth Minimum Wage Rates : The Dutch experience. Actes du
colloque international: Analyse économique des bas salaires et des effets du
salaire minimum, 30 Sept.- 1 Oct. 1993, Arles, France, 1049-1074.

Webb, S. and Webb, B. (1920). The History of Trade Unionism. Kessinger Publishing.

Welch, F. (1974). Minimum Wage Legislation in the United States. Economic Inquiry,
Vol. 12 (September), 285-318.

Welch, F. (1978). Minimum Wages: Issues and Evidence. Washington: American
Enterprise Institute.

Wessels, W. J. (1980). Minimum Wages, Fringe Benefits, and Working Conditions.
Washington: American Enterprise Institute.

Whaples, R. (2006). Do Economists Agree on Everything? Yes!. The Economists’ Voice,
Vol. 3 (9), Article 1.

Williams, N. (1993). Regional Effects of the Minimum Wage on Teenage Employment,
Applied Economics, Vol. 25, 1517-1528.

Zavodny, M. (2000). The Effect of the Minimum Wage on Employment and Hours.
Labor Economics, Vol. 7 (6), 729-750.

Zucker, A. (1973). Minimum Wages and the Long-Run Elasticity of Demand for Low-
Wage Labor. Quarterly Journal of Economics, Vol. 87 (2), 267-277.

84





