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Abstract

Recent developments in empirical studies have shown that an increase in minimum wage has at
most negligible negative effect on overall employment level. This paper argues that local labor
markets are diverse, in that the impact of minimum wage is concentrated in specific markets.
In particular, we estimate the extent of surplus between each plants value of marginal product
of labor and wage rate, and examine whether the minimum wage impact varies across markets
with differential surplus. We find that an increase in minimum wage significantly reduced the
employment level, only in markets with little surplus. Markets with high surplus experienced no
decline in employment level.

Keywords: minimum wage; market imperfection; production function estimation.

JEL Classification: C21; J18; J38; J21; J23.

*The analysis using Manufacturing Census was conducted by following an agreement approved by the Japanese
Ministry of Economics, Trade, and Industry. The analysis using Wage Census was conducted by the following an
agreement approved by the Japanese Ministry of Health, Labour and Welfare. The author is grateful to Richard
Blundell, Eric French, Toru Kitagawa, Kozo Kiyota, Tsuru Kotaro, Attila Lindner, David Neumark, Fumio Ohtake,
Martin Weidner, Jeff Wooldridge as well as seminar participants at ?? for their helpful comments. Yuki Umeoka
provided excellent research assistance. Okudaira acknowledges research grants from the Japan Society for the Promotion
of Science (Grant-in-aid for Scientific Research 15K03434, JSPS Postdoctoral Fellowship for Research Abroad), and
Okayama University.

TDepartment of Economics, Okayama University, 3-1-1, Tsushima-naka, Kita-ku, Okayama, city, Okayama 700-8530,
Japan (okudaira@e.okayama-u.ac.jp).

tDepartment of Economics, Toyo University, 5-28-20, Hakusan, Bunkyo-ku, Tokyo, 112-8606, Japan (tak-
izawa@toyo.jp).

$Department of Economics, Keio University, 2-15-45, Mita, Minato-ku, Tokyo, 108-8345, Japan (ymd-
kntr40723331@yahoo.co.jp).


http://www.geocities.jp/hiroko_okudaira/mwmarket_latest.pdf

