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Labor Supply Effects of Minimum Wages Increase:
A Natural Experiment Approach

Peng Jia Shiwei Zhang

Abstract: In this paper we consider minimum wages increase at provincial level between 2005 and 2006 as a
natural experiment. By controlling for individual heterogeneity using employment function and working hours
function we study the labor supply effects of minimum wages increase using difference — in — differences
method. The results show that minimum wages increase has significant negative impact on female employment
while it has significant positive impact on male weekly working hours; with the gradual increase of minimum
wages its negative impact on female employment and positive impact on male working hours get larger; when
minimum wages increase is above 30% it also has negative impact on male employment. So in order to
ensure that labor supply is not greatly affected while wage level is effectively increased for less — skilled
workers the increase of minimum wages should be an appropriate and progressive process.

Keywords: Minimum Wage; Labor Supply; Natural Experiment
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