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Minimum Wage Policy Cost-incomplete Pass-through

and Adjustment of Multi-product Markups
XU Ming® and LI Yifei®

(a: Institute of Industrial Economics CASS; b: Management World)
Summary: Previous studies show that the implementation of a minimum wage policy not only compromises the performance
of export enterprises but also inhibits their potential positive roles. However these studies are generally based on studies of
single-product enterprises that are regarded as “black boxes ” and they neglect the optimization of product allocation within
multi-product enterprises under a minimum wage policy. Taking multi-product export enterprises as the research objects
this paper re-examines the implementation and improvement of a minimum wage policy and puts forward targeted policy
recommendations on how to cultivate the domestic market and improve the performance of multi-product export enterprises.

Based on a sample of matching data drawn from databases of Chinese industrial enterprises and Chinese customs
database this paper explores the effects of the implementation of a minimum wage policy on the product markups of multi—
product export enterprises. It focuses on the mechanism of the cost-incomplete pass-through effects caused by the minimum
wage policy and the differential adjustment of the product markups. The results are as follows. (1) In general compared
with enterprises in the control group the minimum wage policy generally reduces the product markups of enterprises in the
treatment group by 1.24% —1.70% . (2) Strategically to offset the possible adverse effects of the minimum wage policy
on product markups in the treatment group enterprises can differentiate their products from their competitors and upgrade
the quality of their products so as to increase markups of their core products and improve the product quality. (3) In terms
of welfare the minimum wage policy improves the efficiency of resource allocation and the welfare of multiproduct export
enterprises thus creating a win-win situation for workers and enterprises.

Some policy insights can be drawn from the above conclusions. First we need to appropriately control the growth rate
of minimum wage standards and make differentiated adjustments in different regions. Second the government should further
improve the implementation of a minimum wage policy. Third the government should actively implement tax cuts and fee
reductions for export enterprises to fully promote their vitality. Fourth export enterprises should actively carry out technical
improvements and product upgrades and adjustments.

The main contributions of this paper are as follows. (1) This study primarily explores the effects of the implementation
of a minimum wage policy on the product markups of multi-product export enterprises. We shed light on the effects of this
policy at the enterpriseproduct level revealing that the minimum wage policy optimizes enterprises” internal resource
allocation which helps to clarify the impact of the minimum wage policy on the export behavior of enterprises. (2) In
terms of mechanisms this study focuses on the cost-incomplete pass-through effects of the minimum wage policy and the
differential adjustment effects of the product markups. The results validate the cost-incomplete pass-through effects and
reasonably explain why the minimum wage policy reduces product markups. They also reveal the internal logic that
companies pass costs to consumers by increasing the prices markups and quality of core products. (3) In terms of policy—
making although the minimum wage policy generally reduces the markups of multiproduct export enterprises it does not
necessarily cause the enterprise’s welfare to decline. This paper examines the effects of a minimum wage policy on resource
allocation within multiproduct export enterprises and explores the effects of minimum wage on the enterprise’s markups at
the product level thus revealing how the minimum wage policy affects the allocation of internal resources between core and
non-core products. It finds that the minimum wage policy drives enterprises” resources toward core products and increases
the markups of core products thus contributing to a win-win situation for workers and enterprises.

Keywords: Multi-product Enterprise; Minimum Wage Policy; Product Markups; Cost-incomplete Pass-through; Resource Allocation
JEL Classification: D21 D63 E24
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