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1. Introduction

The minimum wage has been introduced in a big range of countries all over the world for a long time. Starting of almost one hundred years ago with Wage Councils in the UK the last 50 to 25 years the minimum wage was introduced and has developed itself all over Europe. Although the minimum wage has been introduced a long time ago the discussion of its effects is still an undecided one. On some points of the effects there is a consensus but there are a lot of different opinions on the strength and direction of the minimum wage effect. The last few decades scientist have done a lot of research concerning the effects of the minimum wage on subjects like employment, unemployment, wages and wage distribution. The ongoing discussions and research shows that this subject is still of scientific relevance. The economic effects of the minimum wage are also socially relevant since the minimum wage is assumed to have an impact on employment, unemployment and wages. These three subjects affect everyone in a direct or indirect way, so everyone is involved in the effect that the minimum wage has consorted. This paper tries to give a view on the main research, discussions and results that are related to the impact of the minimum wage. 
Not all effects can be brought to the attention in this paper therefore the focus is only on the impact of minimum wage on the youth employment. Is there a significant impact on youth employment? And is there a general conclusion that can be drawn from the proof that has been found? These are the main questions that need to be answered in this paper.
Discussing all countries in this paper is impossible therefore the focus is on European countries. The European countries chosen in this paper are the developed countries in Western Europe: Britain, France, the Netherlands, Portugal and Spain, this for a couple of reasons. First of all most of the research is done in these developed countries because there is a better source of information. Research on minimum wage effects in for example Belgium and Luxembourg (the other two West European countries) was scarce. Papers focused individual on one of these countries could not be found. The five countries chosen all have more or less unique properties interesting for research. Second the developed countries have all introduced the minimum wage a long time ago so the effect is better studied in these countries. Third it’s better to look at the proof of only the developed countries so that it might be possible to make a better comparison of the outcomes. 

The reason for this paper lies in my educational background of the courses chosen in the Bachelor 3 phase. The seminar Globalization along with the courses Population, Labor & Employment and International Economic Institutions has drawn the attention to the economic effects of the minimum wage. Since a part of the course Integration Economic Institution was about European integration it was interesting to focus on these Western European countries.  

The aim of this research paper is to clearly show the different observed effects and formulate the critique the scientist have on each others results. In this paper there will also be a search for an objective general conclusion among all the different research that has been done. All this will be done in a descriptive kind of research where results from scientific articles are explained and compared. 

Before starting with the scientific part of this paper it’s important to draw the main question and the secondary questions that have to be answered in this paper.

The main question can be drawn from the title and the demarcation in the introduction. 
So the main question of this paper is:
What is the impact of minimum wages on youth employment in European Countries?

From this main question secondary questions can be drawn. These are useful to guide this paper to the answer on the main question.

These Secondary questions are:
· What is the theoretical background of the minimum wage?

· What were the initial reasons for introducing the minimum wage?
· What are the main economic theories concerning the minimum wage?

· What are, in general, the main effects of the introduction of minimum wage?
· What are the effects of a decrease or increase in minimum wages? 
· What are the observed effects on the youth employment in Europe? (Individual countries like: Britain, France, the Netherlands, Portugal and Spain)?
· What kind of general conclusion can be drawn from the minimum wage and youth employment in European countries?

With these questions open for answering a start can be made with the theoretical background of the minimum wage.
2. Theoretical Background: Economics of minimum wage effects

Before starting of with discussing the effects that the minimum wage has in reality a start should be made with the theoretical background. The theory is in this case important to separate the different approaches scientist chose to research and evaluate the effects of minimum wages. The minimum wage establishes an artificial wage-floor which has got nothing to do with the market requirements such as the prevailing productivity growth and unemployment rate. It’s important to start with the question why the minimum wage was introduced.
As said a minimum wage sets a lower bound below which wages may not fall but why did the European countries found this approach necessary? In the first place they tried to prevent that employers had too much market power and therefore have the possibility to depress wages artificially in a way that negatively affects the workers. It was an anti poverty tool to protect the lower paid workers. Second, the goal was to protect (young) people from being exploited. So the minimum wage was used as form of social protection and it’s about fairness, the value of work and the opportunities that work provides.
There are more labor market instruments appropriate for this kind of goals (discussed later on in this chapter). Why do governments choose the minimum wage as a redistributive tool? From Dolado et al (2000) the reasons why the minimum wage is an attractive redistributive tool can be extracted:

1) It has no immediate budgetary consequences. Introducing a minimum will not lead to higher taxes or more public sector borrowing. Except for the countries were the minimum wage is linked to the unemployment benefits.

2) It increases incentives to work. If there are jobs available with a minimum wage workers will take it. But it may also affect the human capital development negatively, since the participation will increase people voluntarily drop out of school to get paid a minimum wage. With a wage floor the incentive to do job training disappears.   

3) It is administratively simple. With the minimum wage it’s easy to control for compliance and violations. There is in this case no need for an expensive control agency. But with no controlling agencies employers can find subtle ways to cheat with the minimum wage.

4) It establishes the right social cost of labor in the market. People often feel the need to support a minimum wage while it may not be the favorable solution. A minimum wage is preferred because it rewards those who work in stead of those who do not. This makes it easier and less controversial for a government to introduce or change a minimum wage.    

When we look at the standard economic theory concerning the minimum wage there are some conventional wisdoms according to Dolado et al (1996) that may help during this paper:

1) A binding minimum wage cannot increase employment and generally reduces it. (When being set above the competitive wage)

2) Its adverse employment effects are largest in small open economies where competitiveness matters the most. Because of the international competition (small open economies are price takers) the labor demand of a small open economy is more elastic and will react stronger on a minimum wage increase. These countries need wage moderation in order to keep their international competitiveness.
3) Young workers are most affected (explained after the fourth point)
4) Minimum wage earners do not usually come from the poorest households, so minimum wages do little to alleviate poverty.

Wisdom number three is for this paper the most interesting one. The research and policy on the minimum wage still focuses on the youth. Young workers are most likely to be paid at or near the minimum wage. But since young workers make up only a small part of the total workforce the conclusion can not be drawn that the young workers make up a big part of the low paid workers. So the theory and wisdoms may have some restrictions therefore further evidence needs to be discussed.  
As said the aim of the minimum wage is to improve the living standards of the low paid. This can also be done in some other ways, the most important three will be discussed here. Lower Labour taxes will lead to a rise in employment and living standards for the affected workers in both the competitive and the monopsonistic labour markets. The downside of this policy is that for a given producer wage the labour supply increases which will reduce tax revenues and this has to be compensated elsewhere.  
Since the government needs its income a solution might be the progressive tax system were the low paid are subsidiesd. Subsidies might have negative effects on incentives to invest in the acquisition of skills since it’s cheaper to invest in unskilled labor. In the case of a tax burden subsidy, received by the low paid, the costs are paid by  the employers of the higher paid. Under monopsony the progressive tax system makes the supply of labour more inelastic. Marginal costs for labour will increase and therefore the paid wages and employment will fall. This may cause the living standards of the low paid to fall. The minimum wage therefore in this case is a better solution. 
Another tool to reduce unemployment and poverty are in-work benefits. This kind of subsidy aims to top up the net incomes of the low-paid workers with benefits or tax credits. The advantage of an in-work benefit is that it can be targeted close to the working poor. The disadvantages are, from the point of the workers, the disincentive to increase earned income and the disincentives for spouses to work. From the employers side their might be an incentive to lower the wages for the lower paid. In general the in-work benefits are very costly for the government and it brings along the problem of fraud. 
The policy chosen by a government depends on its view on the labor markets. Nowadays countries like the UK, the US and the Netherlands choose to combine the minimum wage with in-work benefits or a progressive tax system since they seem to complement each other.   
Now that it’s known why governments introduce a minimum wage and what the pros and cons of the other policies are the theoretic background of the minimum wage can be treated. The minimum wage is a subject which falls under the theory of the labor economics. It can be approached on a micro and a macroeconomic way. These two ways will be discussed in the following part. 

2.1 Microeconomic labor economics 

The basis of this approach in labor economics is the neoclassical microeconomics of the labor market. The minimum wage is a measure used in the welfare economics and can be split up in two models: the general and partial equilibrium. The general equilibrium shows us how the different markets in the economy work together simultaneously and as a whole. First the focus is on the supply-demand model.
2.1.1 Supply-Demand model

Before starting of with the minimum wage effect in this model the assumptions of this model have to be discussed first. The assumptions of the basic supply-demand model are as followed: 

· There is a single competitive labor market

· The Labor force is homogeneous

· An Introduction of a minimum wage, well above the equilibrium, will lead to a drop in demand of labor. (Workers with productivity under the minimum wage are shut out of the labor market)
It also contains some important elements
: 

· Labor force might be substitutable 

· Minimum wage covers whole economy 

· All employers comply with the minimum wage

· Employers have no influence on setting wages 

Looking at the partial equilibrium the model shows that the introduction of a minimum wage above the equilibrium wage changes the demand and supply of labor. The quantity of the demand for labor is less then the supplied quantity. 
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The employment will fall from Nu to Nm while the labor supply increases to Ns. Equation 2.1 shows the formula of the elasticity for the demand of labor. 

Equation 2.1 Elasticity of demand = ∂LnN / ∂LnW (  ∂LnN = ∂LnW*Ed
So in this case the proportional reduction in employment (lnNm-LnNu) is equal to the proportional wage increase (lnWmin-lnWu) multiplied by the elasticity of the demand. Notice the excess of labor supply which is pointed out with difference between Ns and Nm. The result of the introduction is an increase in unemployment. Although the workers, who have obtained a job, are getting a higher salary there is an increase in the group of the unemployed. So in the partial equilibrium the introduction of a minimum wage is influencing employment in a negative way. The critique on this model is the fact that the assumptions and elements are too much of a constraint on the dynamic and complex nature of the labor market. Therefore it might not be suitable for researching the minimum wage effect. 
2.1.2 The General Equilibrium

The general equilibrium has a more complicated model. In this model there is an uncovered (which does not comply with the minimum wage) and a covered sector (which does comply with the minimum wage) with at the starting point the same wage level. This general equilibrium is in the literature also known as the two-sector model. The two sector model contradicts the fact that there is total compliance to the minimum wage and therefore this model divides the labor market in a covered and uncovered sector. This model is formalized by Welch in 1974 (model of a partial-coverage minimum wage) and later by Brown, Gilroy and Kohen in 1982. 
Before starting with analyses there are some assumptions that have to be taken into account. The labour supply in this case is a fixed amount, the two sectors have the same skill level and workers go for the sector with the higher wage. From the model the marginal revenue product of labor of the covered and uncovered sector can be seen. Before introducing a minimum wage the wages in the two sectors are equal and the supply and demand is equal in the uncovered sector. The elasticity in this model of the labor demand is η and the elasticity for labor supply is ε. The uncovered sector wage (Wu) will be a function of η, ε, c (coverage) and Wm. With Wm and Wu it’s possible to calculate the employment and find the sector and total employment. The disemployment effect of a minimum wage is larger when the coverage is increased or when the elasticity of the demand and supply for labor are high. 

Introducing a minimum wage in the covered sector has a negative effect on the employment in this sector. The workers from the covered sector are going to seek a job in the uncovered sector. This will result in a decrease in the wage level of the uncovered sector which is now at the level Wu. The effect of the minimum wage depends on the elasticity of the labor supply, the reservation wage, size and the labor demand in the covered sector. Both equilibriums show that with the introduction of a minimum wage some workers will lose and some will win
. 
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Welch’s critique on this view is the fact that it’s not sure that workers from the covered sector will seek for a job in the uncovered sector if they loose because the wage in the uncovered sector might be lower than their reservation wage. This can also be true for some workers in the uncovered sector because the introduction of the minimum wage also results in a lower wage level in the uncovered sector. Welch states that the overall effect of the minimum wage depends on the elasticity of the labor supply to wages, the demand for labor, the reservation wage and the relative size of the group who do not find a job in the covered sector.        
2.1.3 Two-Sector model with queuing for covered sector jobs 

There is also a Two Sector Model with queuing for covered sector jobs. The basic idea of this model, formalized by Mincer (1976), is that with the introduction of the minimum wage some of the workers will wait for a job and therefore generate unemployment. The length of this queue for work depends on the frontier between the covered and uncovered sector. This frontier could be barriers like borders or distances between countries or states. These barriers make it hard to look for a job in the covered sector when the worker is in an isolated uncovered sector. With the uncovered and covered sector close to each other the effect of waiting for a job might be higher.

So this model goes further with the assumptions of a two-sector model and labor force nonparticipation. The workers who are unemployed and waiting for a job are expecting a wage of PWm were P is the probability of getting a covered job and were Wm is the minimum wage. The probability depends on a couple of factors: P= 1/ 1+ (αU/Dc(Wm). U is the number of unemployed looking for a covered job and Dc(Wm) is the relative covered employment. With no barriers to the other sectors wages have to be equal: PWm = Wu. The supply of participants is determined by the people who are employed in the covered and uncovered sector en the unemployed: S(Wu) = Dc(Wm)+Du(Wu)+U. If one assumes the demand elasticities in the two sectors are equal the resulting expression for the logarithm of total employment is: ln E = c (ε+1/α )η/ ε+c/αη *LnWm. The ηm is in this case smaller than η and the more complete coverage intensifies the disemployment effects. 
In the Mincer approach it’s impossible to look for jobs in the covered sector while working in the uncovered sector. There are two strategies in the Mincer-Gramlich approach: searching for covered employment if not employed in the covered sector or working in the uncovered sector and not being employed in the covered sector. P is the probability of being employed in the covered sector and 1-P is the probability for unemployment. The second strategy gives a lower probability of covered sector work BP (B<1) and a probability of working in the uncovered sector 1-BP. A higher B means the more attractive it is to be employed and therefore the minimum wage effect in this case will be minimal. This approach might be reasonable when there are geographical constraints, but when there are no constraints, like for example in the US (were covered and uncovered sectors might be next to each other), this assumption might not be valid. So the unemployment effect might be lower when these sectors are close to each other (because it’s possible to work and search at the same time there is no unemployment effect) and higher when for example the geographical separation is higher.  
2.2 Macroeconomic labor economics 

As said there are two sides of labor economics. Labor economics can be seen as the application of micro and macroeconomics techniques to the labor markets. The most important aspect of the macroeconomic
 application is the fact that they look at the interaction between the labor, goods, money and foreign trade market. Taking this into account it’s possible to take a look at the influence of the minimum wage from the macroeconomic view. 
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From figure 2.3, taken from the Burda & Wyplosz book (2001), a clear negative result can be seen. The minimum wage results in a decrease in labor demand while the supply increases. The conclusion Burda & Wyplosz extract from this is that the economic effect of the introduction of a minimum wage will discourage firms from hiring workers with a low marginal productivity of labor. Poorly educated young people with no job experience and older workers with lower skills are mostly affected by this minimum wage. 
2.3 Alternative Models

2.3.1 Monopsony model 
With a monopsony there is only one buyer of labor. This buyer of labor has a certain market power in setting wages. Higher wages, with for example a minimum wage, will leads to higher employment because of the positive function of the labor supply. In a monopsony labor is hired until marginal cost and demand are equal. If the minimum wage in this theory is set between the monopsony wage W0 and the competitive wage W1 this will increase employment to its maximum. With a minimum wage higher than W1 employment will decrease below the competitive level. So when a binding minimum wage is introduced it might have a positive effect in a monopsony.
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Due to criticism on this monopsony model their have been some changes in the assumptions. In this new version it’s possible that there is more than one employer acting as a buyer of labor. The full access of information for workers has changed into an assumption were the turnover rate is low because of the insufficient job market information workers have. So with the monopsony there is a positive view towards minimum wage and employment. But minimum wages can not be set at any kind of level in this model. Setting the minimum wage beyond a certain level will have a negative effect on employment because of the decrease in job prospects it might bring along. 

2.3.2 Efficiency Wage Theory

The efficiency wage theory argues that wages are not always only determined by the supply and demand. In this theory managers pay their employees more than the market wage to increase their productivity or efficiency. The efficient wage helps to avoid shirking. It reduces the costs of hiring and training new people because workers don’t have an incentive to leave (so it minimizes turnover). A higher wage will attract more workers to a job so the company has a wide range of workers to choose the best from (adverse selection). The efficiency wage is also wage above the equilibrium just like the minimum wage. In this case a minimum/ efficiency wage might positively influence all the mentioned aspects discussed and therefore might have a positive effect on employment. 
2.3.3 Human Capital Theory

There is also a model elaborated by P. Cahuc and P. Michel about minimum wage, unemployment and growth. This theory is close to the human capital theory. “High minimum wages can have positive effects on the growth rate and welfare by increasing the proportion of skilled labor.” The minimum wage will decrease the demand for unskilled labor but it will also result in a shift towards a more skilled sector of the economy. So the minimum wage leads to a higher growth, employment and general welfare.

All the models discussed above will lead to different conclusions concerning the minimum wage effect. In the next section it’s important to clearly show which theory is used in the research that is done. Now that the basic theories are known it’s easier to evaluate and compare the different results scientist get when investigating the minimum wage effects on youth employment. This is what has to be done in the next section for the individual Western European countries.
3. Evidence of the impact of minimum wage on youth employment

The countries that will be individually discussed are Britain, France, the Netherlands, Portugal and Spain. But before starting of with these West-European countries some general facts about these countries employment and minimum wage have to be mentioned first. 

3.1 General facts of the labor markets of West-European countries

The minimum wage is a controversial policy. Proponents state that it helps prevent exploitation in the labor market and its bringing living standards to an acceptable level. But it may also price low skilled workers out of the market. The minimum wage is also seen as one of the causers of persistent unemployment in Europe. Many commentators feel that the effect of the minimum wage is strongest in the youth labor market. Because of the high level of the Kaitz Index the minimum wage might cause job losses in Europe. The Kaitz Index is the ratio of the minimum wage to the average wage and can be seen in for the Western European countries in table 3.1 row 4. In what way are the minimum wages build up in these Western Europe countries and what do their labor markets look like?
Starting of with the minimum wage Europe has five types of minimum wage systems:

1. Statutory minimum can be set by government (France, Spain, Netherlands, Portugal and Luxembourg)

2. Set as a part of national collective bargaining (Belgium, Greece, Denmark)

3. Sectoral collective agreements determine minimum wage (Germany, Italy, Austria)

4. Collective agreement can cover effectively everyone and contains minimum wage (Sweden, Norway, Finland)

5. Only in selective low paying sectors (UK, Ireland)

Within Europe there are a lot of different ways to set the minimum wage, minimum wage can be varied by: age, region, occupation, industry, job tenure and the size of the firm. In general the belief is that to minimize its effect on employment the minimum wage has to be indexed to prices and differentiated among age and region. In the following table from Dolado (1996) you can see the facts for the countries discussed in this paper:

Table 3.1: Minimum wage systems in Europea
	Country
	Determination
	Variation
	Kaitz Indexa
	Minimum wage earners (%) b
	Youth minimum as % of adult minimum

	France
	Set by government constrained by formula
	Age, training
	0,5
	12%
	16yrs: 80% 17yrs: 90% + schemes + 30-75% for trainees

	Netherlands
	Statutory 
	Age
	0,55
	3,5%
	34,5% (16yrs) to 84% (22)

	Portugal
	Statutory
	Age, trainee status, industry
	0,45
	8%
	<18 yrs 75%

	Spain
	Statutory
	Age, home workers, casual workers
	0,32
	5,0%
	<18 yrs 66%

	UK
	Until 1993 by Wage Councils, now only in agriculture
	Age, industry (more complex pre 1986)
	0,4
	
	<21 yrs 0% 

Between 1986 and 1993


a In this table the Kaitz Index is a generel indication of minimum wages rather than a precise estimation because of the variation of minimum wages within countries.
b  These numbers are from 1999.
The characteristics of the minimum wages are known, the next step is to take a look at the labor markets. In table 3.2 the employment ratios of 5 categories in 1999 can be seen for the countries that will be discussed further on in this paper.
 
Table 3.2a Employment to population ratio for West European countries in 1999
	 
	Employment
	/population
	 ratios
	1999
	 
	

	 
	Adult men
	Adult women
	Youths
	Young Men
	Young Women
	 Edu enrolement

	 
	%
	%
	%
	%
	%
	%

	Britain
	86.7
	72.6
	60.8
	63
	58.5
	33

	France
	85.7
	68.5
	20.8
	24.3
	17.3
	42

	Netherlands
	91.5
	69.4
	62.7
	62.9
	62.5
	48

	Spain
	84.2
	47.6
	33.9
	41.3
	26.2
	40

	Portugal
	89.8
	72.1
	43.2
	47.6
	38.7
	47


aThe education enrolment is also mentioned in the last column because this influences the employment of the youths and young men and women and therefore contributes to the general picture
In table 3.3 the ratio of the minimum wage to average wage is given, showing only an increase in France and a decrease for all the other countries. 
Table 3.3 ratio of he minimum wage to average wage of 1976 and 2000.

	 
	1976
	2000

	UK
	0.43
	0.42

	France
	0.58
	0.62

	Netherlands
	0.64
	0.47

	Spain
	0.48
	0.32

	Portugal
	0.48
	0.38


The next table shows the proportion of people getting paid the minimum wage. We can see that the proportion of the people age under 21 (where the focus in this paper lies on) is very different among countries. 
Table 3.4 Proportion of the low paid people

	Characteristics of 
	the low
	paid
	 
	 

	 
	France 
	Spain
	Netherlands
	UK

	 
	1990
	1990
	1985
	1994

	Proportion female
	0.54
	0.58
	0.58
	0.66

	Proportion age <21
	0.09
	0.41
	0.41
	0.29

	Proportion part time
	0.11
	0.37
	0.37
	0.52


Nuemark and Washer (1999) did a cross national analysis on minimum wage, labor market institutions and youth employment. For the youth employment they used information on the employment and unemployment rates for youths and the relative cohort size of the youth population for each country. In their research the young group is generally aged from 15 to 24. In the table below the basic numbers that were used in the descriptive regression of Neumark and Wascher (2004) are shown.  
Table 3.5 Minimum Wage levels and Youth labor market conditions Neumark & Wascher 2004a
	 
	Minimum 
	wage ratios
	Employment
	/pop. Ratio
	Unemployment
	Rate

	 
	1986
	2000
	1986
	2000
	1986
	2000

	UK
	0.46
	0.42
	0.63
	0.62
	17.9
	11.8

	France
	0.63
	0.62
	0.33
	0.23
	23.4
	20.7

	Netherlands
	0.56
	0.47
	0.4
	0.68
	20
	6.6

	Spain
	0.37
	0.32
	0.31
	0.36
	42.8
	25.5

	Portugal
	0.47
	0.38
	0.51
	0.42
	18.5
	8.6


a Minimum wage ratios, Employment to population ratio and unemployment ratio refers to youth from 15 to 24. Correlations related to this table were excluded since they were used in a cross national analysis with all OECD countries.
The next table, taken from the OECD (2007) gives the recent level of the statory minimum wages in the countries that will be discussed. 

Table 3.6 Statory minimum wages on January the first
	Statory minimum wage in January 2007

	
	Euroa
	PPSa
	% of employees receiving the minimum wage 2007

	UK
	1361
	1292
	1.8

	France
	1254
	1150
	16.8

	Netherlands
	1301
	1244
	2.2

	Portugal
	470
	546
	4.7

	Spain
	666
	724
	0.8


a The average exchange rate of December 2006 was used to calculate it into euros. The conversion rates for PPS are provisional
From the given tables can be concluded that there are a lot of difference among the Western European countries. Although minimum wages are determined statutory there is a great diversity among the type of variation used by countries. There is also a different approach concerning the treatment of minimum wages for young people. The proportion of young people getting paid the minimum wage also differs greatly among the countries with only 0.01 in the Netherlands to 0.41 in Spain. Now that the general facts and differences about the minimum wage and employment of the countries are known we can start of with discussing the countries individually. 

3.1 The UK
In the UK the employment effect of the minimum wage was a very hot item during the 1992 elections. The Labor party wanted to introduce a new minimum wage but the conservative party won the elections and abolished the Wage Councils. The UK had a legal minimum wage until 1993 when the old Government was eliminated. After 1993 the minimum wage only stayed in the agriculture sector to stop the job losses in this sector. Later on the government introduced a new minimum wages for adults and youngsters. The Wage Councils were originally introduced in 1909 and were linked with the trade boards of that time. These councils expanded until 1963 and after that they grew into their 1990 form where 26 Wage Councils covered 2.5 million workers. The two graphs below show the development of the minimum wage and youth employment in the UK. 
Figure 3.1a




Figure 3.1b


The graphs taken from Neumark and Wascher are showing a possible inverse pattern and the elimination of the Wage Councils in 1993 can be seen. Figure 3.1a and 3.1b are shown in every country paragraph to give a better perspective. Neumark and Wascher made a cross national analysis were countries were not individually treated but all together. A conclusion based on this research is therefore not possible so further research is needed to conclude whether or not the relation showed in the graph is true. 

Bazen and Gregg used the macroeconomic approach for their research on the minimum wage effect on employment. Bazen and Gregg found a number of job losses that varied from 100.000 or 150.000 to 250.000. This macroeconomic approach resulted in a lot of criticism on there research. Bazen and Gregg started of with measuring the effect of a minimum wage introduction on the average wage. After this they tried to find the macroeconomic consequences of this introduction. With doing so they ignored that there were all different kind of labor markets in the UK. All these different kind of labor markets will react individually on a minimum wage. So there is no homogeneous reaction as there is with the average wage in the United Kingdom economy. Job losses in this approach do not have to be a result of the minimum wage but can also be explained by other factors. 

In the paper of Machin and Manning the effects of a minimum wage on wage dispersion and employment are discussed. The research focused on the workers covered by the Wage Councils and it looked at the consequences of weakening these Wage Councils. The macroeconomic models were, according to Machin and Manning, simply not designed to analyze changes in relative wages such as those produced by the Equal Pay Act and minimum wage legislation, and any conclusion based on the use of such model must be suspect. A more microeconomic study is needed according to Machin and Manning. 

Machin and Manning used four low-wage sectors (catering, retail, clothing, and hairdressing) to evaluate the impact of the minimum wage on the employment and wage dispersion in the UK. Catering had a positive significant association, Retail and Clothing had a positive but insignificant association and hairdressing had a negative but insignificant association. 
In general the negative effect assumed by the competitive model could not be found in their data. They find no evidence that an increase in adult employment resulted from the decline in the effectiveness of the Wage Councils. Machin and Manning even found contradicting evidence were the employment declined even though the effectiveness of the Wage Council also decreased. In low wage labor the monopsony power may account for some of the observed positive relationship between minimum wage and employment. The implication of the monopsony deserves more attention.

According to this research and the research done by Brown, Machin and Manning in 1994 the minimum wage might even have a positive effect on employment in the UK. After the abolition of the minimum wage in 1993 no positive effect on the employment in these low-paid sectors can be found. Pay rates decreased but it didn’t result in an increase in employment. Noticeable is the fact that in the UK research is done on the total employment and not on youth employment itself. Therefore a good conclusion can not be drawn from the research done in the UK.
3.2 France

France has a minimum wage for the whole economy and for all workers aged over 18 years. The SMIG (the first law for minimum guaranteed earnings in France) was followed by the SMIC (revision of the SMIG for minimum wage growth) in 1970 and has one of the most complete forms of minimum wage protection. A lot of changes had been made with the SMIC due to the concerns of the government related to the group aged below 25. These changes resulted in paying 25% of the SMIC to 16 year olds and paying 78% for 22 to 25 year olds. This all due too schemes like subsidies, the apprenticeship and qualification contracts. The result was a dramatic increase of the number of workers on these schemes. 

In 1987 the average wage of teenagers was even below the SMIC and in 1993 about 900.000 workers were in these schemes coming from 8000 in 1976. France in the 1980’s was subjected to a recession with low recovery at the end of it, so the employment also decreased during this period for some other reason than the SMIC. Overall the rise in the SMIC had a negative effect on employment for the low paid in the 1980’s but other reasons have to taken into account when looking at the whole picture. The minimum wage plays a large role in the France economy with the minimum wage being average 49% of the average wage. Also the proportion of people working for a minimum wage is more than 1.5 million. From the article of Ghellab (1998) a table can be taken to illustrate the number of minimum wage workers. In the period from 1990 to 1993 the percentage of young people getting paid the minimum wage was not increasing but remains much higher than for the other age groups in France. 
Table 3.7 Proportion of the minimum wage earners
	 
	Young aged under 26
	26-49 old
	over 50

	1990
	31.1
	7.6
	7.5

	1991
	31
	8
	8.2

	1992
	28.4
	7.3
	6.9

	1993
	32.2
	7.6
	7.5


The difference with the research in the UK is the fact that France had a large increase in unemployment certainly among young people. Because of the decrease in employment among youths the question about the influence of the minimum wage came up. Research is done on the group of young people and teenagers and therefore the research in France is more relevant for this paper. 
The next graph illustrates the fact that there the France labor market suffers from a great decrease in youth employment. The graph shows that the employment has dropped from 100% in 1970 to less than 60% in 1989.   

Figure 3.2 Youth employment in France
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From the paper of Neumark and Wascher (1999) the development of the minimum wage and youth employment is displayed in figure 3.3a & 3.3b. 

Figure 3.3a




Figure 3.3b
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The spike of France (workers earning at or near the minimum wage
) is placed in the appendix. With these tables and graphs a clear sketch of the French labor market is made but what kind of results were found in researching the effect on youth employment? 
Rosa and Martin, in the 1980’s, both found results of a negative impact of the minimum wage on youth employment. The elasticity of Rosa in 1980 was -0.41 while in 1985 he found an elasticity of -0.35 for workers aged from 15 to 24. Martin in 1981 found an elasticity of -0.38. When you take the elasticity of Martin in 1981 this would mean that an increase in of the minimum wage of say 10% will lead to a decrease in employment of 3,8%. The fact that with the higher minimum wage the effect on unemployment was also negative and stronger contradicts the assumed minimum wage effects. 

The main criticism came from Skourias who complained that the model used by Rosa neglected the fact that other factors than minimum wage might have influenced the variables used. 

Bazen, Martin, Skourias and Benhayoun in the 1990’s used the approach of Mincer. Mincer made the distinction between minimum wage effects on employment and unemployment. With the employment rate equation and the activity rate equation he extracted the minimum wage effect on unemployment.  

The study by Bazen and Martin (1991) on youth employment was based on a couple of conditions: 

- The youth is mostly affected by the MW

- Only the MW exerts an impact on wages

- The adult unemployment rates are due to industrial output movement

Before researching the employment effects first the effect on average wages and the influence on the demand for labor had to be estimated. The equations extracted from these two effects were used in computing the effect of a minimum wage change on employment. The results of their research couldn’t show a clear negative effect on the youth employment. The purpose of the Bazen and Martin (1991) paper was to re-examine the empirical evidence on the impact of the SMIC on the French youth labor market. The conventional method was in their view not the right instrument to measure the employment effects of the minimum wage.
Bazen and Martin first calculated the wage and labour demand equations for youths and adults. The results of these two equations were combined into the results shown in table 3.7. 

Table 3.8 Elasticities resulting from wage and labour demand equation
	 
	Low (α=0.443)
	High (α=0.676)

	Own wage elasticity
	 
	 

	Adults
	-0.171
	-0.261

	Youths
	-0.409
	-0.625

	Cross-wage elasticity
	
	

	Adults
	0.03
	0.051

	Youths
	0.27
	0.42


The numbers from this table were used to calculate the minimum wage elasticities of employment with equation 3.1.

Equation 3.1
εym = θym * εyy + θam * εyaa
a Where the first part represents the own employment elasticity times the elasticity of the wage equation and the second part represents the cross wage elasticity times the elasticity of the wage equation.

The minimum wage elasticities on youth employment ranged from -0.15 to -0.23 while being around zero for adults. Bazen and Martin conclude that the SMIC has raised the wage level of young workers but also that it is really difficult to find good results on the employment effect. 
Skourias attempted three studies with three different approaches. First he used the Cousineau approach to calculate the elasticity of the youth unemployment rate. In this research he found only results that would indicate a positive relation between the minimum wage and unemployment. When using the Mincer approach in its second research he explained the effects of the minimum wage on the youth employment rate. This resulted in negative elasticity’s varying between -0.1 to -0.2. In the third approach he found that the elasticity was ranging from -0.2 and -0.22. These numbers do not show a significant negative impact of the minimum wage on youth unemployment.

Bazen and Skourias (1997) found that the increase of the minimum wage with 10% in resulted in a statistically significant negative effect on youth employment. This 10% increase was introduced in France in June 1981 by the Mitterand government. In France the minimum wage is increased annually on July the first by at least half the annual rate of growth in the real average wage of manual workers and in between time is indexed for the consumer price index. In the next table (table 3.8) the increase in minimum wage in France can be seen.

Table 3.9: Development of minimum wage increasea
	Year
	Date of increase
	Percentage increase

	1980
	July
	2.49

	 
	September
	2.07

	 
	December
	3.5

	1981
	March
	2.77

	 
	June
	10

	 
	September
	3.71

	 
	November
	2.42

	1982
	January
	2.2

	 
	March
	2.6


a Bazen and Skourias (1997)
The minimum wage increase of 10% in June 1981 was researched by Bazen and Skourias. The table shows that this increase of 10% is much higher than the increase in other months. From March 1980 to November 1984 the minimum wage increased with a mean of 2.93% with a minimum of 1.11% and a maximum of 3.71% (excluding the 10% as a maximum to show the extreme situation this increase represents). What was the result for youth employment? 
The decline in youth employment was from 1980 to 1984 1,7% (from 14,6% to 12,9%), but was this decrease partially caused by the 10% increase in minimum wage? Bazen and Skourias defined four groups: low, medium, high and very high impact sectors. Were the group was defined in how strong the group was affected by a raise in minimum wage. 

The 10% increase of the minimum wage had a negative influence on the size of the increase in young person employment in the months leading up to October 1981. The effect was smaller than the difference between March 1980 and 1981. These effects could have been influenced by short time changes and annual conjuncture. Over the period March 1980 to March 1984 the 10% increase resulted in negative results for young persons in total and the level of youth employment. So Bazen and Skourias believe that the 10% increase in minimum in fact has influenced the youth employment during 1981 to 1984.   
The study done by Benhayoun, also based on Mincer’s equation: 

Equation 3.2:   Eit = a0 + a1  St + j=2Σ4aj Xjt + et
In this equation the E is the employment-population ratio for the it demographic group, S represents the minimum wage and X is a control variable and e an error term. Three minimum wage indices are used: S1 is the minimum wage divided by the average wage, S2 the minimum wage divided by the Producer Price index and S3 is S2 with employers social security contributions incorporated. For young persons employment there is no significant number at conventional levels. This implies that the significance of the impact is overstated and that the numbers on youth employment are not as robust as they were presented in the past. 
Benhayoun also checked for stability over the period of the study. For young persons the elasticity of employment seems stable (although they are not significant). The results of the second approach for stability analysis provide a more doubtful picture. The impact of the minimum wage on employment is insignificant and for young males is positive. The results from Benhayoun give a more fragile relation between youth employment and minimum wage than other studies. Benhayoun does think that the lack of robustness is certainly sufficient to cast doubt on the effectiveness of introducing the sub-minimum wage rates. 

Table 3.10 Results found by Benhayoun (1994) with the Mincer equationa
	 
	 
	 
	Males
	 
	 
	Females
	 
	 
	Total
	 

	 
	 
	ε
	t
	D-W
	ε
	t
	D-W
	ε
	t
	D-W

	S1
	OLS
	-0.47
	2.91
	1.14
	0.09
	0.36
	1.06
	-0.264
	1.62
	1.35

	 
	AR1
	-0.395
	2.7
	1.36
	-0.331
	1.33
	1.31
	-0.34
	2.07
	1.5

	 
	ρ
	0.503
	2.58
	-
	0.757
	5.33
	-
	0.569
	3.14
	-

	S2
	OLS
	-0.154
	3.18
	1.25
	0.081
	1.24
	1.22
	-0.058
	1.21
	1.39

	 
	AR1
	-0.14
	2.79
	1.52
	-0.012
	0.13
	1.4
	-0.008
	1.44
	1.59

	 
	ρ
	0.459
	2.31
	-
	0.694
	4.52
	-
	0.498
	2.57
	-

	S3
	OLS
	-0.144
	3.12
	1.23
	0.075
	1.22
	1.22
	-0.055
	1.21
	1.38

	 
	AR1
	-0.132
	2.76
	1.51
	-0.013
	0.15
	1.4
	-0.076
	1.45
	1.59

	 
	ρ
	0.466
	2.35
	-
	0.695
	4.53
	-
	0.498
	2.57
	-


aBenhayoun (1994). Table extracted from Page 84, table 1.
For young people in France movements in real minimum wage were associated with significant employment effects. Abowd found results in favor of the competitive labor market theory. Between 1981 and 1989 a certain group of young workers wage fell between the increasing consecutive real minimum wages with the result of reducing the employment probabilities for these young workers. Across the population as a whole the youths were most affected by movements in real minimum wage according to their multinomial logit results. Even when the conditional elasticies in question are large the at risk groups (workers between two minimum wages) are relatively small: 8% for young men and 10% for young women. 

In 1987 12% of the workers in France were paid at or below the SMIC with most of the workers being young. In 1989 40% of all minimum wage workers were aged less than 26. The SMIC has a high relative value and was automatic up-rated in the 1980s. So at first the impact on the French youth labor market was expected to be truly significant. But Fourcans (no realistic results), Rosa (no significant proof), Martin (found significant proof but had problems with positive serial correlations of the residuals) and Benahayoun (also problems with positive serial correlation of residuals) all found no real strong evidence of a clear relation between the minimum wage and the youth employment.
 

The study carried out by Dolado et al also discussed the effect and used the approach carried out by Card & Krueger in the US. Card & Krueger observed and examined the data on wages and employment by region for a period from 1967 to 1992. Dolado et al conclude that other reasons than the minimum wage level is influencing the deterioration of the low paid in France. Not the minimum wage but the recession or weak growth of the first half of the 1980’s might be the main cause of the decrease in employment.       

3.3 Netherlands

The Netherlands have a national minimum wage which covers almost the entire working population. It was till 1974 before the minimum wage in the Netherlands were also applied to people aged from 15 to 22 years. These rates were lower than the rates for adults and were even further lowered in the early 1980’s because of a large increase in youth unemployment during that period. To sketch a general view on the minimum wage in Holland it’s useful to note that in 1985 5% of the people earned the minimum wage against 2,6% in 1991. Being more specific to our subject it’s important to notice that between the age of 16 and 22 the percentage is 9,5% in this age group while the age group of 23 to 64 only has a percentage of 1.9%. In 1994 3.7% of the people in the Netherlands earned minimum wage. From the women and young people (under 25) respectively 5.5% and 7.7% earned minimum wage. For 1999 this percentage rose for women to 7% while for the young people it rose to more than 15%.

Table 3.4 showed the proportion of workers getting paid a low wage in 1985. More recent data can be extracted from ‘Het Centraal Bureau voor Statistiek’ were the proportion of people with a low income is measured per household.
Table 3.11 Percentage of households with an income at or near social minimuma
	Year
	Percentage

	1977
	12.2
	1991
	15.2
	1996
	15.6

	1981
	13
	1992
	15
	1997
	15.1

	1985
	21.7
	1993
	15.3
	1998
	13.4

	1989
	16.5
	1994
	16.1
	1999
	12.9

	1990
	15
	1995
	15.5
	2000
	12.3


a Income maximum of 105% above social minimum  
Looking at the minimum wage and youth employment development in graph 3.4a and b an inverse pattern can be seen. Later on figure 3.5 and 3.6 show the development more clearly.

Figure3. 4a 



Figure 3.4b 
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Van Soest was the only scientist who really researched the link between the minimum wage and youth employment in the Netherlands. With his empirical study he studied both the macro and microeconomic evidence. For the macroeconomic evidence he first examined the average wage and linked the average wage to the change in unemployment. In his microeconomic study he found different results and high elasticity’s for the effect on youth employment. A part of the table taken from van Soest (1993) shows these elasticities.
Table 3.12 Minimum wage elasticities found by van Soesta  
	 
	Males
	 
	Females
	 

	 
	1984
	1987
	1984
	1987

	Employment
	-0.34
	-0.35
	-0.41
	-0.46

	 
	(0.07)
	(0.07)
	(0.1)
	(0.08)

	age group 16-23
	-0.59
	-0.51
	-0.54
	-0.59

	 
	(0.13)
	(0.14)
	(0.13)
	(0.1)


a The elasticities of this table show that a 10% increase in minimum wage results in a decrease of employment of for example 3.4% for males in 1984,with the numbers in the second and fourth row representing the level of significance.
As said minimum wage laws for youths and adults were introduced in the 1970’s and reduced in the 1980s to reduce the unemployment. Youth minimum wages were lowered more than proportionally because of the higher unemployment under youths. The Netherlands is unique for its number of different minimum wage percentages. The next graph of van Soest (1993) shows the development of the minimum wage.
[image: image10.emf]
a Wages: Real minimum wages (Pre tax, Dfl per week deflated with Consumer Price Index were 1980=100)
In the appendix a graph which shows the development of the minimum wage in the Netherlands for those aged 23 or over can be seen. This figure gives an overview of the development from 1977 to 2007 only for the people aged over 23 years. The next table shows the recent development of the minimum wage from 2004 to 2007 for all ages. In this period the percentage stayed the same for all ages therefore the wage per week in euros is shown just like in figure 3.5

Table 3.13 Minimum wage per week in euros for the Netherlands from 2002 to 2007

	Age
	% of minimum wage
	2002
	2003
	2004
	2005
	2006
	2007

	22 years
	85%
	241.65
	245.05
	248.1
	248.1
	252
	258.35

	21 years
	72.50%
	206.1
	209
	211.6
	211.6
	214.95
	220.35

	20 years
	61.50%
	174.8
	177.3
	179.5
	179.5
	182.3
	186.9

	19 years
	52.50%
	149.25
	151.35
	153.25
	153.25
	155.65
	159.55

	18 years
	45.50%
	129.35
	131.15
	132.8
	132.8
	134.9
	138.3

	17 years
	39.50%
	112.3
	113.85
	115.3
	115.3
	117.1
	120.05

	16 years
	34.50%
	98.05
	99.45
	100.7
	100.7
	102.3
	104.85

	15 years
	30%
	85.3
	86.5
	87.55
	87.55
	88.95
	91.2


The next graph shows of van Soest (1993) the development of the youth employment (line beneath), unemployment (line above) and labor supply (middle line) in percentage of total for youth and adults.
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From these two tables can be concluded that it is hard to find good results since the minimum wage is decreasing but the youth employment also. With the macro economic van Soest found ambiguous results just like the other research concerning this subject. The lack of interdependent variation (minimum wages in this case were not independently estimated of average wage movements) in minimum wage regulations and the short length of the time series of this research seem to be the main reasons for this. The micro analysis doesn’t take account of the substitution and macroeconomic effects. Macroeconomics is focused on the relative labor position of the youths. Microeconomic evidence suggests that youth minimum wages substantially affect employment probabilities of young workers.

Salverda and Bosch & van der Hoeven both found no evidence that the lowering of the minimum wage increased the employment. Graph 10 and 11 seem to confirm these results and conclude that the evidence is quite weak. In his own micro economic research he found significant negative elasticities of employment particularly for the youngest group. 

Dolado et al (1996) clearly doubts the outcomes of the Dutch studies because of the shortcomings of the macroeconomic approach. The main criticism was focused on the short length of this empirical study and the fact that the measuring of minimum wage effect was still dependent on the fluctuation in average wage. Dolado points to the high negative effect in Dutch research (of van Soest and Koning et al) as rather dubious. Assumptions like linearity and normality of error terms by van Soest were, in the eyes of Dolado, assumed without a clear reason. And Koning et al ignored other possible explanations for the negative effects on employment. Dolado took the example of the period between 1979 and 1985 when the youth minimum rates were lowered relative to the adult rates. They researched the effect of this change were the fraction of the adult minimum wage for example decreased from 77,5% to 61,5% for 20 year olds. By doing this the wages for the young people fell (with the youngest people mostly affected) and the expectation was to see a substitution effect were young people were replaced by adult workers. The share of the youth employment fell from 19,4% to 16.4%. This may be due to the recession in this period or a decrease in share of youth participation. Looking at the Netherlands the regional wage differential is no good as a methodology because they are very small. Dolado et al choose to divide the labor market into nine different occupations who are intensive users of youth labor. With the evidence resulting from this research it’s impossible to draw a single conclusion.  

Table 3.14
: Youth Employment in selected occupations in the Netherlands from 1979 to 1985 (the higher scaled education was not discussed because they are generally not affected by the minimum wage)

	Occupation
	Basic
	Lower
	Intermediate
	 
	Youth
	Employment
	Share

	 
	Education
	Education
	Education
	
	
	
	 

	 
	%
	%
	%
	1979
	1981
	1983
	1985

	Auxiliary medicy
	11
	24
	65
	50
	47
	43
	37

	personnel
	 
	 
	 
	 
	 
	 
	 

	Secretaries/
	5
	36
	59
	36
	35
	26
	24

	typists
	 
	 
	 
	 
	 
	 
	 

	Office staff
	5
	33
	62
	25
	24
	20
	18

	assistant
	 
	 
	 
	 
	 
	 
	 

	Shop assistant
	16
	50
	34
	41
	40
	38
	37

	Kitchen and
	38
	44
	18
	26
	25
	25
	24

	household
	 
	 
	 
	 
	 
	 
	 

	Agricultural
	30
	42
	28
	21
	22
	22
	25

	Unskilled industrial
	39
	42
	18
	14
	14
	14
	14

	Skilled industrial
	14
	43
	43
	17
	17
	14
	14

	Leather and textile
	37
	44
	19
	24
	24
	23
	26

	Whole Economy
	18
	35
	48
	19
	20
	17
	16


Clearly the results of the research concerning the minimum wage effect on youth employment differ from each other. The results of the Dutch scientists van Soest and Koning are clearly doubted by Dolado et al. Van Soest found a significant negative influence of the minimum wage on (youth) employment while Dolado investigated the minimum wage cuts in 1981 and 1983 and found no clear effects on the youth employment. A barrier in researching the influence in the Dutch labor market is the direct link between the changes in minimum wage and unemployment benefits. Changes in minimum wages directly result in a change of the unemployment benefits so it’s (almost) impossible to separate these effects from each other. 

3.4 Portugal

In 1987 the minimum for 17 year olds in Portugal increased with 50% to a level 75% of the full minimum wage. The minimum wage for 18 and 19 year olds was raised to the full minimum wage in that period (was raised from 75% a 33% increase due to legal changes). In the year 1988 the minimum wage for those aged 16 or less was also raised to 75% of the full minimum. 
In the graph below the development of the employment in Portugal is shown with the employment divided in age groups.

[image: image12.emf]
Again the two graphs from Neumark and Wascher (199) are given to show the development of youth employment and minimum wage in Portugal. From the graphs we can see inverse patterns were both the minimum wage and youth employment are falling. 

Figure 3.8a



Figure 3.8b
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Now we can start of with taking a look at the results of the research done in Portugal. 
The national minimum wage was introduced in 1974 for people aged above 20. After 1974 the minimum wage was upgraded in steps for the 17,18 and 19 year olds. In this table the increase in minimum wage for young people can be seen. 

Table 3.15: Increase in minimum wage for young people in Portugal. (* 80% if apprentice)

	age→
	15
	16
	17
	18
	19
	20-25

	year↓
	 
	 
	 
	 
	 
	 

	  1979 to 1986
	50%
	50%
	50%
	75%
	75%
	100%

	1987
	50%
	50%
	75%
	100%*
	100%*
	100%*

	1988
	75%
	75%
	100%
	100%*
	100%*
	100%*


Cardoso used longitudinal data matching workers and firms and covering the population of wage earners in the manufacturing and services private sector in Portugal. The evidence of Cardoso is consistent with the literature indicating that a rise in the minimum wage will result in employers changing there demand. This changes in demand for labor against youngsters results in a substitution effect. The share of young workers for newly hired workers is continuing to decrease and teenagers are also over presented in firms closing because of the rise in minimum wage. 
These are all effects from the demand side of labor were in fact a negative minimum wage effect on youth employment is present. But when we take a look at the workers side we can see some other results. The retention of young workers in ongoing firms is continuing to decrease, even though the minimum wage is falling. So in fact teenagers are more willing to keep their employment than older workers with sub minimum wages, resulting in a reduction of dismissals for young workers.
Pereira also researched the minimum wage effect in Portugal. The first 6 coefficients of this table show that the firms who are most likely to suffer from a higher minimum wage in fact have the highest negative impact. The last 3 coefficients show that the increase in youth employment seems to be concentrated in these same firms. So a substitution effect is taking place towards young adults. This work supports the idea that negative employment effects are probably higher among teenagers than among adults and that some substitution effect towards workers with higher marginal productivity is likely to occur.

Table 3.16: Net employment effects in Portugal

	 
	Employment
	difference
	in
	differences
	between:
	 
	 
	 

	 
	18-19 and
	20-25
	 
	18-19 and
	30-35
	 
	20-25 and
	30-35
	 

	Group
	1986
	1986
	1986
	1986
	1986
	1986
	1986
	1986
	1986

	of firms
	1987
	1988
	1989
	1987
	1988
	1989
	1987
	1988
	1989

	A1=1(β+α2)
	-0.866
	-1.313
	-1.269
	-0.386
	-0.773
	-0.713
	0.48
	0.54
	0.556

	A1=0 (α2)
	0.02
	-0.035
	-0.073
	0.025
	-0.011
	0.09
	0.005
	0.024
	0.163

	Weighted average
	-0.087
	-0.196
	-0.223
	-0.025
	-0.107
	-0.01
	0.063
	0.089
	0.212


For teenagers Pereira found a clear negative effect on employment persistent for more than 2 years when the minimum wage was increased by 25%. In the table the weighted average elasticities of the difference between the 18-19 and 20-25 year olds were negative and significant from 1986 to 1988. So the substitution effect was found for workers aged 20-25 replacing these teenagers. Pereira in the end found very high elasticities from -0.2 to -0.4 and noticed that they were high but believed they were realistic because the change in minimum wage was a very large one and Portugal was not affected by the recession in the 1980’s. 

Ribeiro (1993) did an empirical study to evaluate the effect of the minimum wage on employment in Portugal. Using the same vision as Cousineau an Skourias she divided the workers into six groups. The results are shown in the table below. The results show no clear evidence except for the elasticity of women between the age of 20 and 24. This elasticity is assumed to be higher because of the higher proportion in this group of people covered by the minimum wage. Important to see is that the employment effects for young people are higher than the effect on adult employment.

Table 3.17 Employment rate elasticity to monthly minimum wage increase

	Groups of workers
	Elasticity

	Men 15-19 
	-0.082
	Women 20-24
	-0.474

	Women 15-19
	-0.195
	Men 25-64
	-0.018

	Men 20-24
	-0.078
	Women 25-64
	-0.036


Portugal offers extraordinary conditions to evaluate the impact of the minimum wage on teenagers’ employment. The results of Pereira, Cardoso and Ribeiro showed no univocal vision on the minimum wage effect. Cardoso found no evidence of such an effect while Pereira did found a substitution effect. Ribeiro found elasticities which were only real significant for women. So a one sighted conclusion for Portugal could not be found.   

3.5 Spain

The statutory minimum wage set by the government in Spain along with trade unions and employer organizations is called the ‘Solario minimo interprofesional’ (SMI) and was introduced in 1963. The minimum wage rates in Spain were changed in 1990 which resulted in a huge raise of the minimum wage for teenagers. Even though this change was made for the variation of the Spanish minimum wage there has been very little certainty when you compare it to the average wage variation. This might make the Kaitz Index in this case unsuited for research and will be discussed later on in. 
The next two graphs taken from Neumark & Wascher (1999) paper show the development of the minimum wage and the youth employment in Spain.
Figure 3.9a



Figure 3.9b
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In Spain we can see that a decline in minimum wage was accompanied by a decrease in employment. Table 3.13b shows the results of the research done by Dolado et al (1996) were they tried to control for the influence of events (for example business cycle movements and other government policies) that affect the labor market more generally and therefore also influences the results of the minimum wage effect. In Spain for example there was a large increase in adult unemployment during 1976 to 1993. 
Dolado et al choose to investigate the relationship between minimum wage and employment with dividing the labor market into six sectors in a time period from 1967 to 1994. The youth employment was researched and the results are shown in the following table taken from Dolado et al. (1996).  

Table 3.18 The relationship between minimum wage and youth employment in Spain 1967 -1994

	Data
	Panel
	Aggregate
	Energy & water
	Chemicals
	Engineering
	Other manufactoring
	Construction
	Services

	 
	1
	2
	3
	4
	5
	6
	7
	8

	Change in
	-0.154
	-0.096
	0.036
	-0.042
	-0.096
	-0.164
	-0.216
	-0.194

	log
	(0.09)
	(0.07)
	(0.03)
	(0.03)
	(0.08)
	(0.08)
	(0.11)
	(0.11)

	log Kaitz
	
	
	
	
	
	
	
	

	 
	
	
	
	
	
	
	
	

	Change in
	 
	 
	 
	 
	 
	 
	 
	 

	sectoral 
	0.488
	0.612
	0.492
	0.536
	0.443
	0.962
	0.446
	0.282

	output
	(0.12)
	(0.25)
	(0.16)
	(0.21)
	(0.20)
	(0.27)
	(0.18)
	(0.10)

	Lagged
	 
	 
	 
	 
	 
	 
	 
	 

	change in
	0.232
	0.279
	0.362
	0.202
	0.193
	0.431
	0.331
	-0.036

	employment
	(0.09)
	(0.13)
	(0.15)
	(0.12)
	(0.08)
	(0.18)
	(0.13)
	(0.06)

	Number of
	 
	 
	 
	 
	 
	 
	 
	 

	observations
	168
	28
	28
	28
	28
	28
	28
	28

	Sargan test
	11.4
	9.8
	8.3
	6.4
	5.9
	6.3
	8.7
	9.3

	 
	(11.00)
	(6.00)
	(6.00)
	(6.00)
	(6.00)
	(6.00)
	(6.00)
	(6.00)

	Serial
	 
	 
	 
	 
	 
	 
	 
	 

	correlation
	-1.2
	1.6
	-1.3
	-0.8
	1.8
	1.6
	0.3
	-0.4


When using the Kaitz Index for a regression with controlling for the sectoral growth of output, the rate of growth of aggregate output and the rate of capacity utilization. There seems to be evidence that minimum wage reduces youth employment but there are some restrictions to this conclusion. First the effect might be like this because the time-varying factors are neglected. Second there is the danger that the results of the Kaitz Index are being driven by cross section variation while this index itself is already being driven by this variation. This will make it hard to draw any conclusion about the minimum wage because it is in fact about the Kaitz Index. According to Dolado et al both of these restrictions can be ignored. The additional year effects are not significant because they are added to the regressors and the instruments and therefore are an uncommon representation of the data. The correlation in this table shows the relationship within and between sectors. With the largest effects in the sectors where the minimum wage is most important Dolado et al conclude that they are picking up some of the minimum wage effects. 
Dolado et al also found for Spain sector level data that showed the employment growth equation. For all workers they found a minimal significant positive relationship (0.082) between minimum wage increase and employment growth. For young workers they found a negative relationship (-0.154) significant at a 10% level. This might indicate a negative effect on youth employment when the minimum wage is increased. 

The change in minimum wage in 1990, mentioned above, is an interesting situation to evaluate. Raising the minimum wage of the 16 year old to the level of the 17 year old resulted in a huge increase in the youth Kaitz Index and a decrease in the youth employment while the adult employment increases. A substitution effect might be the case in this situation but is it possible to apply this to the time series? The results of the time series contradict the substitution effect since total employment will not rise with the substitution effect while this is the case in the time series. The evidence from both these researches is the same: minimum wage reduces the employment of the young people but raised the adult employment and therefore the results suggest that the monopsony effect is present. As a conclusion it has to be said that minimum wage might be bad for youth employment but is not necessarily bad for the total labor market. 

4. Overall effect on youth employment in Europe

Having treated all the countries individually its time evaluate the results and make an overall conclusion concerning the minimum wage effect on youth employment. When we look at the results of the UK it’s hard to draw conclusion. The fact that in the UK there was no real research focused on youth employment itself makes it hard to use this research in the conclusion of this paper. In the UK negative as well as positive results were found. As said the Wage Councils were abolished in 1993 and since then this did not result in a significant increase in employment. It’s hard to assume that the introduction of a minimum wage has a negative effect on employment when the opposite is not true. Although the effect was only measured for the total employment I think the positive results found indicates that the monopsony model deserves more attention in researching the minimum wage effect, certainly when the focus is in total employment.

With France being a better object for research the expectations were that clear results and conclusions could be drawn. Most of the researchers at first believed that France would show significant negative effects of the increase in minimum wage. The results from the different researches were not as striking as they were expected to be. The results from the French research might not be significant because the recession and weak growth during that period has influenced the development of youth employment. Looking at the research discussed for France as a conclusion can be said that the negative relationship between minimum wage and youth employment is present. In my opinion the discussion in France is not about the direction of the minimum wage effect but more on the strength of it. I agree with the conclusion of Dolado et al when they say that the effect on total employment is not identical to the effect on youth employment. In France the minimum wage increases in the early eighties had no negative effects on total employment. I think that the recession in this period of time caused negative effects for the employment and increased unemployment but its short sighted to expect the increasing minimum wage to be main cause. Research showed that it had some negative effect but the main cause may lay in other factors or a combination of factors.      

In the Netherlands there are also no real clear results. Research by van Soest clearly indicated a negative effect on youth employment in his macroeconomic and microeconomic approach. But the approaches chosen by van Soest were heavily criticized. Dolado found some results in his research but could not identify if these were caused by the minimum wage. The recession during the period of research and the direct link between minimum wage and unemployment benefits made it hard to identify the real cause of the decrease in youth unemployment. In my opinion the macroeconomic approach of van Soest led to contradicting results. With the elasticity for adults being higher than the elasticity for young people (while the proportion of young people earning minimum wage is higher) the results are unrealistic. Van Soests microeconomic approach was also correctly criticized: In the first place because of the criticism expressed by Dolado on linearity and normality of error terms, second because no positive effects were found when lowering the minimum wage in the 1980s.     

In Portugal Cardoso found out that the employer changes the demand for labor against youngsters once the youth minimum wage increases. The substitution effect seems to be present since the share of young workers for newly hired workers is continuing to decrease. Pereira also found the substitution effect were young workers were replaced by young adults when the minimum wage was increased. However the results of Ribeiro showed no clear evidence in her empirical study. What she did found was that the women were more affected than men and that young people were more affected than adults. Although the negative effect was found the impact of the minimum wage increase was still very modest. In my opinion the weak results on total minimum wage effects and the stronger results for young people (especially women) in Portugal correspond with the substitution effect. It also shows that the effect of the minimum wage may be bad for youth employment but is not bad for the economy as a whole.  

For Spain Dolado et al found negative impact of a minimum wage increase on youth employment. It has to be said that the results were only significant at a 10% level and that the research had some restrictions (Kaitz Index might not be suitable for good conclusions and time varying effects were neglected). Interesting to know is that in Spain the minimum wage reduces the employment of the young people but raised the adult employment. So these results indicate again that the monopsony effect might be present and that when the minimum wage is chosen at a certain level the overall might be positive although it’s negative for youth employment.  

5. General Conclusion    

The introduction or an increase of the Minimum wage has two important purposes. The first is to lift the earnings of low-wage workers. It was an anti poverty tool to protect the lower paid workers. The second purpose of the minimum wage is to maintain a floor underneath the low-wage labor market. This role of the minimum is important, because low-wage workers have historically had the least bargaining power. The minimum wage was introduced to prevent that employers had too much market power and therefore had the possibility to depress wages artificially. So the goal was to protect (young) people and low wage workers from being exploited. The minimum wage was used as form of social protection and was about fairness, the value of work and the opportunities that work provides.
Other tools like in-work benefits, labour tax reduction, progressive labour tax system and other subsidies seem to be less appropriate for a government. Nowadays countries like the UK, the US and the Netherlands choose to combine the minimum wage with in-work benefits or a progressive tax system since they seem to complement each other. The policies chosen by the government depends on the country’s view but in general the other policies seem to complement the minimum wage wether than replacing it.   
After the treatment of al kinds of different researches what can we say about the effects the minimum wage in reality had on youth employment? There are a lot of arguments that can be constructed for and against the minimum wage but with the theories being restricted it’s more important to get the right evidence. Young workers are mostly affected by the minimum wage because most of the minimum wage workers are young. Although young workers have a greater change of being low paid this doesn’t mean that they make up the bulk of the lower paid. In the last decades and in present time youths make up a smaller proportion of the working force. This proportion is decreasing because of the increasing school enrollment, the possibility of a good education and the increasing participation of women. Therefore a possible negative impact on youth employment does not mean that the total impact on the total labor market is negative. As Dolado et al (1996) conclude from there paper: “Although the effect of a minimum wage has a negative effect on youth employment it has no significant impact on the labor market in general. The negative effect might be compensated by other positive effects like those for women’s employment.” 

The problem with finding a clear and significant minimum wage effect is the fact that it’s hard to isolate other economic forces. So the effect found might not be caused by the minimum wage itself but for example by the recession or low growth rates in the 1980’s. The accuracy of the study therefore depends heavily on the quality, availability and detail of the data. Therefore it’s hard to tell which research approaches the minimum wage effect the most. The newer theories concerning the minimum wage deserve more attention. The monopsony and more human capital focused theories like the effeciency wage theory in fact explain why a minimum wage might not have a negative effect. Although they contradict with the standard models used for the minimum wage, they partially explain the positive results found in the emperical studies. 

Looking at the results and restrictions the effect of the minimum wage on youth employment might have been exaggerated. Certainly the fact that introducing or increasing a minimum wage always has a negative impact on youth employment is not true. When setting the minimum wage at an appropriate level for the country and combining it with the other policies mentioned the government has the possibilty to alleviate poverty and unemployment and give incentives to work without affecting the youth employment in a strong negative way.   
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6. (Technical) Appendix 

This table shows an overview of the elasticity’s found in the different empirical researches done in France.

Table 6.1

	Estimated impact of 10% increase
	Total elasticity

	in the MW on youth employment
	 

	 
	 

	Rosa (1980) observation from 1963 to 1979
	-4.1

	Martin (1981) from 1963 to 1979
	-3.81

	Rosa (1985) from 1963 to 1984
	-3.5

	Benhayoun (1990) from 1968 to 1988
	-3.5

	Bazen & Martin (1991) from 1963 to 1986
	between -1.0 and 2.0

	Skourias (1992) from 1968 to 1990
	between -0.89 and -1.48

	Skourias (1993) from 1968 to 1990
	between -2.0 and -2.2

	Benhayoun (1993) from 1968 to 1991
	between -1.3 and -3.5*

	(*Only Male)
	 

	All studies used an age group of 15-24
	 


a This overview is based on the summary given by Y. Ghellab in his paper “Minimum wages and youth employment,” of 1998 on page 45 (table 25)  

The Kaitz index is the ratio of the minimum to average wage. The Kaitz Index (row number 4 of table 3.1) in general and for young workers differs greatly among European countries. So a one way conclusion cannot be drawn. Although the Kaitz Index is one of the most accepted ratio for calculating the impact of the minimum wage there is some critique. First of all in the Kaitz Index doesn’t change when the impact of an increase in the minimum wage results in the same change of the average wage. So the Kaitz Index is not suitable for extreme situations. Second the Kaitz Index is also a limited ratio since it can only tell something about the change in the structure of the wage and the taxes paid by workers and employers are not taken into account. Finally the Kaitz Index may misrepresent the effect of the minimum wage on average wage because it ignores other factors that might influence the wage floors. It only  From these results and the great diversity among countries Dolado et al conclude from this that the Kaitz index cannot be compared across continents and countries but rather by looking at the development over time in the country itself.

The Spike is the fraction of workers paid at or near to the minimum wage. The spike being high means that the impact of the minimum wage on the wage distribution is high. 

Figure 6.1
See next page
 [image: image17.emf]
This graph shows the evolution shows the evolution of the spike in France. It is taken from the paper of Dolado et al “The economic impact of the minimum wage in Europe” of 1996 (page 326, figure 1). The first spike measures the proportion of workers at end June-earnings between the old and new SMIC. Spike two shows the proportion of workers earning (not the actual earnings) the SMIC multiplied by there usual working hours.  
Figure 6.2 Minimum wage development for workers aged 23 or older in the Netherlands
[image: image18.emf]Minimum wage in the Netherlands
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Figure 2.2 


Two Sector Model





Wmin is the minimum wage and Wu is the new wage in the uncovered sector.


Shift in employment from N1 to No





Figure 2.1


Demand-Supply model





Introducing Wmin above Wu





Ls increases while Ld decreases. 


Negative employment effect





Figure 2.3





Introducing Wmin leads to a lower labor  demand Lmin. 





Figure 2.4


Monopsony Model





Setting Wmin between W1 and W0 the employment effect is positive





Figure 3.5





Minimum wage development for young workers in the Netherlands. Notice the fact that every age has here own minimum wage





Source: van Soest





Figure 3.6





This figure shows the youth employment, unemployment and labor supply from 1972 to 1988 in percentage of total for youths and adults





Graphs taken from the paper of D.Nuemark and W.Wascher (1999). 


Figure 3.1a Shows the minimum wage and the youth employment ratio. Ratios were set equal to 100 in 1990. 


Figure 3.1b In this graph differences from the country means are shown, excluding cyclical effects. The graph compares movements in minimum wages and youth employment-population ratios, this after subtracting out the partial correlation between the youth employment-population and the adult unemployment rate.  








Graphs taken from the paper of D.Nuemark and W.Wascher (1999). 


Figure 3.3a Shows the minimum wage and the youth employment ratio. Ratios were set equal to 100 in 1990. 


Figure 3.3b In the graph differences from country means are shown, excluding cyclical effects. Comparing movements in minimum wages and youth employment-population ratios after subtracting out the partial correlation between the youth employment-population and the adult unemployment rate.  








Graphs taken from the paper of D.Nuemark and W.Wascher (1999). 


Figure 3.4a Shows the minimum wage and the youth employment ratio. Ratios were set equal to 100 in 1990. Figure 3.4b In this graph differences from the country means are shown, excluding cyclical effects. The graph compares movements in minimum wages and youth employment-population ratios after subtracting out the partial correlation between the youth employment-population and the adult unemployment rate.  








Figure 3.7 is directly taken from the article of Pereira ‘The impact of the minimum wage on youth employment in Portugal’ of 1999. Appendix II figure 2. This graph shows the development of the employment in Portugal from 1984 to 1989. 





Graphs taken from the paper of D.Nuemark and W.Wascher (1999). 


Figure 3.9a Shows the minimum wage and the youth employment ratio. Ratios were set equal to 100 in 1990. Figure 3.9b In this graph differences from country means are shown, excluding cyclical effects. This graph compares movements in minimum wages and youth employment-population ratios after subtracting out the partial correlation between the youth employment-population and the adult unemployment rate.  


 





Graphs taken from the paper of D.Nuemark and W.Wascher (1999). 


Figure 3.8a Shows the minimum wage and the youth employment ratio. Ratios were set equal to 100 in 1990. Figure 3.8b In this graph differences from country means are shown, excluding cyclical effects. The graph compares movements in minimum wages and youth employment-population ratios after subtracting out the partial correlation between the youth employment-population and the adult unemployment rate.  











� Assumptions and elements are taken from the paper of Y.Ghellab (1998).


� Theory and conclusion are taken from Katz & Rozen, third edition 1998, and  C. Brown, C. Gilroy and A. Kohen, 1982.


� Theory for macro economics taken from: Burda & Wyplosz (2001).


� This table is extracted from R. Jackman ( 2001). 


� This table is extracted from Neumark and Wascher (2004)


� These numbers were extracted from the paper of Dolado (2000). For the Netherlands more up to data will be presented in the paragraph on the Netherlands.


� An explanation and example of the spike is given in the appendix of this paper


� An overview of the research done in France can be found in the appendix on page 32


� These minimum wages are taken from the site of the Department of Social Businesses in the Netherlands


� This table was extracted from Dolado et al (1996)


� This table was extracted from the paper of Cardoso & Portugal  (2001). Page 4, table 1.


� The numbers of this table were taken from the paper of Pereira (2002). Page 27, table 5.


� The numbers of this table were taken from the paper of Ghellab (1998). Page 31, table 15.


� Table taken from Dolado et al. (1996). Page 348, table 8a.
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