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Income Distribution Effects of Minimum
Wages Adjustment

Abstract: In this paper, we build a computable general equilibrium model and a
micro-simulation model and then link the two models using “top-down/bottom-up”
approach. The linked model is used to study the income distribution effects of mini-
mum wages adjustment. The results indicate that in the short term, minimum wa-
ges adjustment will increase both employment and income of low-skilled workers
and hence will decease income inequality. However, in the long term, if minimum
wages increase is below 25% , it can still rise employment and income of low-skilled
workers and hence decrease income inequality; while, if minimum wages adjust-
ment is above 30% , while it can still increase income of low-skilled workers, it also
has negative impact on employment. As a result, local government should adjust
minimum wages appropriately to ensure that employment and income of low-skilled
workers are increased at the same time and this will help restraining continuous in-
crease of income gap among urban residents.
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