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ABSTRACT 

The study was conducted to determine the „Effect of Minimum Wage on Employment and 

Working Hours in the Western Europe‟, looking at France, United Kingdom and the 

Netherland. The arguments about the impact of minimum wage introduction reflect back to 

the two most prominent theories; Neo-classical and Keynesian hypotheses. While the 

advocates of Neo-classical postulation emphasize that introduction of minimum-wage result 

into loss of jobs, Keynesians provide in-depth discussions as to why the former‟s view is not 

actually the case. Further debate involving monopsonistic market structure and concept of 

covered versus uncovered sectors emerged to advance the two sides. The paradox created 

interests from number of researchers where different views have also arisen to support either 

of the theories (Dune et al 2010; Addison et al 2008; Farris and Leon 2008; Flynn 2006; 

Manning 2003; Zavodny 2000). However as previous studies gave focus to the impact of 

minimum-wage on a given sector, as chosen by researchers, leaving ambiguity on the effect 

of it at the aggregate economy, this study attempted to unveil the findings at this 

comprehensive stage. OLS model have been used to estimate the dataset from 1980 of three 

countries; the UK, France and Netherland. The results showed that minimum-wage reduces 

employment in the three countries, with the notable impact in the UK than the other two 

countries. Working hours, on other hand, were observed to increase in response of minimum-

wage increase, of which France was noted to be mostly affected. 
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1.0 Introduction 

Minimum wage is the lowest amount of pay per hour a worker is legally entitled, this excludes self-

employed, and voluntary worker (Bazen and Skurious, 1997). Minimum wage was first introduced by 

New Zealand in 1894, followed by Australia in 1896 that of USA in 1938, France in 1950 while 

Netherland in 1974. In the UK the minimum wage was introduced in 1999 by the labour government. 

However, before the introduction of the minimum wage there was a wage council system in existence 

from 1909 to 1993. The objective of the minimum wage settings was to protect the lowest earners in a 

wage distribution with a long term view of reducing income inequality, as well as poverty alleviation 

(Stewart, 1999; Stewart, 2000). The graph below illustrate the trend of income inequality in the UK from 

1979 to 2009. 

 
 

 

  Minimum-wage setting has not been fixed, for instance, in 1999 it was £3.60, and later increased in 2015 

to £6.70 (Fair Labour Standard Act, 2015; European Labour force survey, 2015). See appendix 1 for trend 

of minimum wage in the UK. 

 

Data shows minimum wage increase was highest in 2000-2001, with a record of 10.8% and lowest with 

1.2% increase in 2008-2009.  Regardless of it flexibility minimum wage has been set below the living 

wage. For instance in 2015 where it is anticipated to be at £6.70, it is still below the living wage of £9.15 

in London and outside London is £7.15 (Palin, 2015). 
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Graph 2: The UK, France and Netherland minimum wage since 1980 

 
Source: Authors (2015) 

The aim of this paper is to analyse the impact of minimum wage on employment and working hours in the 

UK, France and Netherlands. In achieving this objective, the report is therefore broken down into six 

sections. Aside from this section the next section discussed the theoretical aspect of the study, section 3 

reviewed the empirical evidence from other researchers on minimum wage, section 4 present the 

methodology used in the study, while section 5 explains the results. Finally, section 6 concludes and make 

recommendations.   

2.0 Theoretical Debate on Minimum Wage 

There are different theoretical approach on the effect of minimum wage on employment and working 

hours. The two main theories which explains the effect of minimum wage are neoclassical view and 

Keynesian view 

Traditional economic theory involves three different approach which are supply and demand model of 

price flow, monopsony model and shocked effect model. Looking at each in turn, 
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Figure 1: Traditional Economic Theory – Supply and Demand  

 
             

the supply and demand model of price flow look at homogenous workers whose wage is W1, that falls 

below W2 (the legally set wage rate minimum-wage) in a single competitive labour market. At a 

minimum wage rate W2 which is above W1 there is a fall of employment from E1 to E2 which is 

proportionate to a wage increase, minimum wage setting create an excess unemployment of E2 to E3. The 

fall on labour demand by the producer is due to a wage increase, even though the labour supply will 

increase. There are two types of monopsony, that‟s discriminatory monopsony and non-discriminatory 

monopsony.  
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Figure 2: Non-discriminatory monopsony Model 

 
   

In contrast to the above simple demand model, the monopsony model is not in support of the fact 

minimum-wage reduces employment because the employer‟s supply price is exceeded by the marginal 

cost of labour. Employer will hire an additional worker up to a point where the demand for labour equals 

it marginal cost. Therefore a minimum-wage makes the monopsony a price taker, thereby increasing 

employment to the point where demand equals supply which in this it‟s E1. It should be noted that, non-

discriminatory monopsony pays workers the same wage. 
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Figure 3: Discriminatory Monopsony  
 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Under discriminatory monopsony, the firm has an up-ward slopping labour supply curve as seen above, 

and therefore the firm is in position to hire different workers as a competitive market but each workers are 

paid their reservation wage. This means that labour supply curve of a firm gives the marginal cost of 

hiring a worker equals to the supply of labour – hence a firm maximizing its profit at point A where 

supply of labour equals demand as illustrated above. 

The neoclassical theory explains that minimum wage has a negative effect on employment level. 

Neoclassical assumes, homogenous and heterogeneous standard model. Homogenous model, the input 

and output price for the firms are given. The increase in minimum-wage will reduce employment (labour 

demand) because the firm can only employ more if the wage reduces, but the workers will be willing to 

substitute consumption for leisure (increase in labour supply). Heterogeneous model considers skilled and 

the unskilled worker. In equilibrium, demand and supply for labour are at full employment. Introduction 

of minimum-wage changes price structure, but reduce employment among the unskilled worker and 

increases unemployment (Herr, et al 2009). 

In the Keynesian view, the price level is anchor by nominal wage, an increase in the minimum wage 

affects the wage organization and lead to a change in the income distribution among the earners. 

Minimum wage according to Keynesian must not be fix, should increase in line with the average wage to 

prevent wage gap rise, it must have effect on a particular target group and increase in line with 

productivity. Concluding that there should be no expectation of positive or negative effect on the 

employment level from changes in minimum wage. Keynesian believed that, in a closed economy, at 

equilibrium the cost determines the price level meaning,  if cost decreases competition will lead to a fall 

in price and vice versa. 
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Keynesian look at effect of minimum wage under two assumption; homogenous labour and 

heterogeneous labour
1
 (Herr, et al 2009). 

 

3.0 Literature review 

3.1 Empirical studies 

Literature findings about the effect of minimum wage on employment have been divided into three 

categories; those which spotted the evidences of Keynesian and neoclassical hypotheses as well as studies 

which noted a positive employment effect. For instance, Giuliano (2009) using regression analysis and 

panel data of the large selected retail sector in U.S. noticed a contradictory results to the ones predicted by 

the theories mentioned before. The findings of the study indicated that not only the level but also the 

composition of employment in the retail sector increased. The study therefore dwelled into the argument 

of market frictions as an underlying reason of the findings obtained. 

3.2 Positive effect 

Bhaskar and To (1999), by developing a model with two assumption, first, production costs are fixed, and 

second, to the firm –the  labour supply is imperfectly elasticity which crop-out from Salop (1979) model 

of horizontal differentiation. The authors study reveals that minimum wage effect on employment differ 

for oligopsony and monopsony – with a greater employment effect per firm observed in the case of 

oligopsony than monopsony under free market entry condition. The observed positive effect is true where 

minimum wage is set below firm‟s marginal product of labour. 

Bhaskar and To (1999) developed monopsonistic competitive model with free entry. The findings under 

the model put-forward three interesting findings that; 

• an increase in minimum wage increases employment by each firm in the industry, 

• because of increase in minimum wage, some firm exit the market, and 

•  Minimum wage effect might reduce or increase employment in the industry. 

                                                 

1
 Under the Homogenous labour we have the price level effect, distribution and employment.. Firms are always dependent on 

their profit mark-up and this may change but it is not dependent on their wage cost. Here minimum-wage can create a nominal 

wage anchor and prevent the development of deflation in the goods market. It effect on distribution, the distribution of income 

(wage and profit) cannot be affected by the nominal wage level. The distribution of income and capital can be achieved by the 

change in profit mark-up, meaning minimum-wage is a right instrument for this. But for the case of employment, there is no 

direct relationship between wage change and employment, but there is an indirect relationship because low nominal wage leads 

to deflation, loss of production and employment. 

Under heterogeneous condition in which we have different wage rate what will be the economic impact of minimum-wage. 

The price effect, the changes in minimum-wage will have effect on the price level, except in extreme cases where the effect is 

considered small (where minimum-wage is use as the standard for other wages). The income distribution effect, as soon as 

minimum wage changes the structure of the distribution within the working class changes. But for the employment effect, the 

increase in minimum-wage will change the income distribution (workers income increase), the aggregate demand and output 

will most likely change, but no systematic employment effect. 
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Some empirical findings shows that, moderate increase in minimum wage shouldn‟t lead to 

unemployment rather increases employment as reported by Card (1992a, b), Card and Krueger (1994, 

1998), Katz & Krueger (1992), and Machin & Manning (1994). These authors‟ finding supports 

Keynesian view on the effect of minimum wage on employment,  

Example, Card and Krueger (2000) studies on the impact of minimum wage on employment by looking at 

fast food Industry in New Jersey and Pennsylvania.  Their indicates, an increase in the New Jersey‟s 

minimum wage probably had no effect on total employment in New Jersey‟s fast food industry and/or 

might have minimal positive effect. They further stated that, in within New Jersey, hours grew more at 

restaurants in the lowest wage areas of the state, where the minimum wage increase was more likely to be 

a binding constraint. Meanwhile, the result has contradicted the view that total hours drop in reaction to 

the New Jersey minimum wage increase. 

3.3 Negative Effect 

Vedder & Gallaway (2002) in their study on the effect of minimum wage on employment and hours, 

using the US data set from 1959 – 1999 (41 years) and applying ordinary least square method (OLS), the 

findings is, minimum wage impact on hours negatively for the full time worker in private non-agricultural 

sector, with a weekly decline on average hours dropping from 39 to 34.5. For manufacturing sector, same 

observation is recorded. Deere et al., (1995) and Neumark (1999) concur with the findings – and added 

that minimum wage effect on employment has greater negative impact on young and less skilled worker 

Gindling and Terrell (2007) studied the effects of multiple minimum wages on hours and employment of 

workers covered by minimum wage laws (covered sector) as well as those not covered by the legislation 

(uncovered sector), where they used both cross-sectional and time-series data from annual household 

surveys conducted between 1988 and 2000. The researchers defined the occupational categories in the 

surveys, also used detailed information in the minimum wage laws in the surveys; by assigning a specific 

minimum wage to over 350 different industry/occupational/skill categories of workers in each year. They 

estimate the employment and hours worked effects for the covered and uncovered sectors. Furthermore, 

they analyse the effects across the distribution of wages and skills using Card‟s (1996) framework. In 

their findings they disclosed that higher minimum wages lower the probability of employment in the 

covered sector relative to the uncovered sector and unemployment. Also that higher minimum wages 

reduce the number of hours worked by those who remain employed in the covered sector. Finally, they 

stated that minimum wage changes have the largest impacts on the hours and employment of covered 

sector workers in the lower half of the distribution in Costa Rica. Another research by (Stewart and 

Swaffield 2008), on the impact of minimum-wage on working hours in the UK. They use the same 

method of estimation as (Stewart, 2002), but the data was collected from the new earnings and the labour 

force survey. Find that the introduction of the minimum-wage lead to reduction in the basic hour worked 

by the minimum-wage earner (low pay) by 1 to 2 hours weekly, showing the same impact on total hours 

paid. But the lagged effect show an insignificant effect. Card and Krueger (1994, 2000), in their research 

on the impact of minimum-wage increase in New Jersey (fast-food industry), found evidence that 

minimum-wage do not have a negative effect (reduce) on employment, but it has on the working hours 

(slight reduction) of the workers 

3.4 Inconclusive Effect 

Giuliano (2009), Addison et al (2008) used retail sector in the U.S. in their analyses and showed that there 

was neither negative nor positive employment effect. Equally, the study by Metcalf (2008) findings on the 

effect of minimum wage on employment and working hours, by using case study approach rather than 

quantitative measurement was inconclusive. 

Furthermore, Zavodny (2000) used regression analysis to study the effect of minimum wage on both 

employment and working hours in U.S. Both state and individual level data were used in the analysis. The 
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findings indicated that while hours of working were unaffected, employment on other hand was minor 

affected negatively both for state and individual data. 

As noted above, many literature (except Zavodny, 2000) paid more attention to specific sector analyses in 

examining the behaviour of labour supply both in terms of employment and working hours in the 

presence of minimum wage, thus either failed to assert their findings at the macro level or such 

explanation bear unsound stance. This is because sectorial analytical studies do not consider the argument 

of covered versus uncovered sectors which is a very important to be controlled in order to give conclusion 

at the aggregate level. This paper therefore uses Zavodny (2000) approach by using aggregate rather than 

specific sector data to draw attention to what might be the effect of minimum wage at macro level. 

However as opposed to the study by Zavodny (2000) which focused in U.S., this paper uses U.K. 

economy and also excludes individual data analysis since both data (state and individual ones) yield more 

or less the same results in the earlier referred literature.  

Stewart (2002), on the impact of minimum-wage on the probability of employment of the low wage 

employees in UK. Using the difference in differences estimator to analyse three different longitudinal 

data set from British household, labour force and new earnings survey. Reaching a conclusion based on 

the different data set, that the four groups which are men, women, youth and the adults did not show any 

significant effect on employment. 

Another researcher Metcalf (2008), also found that minimum wage has little or no effect on employment, 

this is as a result of the effect it has on the working hours rather than the employees. As a result of the 

minimum-wage, firms increase productivity as well as service to consumers. Although there is a 

reduction in the profit of firm that employ low wage earner. The researcher made use of data collected 

from individual, area and firms collected from ONS.  

 

4.0 Data and Methodology 

4.1 Data and Sources of Data 

In line with data on unemployment rate (unem), weekly working hours (hor) and minimum wage (miwg), 

the study used other variables such as population growth rate (pgrt), net migration as the percentage of 

total population (nmpr) and GDP growth rate (gdpr) from three European countries (UK, France and 

Netherland). The total of 83 sample dataset in panel dimension from 1980 were constructed from 

International Monetary Fund (IMF), International Labour Organisation (ILO), Office for National 

Statistics and World Development Indicators (WDI).  

4.2 Limitations of the study 

By using the combined data from three countries, the model has been constrained to only provide results 

in comparative basis. It is no longer possible to estimate the effect of minimum wage on both 

unemployment rate and weekly working hours for only one country. The model therefore focused on how 

much the two (unemployment rate and working hours) are affected by minimum wage increase in relative 

rather than absolute basis.  This means the effect of either of these two variables in one country have been 

measured with respect to another country used in this study.   

4.3 Methods of Analysis 

Ordinary Least Square (OLS) model is used to estimate the relationships between the variables. Two 

regression equations were applied where unemployment rate and weekly working hours were used as 

endogenous (dependent) variables on each case. The study adopted the model as used by Giuliano (2009) 

where unemployment was estimated using minimum wage, population growth and net migration rates. 

However, since Okun‟s law hypothesises the relationship between unemployment rate and economic 

growth, this study incorporate GDP growth rate as an extra exogenous variable. The two models therefore 

assume the following forms. 
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 (1) 

  (2) 

Where 

 Is the slope dummy, calculated as the product of minimum wage and dummy country (“1” for the UK, 

“2” for France and “3” for Netherland as denoted by sub-script “ ”). 

  

 and  are the coefficients of exogenous variables and error term incorporating the effects on 

dependent variables which are not explained by the specified factors in the model respectively. E-Views 

computer software was used to estimate the relationships between the variables. 

From neo-classical and the two sector model by Harris and Todaro (1970), it is assumed that while 

minimum wage, population growth and net migration rates have positively effect to unemployment rate, 

Okun‟s law on the other hand shows that GDP growth rate is negatively related to unemployment. 

4.4 Summary statistics 

 

Graph 3: The UK unemployment rate, working hours and minimum 

wag  

Source: Authors (2015) 

 

 

 

 

 

 

 

 



British Journal of Economics, Finance and Management Sciences 132 

January 2015, Vol. 10 (1) 

 

 

© 2015 British Journals ISSN 2048-125X 

 

 

Graph 4: France unemployment rate, working hours and minimum wage 

 
Source: Authors (2015) 

Graph 5: Netherland unemployment rate, working hours and minimum wage 

 
Source: Authors (2015) 

5.0 Results and Discussion 

The results below follow the critical cutinisation of the data to fit them with assumptions of OLS model. 

Firstly, using Box-Cox method, it was observed that the two equations (1) ad (2) above correspond to the 

linear form. Similarly, they all exhibited heteroskedasticity and autocorrelation of order one characters 



British Journal of Economics, Finance and Management Sciences 133 

January 2015, Vol. 10 (1) 

 

 

© 2015 British Journals ISSN 2048-125X 

 

 

where “White heteroskedasticity-consistent standard errors and covariance” method and Cocrane-Orcut 

procedures were used to correct such incidents so as to make the model conform with OLS requirements. 

Again, analysis showed that population growth rate and net migration rate as the percentage of population 

were correlating from each other. This was resolved by excluding net migration from the model since the 

elimination of population growth rate would result to relative lower adjusted and R-squared.  

 

5.1 Effect of Minimum Wage on Unemployment Rate 

Table 1: Regression results for the unemployment rate 

Dependent variable: Unemployment rate 

Independent Variables Coefficients Standard Errors 

Intercept 
16.12036** 3.308011 

Minimum wage 
1.180868** 0.185554 

Population growth rate 
-3.397501** 1.481568 

GDP growth rate 
0.007636 0.063243 

UK*Minimum wage 
1.127889** 0.096753 

France*Minimum wage 
0.275765** 0.042831 

AR(1) 
0.945108** 0.026061 

Source: Authors (2015)  No. of observation: 83 

R
2
: 0.906794 

** means statistically significant at the 5 percent level 

The results show that GDP growth rate is not an appropriate variable to explain the effect on 

unemployment rate in the three countries. Irrelevance of GDP in explaining the model might be the result 

of the nature of study which captured comparative rather than one country analysis. It further indicates 

that if all the independent variables (minimum-wage and population growth rate) are all zero, then the 

unemployment rate is 16.12%. The unit (one pound) increase in minimum wage was observed to increase 

unemployment rate by 1.18% in the area of survey. This confirm to Neoclassical view, which believes 

that the market is in equilibrium without the implementation of the minimum-wage, but introducing 

minimum wage shifts the market way from equilibrium by increasing the wage and reducing the 

employment level. 1% growth rate in population, on the other part, was acknowledged to significantly 

influence the reduction in unemployment by 3.4%. This might be explained by the nature of population 

increase in these countries as opposed to emerging or developing countries. In these countries, population 

increase is attributed by flow of migration rather than birth rate grows in developing countries. Since 

migration in the developed countries is highly characterised by flow of skilled, innovative and hard-

working labours coupled by capital flight that enhance investments, the finding of negative relationship 

between population growth rate and unemployment rate remains paramount scenario. 

The results indicate that one pound increase in minimum wage causes an increase of unemployment rate 

of about 1.13% higher in UK than in Netherland. Similarly, one pound increase in minimum wage causes 

an increase of unemployment rate of about 0.28% higher in France than in Netherland. Further, the results 

show that unemployment rate in the UK is 0.58% higher than in France when a minimum wage increase 

by one pound. In these cases, UK unemployment rate is affected more than the other two countries, 

followed by France. UK was the first to abolish the restriction of migrants from Eastern European 

countries (2004 Accession UK). These led to large inflows of Polish, Bulgaria and Romanians, reinforced 
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by an increase in minimum-wage in the UK labour market. This led to higher unemployment in the UK as 

opposed to France and Netherland. 

5.2 Effect of Minimum Wage on Working Hours 

According to Keynesian view that increase in minimum wage does not lead to the decrease in 

employment due to employers‟ adjustment in working hours, the table below shows the findings on the 

effect of minimum wage on working hours. 

 

Table 2: Regression results for weekly working hours 

Dependent variable: Weekly working hours 

Independent Variables Coefficients Standard Errors 

Intercept 
29.92249** 5.072937 

Minimum wage 
0.312562** 0.087447 

Population growth rate 
-0.599070 0.401553 

GDP growth rate 
-0.026609 0.023776 

UK*Minimum wage 
-0.333137** 0.050469 

France*Minimum wage 
-0.296997** 0.010176 

AR(1) 
0.983431** 0.009061 

Source: Authors (2015)  No. of observation: 83 

R
2
: 0.988507 

** means statistically significant at the 5 percent level 

As opposed to unemployment rate, in this case population and GDP growth rates were all observed to be 

irrelevant in explaining the effect of minimum wage on working hours in the three countries of analysis, 

because developed countries are technologically intensive. Employing more of capital than labour as 

GDP and population growth rate increases. Meanwhile, when all the stated independent variables are 

equal to zero, the countries were noted to have an average weekly working hours of about 29.92.  

A unit (pound) increase in minimum wage results to an average rise of 18 minutes of working hours in the 

three countries therefore justifying the Keynesian view. This finding indicates that labour forces in the 

mentioned three countries tend to substitute their leisure time with working hours in an increase in wage. 

The findings further indicate one pound increase in minimum wage leads to a less 18 minutes of working 

hour in Netherlands than France.  A one pound increase in minimum wage results to a less 20 minutes of 

working hours in the UK than France. Moreover, the same findings revealed that Netherland experienced 

34 minutes less of working hours than in the UK. In summary, France has a higher working hours as 

opposed to the UK and Netherland as a result of a unit increase in minimum wage. In addition the UK has 

a higher working hours than Netherland.  Based on the legal weekly working hours of these specific 

countries, France is 35 and the UK is 48 hours which justify the increase of opportunity cost of leisure in 

France as a result of rising wage. Therefore France has more opportunity to trade off leisure to work 

compared to the UK, which explains the higher response to minimum wage increase in working hours in 

France than the UK. Introduction to minimum wage makes French to work more hours than British – this 

is substitution effect. However the variation in working hours in Netherland and the UK might be 

explained by the composition of labour force. The UK labour force is composed by relative larger 

immigrants who are willing to offer more working hours with low wage than in Netherland (ILO 

database, 2015). 
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 6.0 Conclusion 

The implementation or increase on minimum wage impacts on employment level and working hours of 

the workers. The empirical literatures cited above present deferring views on the impact of minimum-

wage increase on employment and working hours. For instance Vedder and Gallaway (2002) supported 

neoclassical view (that, minimum-wage increase adversely affects employment and working hours. 

Furthermore, among homogenous work force – an increase in minimum wage above market equilibrium 

price increases unemployment, and reduce working hours. In comparison to heterogeneous workers, 

comprised of skilled and unskilled, minimum wage increases affect unskilled workers more than skilled 

as justified in the empirical findings. However, other empirical findings by Giuliano (2009), Addison et al 

(2008) aligned to Keynesian view. That increase in minimum wage has no direct impact on employment 

According to the analysis, the results showed that the three countries follow neoclassical stance that 

minimum wage has a positive relationship with unemployment rate and working hours. However, the 

findings revealed that the degrees of the decrease in employment and increase in weekly working hours as 

the result of one pound increase in minimum wage differ from one country to another. For the case of 

unemployment rate, the UK economy, followed by France, was found to be highly affected by one pound 

increase in minimum wage. On the other hand the findings showed that in a wake of an increase in 

minimum wage, France experienced relative higher weekly working hours than the UK and Netherland.  

 

6.1 Recommendation 

The main objective of introducing minimum wage in France, The UK, and Netherland is income re-

distribution. Based on findings (econometric outputs) – an increase in minimum wage reduces 

employment, but increases working hours in both countries, which supports neoclassical view and other 

empirical findings (Vedder and Gallaway, 2002). Government of three countries should provide 

retraining to those who lost their jobs to improve entrepreneurial skills and innovation – and provide 

capital for a start-up business which in turn increases employment to absorb future unemployed. 
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APPENDIX 1 

Graph 1: Trend of the UK minimum wage from 1990 to 2015 
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