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Abstract

Median nominal wage started to fall after 1999 in Japan because of severe recession, while
the statutory minimum wage had steadily increased during the period. Using large sample
micro data of two government surveys, we examine the effect of minimum wage on wage
distribution and employment in an unusual event of deflation. The compression of lower tail
female wage distribution is almost all explained by increase in the real value of minimum
wage. Higher minimum wage decreases employment of young male and middle-aged female
workers, but the mechanical effect of employment loss on wage compression is found to be
minimal. This paper adds another evidence to the literature that minimum wage is an im-
portant determinant of lower tail wage distribution.
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