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EXECUTIVE SUMMARY
1.

Arguments for minimum wages: ensure low wage workers having a minimum
living standard; prevent employers from exploiting low-skilled workers;
increase purchasing power of low wage workers; compel employers to raise
efficiency and productivity. Arguments against minimum wages: cause job
losses; reduce wage rates in sectors not covered by minimum wage system;
affect competitiveness of the economy; cannot solve in-work poverty problem;
and reduce on-the-job training.

2.

Minimum wage systems are implemented in Australia, the United States (US),
France, Taiwan, Japan, South Korea, China, the United Kingdom (UK).
Singapore does not have such a system. Exemptions of minimum wage
systems: professional employees, apprentices and trainees, disabled workers,
and workers in certain industries. Foreign workers are covered by the
minimum wage systems.

3.

Minimum wage determining authorities: the government -- France, Taiwan,
South Korea and China; the legislature -- the US and the UK; independent
Australian Industrial Relations Commission -- Australia; prefectural minimum
wages councils (PMWC) for prefectural minimum wages and industrial
committees for industrial minimum wages -- Japan. Official advisory bodies
are adopted in France, Taiwan and South Korea; members are from the
government, employers associations and labour unions. In Japan, some
members of the determining authorities are from labour unions. In sum, labour
unions play an important role in fixing the minimum wages.

4.

Criteria adopted for fixing level of minimum wage: Authorities use similar
criteria such as workers’ basic needs, average wage, labour productivity,
inflation, employment level, and employers’ profits. In the US, the legislature
considers poverty line. In China, the minimum wages are set higher than the
amounts of social relief fund and unemployment benefits but lower than the
average wage. Frequency of adjustment: annual basis in Australia, France,
Taiwan, Japan, South Korea and China; infrequent in the US.

5.

Hourly minimum wage rates: (in HK$): France ($53.1), Australia ($47.8), the
UK ($46.2), the US ($39.9), Japan ($38.4), Taiwan ($15.2), South Korea
($8.54) and China ($1.5 - $2.3). Reduced minimum wage rates (70% - 90%
of adult rates) are set for young workers in Australia, the US, France, Taiwan,
South Korea and the UK. Minimum wage relative to the average wage:
France -- about 59%; the US, Taiwan, Japan and the UK -- ratios about 45%;
South Korea and Shenzhen City -- ratios below 40%. Real value of minimum
wages: appreciated in France, Taiwan, Japan, and South Korea; depreciated in
the US and Australia.

6.

Number of minimum wage workers: in the US, France and the UK -- about
10% of the labour force; Japan and South Korea -- the number is small.
Characteristics of minimum wage workers: mainly women, and employed in
sectors such as textiles and clothing, restaurants, retail trade, and personal care
services. In China, minimum wage workers are mainly from inland provinces.

7.

Enforcement: mainly executed by local labour authority. Financial penalties:
for failing to pay a minimum wage and making a false report to the enforcement
agency, the penalties vary. In the US and South Korea, a conviction of failing
to pay a minimum wage may result in imprisonment.

8.

Unemployment insurance system: operating in the US, Taiwan, Japan, South
Korea and China; benefit rates are not linked to the minimum wages.
Unemployment assistance system: operating in Australia; benefit rates below
the earnings of minimum wage workers. France operates both systems.

9.

Difficulties in evaluating the impact of minimum wage changes: lack of data
and statistics, problems in quantifying the precise impact of minimum wage
changes, difficulties in tracing the delayed effects, problems in quantifying the
chain effects, and limitations in generalizing the research results. The results
of empirical studies on the level of employment, poverty and income
distribution are inconclusive; different researches have contradicting results.

10. Advocate for a minimum wage system in Hong Kong: some labour unions
and the Hong Kong Social Security Society; advocate against a minimum
wage system in Hong Kong: the Hong Kong Special Administrative Region
Government and employers associations.
11. In considering whether or not to establish a minimum wage system in Hong
Kong, one would need to evaluate the impact of the minimum wage system.
If a minimum wage system were to be established, the following would be
the necessary considerations: the coverage, the choice of determining
authority, the procedures for adjusting the minimum wage, the criteria used for
determining the minimum wage level, the appropriate minimum wage level, the
number and characteristics of minimum wage workers, the choice of
enforcement authority, and the penal provisions for violating the minimum
wage law.

MINIMUM WAGE SYSTEMS

PART 1 - INTRODUCTION

Background
1.1
In October 1998, the Legislative Council Panel on Manpower
requested the Research and Library Services Division (RLS) to conduct a research
on the experience of some places outside Hong Kong in introducing a minimum
wage system so as to facilitate their deliberation on the issue.

Objective and Scope
1.2
The objective of this research is to examine the experience of some
places outside Hong Kong in implementing minimum wage systems.
1.3
The scope of the research, as agreed by the Panel, covers (i) historical
development of the minimum wage systems; (ii) coverage of the minimum wage
systems; (iii) the process of fixing the minimum wages (including information on
the responsible authorities, the criteria being considered and procedures); (iv) the
minimum wage levels and characteristics of minimum wage workers; (v)
enforcement and penal provisions; (vi) a survey of studies on the impact of
minimum wage changes on the level of employment, poverty, income distribution,
inflation and competitiveness of the economy; and (vii) a brief description of
unemployment benefit systems.
1.4
In this research, the RLS studies the experience of Australia, the
United States, the United Kingdom, France, Japan, South Korea, Taiwan, and
Singapore. These countries/territory have been selected because, same as Hong
Kong, they are all classified as high income economies by the World Bank. At the
same time, the experience of Mainland China is also examined owing to its close
economic ties with Hong Kong. In addition, there is a part discussing the views of
the Hong Kong Special Administrative Region (HKSAR) Government, employers
associations, labour unions, and the Hong Kong Social Security Society on imposing
a minimum wage in Hong Kong.
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Methodology
1.5
The research involves a combination of information collection,
analysis, and interviews.
1.6
In addition to materials available in the Legislative Council Library,
reference materials were borrowed from local academic libraries and acquired from
international research organizations. Requests for the necessary information were
sent to the ministries, and government departments and agencies in the
countries/territory under study. In Hong Kong, requests were channelled to
consulates, labour union and relevant academics.
1.7
sources.

This research report is based on the information obtained from these

1.8
In this report, we use the 1998 average exchange rates to convert
other currencies into Hong Kong dollar (see Table 1).
Table 1 - 1998 Average Exchange Rates
Countries/Territory
Australia
United States

1998 Average Exchange Rates
The exchange rate was A$1 = HK$4.88. The Australian dollar against the
Hong Kong dollar depreciated 5% in 1997 and 16% in 1998.
The exchange rate was US$1 = HK$7.745. The Hong Kong dollar is
linked to the US dollar; hence, the exchange rate between these two
currencies has been stable.

France

The exchange rate was FRF1 = HK$1.32. The French Franc against the
Hong Kong dollar depreciated 12% in 1997 and 1% in 1998.

Taiwan

The exchange rate was NT$1,000 = HK$230. The New Taiwan Dollar
against the Hong Kong dollar depreciated 4% in 1997 and 14% in 1998.

Japan

The exchange rate was 1,000 Japanese yen = HK$59.5. The Japanese yen
against the Hong Kong dollar depreciated 10% in 1997 and 7% in 1998.

South Korea

The exchange rate was 1,000 Korean won = HK$5.6. The Korean won
against the Hong Kong dollar depreciated 15% in 1997 and 33% in 1998.

China

The exchange rate was 106.9 yuan = HK$100. The exchange rate of
Chinese Renminbi against the Hong Kong dollar was stable in 1997 and
1998.

United Kingdom

The exchange rate was £1 = HK$12.83. The British pound against the
Hong Kong dollar appreciated 5% in 1997 and 1% in 1998.

Singapore

Source:

The exchange rate was S$1 = HK$4.64. The Singapore dollar against the
Hong Kong dollar depreciated 5% in 1997 and 12% in 1998.

Hong Kong Monthly Digest of Statistics, February 1999.
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PART 2 - ARGUMENTS FOR AND AGAINST A MINIMUM WAGE
2.1
The question of the need or desirability for establishing minimum
wages has long been debated. Various arguments on both sides of the issue have
been advanced. Supporters of a minimum wage mainly argue that the establishment
of a minimum wage system can ensure the low wage workers having a minimum
living standard. However, people who argue against a minimum wage contend that
a minimum wage would have negative effects on the level of employment. In this
part, we assess the major arguments for and against having a minimum wage.

Arguments For a Minimum Wage
2.2
People who argue that a minimum wage is needed so as to ensure that
workers receive a living wage -- one that will provide full-time workers with an
income sufficient to purchase the bare necessities of life. A minimum wage can
then guarantee the workers having an acceptable minimum standard of living.
Second, they contend that this wage floor prevents monopsonistic employers1 from
exploiting low-skilled workers. Third, a minimum wage can increase consumer
purchasing power, through raising the incomes of low wage workers. Finally,
minimum wage advocates point to the possibility that the minimum wage compel
employers into greater technical efficiency and raising labour productivity.

Arguments Against a Minimum Wage
2.3
One argument against a minimum wage is that, if set above the
prevailing market rate, it will result in job losses and so the very workers that it is
intended to benefit may lose out. Second, there is the possibility of the legal wage
floor causing a spillover effect that may reduce wage rates in those sectors of the
economy that are not covered by the minimum wage law. Third, higher labour costs
may affect the competitiveness of the economy. Finally, the minimum wage is
inappropriately targeted to reduce poverty; that is, a majority of minimum wage
workers are not in poverty households.

1

A labour market in which a single firm is the sole employer of a particular type of labour, or
when two or more firms, through collusion, act as the sole employer of a particular type of
labour. In a monopsonistic labour market, workers are assumed to have little negotiating
power since they cannot easily obtain employment with other employers. In this case, the
employer is able to under-pay the workers to increase the profit.

Research and Library Services Division
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Minimum Wage and the Level of Employment
Employment Effect
2.4
The effects of minimum wage on the level of employment command
substantial attention. In economics literature, a competitive labour demand and
supply model2 is commonly used to analyze the possible effects of minimum wage
on the level of employment. A competitive labour market is characterized by a large
pool of similarly qualified workers independently offering their labour services to a
large number of firms, none of which has the power to influence the wage rate.
Workers and firms have perfect information, and mobility is costless.
2.5
In this model, the wage rate and the level of employment are
determined by labour demand and supply. As shown in Figure 1, the competitive
equilibrium is at point A, where the wage rate is Wc and the employment level is Ec.
2.6
If the minimum wage rate, Wm, is set higher than Wc, it will reduce
the employment level. The labour market moves to a new equilibrium at point B
where employment is at a lower level of Em and a higher wage rate at Wm. In other
words, it will reduce the employment level. This is known as employment effect of
minimum wage.
2.7
The amount of the employment reduction, i.e. Ec - Em, will depend
on how much the wage rate is increased and on the elasticity of demand for labour.
If the demand for labour is very wage-sensitive, a minimum wage will reduce the
level of employment significantly.

Figure 1 - Employment Effect of Minimum Wage
Wage Rate
Supply of Labour
Wm

B
A

WC
Demand for Labour

Em

EC
Employment

2

Organisation for Economic Co-operation and Development, Employment Outlook, June
1998, pp 42 - 44.
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2.8
Two factors may affect the size of the employment effect. One such
factor is failure on the part of some firms to comply with the minimum wage law.
The other factor is that some firms may offset the minimum wage by reducing fringe
benefits (e.g. retirement benefits and job training). In either case, labour cost would
not rise by the full amount WcWm as shown in Figure 1, and therefore, the indicated
employment effect would be lessened.

Wage Effect
2.9
People who advocate for a minimum wage remark that a minimum
wage can increase consumer purchasing power, through raising the incomes of low
wage workers. They contend that low wage workers spend their wages quickly in
purchase of goods (e.g. food and clothing) which are produced by traditional low
wage industries. Thus, a minimum wage will induce both higher demand of goods
and labour for the production of these goods. Hence, a minimum wage will have
positive effects on the employment level. This case is commonly referred to as the
wage effect of minimum wage.
Employment Effect Versus Wage Effect
2.10
Theoretical speaking, if the employment effect is larger, the
employment opportunities and earnings of low wage workers will be reduced. On
the other hand, if the wage effect is larger than the employment effect, the result of
the minimum wage will be to increase the earnings of low wage workers and
generate higher employment level.
Minimum Wage and Poverty
2.11
To reduce poverty among the working poor many people favour
imposing a minimum wage rate that employers must pay their workers. There has
been much discussion of the obligation of employers to pay a living wage since the
beginning of this century. (For details, please refer to the part on historical
development of minimum wage systems in Section A.)
2.12
However, opponents have been critical of the effectiveness of a
minimum wage to reduce poverty. The primary argument against a minimum wage
is its effects on employment opportunities. According to the competitive labour
demand and supply model, if the wage is increased, the demand for labour will fall.
There will be fewer job opportunities. Those who remain employed do gain a
higher wage rate but at the expense of those who are no longer employed.
2.13
It is also important to note that minimum wage can only improve the
standard of living of those poor families where at least one individual is working.
Thus, in places where there are large numbers of working-poor, there is greater
potential to alleviate poverty through the imposition of minimum wage.

Research and Library Services Division
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Minimum Wage and Inflation
2.14
Although most workers are not directly affected by the minimum
wage, changes in the minimum wage can have an effect on the whole economy.
Employers may seek to maintain customary wage differentials across jobs.
Consequently, when an increase in the minimum wage forces on employer to raise
the wages of his lowest paid workers, usually he will also raise the wages of other
workers, especially those earning only a little more than the minimum wage. As a
result, increases in the minimum wage might have some inflationary effects. In
general, the academics consider that there are other more important factors of
inflation such as fiscal and monetary policies.

Minimum Wage and Investment in On-the-Job Training
2.15
The effect of minimum wage on on-the-job training is likely to be
negative. With the imposition of the minimum wage, there is a floor to the wage
they can be offered. This forces employers to bear more of the cost of training.
Hence, the employers may reduce the investment in on-the-job training if there is a
minimum wage.

Research and Library Services Division
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SECTION A - EXPERIENCE OF PLACES WITH MINIMUM WAGE
SYSTEM3
PART 3 - HISTORICAL DEVELOPMENT OF THE MINIMUM WAGE
SYSTEMS
3.1
In this report, the order of presentation is based on the historical
sequence of introducing a minimum wage system. Among the countries/territory
under study, Australia is a pioneer in establishing the minimum wage system (as
early as 1907). Hence, we first present the case of Australia, to be followed by the
United States, France, Taiwan, Japan, South Korea and China.

Australia
Basic Wage and Margins
3.2
The Conciliation and Arbitration Act (the C&A Act) passed in 1904
established the Commonwealth Court of Conciliation and Arbitration (CCCA). The
CCCA exercised arbitral and judicial powers, and was empowered to make awards
specifying wages and conditions of employment, interpret and enforce the awards.4
3.3
The first effort at establishing a wage based upon needs below which
no worker should be expected to live, was made in 1907 when Justice Higgins, the
President of the CCCA at the time, noted that a “fair and reasonable” wage for an
unskilled worker would be based on the normal needs of an average employee in a
civilized community. The minimum rate was determined for the family of an
unskilled worker,5 after taking into account the costs of meeting the basic needs.
The wage required by a worker and his family to live in a civilized community was
known as the basic wage. The basic wage became a foundation point of each
minimum industrial award.

3

4

5

We cover Australia, the United States, France, Taiwan, Japan, South Korea and China in
Section A because these countries/territory did not experience any break in implementing
their minimum wage systems. However, in the United Kingdom (UK), a minimum wage
system existed in the 1891 - 1994 period. There was a break of about five years in 1994 March 1999 due to change of Governments. The Labour Government re-established the
minimum wage system in April 1999. Thus we devote a full part (i.e. Part 10) to the case of
the UK.
Awards prescribe minimum rates of pay and conditions for employees and may relate to
industries, trades or individual companies. There are different award rates for different
occupations (e.g. teacher, plumber, bus driver and nurse). About 3 200 awards are in force.
The consideration was the family nature of the basic wage. The CCCA determined that the
basic wage should be one capable of sustaining a family unit. Men were considered the
primary bread winners, women were not. Thus there was a differential in male and female
rate. This situation continued until 1975 in the federal jurisdiction.
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3.4
Margins were directly related to the basic wage, and formed the
second component of the total wage. The intention was to provide a payment above
the basic wage to take account of any special skills or job requirements. Examples
were varied and included margins for skill, responsibility, supervision, and working
conditions. Because of this variety, margins were seldom uniform even in the same
industry.
3.5
Under a two-tiered wage (i.e. basic wage plus margins) system, each
component (by different awards) was adjusted with regard to the national economic
situation. In the 1960s, the employers argued for the abolition of this wage system
as their adjustments should also be based on a number of factors, including price
changes, national economic performance, and business situation of particular trade
and industry. In 1966, the employers convinced the Commonwealth Conciliation
and Arbitration Commission (CCAC)6 to abolish the two-tiered wage system and in
that year a minimum wage was introduced.

Minimum Wage
3.6
The minimum wage was “the floor below which the wage paid to an
employee should not fall.” It aimed to protect the living standards of employees in
the lowest industrial classification (e.g. metal industry) who were paid no more than
the minimum award rate. The minimum wage rate applied to all workers whether or
not they had a family to support.
3.7
The CCAC emphasized that the amount of the minimum wage would
always be the subjective value judgement of the determining authority. The CCAC
rejected a mathematical formula tied to any wage series, and did not give reason for
any changes in award rates. Hence, an element of ambiguity on the determination of
the appropriate minimum wage rate persisted. As a result, the adjustment was
criticized as an ad hoc exercise and lack of consistent criteria.

Total Wage
3.8
The CCAC replaced the two-tiered wage system with one money
amount entitled “the total wage” in 1967. The minimum wage introduced in 1966
was absorbed into the total wage. Wage reviews by the CCAC were based on the
total wage, which was regarded as the total remuneration for any particular job.
Therefore, margins as previously defined were inherent in the total wage, rather than
being separately specified. Many awards, however, specified types of allowances
(e.g. first aid allowance) which fulfilled a similar function to the old margins.

6

The conciliation and arbitration machinery changed in 1956. The Commonwealth
Conciliation and Arbitration Commission (renamed the Australian Conciliation and
Arbitration Commission in 1973) and the Commonwealth Industrial Court (which in 1977
became the Industrial Division of the Federal Court) were established.
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Safety Net of Fair Minimum Wages
3.9
A term “a safety net of fair minimum wages” was introduced in the
Workplace Relations (WR) Act 1996. Under the WR Act, the Australian Industrial
Relations Commission7 (AIRC) must ensure that the safety net of fair minimum
wages is established and maintained. However, the WR Act does not provide any
definition of “safety net” and “fair minimum wages”. Hence, this has caused heated
debates among various parties such as governments (commonwealth and states),
employers associations, labour unions and social services organizations about the
appropriate definitions of the terms. As of to date, there remains no consensus in
reaching any agreement to define the terms.

Federal Minimum Wage
3.10
In 1997, the AIRC introduced a uniform minimum wage across all
trades and industries (called “the federal minimum wage”). No employee would be
paid less than the federal minimum wage. The main reason for establishing the
federal minimum wage is to give effect to the statutory requirement (in the WR Act)
to have regard, when adjusting the safety net, to the needs of the low paid.
However, the AIRC did not link the level of the federal minimum wage with any
defined benchmark of needs. The AIRC remarked that the most appropriate course
to follow was to equate the federal minimum wage with the lowest award rate (i.e.
the metal industry award).

Summary of the Australian Experience on the Development of Minimum Award
System
3.11
Table 2 summarizes the Australian experience on the development of
the minimum award system.

7

In 1988, the government established the Australian Industrial Relations Commission to
replace the Australian Conciliation and Arbitration Commission established in 1973.
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Table 2 - Summary Table of the Australian Experience on the Development of
the Minimum Award System
Year

Concept

1907

“Fair and reasonable” wage based
on the normal needs of an unskilled
worker’s family
Minimum wage = the floor below
which the wage actually paid to any
worker should not fall

1966

1967
1996

Total wage = total remuneration for
a particular job
Safety Net of Fair Minimum Wages

1997

The Federal Minimum Wage

Determination
Basic unit
Family and industryspecific

Calculation
Award rate = basic wage
+ margins

Individual worker
and industry-specific

No mathematical formula;
award rate = value
judgment of the
determining authority
Award rate = total wage
(including allowances)
No definition and
mathematical formula
Federal Minimum Wage
= lowest award rate

Individual worker
and industry-specific
Individual worker
and industry-specific
Individual worker;
uniform rate across
all trades and
industries

The United States
3.12
Massachusetts passed the first state minimum wage law in 1912 after
a committee8 had shown the nation that women and children were working long
hours at wages barely sufficient to maintain a meagre existence. By 1923, 17 States
had adopted minimum wage legislation mainly for women and minors in a variety of
industries and occupations. But in that year the United States (US) Supreme Court
decision declared the District of Columbia minimum wage law unconstitutional on
the ground that it violated the principle of liberty of contract in personal
employment, and for a decade or more after this the movement for such legislation
was at an almost complete halt.
3.13
The economic depression of the 1930s brought with it concern for job
security and improved working conditions for all workers in the country. Two
events occurred in the late 1930’s that were especially significant to the
development of a minimum wage system. The US Supreme Court in 1937 upheld
the constitutionality of state minimum wage laws, reversing its former decision. In
addition, in 1938, the Fair Labour Standards Act (FLSA) was enacted, which
established the national minimum wage at US$0.25.
3.14
The FLSA was designed to prevent the exploitation of workers and
provide unskilled and part-time workers with a wage floor. The original minimum
wage had many exclusions, the major ones being farm and household domestic
workers, so that the primary effect was on urban and manufacturing workers.

8

The committee represented the Women’s Trade Union League, the National Consumers’
League, the American Association for Labour Legislation, and some local trade unions.
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3.15
Since then, the minimum wage has been uprated and its coverage
extended to new employees. Under the FLSA, the national minimum wage can be
adjusted only upwards or extended to new categories of workers.

France
3.16
France had a tradition of seeking to regulate wages in general through
widespread collective agreements bargaining. After 1945, most branches of
industry had collective agreements that extended to all employers in the sector, and
set minimum rates that were legally binding.
3.17
France passed the Minimum Wage Law to fix a national minimum
wage in 1950. The government established the minimum wage system to allow the
least paid to maintain a certain level of purchasing power and improve the quality of
the labour by guaranteeing them a certain minimum level of wage, and thereby to
have them contribute to the economic development of the nation. However, the
system was complicated with a large number of minimum rates which varied by
region and town. In addition, the minimum wage rates were criticized by labour
unions for not indexed to the inflation rate.
3.18
The government reformed the national minimum wage system in the
1950s and 1960s. In 1952, in the wake of escalating pressures from the labour
unions, the government began to adjust the minimum rates with reference to changes
in price levels. In 1968, the government simplified the system by abolishing
different minimum rates. However, by the end of the 1960s, there was increasing
dissatisfaction with the way in which the minimum wage had declined relative to
overall earnings (it did not decline in real value).
3.19
In 1970, a new national minimum wage (salaire minimum
interprofessional de croissance) (SMIC) was introduced with the stated aim of
ensuring that low-paid workers enjoyed the benefits of economic growth. The
present minimum wage system is based on the reform taken in 1970.

Taiwan
3.20
Taiwan enacted the Minimum Wage Act which established a
minimum wage system in 1956. In 1984, the Labour Standards Law was passed to
supersede the Minimum Wage Act. There are provisions on wages (including basic
wage9) and work hours, minimum requirements for labour contracts, and rights and
obligations of workers and employers in the Labour Standards Law.

9

In Taiwan, the government uses the term “basic wage”, rather than “minimum wage”.
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3.21
The objective of the Labour Standards Law is to provide minimum
standards of labour conditions, protect labour rights, and to promote social and
economic development. No labour conditions concluded between an employer and
a worker is allowed to be below the minimum standards provided in this law. The
basic wage is one of the minimum standard of labour conditions provided in the law.
In 1985, the Council of Labour Affairs issued the rules of fixing the basic wage.
The form of the basic wage system has not been changed since the mid-1980s.
Japan
3.22
In 1955, the government established the Labour Issues Committee,
which consisted of representatives of employers and workers. The Committee
recommended the government to introduce a minimum wage system by encouraging
employers to make private agreements with their employees on minimum wages.
The government encouraged employers to do so and 127 agreements were made
before adoption of the Minimum Wages Law.
3.23
The Central Minimum Wage Council was established in 1957 to
study the implementation of a minimum wage system. The Council then
recommended the government to introduce a proper legal minimum wage system
and assist employers to make minimum wage agreements. In 1959, the Minimum
Wages Law was enacted. It should be noted that Japan has both regional minimum
wages and industrial minimum wages due to its unique historical background.
3.24
The government established the minimum wage system to improve
the working condition of low-paid workers by guaranteeing them minimum wages
in accordance with categories of industries, occupations or regions, and thereby to
contribute to stabilizing workers’ living, raising the quality of the labour force and
securing fair competition among undertakings, as well as to promote the sound
development of the national economy.
South Korea
3.25
The debate on the establishment of a minimum wage system began in
the mid-1980s. As the workers’ education and income levels improved, they
questioned whether government policies aimed at protecting the interests of the
employers only. Also, the government was increasingly concerned with the
criticism that export production mainly relied on low-cost labour and poor working
conditions. In the end, the government agreed to introduce a minimum wage
system.
3.26
The Minimum Wage Act was adopted in 1986. When the minimum
wage system was introduced, the employers worried about the possible negative
effects, remarking that it would push up the wage level and impose heavy financial
burdens on companies. In this view, employers demanded that introduction of the
system should be postponed to allow enough time for companies to prepare
themselves for it. As a result, the Minimum Wage Act entered into force in 1988.
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3.27
The government established the minimum wage system which aims
to ensure the workers having a minimum standards of living and to improve the
quality of the labour force by guaranteeing them a certain minimum level of wage,
and thereby to have them contribute to the development of the national economy.

China
3.28
The State Council’s Department of Labour Administration
promulgated the Minimum Wages Regulations in 1993. The regulations provide the
details of a minimum wage system, and stipulate that employers must guarantee
wages no less than the minimum local wage standards. The State Council’s
Department of Labour Administration controls the macro aspect of the system while
the implementing rules are formulated by the people’s government of a province, an
autonomous region or a municipality.
3.29
The State Council’s Department of Labour Administration remarked
that after implementation of the reform and open-door policies in 1978, China
witnessed the coexistence of different forms of economic operations, including the
state-owned, collective, private, individual business and foreign-invested business.
Since the early-1990s, the number of wage disputes in particular from the private
sector increased rapidly. As a result, the central government established the
minimum wage system which aims to guarantee the basic living standards of a
worker and his family, protect the workers’ interests, and promote fair competition
amongst enterprises.

Guangdong Province
3.30
The People’s Government of Guangdong Province implemented its
minimum wage system in September 1994.

Shenzhen City
3.31
The People’s Government of Shenzhen City implemented its
minimum wage system in November 1994.
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Summary
3.32
Table 3 provides the year and the legislation for establishing the minimum wage system for the countries/territory under study. It
can be seen that Australia and the US both have long history of implementing the minimum wage system. Australia established its minimum
award system in 1907. The US imposed a legal minimum in 1938 when the country experienced the great depression of the 1930s. Meanwhile,
the Asian countries/territory established the minimum wage system between 1950s and 1990s after they achieved a certain level of economic
development.
Table 3 - Summary Table for the Year and the Legislation for Establishing the Minimum Wage System
China
Australia

US

France

Taiwan

Japan

South Korea

Guangdong
Province

Shenzhen
City

Year of establishing
the minimum wage
system

1907

1938

1950

1956

1959

1988

1994

1994

The legislation for
establishing the
minimum wage
system

Conciliation
and Arbitration
Act

Fair Labour
Standards Act

Minimum
Wage Law

Minimum
Wage Act

Minimum Wages
Law

Minimum Wage
Act

Minimum
Wages
Regulations

Minimum
Wages
Regulations
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PART 4 - COVERAGE OF THE MINIMUM WAGE SYSTEMS
4.1
We discuss the coverage and categories of workers exempted (if any)
from the minimum wage systems, and address the question whether the minimum
wage systems apply to foreign workers or not.

Australia
4.2
In Australia, as long as an employer-employee relationship exists,
the minimum award10 coverage applies. The awards prescribe rates of pay and
conditions for employees and may relate to industries, trades or individual
companies. At present, there are more than 3 200 awards in force. In other words,
the minimum award system covers all paid-workers.
4.3
People who are self-employed are not employees as defined by law
and therefore are not covered by an award, e.g. some taxi drivers and lorry ownerdrivers, or people working under some forms of partnership agreement.
4.4
If a person is unable to obtain work at the relevant minimum rate
applicable because of the person’s age or infirmity, the Australian Industrial
Relations Commission (AIRC) must specify a lower minimum rate of pay.

Exemption from the Minimum Award System
4.5

There is no exemption from the minimum award system.

Minimum Award System for Foreign Workers
4.6

The minimum award system applies to foreign workers in Australia.

The United States
4.7
More than 80 million American workers (about 65% of the labour
force) are covered by the Fair Labour Standards Act (FLSA). There are two ways in
which an employee can be covered by the FLSA: enterprise coverage and individual
coverage.

10

Minimum industrial awards are issued by the Australian Industrial Relations Commission
(AIRC). When it is difficult to decide which particular award an employee’s work falls
under, legal advice is sought. The AIRC has a mission to simplify this complicated award
system.

Research and Library Services Division

page 15

Legislative Council Secretariat

Minimum Wage Systems

Enterprise Coverage
4.8
Employees who work for the following businesses or organizations
having at least two employees are covered by the FLSA: (i) those whose annual
gross volume of sales is at least US$500,000; and (ii) hospitals, businesses which
provide medical or nursing care for residents, schools and preschools, and
government agencies.

Individual Coverage
4.9
Even when there is no enterprise coverage, employees are covered by
the FLSA if an individual worker engages in the production of goods and services
for commerce. Also, domestic workers such as housekeepers, full-time baby-sitters,
and cooks are covered by the law.

Exemptions from the Minimum Wage System
4.10
Some employees are exempt from the minimum wage system. Since
the exemption depends on the exact terms and conditions in each case, an employer
may need to contact the Department of Labour (DOL) for detailed information.
These are illustrative examples of exemptions: (i) executive, administrative, and
professional employees, as well as employees in computer-related occupations11;
and (ii) employees of certain seasonal amusement or recreational establishments,
seamen employed on foreign vessels, employees engaged in fishing operations.

Minimum Wage System for Foreign Workers
4.11

The minimum wage system applies to foreign workers in the US.

France
4.12
The minimum wage (SMIC) is applicable to employees aged 18 or
over in all branches of the economy, including temporary or part-time workers.

Exemptions from the Minimum Wage System
4.13
A few groups, such as some professional workers, temporary workers
and salesmen are excluded from the minimum wage system. Disabled workers are
also not covered by the SMIC.

11

They are usually higher salaried employees. It is unlikely that they are paid the minimum
wage.
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Minimum Wage System for Foreign Workers
4.14

The minimum wage system applies to foreign workers in France.

Taiwan
4.15
The basic wage system encompasses all of the employees in Taiwan
covered by the Labour Standards Law. The law applies to the eight broad categories
of industries: (i) agriculture, forestry, fishery and animal husbandry; (ii) mining and
quarrying; (iii) manufacturing; (iv) construction; (v) water, electricity, and gas
supply; (vi) transportation, warehousing and telecommunications; (vii) mass media;
and (viii) other occupations designated by the Ministry of Interior.
4.16
The law was revised in 1996 to gradually expand coverage to all
paid-workers (as opposed to the self-employed). In 1998, the Labour Standards
Law covered 6.6 million workers, or about 70% of the labour force.

Exemptions from the Basic Wage System
4.17
Certain industries such as financing, insurance and real estate,
business services, and personal services may be exempted from the Labour
Standards Law should it prove difficult to apply. In 1998, there were about 1.8
million workers in such industries, or around 20% of the labour force.

Basic Wage System for Foreign Workers
4.18

The basic wage system applies to foreign workers in Taiwan.

Japan
4.19
Minimum wage requirements apply to all employees, regardless of
modes of payment (e.g. regular, temporary, part-time).

Exemptions from the Minimum Wage System
4.20
Exemptions are obtained for these types of employees: (i) disabled
persons with limited working capacity; (ii) persons employed on a probationary
basis; (iii) persons attending job training under programmes specified by the Human
Resource Development Promotion Law; and (iv) persons employed for an especially
short period of time; persons with especially light job duties; or persons who only
work intermittently.
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Minimum Wage System for Foreign Workers
4.21

The minimum wage system applies to foreign workers in Japan.

South Korea
4.22
In 1988, the minimum wage system covered manufacturing
establishments with more than ten workers and in 1989 the coverage expanded to
mining, manufacturing and construction establishments employing more than ten
workers. Since 1990, the minimum wage system has extended its coverage to all
industrial establishments employing more than ten workers.

Exemptions from the Minimum Wage System
4.23
Workers who fall under any of following categories and for whom
the employer has obtained permission from the Minister of Labour are exempt from
the minimum wage system: (i) a disabled worker with limited working capacity; (ii)
a worker on probation; and (iii) a worker attending basic training courses as
prescribed by the Basic Vocational Training Act.

Minimum Wage System for Foreign Workers
4.24
Korea.

The minimum wage system applies to foreign workers in South

China
4.25
The minimum wage system applies to enterprises established inside
China. However, the people’s government of a province, an autonomous region or a
municipality has the authority to decide whether the Minimum Wages Regulations
should apply to an enterprise established by a county or a township.

Exemption from the Minimum Wage System
4.26
The minimum wage system does not cover disabled workers with
limited working capacity.

Minimum Wage System for Foreign Workers
4.27

The minimum wage system applies to foreign workers in China.
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Summary
4.28
Table 4 summarizes the exemptions of the minimum wage system and its applicability to foreign workers in the
countries/territory under study. In Australia, the minimum award system applies to all paid-workers. In the US and France, their minimum
wage systems do not cover professional employees. In Japan and South Korea, apprentices and trainees are the major examples of exemptions.
In Taiwan, workers in certain industries are excluded from the basic wage system. In China, local governments can decide whether the
minimum wage may apply to an enterprise established by a county/township. Another general observation is that disabled workers are not
covered by the minimum wage systems.
4.29

The minimum wage system applies to foreign workers in all the countries/territory under study.

Table 4 - Summary Table for the Coverage of the Minimum Wage System

Exemptions
from the
minimum
wage system

Minimum
wage system
applies to
foreign
workers

Australia

US

No exemption
from the
minimum
award system.

Executive,
administrative
and professional
employees and
other specific
groups of
workers.

Professional
employees,
temporary
workers,
salesmen, and
disabled
workers.

Workers in
certain industries
such as financing,
insurance and real
estate, business
services and
social personal
services.

Apprentices and
trainees; disabled and
intermittent workers;
newly hired workers
on probation; and
workers with very
short working hours.

Yes

Yes

Yes

Yes

Yes
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France

Taiwan

Japan

South Korea

China

Only business with more
than ten workers must
observe the minimum
wage. Exemptions also
apply to: apprentices and
trainees, newly hired
workers on probation,
and disabled workers.

Local governments
can decide whether
the minimum wage
system may apply to
an enterprise
established by a
county/township; and
disabled workers.

Yes

Yes
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PART 5 - THE PROCESS OF FIXING THE MINIMUM WAGES
5.1
In this part, we discuss the determining authorities, advisory body (if
any), criteria and procedures for fixing the minimum wages, as well as the frequency
of adjustment.

Australia
Authority for Fixing the Minimum Award Rates and the Federal Minimum Wage
5.2
The Australian Industrial Relations Commission (AIRC) is the
authority for fixing the minimum award rates and the federal minimum wage.
Functions
5.3
The major functions of the AIRC are: (i) to ensure that a safety net of
fair minimum wages is established; (ii) to facilitate agreements between employers
and employees in setting wage rates and conditions of employment; and (iii) to
prevent and settle industrial disputes by conciliation or arbitration (if necessary).
Members
5.4
The AIRC12 comprises the president, vice presidents, senior deputy
presidents, deputy presidents (these are called presidential members) and
commissioners. The presidential members must be a judge or a legal practitioner
for at least five years. They have the same rank, status and precedence as judges of
the Federal Court of Australia. A commissioner is only required to have appropriate
skills and experience in the field of industrial relations. Appointments to the AIRC
are made by the Commonwealth Government.

Criteria for Fixing the Minimum Award Rates and the Federal Minimum Wage
5.5
The AIRC takes three criteria into consideration when fixing the
minimum award rates and the federal minimum wage: (i) the general living
standards of the workers; (ii) economic factors such as the levels of productivity,
inflation, and employment; and (iii) the needs of the low-paid workers.

Procedures for Fixing the Minimum Award Rates and the Federal Minimum Wage
5.6
The Commonwealth and State Governments, employers associations,
and labour unions may file a claim to the AIRC for adjusting the minimum award
rates and the federal minimum wage.

12

In June 1998, the AIRC comprised 43 members: the president (Justice Giudice), two vicepresidents, eight senior deputy presidents, three deputy presidents, and 29 commissioners.
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5.7
The AIRC has a judicial character13 and reaches a decision on the
basis of detailed submissions and written/oral evidence made by all relevant parties.
If there are adjustments of the minimum award rates, the AIRC would issue a wage
order14 to publicize the adjusted rates.
Frequency of Adjustment
5.8
The minimum award rates and the federal minimum wage are
adjusted annually.
The United States
Authority for Fixing the Minimum Wage
5.9
The legislature (i.e. US Congress) is the authority for fixing the
federal minimum wage.
Criteria for Fixing the Minimum Wage
5.10
As required in the Fair Labour Standards Act (FLSA), the value of
the minimum wage is adjusted according to changes in the (i) cost-of-living, (ii)
inflation, (iii) income required to maintain a standard of living above poverty,15 (iv)
the general wage level, and (v) productivity and profits of employers.
Procedures for Fixing the Minimum Wage
5.11
The minimum wage may be adjusted by legislation and any
Congressmen may introduce a bill to effect an adjustment. The use of this approach
is on the ground that it permits minimum wage decisions to be taken with the
participation of the highest political authority and after the close scrutiny which is
ensured by legislative hearings and debates.
Frequency of Adjustment
5.12
The minimum wage was not adjusted on a regular basis. In fact, the
adjustment was infrequent. There were only six adjustments in the 1980 - 1999
period.

13
14
15

It functions as an industrial tribunal to deal with industrial relations matters.
A wage order is a legally binding instrument having the force of Federal Law.
The US has official poverty thresholds. For individuals (those not supporting families), the
minimum wage has consistently exceeded poverty level incomes. On the other hand, for an
individual trying to support a family, the minimum wage has lost some of its ability to
generate a standard of living above the poverty line. In the 1980s, a worker earning the
minimum wage was able to support a family of three at slightly over the poverty threshold.
However, in 1997, the falling real value of the minimum wage reduced the family size
supportable at the poverty threshold to two.
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France
Authority for Fixing the Minimum Wage
5.13
The Council of Ministers (i.e. the cabinet) is the authority for fixing
the national minimum wage (SMIC) on the advice of the National Collective
Bargaining Board (NCBB) which is administered by the Ministries of Labour and
Agriculture.

Advisory Body
5.14
The NCBB is a tripartite body consisting of 40 members: four from
the government, 18 from five national labour unions and 18 from employers
associations. The Minister of Labour presides as chair of the NCBB. The main
function of the NCBB is to examine the relevant economic reports and recommend
an adjusted SMIC to the Council of Ministers for approval.

Criteria for Fixing the Minimum Wage
5.15
The Council of Ministers and the NCBB consider four criteria: (i) the
needs of workers and their families; (ii) the average wage of manual workers; (iii)
inflation rate; and (iv) economic factors such as the economic situation, productivity
and employment levels.

Procedures for Fixing the Minimum Wage
5.16
The SMIC may be adjusted in two ways. First, the SMIC rises in line
with the national price index. On 1 July of each year, it is raised to cover the rise in
the national price index since the last adjustment. In between times, when the
national price index rises by 2%, the SMIC will be uprated automatically. In this
way, the real value of the SMIC will not fall. Second, to adjust the SMIC on 1 July
each year, the NCBB hold meetings in June to examine government reports on
economic growth, employment situation, inflation, and the average wage of manual
workers. After the deliberations, the NCBB would recommend an adjusted SMIC to
the Council of Ministers for final approval. The Ministry of Labour is responsible
for publishing the final figure.

Frequency of Adjustment
5.17
The SMIC is adjusted at least once a year. If the inflation rate rises
by 2% from the previous adjustment point, the SMIC will be uprated by the same
amount. Hence, the SMIC may be adjusted more than once in a year.
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Taiwan
Authority for Fixing the Basic Wage
5.18

The Executive Yuan is the authority for fixing the basic wage.

Advisory Body
5.19
The Basic Wage Fixing Commission (BWFC) is an advisory body
which is established in the Council of Labour Affairs (CLA) for the deliberations of
basic wage and other related matters.

Members
5.20
The BWFC has a chairman who is a director from the CLA. The
number of members can vary from 17 to 23 persons. The members are from the
government, employers associations and labour unions: the CLA; Ministry of
Economic Affairs; Ministry of Finance; Ministry of Transportation and
Communication; Council for Economic Planning and Development; Council of
Agriculture; Directorate General of Budget, Accounting and Statistics; Central
Personnel Administration; Taiwan Provincial Government; Taipei City Government;
Kaohsiung City Government; Export Processing Zone Administration; All-Taiwan
Federation of Trade Unions; Taiwan Federation of Industry; and Taiwan Chamber
of Commerce. The term of office of a member is two years, with the possibility of
renewal.

Criteria for Fixing the Basic Wage
5.21
In fixing the basic wage, the Executive Yuan, the CLA and the
BWFC take into account: (i) the latest economic situation; (ii) the consumer price
index; (iii) the wholesale price index; (iv) labour productivity and the employment
situation; (v) both national and average per capita income; (vi) the wages of
industrial workers; and (vii) survey and statistical figures on household income and
expenditures. In particular, consumer price index and labour productivity are given
more weight.

Procedures for Fixing the Basic Wage
5.22
The BWFC is responsible for deliberating and submitting the
adjusted basic wage to the CLA. If the CLA has no modification on the revised
rate, the proposal would be submitted to the Executive Yuan for final approval.
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5.23
If the employers’ and the workers’ representatives cannot reach a
compromise on a rate, the BWFC would propose different rates to the Executive
Yuan for consideration and approval. This practice has become common in recent
years as the employers’ and workers’ representatives tend to be divided in opinion.

Frequency of Adjustment
5.24

The basic wage is adjusted annually.

Japan
Authorities for Fixing the Minimum Wages
5.25
The prefectural minimum wages councils (PMWC) determine
regional minimum wages and different industrial committees fix different industrial
minimum wages.
5.26
The members of the PMWC are from the government, employers
associations and labour unions, and are nominated by the chief of the Prefectural
Labour Standards Office (PLSO) for one year, with the possibility of renewal. The
number of members in such councils varies between 15 and 20 persons, depending
on the size of the prefecture.
5.27
A central body, the Central Advisory Committee on Minimum Wages
(CACMW)16 classified the 47 prefectures into four groups (i.e. Tokyo, Hyogo,
Hokkaido and Okinawa) based on the cost-of-living and the level of economic
development. Every year, the CACMW provides each group with the proposed rate
of regional minimum wage adjustment. The PMWC usually follows the CACMW’s
guidelines in deciding the adjustments.
5.28
Industrial committees are responsible for setting their industrial
minimum wages, and are composed of members of the PMWC and of the
representatives of workers and the representatives of employers from the industry
concerned. In 1998, there were 254 industrial minimum wages, covering five
million workers.

Criteria for Fixing the Minimum Wages
5.29
The authorities take into account: (i) cost-of-living; (ii) wages of
comparable workers; and (iii) the industry’s capacity to pay wages in fixing the
minimum wages.

16

The CACMW has an equal number of members representing workers, employers and the
public interests, respectively.
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Procedures for Fixing the Minimum Wages
5.30
Minimum wage fixing is in two phases, which follow an established
calendar schedule. The first phase is the determination of national level guidelines
while the second phase is the fixing of prefectural level minimum wage.
5.31
Each July, the CACMW considers economic reports and data from
the government and recommends adjusted prefectural minimum wage rates for the
four groups of prefectures. In August, the PMWC deliberates on the minimum wage
adjustments. The deadline for the decision is normally 9 August. Approaching the
deadline, the three parties in the PMWC usually can reach a compromise, which is
close to the recommendation of the CACMW. Otherwise, decisions are taken by
majority vote. The new regional minima usually come into force on 1 October.
From September to November, different industrial committees work on fixing the
industrial minimum wages. The announcement of the minimum wage adjustment is
published in an official gazette.

Frequency of Adjustment
5.32

The regional and industrial minimum wages are adjusted annually.

South Korea
Authority for Fixing the Minimum Wage
5.33

The Minister of Labour is the authority for fixing the minimum wage.

Advisory Body
5.34
The Minimum Wage Council (MWC), an advisory body, is
established in the Ministry of Labour for preparing and submitting proposals to the
Minister of Labour for adjusting the minimum wage.

Members
5.35
The MWC is composed of 27 members: nine workers’
representatives, nine employers’ representatives and nine independent members
(including chairman and vice-chairman) representing the public interests. Workers’
members are nominated by the Federation of Korean Trade Unions and employers’
members by the Korea Employers’ Federation. The Council members are appointed
by the Minister of Labour for three years, with the possibility of renewal.
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Criteria for Fixing the Minimum Wage
5.36
In fixing the minimum wage, the Minister of Labour and the MWC
take into account: (i) cost-of-living, (ii) wages of comparable workers, and (iii)
labour productivity.

Procedures for Fixing the Minimum Wage
5.37
Each year the MWC has 90 days to deliberate on minimum wage
adjustment and to submit its proposal to the Minister of Labour. Decisions in the
MWC are taken by two-thirds majority vote. In practice, the employers’
representatives and the workers’ representatives bargain over the rates of minimum
wage, with independent members acting as moderators. The votes of independent
members are decisive since employer and worker members can seldom reach an
agreement.
5.38
The Minister only has the legal authority to refer back (i.e. to accept
or reject) the MWC’s proposals, not to alter them. The Minister may send the
proposed adjustment back to the MWC for reconsideration within 20 days. Then the
MWC has ten days to prepare and submit its revised proposal to the Minister of
Labour. This tight schedule ensures that the adjusted rate can be determined and
published by the Minister of Labour by 15 August. The new rate is applied from
September of the year concerned to August of the next year.

Frequency of Adjustment
5.39

The minimum wage is adjusted annually.

China
Authority for Fixing the Minimum Wages
5.40
The Department of Labour Administration under local governments17
is responsible for fixing the local minimum wage rates.

Advisory Bodies
5.41
The local Department of Labour Administration has to consult the
local chamber of industry and commerce, the association of enterprise directors, and
labour unions before fixing the local minimum wages.

17

Local governments may be referred to the government of a province, an autonomous region
or a municipality.
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Criteria for Fixing the Minimum Wages
Guangdong Province and Shenzhen City
5.42
When fixing the minimum wages, the following criteria are taken
into account: (i) the minimum living expenses of a worker and his family, (ii) the
average wage, (iii) the amounts of social relief fund and unemployment benefits, (iv)
differences in the levels of economic development within the province, (v) labour
productivity, and (vi) local employment situation. Minimum wage rates thus fixed
should be higher than the amounts of social relief fund and unemployment benefits18
but lower than the average wage in the locality.

Shenzhen City: Formula for Fixing the Minimum Wages
5.43
In Shenzhen City, the authority uses this formula to adjust the
minimum wages:
New minimum wage rate = current minimum wage rate x [(cost-of-living index +
average wage index + labour productivity index) ÷ 3] x
factor ratio19

Procedures for Fixing the Minimum Wages
5.44
The local Department of Labour Administration determines the
minimum wage rates for the locality and the coverage, and registers a report to the
State Council’s Department of Labour Administration.
5.45
After receiving the report, the State Council’s Department of Labour
Administration would require the All-China Federation of Trade Unions and the
China Enterprise Directors’ Association to examine the report. If the minimum
wage rates submitted and the coverage are found to be inappropriate, the State
Council’s Department of Labour Administration is entitled to give its views within
15 days from the day when the report is received.
5.46
If there are modifications from the State Council’s Department of
Labour Administration, the local Department of Labour Administration has to
consider the proposed amendments and may adjust the rates and the coverage. The
finalized local minimum wage rates and its coverage are promulgated in the local
government bulletin and newspapers.

18

19

We discuss the relationship between the minimum wage level and the amount of
unemployment benefits for the countries/territory studied in Part 8 of this research report.
The government determines the value of factor ratio (ranging from 0.8 to 1.2) taking into
account the level of economic development and the employment situation.
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Frequency of Adjustment
5.47
The local Department of Labour Administration adjusts the minimum
wages annually.

Summary
5.48
Table 5 summarizes the process of fixing the minimum wages. In
France, Taiwan, South Korea and China (Guangdong Province and Shenzhen City),
the minimum wages are fixed by the respective government. In the US, the
legislature is the authority for fixing the minimum wage. In Australia, the AIRC
(working as an industrial court) has the power to fix the minimum award rates and
the federal minimum wage. In Japan, the PWMC fixes prefectural minimum wages
and different industrial committees set different industrial minimum wages.
5.49
There are official advisory bodies in France, Taiwan and South Korea
for proposing adjusted rates to their determining authorities. Members of these
advisory bodies are from the government, employers associations, and labour
unions. In China, local Department of Labour Administration has to consult
employers associations and labour unions. In Japan, some members of the
determining authorities (i.e. the PWMC and industrial committees) are from labour
unions. In sum, labour unions play an important role in adjusting the minimum
wages.
5.50
The authorities use similar criteria in fixing their minimum wages.
These include the cost of meeting the basic needs of the workers, the average wage,
the levels of productivity, inflation, and employment, and profits of employers. In
the US (the only country in the study), the authority has to consider the income
required to maintain a standard of living above poverty. In China, the fixed
minimum wages should be higher than the amounts of social relief fund and
unemployment benefits but lower than the average wage in the locality.
5.51
In Australia, France, Taiwan, Japan, South Korea and China, the
authorities adjust the minimum wages on an annual basis. The adjustment in the US
has been infrequent.
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Table 5 - Summary Table for the Process of Fixing the Minimum Wages
Australia

US

France

Taiwan

South Korea

The prefectural minimum
wages councils (PMWC) fix
regional minimum wages
and different industrial
committees set different
industrial minimum wages.
The Central Advisory
Committee on Minimum
Wages (CACMW) provides
guidelines to the PMWC.
None

The Minister of Labour

Local Department of Labour
Administration

The Minimum Wage
Council (MWC)

Chamber of industry and commerce, the
association of enterprise directors, labour
unions

27 members: 9
workers’
representatives, 9
employers’
representatives and 9
independent members
representing the public
interests.
Three criteria: (i) costof-living; (ii) wages of
comparable workers;
and (iii) labour
productivity

No information

The Australian Industrial
Relations Commission (AIRC)
is the authority. Members of
the AIRC are appointed by the
Commonwealth Government;
the AIRC consists of
presidential members (must be
a judge or a legal practitioner
for at least five years) and
commissioners.
None

The legislature

The Council of Ministers
(i.e. the cabinet)

The Executive Yuan

None

The National Collective
Bargaining Board
(NCBB)

The Basic Wage Fixing
Commission (BWFC)

Members of the
advisory body

Not Applicable

Not Applicable

40 members: 4 are from
the government, 18 from
five national labour
unions, and 18 from
employers associations

17 - 23 members; members
are from the government,
employers associations and
labour unions

Not Applicable

Criteria for fixing
the minimum
wages

Three criteria: (i) the general
living standards of the
workers; (ii) economic factors
such as the levels of
productivity inflation, and
employment; and (iii) the
needs of the low-paid

Five criteria: (i)
cost-of-living; (ii)
inflation; (iii)
income required to
maintain a standard
of living above
poverty; (iv) the
general wage level;
(v) productivity level
and profits of
employers

Four criteria: (i) the
needs of workers and
their families; (ii) the
average wage of manual
workers; (iii) inflation
rate; (iv) economic
factors, including the
economic situation,
productivity and
employment levels

Three criteria: (i) cost-ofliving; (ii) wages of
comparable workers; and
(iii) the industry’s capacity
to pay wages

Procedures for
fixing the
minimum wages

The Governments, employers
associations, and labour
unions may file a claim to the
AIRC for adjusting the
minimum wages. The AIRC
has a judicial character and
reaches a decision on detailed
submissions and evidence
made by different parties.

The minimum wage
may be adjusted by
legislation and any
Congressmen may
introduce a bill to
effect an adjustment.

The SMIC may be
adjusted in two ways: (i)
whenever the price index
rises 2% from the
previous adjustment
point, the SMIC will be
uprated 2%; and (ii) on 1
July each year on the
advice of the NCBB.

Seven criteria: (i) the latest
economic situation; (ii)
consumer price index; (iii)
wholesale price index; (iv)
labour productivity and
employment situation (v)
both national and average
per capita income; (vi) the
wages of industrial workers;
(vii) survey and statistical
figures on household
income and expenditures
The BWFC submits the
adjusted basic wage to the
Council of Labour Affairs
(CLA). If the CLA has no
modification on the revised
rate, the proposal would be
submitted to the Executive
Yuan for final approval.

Frequency of
adjustment

Annual basis

Infrequent
adjustment

Annual basis; may be
more than once a year

Annual basis

Annual basis

Authority for
fixing the
minimum wages

Advisory body
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China (Guangdong Province and
Shenzhen City)

Japan

The CACMW recommends
adjusted prefectural
minimum wages to the
PMWC for consideration.
The PMWC usually follows
CACMW’s guidelines.
Different industrial
committees fix their
industrial minimum wages.

The MWC proposes an
adjusted rate to the
Minister of Labour for
approval. The Minister
of Labour may ask the
MWC to revise the
proposed rate. The
Minister of Labour is
the authority for
determining the
minimum wage.
Annual basis

Six criteria: (i) the minimum living
expenses of a worker and his family, (ii)
the average wage, (iii) the amounts of
social relief fund and unemployment
benefits, (iv) differences in the levels of
economic development in the province,
(v) labour productivity, and (vi) local
employment situation. Minimum wage
rates thus fixed should be higher than the
amounts of social relief fund and
unemployment benefits but lower than
the average in the locality.
Local Department of Labour
Administration determines the minimum
wage rates and the coverage, and
registers a report to the State Council’s
Department of Labour Administration.
The State Council may ask the local
Department of Labour Administration to
adjust the proposed rates and the
coverage. The local Department of
Labour Administration has the power to
finalize the rates
Annual basis
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PART 6 - MINIMUM WAGE LEVELS AND CHARACTERISTICS OF
MINIMUM WAGE WORKERS
6.1
We discuss both the nominal and real values of the minimum wage
levels, income tax incidence on the minimum wage workers, the number of
minimum wage workers, characteristics of minimum wage workers, and the general
living standards of the countries/territory studied in this Part.

Australia
Minimum Award Rates
6.2
The Australian Industrial Relations Commission (AIRC) reviewed
the minimum award rates20 in April 1998 and made the following adjustments. To
benefit the lower-income employees and to narrow the wage gap, the AIRC
determined a higher dollar quantum increase for the lower-income group.
•

a A$14 (amounting to HK$68.3) per week21 increase in award
rates up to and including A$550 (HK$2,684) per week;

•

a A$12 (HK$50.6) per week increase in award rates from A$551
(HK$2,689) per week to A$700 (HK$3,416) per week; and

•

a A$10 (HK$48.8) per week increase in award rates above
A$700 (HK$3,416) per week.

Federal Minimum Wage
6.3
As mentioned in paragraph 3.10, the AIRC introduced a federal
minimum wage to give effect to the statutory requirements to have regard, when
adjusting the safety net, to the needs of low-paid workers. The 1998 federal
minimum wage was A$373.40 (HK$1,822) per week, equivalent to an hourly rate of
A$9.8 (HK$47.8). It represented an increase of 3.9% (in Australian terms) from the
corresponding figure in 1997.

Minimum Award Wage Relative to the Average Wage
6.4
This ratio cannot be determined as the minimum award rates for
different occupations vary.

20

21

The minimum award rates for junior employees (aged under 21 years) and apprentices are
below the adult rates.
A standard working week is 38 hours.
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Real Value of Minimum Award Rates
6.5
The real value of minimum award rates experienced a downward
trend in the 1984 - 1997 period.
We can see that the average award rate
adjustments were lower than the price changes, excluding the years of 1984 and
1992 (see Table 6). The AIRC has remarked that the reason for supporting modest
rises is to avoid any adverse impact on employment, but it was also concerned about
income inequality.

Table 6 :

Movement in Average Award Rate and Consumer Price Index,
1984 - 1997

Year

Average Award Rate
(Percentage Change)

Consumer Price Index
(Percentage Change)

1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997

9.2
2.7
4.0
5.7
4.5
7.0
6.3
2.6
3.4
0.8
1.3
1.6
1.1
1.2

3.8
6.7
8.5
9.3
7.1
7.6
7.8
3.3
1.2
1.9
1.7
4.5
3.1
1.3

Source : AIRC

Income Tax Incidence on Workers Earning Minimum Award Rates
6.6
All workers pay income tax under the “pay-as-you-earn” system. If
the taxable income is below a certain amount, the person does not need to pay any
income tax. Currently, the tax-free threshold is set at A$5,400 (HK$26,352) a year.
6.7
As the government provides various tax credits (e.g. credits for
dependent children), it is difficult to quantify the exact tax incidence on workers
earning minimum award rates. If a worker earns a federal minimum wage for living,
the income tax incidence will not be heavy.
Number of Minimum Award Workers
6.8
The AIRC estimated that between 1.7 million and 2 million workers
(25% to 30% of the labour force) earned minimum award rates in April 1998.

Research and Library Services Division

page 31

Legislative Council Secretariat

Minimum Wage Systems

Characteristics of Low-paid Workers
6.9
The majority of low-paid22 workers are women and they are
concentrated in a number of economic sectors, including agriculture, textiles and
clothing, footwear, retail trade, restaurants, and personal care services.

The United States
Federal Minimum Wage
6.10
Workers are entitled to a minimum wage of not less than US$5.15
(amounting to HK$39.9) an hour, effective from September 1997. The minimum
wage rate remained unchanged at US$4.25 an hour between April 1991 and
September 1996, and was adjusted to US$4.75 in October 1996 (see Table 7).

Table 7 - Minimum Hourly Wage of Workers in the US
Effective Date

Amount (in US$)

1 Jan 1978

$2.65

1 Jan 1979

$2.90

1 Jan 1980

$3.10

1 Jan 1981

$3.35

1 Apr 1990

$3.80

1 Apr 1991

$4.25

1 Oct 1996

$4.75

1 Sep 1997

$5.15

Source: Department of Labour

State Minimum Wages
6.11
There are federal as well as state minimum wages. Currently, eight
states (i.e. Alaska, California, Connecticut, Hawaii, Massachusetts, Oregon,
Vermont, and Washington) and the District of Columbia have minimum wages that
exceed the federal minimum wage. Their hourly minimum rates are between
US$5.65 (HK$43.8) and US$6.15 (HK$47.8).

22

The AIRC only has information on the characteristics of low-paid workers. In Australia,
workers earning less than A$500 (HK$2,440) per week are classified as low-paid.
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Youth Minimum Wage
6.12
A minimum wage of not less than US$4.25 (HK$32.9) an hour is
permitted for employees under 20 years of age during their first 90 consecutive
calendar days of employment with a new employer.

Sub-minimum Wage Provisions
6.13
The Fair Labour Standards Act (FLSA) provides for the employment
for certain individuals at wage rates below the statutory minimum. These include (i)
vocational education students, (ii) full-time students employed in retail or service
establishments, and agriculture; and (iii) workers with physical or mental disability.
Employment at less than the minimum wage is authorized to prevent curtailment of
opportunities for employment. Such employment is permitted under certificates
issued by the Department of Labour (DOL).

Tipped Employees
6.14
Tipped employees are those who customarily receive more than
US$30 (HK$232) a month in tips. The employer may consider tips as part of wages,
but he must pay at least US$2.13 (HK$16.5) an hour in direct wages. If an
employee’s tips combined with the employer’s cash wage do not equal the minimum
hourly wage, the employer must make up the difference.

The Federal Minimum Wage Relative to the Average Wage of Production Workers
6.15
The ratio of the FLSA minimum wage to average wage of production
workers experienced a downward trend. During the 1950s and 1960s, the FLSA
minimum was generally over 51% of the average wage of production workers. The
ratio declined to 46% in the 1970s, and further to about 40% in the 1980s and 1990s.
In 1997, the minimum wage relative to average wage of production workers was
42%.

Real Value of Minimum Wage Levels
6.16
In the 1970 - 1995 period, the real value of minimum wage declined
by 25%. This was in part due to the infrequent minimum wage adjustments over
much of this period, especially between 1981 and 1990. The minimum wage was
raised to US$4.25 in 1991, but remained at that level for more than five years. With
the 1996 and 1997 increases, hourly minimum wages increased by 15% in real terms
from 1995 to 1997. In spite of these two latest increases, the real value of minimum
wage remains much below the levels of the 1960s and 1970s.
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Income Tax Incidence on Minimum Wage Workers
6.17
is minimal.

Minimum wage workers have to pay income tax, but the tax burden

Number of Minimum Wage Workers
6.18
In 1997, there were around ten million minimum wage workers
(about 9% of the labour force).

Characteristics of Minimum Wage Workers
6.19
In 1997, about two-thirds of the minimum wage workers were adults;
60% were working women, and 40% were the sole bread winner of their family. By
industries, these workers were mainly in agriculture, garment, restaurants, security
(guard) services, and personal care services.

France
Minimum Wage Levels
6.20
In July 1998, the minimum wage (SMIC) was raised by 2% to
FRF40.22 (amounting to HK$53.1) an hour, and to FRF 6,797 (HK$8,792) a month
(based on 169 standard working hours).
6.21
The SMIC is reduced for young workers. Those aged 17 - 18 years
are entitled to 90% of the SMIC, amounting to FRF36.2 (HK$47.8). This figure
drops to 80% for those below 17 years of age, which is FRF32.2 (HK$42.5).
However, young workers with six months or more experience in their respective
trade are entitled to the full rate.

Minimum Wage Relative to the Average Wage of Manufacturing Workers
6.22
The SMIC as a percentage of the average wage of manufacturing
workers is around 59%. This ratio is considered high in the European Union as
other member states have their ratios ranging from 45% to 55%.

Real Value of Minimum Wage Levels
6.23
doubled.

In the 1970 - 1998 period, the real value of minimum wage more than
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Income Tax Incidence on Minimum Wage Workers
6.24
The income tax is assessed on a household basis. Hence, we cannot
conclude whether a minimum wage worker pays income tax or not.

Number of Minimum Wage Workers
6.25
In 1998, there were about 2.2 million minimum wage workers (about
12% of the labour force). The number of workers paid at the SMIC rate varies
depending on the economic conditions. In periods when the pressure of raising
wage is low, the number of those earning the SMIC tends to rise. Government
policies of raising the relative level of the SMIC also cause the number of minimum
wage workers to increase.

Characteristics of Minimum Wage Workers
6.26
The distribution of those earning the SMIC differs according to
gender, age, and economic sector. In 1998 about 14% of women were paid at
minimum wage while the figure for men was about 6%. About one-third of the
minimum wage workers were aged under 26 years. The minimum wage workers
were concentrated in restaurants, textiles, retail trade, and personal services.

Taiwan
Basic Wage Levels
6.27
In the October 1997 - September 1998 period, the hourly basic wage
was adjusted to NT$66 (amounting to HK$15.2), an increase of 3.1% over the
corresponding figure of NT$64 in the September 1996 - September 1997 period.
The basic wage for a child worker23 should be not less than 70% of the adult rate,
which is equivalent to NT$46.2 (HK$10.6). Disabled workers may also have a
lower basic wage.

Basic Wage Relative to the Average Wage of Manufacturing Workers
6.28
The ratio of the basic wage to the average wage of manufacturing
workers remains stable at about 45%.

23

The age of a child worker is between 15 and 16 years.
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Real Value of Basic Wage Levels
6.29
The real value of the basic wage appreciated significantly in the 1985
- 1993 period, and remained stable in the rest of 1990s.

Income Tax Incidence on Basic Wage Workers
6.30

Basic wage workers pay 3% of their earnings as income tax.

Number of Basic Wage Workers
6.31
In 1997, the number of basic wage workers was estimated at 420 000,
or about 4.5% of the labour force.

Characteristics of Basic Wage Workers
6.32
In 1997, about 70% of the basic wage workers were women; they
were mainly in the age groups of 15 to 24, and 55 or above. These workers were
mainly engaged in labour-intensive industries such as garment, plastic product, and
footwear.

Japan
Minimum Wage Levels
6.33
There are regional and industrial minimum wages in Japan. Regional
minimum wages are applied to all workers regardless of industry and occupation in
a prefecture (there are 47 prefectures in Japan). Industrial minimum wage can be
divided into two types. One is the minimum wage determined for a specified
industry in a prefecture, for example, the Tokyo iron and steel industry minimum
wage; the other is determined for specified segments (coal mining and metal mining)
within the whole industry. These industrial minimum wages are applied to workers
in the industries concerned. In case a worker is covered by different minimum
wages, the worker will have the highest rate.
6.34
In 1998, the annual average of prefectural minimum wages per hour
was 645 yen (amounting to HK$38.4) and 5,167 yen (HK$307) per standard
working day of eight hours. It represented an increase of 1.8% over the
corresponding 1997 figure (see Table 8).

Research and Library Services Division

page 36

Legislative Council Secretariat

Minimum Wage Systems

Table 8 - Annual Average of Prefectural Minimum Wages Per Day and
Consumer Price Index, 1988 - 1998
Prefectural Minimum Wages

Consumer Price Levels

Annual average of
minimum wages per
day (yen)

Percentage
change

Consumer
Price Index

Percentage
change

1988

3,776

3.0

94.9

0.7

1989

3,928

4.0

97.0

2.3

1990

4,117

4.8

100.0

3.1

1991

4,321

5.0

103.3

3.3

1992

4,504

4.2

105.0

1.6

1993

4,644

3.1

106.4

1.3

1994

4,757

2.4

107.1

0.7

1995

4,866

2.3

107.0

- 0.1

1996

4,965

2.1

107.1

0.1

1997

5,075

2.2

109.0

1.9

1998

5,167

1.8

109.1

0.1

Source: Ministry of Labour, Japan

6.35
In 1998, by regional minimum wages, the highest level per hour was
683 yen (HK$40.6) in Tokyo, Osaka, and Kanagawa; while the lowest level per hour
was 589 yen (HK$35) in Miyagi and Okinawa. Regarding the industrial minimum
wages, the highest level per hour was 890 yen (HK$53) for the general freight
workers in Kochi and the lowest level per hour was 578 yen (HK$34.4) for the
vehicle salesmen in Okinawa.

Average Regional Minimum Wage Relative to the Average Wage of Manufacturing
Workers
6.36
The average of regional minimum wages as a percentage of the
average wage of manufacturing workers is about 42%.

Real Value of Regional Minimum Wage Levels
6.37
In the 1988 - 1998 period, the rates of regional minimum wage
adjustments were higher than changes of consumer price levels. In other words, the
real value of regional minimum wage appreciated in this period (see Table 8).
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Income Tax Incidence on Minimum Wage Workers
6.38
is minimal.

Minimum wage workers have to pay income tax, but the tax burden

Number of Minimum Wage Workers
6.39
The government does not have data on the number of minimum wage
workers. Meanwhile, the International Labour Organisation (ILO) estimated that
the number would be small.

Characteristics of Minimum Wage Workers
6.40
The government does not have information on the characteristics of
minimum wage workers.

South Korea
Minimum Wage Levels
6.41
From September 1998 to August 1999, the hourly minimum wage
level is 1,525 won (amounting to HK$8.54). In terms of Korean won, it increased
2.6% over the comparable figure in the previous period. The hourly minimum
wage for those workers below aged 18 years is 1,372.5 won (HK$7.7), representing
a 90% of the adult rate.

Minimum Wage Relative to the Average Wage of Manufacturing Workers
6.42
In 1998, the minimum wage as a percentage of the average wage of
manufacturing workers was 38%.

Real Value of Minimum Wage Levels
6.43
In real terms, the minimum wages appreciated rapidly between 1989
and 1991. In the rest of the 1990s, adjustments in nominal minimum wage roughly
followed the trend of consumer price index.

Income Tax Incidence on Minimum Wage Workers
6.44
We do not have information regarding the income tax incidence on
minimum wage workers.

Research and Library Services Division

page 38

Legislative Council Secretariat

Minimum Wage Systems

Number of Minimum Wage Workers
6.45
In 1998, about 5.1 million workers were covered by the minimum
wage system, and an estimated 23 000 workers earned the minimum wage (or about
0.4% of the workers in the covered sectors).

Characteristics of Minimum Wage Workers
6.46
workers.

We do not have information on the characteristics of minimum wage

China
Guangdong Province
Minimum Wage Levels
6.47
The are five minimum wage levels depending on the extent of
development of the locality. The current hourly levels are: 2.375 yuan (amounting
to HK$2.22) applied to Guanghzhou; and 2.125 yuan (HK$1.99), 1.94 yuan
(HK$1.82), 1.75 yuan (HK$1.64), and 1.56 yuan (HK$1.46). The local government
can choose the appropriate level for implementation.

Minimum Wage Relative to the Average Wage of Manufacturing Workers
6.48
The minimum wage levels were set at 35% - 45% of the average
wage of manufacturing workers.

Real Value of Minimum Wage Levels
6.49
levels.

We do not have information on the real value of minimum wage

Income Tax Incidence on Minimum Wage Workers
6.50
Minimum wage workers do not need to pay income tax as their
incomes are low.

Number of Minimum Wage Workers
6.51
workers.

The government does not have data on the number of minimum wage
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Characteristics of Minimum Wage Workers
6.52

The minimum wage workers are mainly from the inland provinces.

Shenzhen City
Minimum Wage Levels
6.53
In May 1998, the hourly minimum wages were adjusted: 2.5 yuan
(amounting to HK$2.34) for the Shenzhen Special Economic Zone (SEZ) and 1.92
yuan (HK$1.8) for areas outside the Shenzhen SEZ.

Minimum Wage Relative to the Average Wage
6.54
The hourly minimum wage accounted for about 30% of the average
wage in 1997. The ratios experienced a downward trend (38% in 1994, 37% in
1995, 33% in 1996, and 30% in 1997) because the average wage (especially from
the services sector) increased faster.

Real Value of Minimum Wage Levels
6.55
levels.

We do not have information on the real value of minimum wage

Income Tax Incidence on Minimum Wage Workers
6.56
Minimum wage workers do not need to pay income tax as their
incomes are low.

Number of Minimum Wage Workers
6.57
workers.

The government does not have data on the number of minimum wage

Characteristics of Minimum Wage Workers
6.58

The minimum wage workers are mainly from the inland provinces.
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General Living Standards and Minimum Wage Levels
6.59
In this research, we use gross national product (GNP) per capita
converted by purchasing power parity (PPP) factor24 as an indicator to show the
general living standards of the countries/territory studied.
6.60
Table 9 presents GNP PPP per capita 1996 and minimum wage levels
of the countries/territory studied. It is important to note that the US (ranked 1 by
GNP PPP per capita 1996), Japan (ranked 2), Australia (ranked 3), France (ranked
4), Taiwan (ranked 5), South Korea (ranked 6) and Hong Kong are all in the high
income group which is classified by the World Bank. This can reflect the high
living standards in these countries/territory. Meanwhile, China (ranked 7) is
classified in the lower middle income group.
6.61
By minimum wage level, France has the highest ranking, followed by
Australia, the US, Japan, Taiwan, South Korea and China.
6.62
If we compare the two kinds of ranking, it can be seen that the
minimum wage level in France and Australia is high, as they rank the fourth and the
third by GNP PPP per capita 1996. The US ranks only the third by minimum wage
level, given its highest ranking in general living standards.
Table 9 - GNP PPP per capita 1996 and Minimum Wage Levels

Countries/Territory

GNP PPP per
capita (1996)
(in US$)

Ranking

Minimum wage
levels
(in HK$)

Ranking

US

$28,020

1

$39.9

3

Japan

$23,420

2

$38.4

4

Australia

$21,650

3

$47.8

2

France

$21,510

4

$53.1

1

Taiwan

$16,610

5

$15.2

5

South Korea

$13,080

6

$8.54

6

China

$3,330

7

$1.5 - $2.3

7

Hong Kong1

$24,260

Not applicable

Not applicable

Not applicable

Note :
Source:

1

24

GNP is the sum of value of all goods and services produced by resident producers in one
year. The PPP conversion factor is defined as the number of units of a country’s currency
required to buy the same amount of goods and services in the domestic market as one dollar
would buy in the United States. The indicator GNP PPP per capita has been widely-used by
researchers to compare the living standards in different countries/territories.

For Hong Kong, the data is GDP PPP per capita.
The World Bank, World Development Indicators 1998
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Summary
6.63
The provision of minimum wage is different in different places. Table
10 provides the summary of this part. Hourly minimum wage rates are as follows:
France (HK$53.1), Australia (HK$47.8), the US (HK$39.9), Japan (HK$38.4), Taiwan
(HK$15.2), South Korea (HK$8.54), and China (HK$1.5 - HK$2.3). The minimum
wages in Taiwan and South Korea are relatively low due to their lower average income
levels (indicated by the GNP PPP per capita 1996) and the weak currencies against the
Hong Kong dollar.
6.64
By GNP PPP per capita 1996, the US has the highest ranking, followed
by Japan, Australia, France, Taiwan, South Korea and China. In terms of minimum
wage level, France has the highest ranking, followed by Australia, the US, Japan,
Taiwan, South Korea and China.
6.65
If we compare the two kinds of ranking, it can be seen that the minimum
wage levels in France and Australia are high, as they rank the fourth and the third by
GNP PPP per capita 1996. The US ranks only the third by minimum wage level, given
its highest ranking in general living standards.
6.66
In Australia, the US, France, Taiwan and South Korea, reduced
minimum wage rates (about 70% - 90% of the adult rates) are fixed for young workers
to avoid any negative employment effect on them.
6.67
The ratio of minimum wage to the average wage (of manufacturing
workers) is highest in France, at 59%. In the US, Taiwan and Japan, their ratios are
below 45%. The ratios in South Korea and Shenzhen City are low at 38% and 30%,
respectively.
6.68
The real value of minimum wage levels in France doubled in the 1970 1998 period. The real value of minimum wage levels appreciated in Taiwan (in the
1985 - 1998 period), Japan (in the 1988 - 1998 period), and South Korea (in the 1989 1998 period). However, the real value of minimum wage levels depreciated in the US
(in the 1950 - 1998 period) and Australia (in the 1984 - 1997 period).
6.69
France is the only country in the study which has inflation-indexed
minimum wage.
6.70
Minimum wage workers in Guangdong Province and Shenzhen City do
not need to pay income tax. In other countries/territory, the income tax incidence on
minimum wage workers is minimal.
6.71
The number of minimum wage workers in Japan and South Korea is
small. In the US and France, the minimum wage system covers about 10% of the labour
force.
6.72
Minimum wage workers are mainly women and are concentrated in
certain economic sectors such as textiles and clothing, restaurants, retail trade, and
personal care services. In China, minimum wage workers mainly come from inland
provinces.
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Table 10 - Summary Table for the Minimum Wage Levels and Characteristics of Minimum Wage Workers
China
US

France

Taiwan

Federal minimum
wage: $47.8; lower
rates for junior
employees and
apprentices.

Federal minimum
wage: $39.9; youth
minimum wage $32.9;
lower rates for fulltime students
employed in certain
establishments.

SMIC: $53.1; aged
17 - 18 years $47.8;
below aged 17 years
$42.5.

Basic wage: $15.2;
lower rate for a child
worker, not less than
70% of $15.2.

$21,650

$28,020

$21,510

$16,610

$23,420

$13,080

No such ratio as
minimum award
rates for different
occupations vary.

FLSA minimum wage
relative to the average
wage of production
workers: 42%

SMIC relative to the
average wage of
manufacturing
workers: 59%

Basic wage relative
to the average wage
of manufacturing
workers: 45%

Minimum wage relative to
the average wage of
manufacturing workers:
38%

Minimum wage
relative to the
average wage of
manufacturing
workers: 35% - 45%

Minimum wage relative
to the average wage:
30%

Real value of
minimum wage
levels

Depreciated in the
1984 - 1997 period.

Has depreciated
significantly since the
1950s.

Appreciated
(doubled) in the
1970 - 1998 period.

No information

Federal minimum
wage workers: the
income tax
incidence is not
heavy.

Minimal tax incidence

Minimal tax incidence

Do not need to pay
income tax.

Do not need to pay
income tax.

Number of
minimum wage
workers

1.7 million to 2
million workers
(about 25% to 30%
of the labour force)
Low-paid workers:
women; employed
in agriculture,
textiles and
clothing, footwear,
retail trade,
restaurants, and
personal care
services.

Around ten million
workers (about 9% of
the labour force)

Income tax is
assessed on a
household basis; the
tax incidence on
minimum wage
workers cannot be
determined.
About 2.2 million
workers (about 12%
of the labour force)

Appreciated in the 1989 1991 period; remained
stable in the rest of the
1990s.
No information

No information

Income tax
incidence on
minimum wage
workers

Appreciated in the
1985 - 1993 period;
remained stable in
the rest of the 1990s.
Basic wage workers
pay 3% of their
earnings as income
tax.

Average regional
minimum wage
relative to the average
wage of
manufacturing
workers: 42%
Appreciated in the
1988 - 1998 period.

420 000 workers
(about 4.5% of the
labour force)

Small number of
minimum wage
workers

23 000 workers (about
0.4% of the workers in the
covered sectors)

Mainly women; they
are mainly in the age
groups of 15 to 24,
and 55 or above;
employed in labourintensive industries.

The government does
not have such
information.

No information

The government does
not have data on the
number of minimum
wage workers.
The minimum wage
workers are mainly
from the inland
provinces.

The government does
not have data on the
number of minimum
wage workers.
The minimum wage
workers are mainly
from the inland
provinces.

GNP PPP per capita
(in US$)
Minimum wage
relative to the
average wage

Characteristics of
minimum wage
workers

Two-thirds were
adults; 60% were
working women; 40%
were sole bread
winner; employed in
agriculture, restaurants,
garment, security
services, and personal
care services.

Research and Library Services Division

Mainly women; onethird of them were
aged under 26 years;
employed in
restaurants and
catering, textiles,
retail trade, and
personal services.

Regional minimum
wage: $38.4

South Korea

Shenzhen
City
$2.34 for its SEZ and
$1.8 for areas outside
SEZ

Australia
Hourly minimum
wage levels
(in HK$)

Japan

Guangdong
Province
Five minimum wage
levels: from $1.46 to
$2.22

Minimum wage: $8.54;
young workers below aged
18 years $7.7, 90% of the
adult rate.

$3,330

page 43

Legislative Council Secretariat

Minimum Wage Systems

PART 7 - ENFORCEMENT AND PENAL PROVISIONS
7.1
In this part, we outline the responsible agencies for enforcing the
minimum wage systems and the penal provisions for failing to pay the minimum
wage or making false reports to the enforcement agencies.

Australia
Enforcement
7.2
The Commonwealth Government appoints inspectors in the
Employment Advocate to enforce the Workplace Relations (WR) Act. In order to
ascertain whether minimum awards are being observed, an inspector may enter
workplaces, and demand presentation of accounting books and documents.
7.3
An employee or an organization
employee is a member or an inspector may file
payment to an eligible court (i.e. the Federal Court
magistrate’s court). The employee may also sue
payment in the eligible court.

of employees of which that
a case to demand back wage
of Australia, a local court, or a
for the unpaid amount of the

Penal Provisions
7.4
Any person who fails to pay a minimum award wage is punished by a
fine. The penalty is between A$1,000 (HK$4,888) and A$5,000 (HK$24,400). A
person who makes a false report to an inspector is also punished by a fine, with the
penalty ranging from A$1,000 (HK$4,888) to A$5,000 (HK$24,400).

Number of Disputes on Minimum Wages
7.5
In 1997, there were 447 industrial disputes, down 17% from 543
cases in 1996. The main cause of disputes was managerial policy,25 being
responsible for 54% of the total. However, the number of disputes involving
minimum wages in 1997 was 21 cases (4.7%), down from 48 cases (8.8%) in 1996.

25

This includes disputes concerning terms of employment, new awards and agreements, award
restructuring, criteria of promotion or deployment, and disciplinary matters.
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The United States
Enforcement
7.6
The Department of Labour (DOL) enforces the Fair Labour
Standards Act (FLSA). Using both enforcement and public education efforts, the
DOL strives to ensure that workers are paid the minimum wage. The DOL has more
than 40 offices throughout the country and provides information on minimum wage
through its Internet web site.
7.7
DOL’s enforcement of FLSA is carried out by investigators stationed
across the US. They can conduct investigations and gather data on wages, hours,
and other employment conditions, in order to ensure that employers comply with the
minimum wage law.
7.8
The DOL remarked that the enforcement initiatives have been
targeted at certain industries (including agriculture, garment, restaurants, security
services and personal care services) employing many low wage workers and a
history of above-average FLSA violations. Attention also has been paid to rural
areas and small towns.
Penal Provisions
7.9
It is a violation to fire or in any other manner discriminate against an
employee for filing a complaint or for participating in a legal proceeding under the
FLSA. Wilful violations may be prosecuted criminally and the violator fined up to
US$10,000 (HK$77,450). A second conviction may result in imprisonment.
Employers who repeatedly violate the minimum wage requirement are subject to a
civil money penalty of up to US$1,000 (HK$7,745) for each such violation.
Number of Compliance Actions
7.10
For Fiscal Year 1996 (from 1 October 1996 to 30 September 1997),
about 7 400 compliance actions were completed, resulting in about 51 000
employees found to be owed more than US$21.0 million (HK$162.6 million) in
back pay. About 73% of enforcement actions taken were generated by complaints
and direct investigations accounted for the other 27%.
France
Enforcement
7.11
Labour Inspectors under the Ministry of Labour are responsible for
ensuring that employers comply with the law on minimum wages. They handle
complaints and carry out regular inspections.
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Penal Provisions
7.12

We do not have information on penal provisions.

Taiwan
Enforcement
7.13
In order to enforce the labour laws and regulations, the central
government establishes a labour inspection system. No business entity may reject
visits of inspection. In case of rejection by an employer, the inspector may enforce
the visit in conjunction with the police.
7.14
In the course of an official visit, an inspector may require the
employer to produce reports, records, books of account and other relevant
documents or written explanations.
7.15
A worker may file a complaint to the Council of Labour Affairs
(CLA) or the inspectorate about any violation by the employer of labour laws and
regulations.

Penal Provisions
7.16
An employer who fails to pay a basic wage (minimum wage) is
punished by a fine of not less NT$2,000 (HK$460) but not exceeding NT$20,000
(HK$4,600).
7.17
Any person who rejects, avoids or obstructs a labour inspector in the
performance of his official duties is punished by a fine of not less than NT$10,000
(HK$2,300) but not exceeding NT$50,000 (HK$11,500).
7.18
Where the fine remains unpaid after the demand for payment by the
CLA, the case may referred to the court for compulsory execution.

Japan
Enforcement
7.19
The Ministry of Labour is responsible for enforcing the Minimum
Wages Law. Labour Standards Inspectors may enter establishments or business
offices of employers, inspect records, documents and put questions to persons
concerned.
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7.20
Publicity and inspections are two means of improving compliance.
The Ministry of Labour carries out a range of publicity services nationwide,
centered on the annual ten-day campaign to distribute information on minimum
wages (21 - 30 November), just after adjustment of minimum wages. Inspections
are also carried out in early-December and in springtime.

Penal Provisions
7.21
Any person who violates the provisions of paying minimum wages to
workers is liable to a fine not exceeding 10,000 yen (HK$595).
7.22
Any person who falls under any one of the following categories is
liable to a fine not exceeding 5,000 yen (HK$297.5) -- (i) any person who fails to
inform the workers of the new minimum wages; (ii) any person who makes a false
report to the Minister of Labour or the chief of the Prefectural Labour Standards
Office; and (iii) any person who refuses, impedes or evades an inspection.

South Korea
Enforcement
7.23
The Ministry of Labour is responsible for enforcing the Minimum
Wage Act. The Minister of Labour may request workers and employers to report
matters relating to wages.
7.24
The Ministry of Labour employs labour inspectors to enforce the
minimum wage law. In order to exercise the authority, the labour inspector may
enter workplaces, demand presentation of accounting books and documents, inspect
other articles, and ask the persons concerned any question.
7.25
In addition, an employer has to inform the workers of the applied
minimum wage by displaying the notice at conspicuous places or by using other
appropriate means.

Penal Provisions
7.26
Any person who fails to pay minimum wage may be punished by
imprisonment for not more than three years or a fine not exceeding ten million won
(HK$56,000), or both.
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7.27
Any person who falls under any of the following categories is
punished by a fine not exceeding one million won (HK$5,600) -- (i) a person who
fails to inform the workers of the applied minimum wage; (ii) a person who fails to
make a report to the Minister of Labour relating to wages; (iii) a person who refuses,
interferes with, or evades the demand or inspection, or makes a false statement on
the questions raised by a labour inspector.

China
Enforcement: Guangdong Province and Shenzhen City
7.28
The local Department of Labour Administration under the respective
people’s government is responsible for enforcing the minimum wages.

Penal Provisions: Guangdong Province and Shenzhen City
7.29
Where an enterprise fails to pay minimum wages, the local
Department of Labour Administration should instruct it to pay, within a specified
time, the wages owed to the workers as well as compensation which are determined
by the duration of the delay. For a delay of more than five days, the daily
compensation equal to 1% of a worker’s wage must be paid to the worker. In the
case of an enterprise refusing to pay overdue wages and compensation for more than
three months, a fine from 5,000 yuan (HK$4,678) to 50,000 yuan (HK$46,780) are
imposed on the enterprise.
7.30
In the event that a party does not accept the punitive decision, such
party may apply for reconsideration of the case within 15 days. If the party refuses
to accept the reconsideration decision, it may take legal proceedings in the people’s
court.
7.31
Where the applicant for reconsideration has not taken legal
proceedings, upon the expiry of the claim period, enforcement of the penal
provisions should be carried out.
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Summary
7.32
The task of enforcing the minimum wages is executed by the labour authority (i.e. Ministry of Labour or Department of Labour).
The responsible agencies in the countries/territory all have the power to enter workplaces, inspect reports and documents, conduct direct
investigations, handle complaints, and carry out regular inspections. Publicity and inspections are two major means of improving compliance
with the minimum wage legislation (see Table 11)
7.33
The financial penalties for failing to pay a minimum wage and making a false report to the enforcement agency vary among the
countries/territory. In the US and South Korea, a conviction of failing to pay a minimum wage may result in imprisonment (see Table 11).

Table 11 - Summary Table of Enforcement and Penal Provisions
China
Australia

US

France

Taiwan

Japan

South Korea

Guangdong
Province
Local Department
of Labour
Administration

Shenzhen
City
Local Department
of Labour
Administration

Enforcement agency

Inspectors in the
Employment
Advocate

Department of
Labour

Labour
Inspectors under
the Ministry of
Labour

Labour
Inspectors under
the Council of
Labour Affairs

Ministry of
Labour

Ministry of Labour

Penalty for failing to
pay a minimum wage

Between
A$1,000
(HK$4,888) and
A$5,000
(HK$24,400)

No information

Between
NT$2,000
(HK$460) and
NT$20,000
(HK$4,600)

A maximum
penalty of
10,000 yen
(HK$595)

A maximum penalty
of ten million won
(HK$56,000) or
imprisonment for not
more than three
years, or both.

Between 5,000
yuan (HK$4,678)
and 50,000 yuan
(HK$46,780)

Between 5,000
yuan (HK$4,678)
and 50,000 yuan
(HK$46,780)

Penalty for making a
false report to the
enforcement agency

Between
A$1,000
(HK$4,888) and
A$5,000
(HK$24,400)

A maximum
penalty of
US$10,000
(HK$77,450); a
second
conviction may
result in
imprisonment.
No information

No information

Between
NT$10,000
(HK$2,300) and
NT$50,000
(HK$11,500)

A maximum
penalty of 5,000
yen (HK$297.5)

A maximum penalty
of one million won
(HK$5,600)

No information

No information
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PART 8 - UNEMPLOYMENT BENEFIT SYSTEMS
8.1
This part provides a broad overview of the unemployment benefit
systems in the studied countries/territory and discuss the linkage between the amount of
unemployment benefit and the minimum wage level.

Unemployment Insurance System Versus Unemployment Assistance System
8.2
There are two types of unemployment benefit system -- insurance
system and assistance system.
8.3
The benefits offered by an unemployment insurance system are financed
by wage-linked insurance contributions paid by employers and/or employees. They are
available only to those who, during a previous period of paid employment, have paid
insurance contributions. The duration of benefit entitlement may be limited and may
depend on the length of previous employment. The benefit rate is linked to previous
earnings and, in some cases, to the duration of previous employment. Individual need
consideration has no influence on benefit entitlement.
8.4
Unemployment assistance benefits, on the other hand, are usually
independent of previous earnings and contribution payments. They are means-tested
and financed by the government (through taxation). The level of benefit is oriented to
basic needs requirement and is generally lower than that provided by an unemployment
insurance system. However, the duration of benefit may be indefinite.
8.5
It is important to note that these two systems can coexist. For instance,
the unemployment benefit systems in France consist of these two layers of benefits.
The unemployment insurance entitlement is paid to the unemployed during an initial
period of unemployment, while the unemployment assistance is paid if the spell of
unemployment continues for a period of time.

An Overview of the Unemployment Benefit Systems
8.6
Table 12 summarizes the major features of unemployment benefit
systems in the countries/territory under study. The US, Taiwan, Japan, South Korea
and China26 (implemented in major cities) operate an unemployment insurance system,
while Australia adopts an unemployment assistance system. France implements both
unemployment benefit systems.

26

The government provides social relief fund to guarantee minimum living standards. The
entitled amount is from 100 yuan (HK$93.6) per month to 250 yuan (HK$234) per month,
depending on the living standards of the city. The duration of payment is maximum three years.
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8.7
In the countries/territory (including France) operating unemployment
insurance system, the benefits are financed from both employers’ and employees’
contributions.27 In Australia and France, the unemployment assistance system is
financed by the government (through taxation).
8.8
Under the unemployment insurance system (operated in the US, France,
Taiwan and South Korea), the rate of benefit generally ranges from 40% to 60% of
previous gross earnings. The ratio in Japan ranges from 60% to 80%. In other words,
the amount of unemployment benefit does not have any linkage to the minimum wage
level.
8.9
In countries operating unemployment assistance system, their rates of
benefit are set below the earnings of minimum wage workers so as to avoid any
negative effect on employment. In Australia, while a federal minimum wage worker
earned A$19,417 (HK$94,754) in 1998, the amount of unemployment assistance was
A$8,100 (HK$39,528), or about 42% of a minimum wage worker’s earning. In France,
a minimum wage worker earned FRF 81,564 (HK$105,504) in 1998; whereas the
amount of unemployment assistance ranged from FRF 15,950 (HK$21,060) to FRF
27,010 (HK$35,368), or 20% to 34% of a minimum wage worker’s earning. France
has a lower ratio of the unemployment assistance level to the minimum wage worker’s
earning. However, we are unable to conclude whether the unemployment assistance
level in France is too low or the minimum wage level is too high.
8.10
In countries/territory under the unemployment insurance system, the
entitlement of benefit is conditional on a minimum period of insured employment. This
period ranges from 14 weeks in the US to two years in Taiwan. The maximum
duration of benefit entitlement also varies according to the length of previous
employment (in case of Japan and France also with the age of the person affected); this
duration can reach five years for older workers in France.
8.11
In the countries with the unemployment assistance system (i.e. Australia
and France), there is a means-test requirement for eligibility of benefit. The duration of
benefit may be indefinite.

27

The way in which the burden of contributions is divided between employers and employees
may vary among these countries/territory. We do not have detailed information.
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Table 12 - Unemployment Benefit Systems
Australia

US

France

Taiwan

Japan

South Korea

China

Unemployment
insurance

No

Yes

Yes

Yes

Yes

Yes

Yes

Mode of financing

Not applicable

Contributions from
employers and
employees

Contributions from
employers and employees

Contributions from
employers and
employees

Contributions from
both employers and
employees

Contributions from
employers and employees

Contributions from
employers and
employees

Rate of benefit

Not applicable

50% of previous gross
earnings

60% of previous gross
earnings

50% of previous gross
earnings

60% - 80% of
previous gross
earnings

50% of previous gross
earnings

40% of previous gross
earnings

Qualifying
conditions

Not applicable

At least 14 weeks to 20
weeks employment in
the year before; varies
by state

At least 6 months insured
employment, depending on
age

At least 2 years insured
employment

At least 6 months
contributions within a
year preceding
unemployment

At least 12 months of
employment in the last 18
months preceding
unemployment

At least 1 year insured
employment

Duration of benefit

Not applicable

Maximum 26 weeks in
most states

4 months to 60 months,
depending on age and
length of contributions

3 months to 16 months,
depending on the length
of contributions

90 days to 300 days,
depending on age and
length of
contributions

Maximum 6 months

1 month to 24 months

Unemployment
assistance

Yes

No

No

No

No

No

Yes

Mode of financing

The government
provides the funds.

Not applicable

The government provides
the funds.

Not applicable

Not applicable

Not applicable

Not applicable

Rate of benefit

Maximum A$8,100
(HK$39,528) per year

Not applicable

FRF 15,950 (HK$21,060)
per year - FRF 27,010
(HK$35,368) per year

Not applicable

Not applicable

Not applicable

Not applicable

Qualifying
conditions

Means-test requirement;
involuntary
unemployed; registered
for employment

Not applicable

Means-test requirement;
unemployed but not
qualified for or has
exhausted unemployment
insurance; young job
seekers, single mother, etc.

Not applicable

Not applicable

Not applicable

Not applicable

Indefinite

Not applicable

Indefinite

Not applicable

Not applicable

Not applicable

Not applicable

Duration of benefit
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PART 9 - A SURVEY OF EMPIRICAL STUDIES ON THE IMPACT OF
MINIMUM WAGE CHANGES ON THE LEVEL OF
EMPLOYMENT,
POVERTY,
INCOME
DISTRIBUTION,
INFLATION AND COMPETITIVENESS OF THE ECONOMY
9.1
In this part, we discuss the difficulties in evaluating the impact of
minimum wage changes and survey the empirical studies on the effects of minimum
wage changes on the level of employment, poverty and income distribution. We do
not have information on the studies of minimum wage changes on inflation and
competitiveness of the economy. It is important to note that most of the minimum
wage studies focused on the employment effects and were in the United States
context.
9.2
In their replies to our request for information, the Ministry of Labour
in Japan and the Governments of Guangdong Province and Shenzhen City
responded that they had not conducted any empirical study in evaluating the effects
of minimum wage changes. We have not received any information on the empirical
studies from South Korea. We did not have information on Taiwan.

Difficulties in Evaluating the Impact of Minimum Wage Changes
9.3
We discuss the arguments for and against a minimum wage system in
Part 2 of this report. From our discussions, it is evident that the impact of minimum
wage changes is theoretically inconclusive. For this reason, researchers devoted
much efforts to conduct empirical studies in analyzing the effects. Meanwhile, it
should be noted that there may be difficulties in the evaluations.
9.4
First, there may simply be no relevant data or available statistics to
analyze the effects of minimum wage changes on employment, income distribution,
poverty, inflation and competitiveness of the economy. Researchers may need to
use far from ideal inputs for the analysis.
9.5
Second, even when information is available, it is still not easy to
quantify the precise impact of minimum wage changes from other influences on the
economic variables that must be considered. Since these other influences can rarely
be assumed to remain constant, it must be determined to what extent the observed
changes are attributable to minimum wage changes relative to other causes. For
example, if the employment in an industry is found to have risen following an
increase of minimum wage, this does not necessarily mean that there has been no
adverse employment effect, as it is conceivable that had there been no minimum
wage change, the employment level might have increased even more substantially.
9.6
Third, the analysis is made more complicated by the fact that all the
effects of minimum wage changes are not likely to be immediate. With the passage
of time, the delayed effects may become more difficult to separate from more
general economic trends.
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9.7
Fourth, in the study of quantifying the effects of minimum wage
changes on inflation or competitiveness of the economy, the precise chain effect is
difficult to identify. Hence, researchers may not be able to have concrete
measurements. In the case of inflation, researchers generally agree that fiscal and
monetary policies would have more direct impact on the price level. On the issue of
competitiveness of the economy, some researchers (e.g. Dr. NG Sik Hong of the
University of Hong Kong and Dr. Gerald Starr of the International Labour
Organisation) reconfirm that it is difficult to quantify the impact of minimum wage
changes on the “competitiveness of the economy” as there is no agreed approach to
measure “competitiveness of the economy”. As a result, researchers seldom engage
in these two kinds of studies.
9.8
Fifth, adding further to the difficulties of evaluation is the fact the
impact of minimum wage changes can only be assessed in a specific context. It will
vary depending on the legal coverage of the minimum wage rates fixed, their level
relative to the prevailing wage rates, the effectiveness of their enforcement, the
characteristics of the affected labour markets and the economic conditions. Hence,
it is possible to draw conclusions only to a limited degree. Evaluations must take
into account the particular characteristics and circumstances of each case.
9.9
Although there are difficulties in evaluating the effects of minimum
wage changes, systematic evaluations should be an integral part of well conceived
minimum wage systems. This is particularly the case where a minimum wage
system is of broad scope and the consequences of an error of policy are wideranging.

Minimum Wages and the Level of Employment
9.10
Most empirical studies focus on the employment effect, especially for
youth employment. This is partly because youths generally have fewer skills and
less labour market experience than other workers; hence, their labour demand is
likely to be more sensitive to increases in the minimum wage.

Australia
9.11
The Australian Industrial Relations Commission (AIRC) evaluated
the effects of minimum award changes on the level of employment in April 1998
and made these observations.
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9.12
There were studies conducted in the 1970s and 1980s which
addressed the effect of real wages growth on employment levels.28 The studies
showed that a 1% increase in real wages would reduce employment by between
0.6% to 0.8%. The AIRC indicated that these studies were dated and generally
reflected a period of time in which significant real wage movements occurred.
Caution is required in relying on such studies to explain the effects of real wage
movements on the level of employment. In case of moderate minimum award
adjustments, the effects on real wage and the employment level would not be
significant. In sum, the AIRC remarked that the April 1998 moderate minimum
award adjustments (growing by 2.5%) would not significantly affect the
employment level.

The United States
9.13
An influential empirical study by Brown, Gilory and Kohen covering
the 30 years from 1951 to 1980 reviewed a large number of studies on the effect of
minimum wage changes on the level of employment and concluded that:
“Time series studies29 typically find that a 10% increase in the
minimum wage reduces teenage (aged 16 -19 years) employment by 1% to 3% ... We
believe that the lower half of that range is to be preferred [more likely to be the
accurate research result] ... The effect of the minimum wage on young adult (aged
20 - 24 years) employment is negative and smaller than that for teenage
employment. The direction of the effect on adult employment is uncertain in the
empirical work, as it is in the theory.”30
9.14
The 1990s saw an increase in the number of published studies, most
of which suggested that the Brown, Gilroy and Kohen survey overestimated the
effects on employment of a rise in the minimum wage. Among the researches, Card
and Krueger had an important study of the fast food industry in New Jersey and
Pennsylvania.31

28

29

30

31

Australia has a structure of minimum award rates rather than a single minimum wage.
Hence, researchers used the variable real wage movements to substitute minimum wage.
Most empirical studies adopted a time-series approach in which a measure of employment
for a demographic group was regressed against the ratio of minimum wage to the average
wage and a set of other control variables.
Brown, Gilory and Kohen, “The Effect of the Minimum Wage Law on Employment and
Underemployment”, Journal of Economic Literature, Vol. 20, June 1982.
The fast food industry is a major minimum wage employer in the United States. An
increase in hourly state minimum wages in New Jersey in 1992 from US$4.25 to US$5.05 is
used as a case study of the effect on employment of increases in minimum wages. Prior to
the increased minimum wage taking effect, the authors surveyed 410 fast food restaurants in
New Jersey and Pennsylvania. The restaurants were resurveyed ten months later, to
determine how employment had responded to the increase in the minimum wage.
Comparisons between restaurants in New Jersey and those in Pennsylvania where the
minimum wage remained at US$4.25 pr hour, provided direct estimates of the effect of the
new minimum wage.
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9.15
After the study, not only did the authors find no indication that the
increase in the minimum wage reduced employment, on the contrary it seemed to
have a positive effect on employment. The major reason for higher employment
level was that workers would take up the vacant lower-paid jobs if there was an
increase in minimum wage. Card and Krueger commented:
“Contrary to the stark prediction of competitive labour demand
theory, we find that the rise in the New Jersey minimum wage seems to have
increased employment at restaurants that we were forced to raise pay to comply
with the law... The absence of negative employment effects in all the studies
provides reasonably strong evidence against the prediction that a rise in the
minimum wage invariably leads to a fall in employment. We find zero or positive
employment effects for different groups of low wage workers in different time
periods, and in a variety of regions in the country. The weight of this evidence
suggests that it is very unlikely that the minimum wage has a large negative
employment effect.” 32
9.16
However, Card and Krueger’s study was criticized by some other
researchers. Neumark and Wascher argued that Card and Krueger’s method of data
collection was faulty and skewed their results. In re-examining the case of New
Jersey minimum wage increase, they received payroll data on some New Jersey and
Pennsylvania fast food restaurants from the Employment Policies Institute, and also
collected payroll data themselves. Using this combined sample, they found
statistically significant negative employment effects resulting from the New Jersey
minimum wage increase.33
9.17
A recent empirical study by Berstein and Schmitt34 examined the
impact of the 1996 - 1997 minimum wage increases on employment opportunities of
low wage workers. The authors found that the estimated employment effects were
generally small and statistically insignificant.

32

33

34

Card and Krueger, Myth and Measurement: The New Economics of the Minimum Wage,
Princeton University Press, 1995. p. 15 -16.
Neumark and Wascher, Reconciling the Evidence on Employment Effects of Minimum
Wages: A Review of our Research Findings, Federal Reserve Board Discussion Paper, 1996.
Bernstein and Schmitt, Making Work Pay: The Impact of the 1996 - 1997 Minimum Wage
Increases, Economic Policy Institute, 1998.
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9.18
In the 1998 Report35 to the US Congress, the Secretary of Labour
commented that minimum wage studies mainly focused on measuring the
employment effect of minimum wage changes. Recent data from such studies
indicated that while the level of the minimum wage was set within its traditional
range (approximated 50% or less of the average wage), and increases were
moderate, negative employment effects, if any, would be slight and difficult to
detect. Other variables affecting the extent of employment loss (or gain) might
include: (i) change in demand for labour derived from economic growth; (ii) change
in labour productivity; (iii) levels of profits, and (iv) the elasticity of the demand for
young workers.

General Observations
9.19
In sum, the surveyed research studies in the US indicate that there is
no agreement among researchers on the likely employment impact of an increase in
minimum wage. Some researchers argue that an increase in the minimum wage will
not have a significant negative impact on low wage employment. Other researchers
argue that an increase in the minimum wage will cause job loss. However, it is
generally agreed that a high real minimum wage could have an adverse impact on
the employment of low-wage workers.36

France
9.20
Since the beginning of the 1990s, France
increase of unemployment,37 in particular among youth.
conduct studies to evaluate whether the SMIC had
employment, and particularly youth employment. We
empirical studies in this part.

has experienced a sharp
Researchers devoted to
a negative impact on
surveyed several major

9.21
In 1991, Bazen and Martin found that the minimum wage uprating
caused higher average real earnings of young workers, but they could not establish
that the rise of youth labour cost had a negative impact on the level of employment.
The elasticity of youth employment to minimum wage movement, ranging between 0.1 and -0.2, (i.e. a 10% increase in the minimum wage would lead to a decline in
youth employment ranging between 1% and 2%) seemed very modest.

35

36

37

Under the Fair Labour Standards Act (FLSA), the Secretary of Labour has to submit an
annual report containing an evaluation of the minimum wages to the US Congress.
McCallion, The Federal Minimum Wage: Employment and Distributional Effects,
Congressional Research Service Report for Congress, May 1996.
The 1998 average unemployment rate was 12%.
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9.22
Skourias conducted three separate studies, in 1992 and 1993, using
different approaches to measure the minimum wage effect on youth employment.
Skourias concluded that the minimum wage had a negative, though modest, effect
on youth employment. He found that the elasticity of youth employment to the
minimum wage ranged from between -0.2 and -0.22. (i.e. a 10% increase in the
minimum wage would lead to a decline in youth employment ranging between 2%
and 2.2%.)
9.23
In measuring the employment effect of the minimum wage, Abowd,
Kramarz, Lemieux and Margolis38 tracked the employment of workers whose wage,
just prior to the increase, was above the previous minimum wage but below the new
higher minimum wage. Such workers, they reason, would be most likely to lose the
job due to an increase in the minimum wage. The authors found that the minimum
wage had very large negative employment effects. For men aged 25 to 30 years who
were in this marginal category, an increase of 1% in the minimum wage would
reduce their probability of keeping their job by 4.6%.

Minimum Wages and Poverty
9.24
In evaluating whether minimum wage can help to tackle the poverty
problem, the important consideration is how much of the minimum wage increase
can effectively flow to those in poverty. The proportion of low income families that
have low wage workers is of considerable importance, as families without incomes
do not benefit directly from minimum wage increases.

The United Sates
9.25
In examining who received raises from the 1996 - 1997 two stage
increases in the minimum wage from US$4.25 to US$5.15, Bernstein of the
Economic Policy Institute39 found the following: (i) close to 10 million workers
benefitted from the increase; (ii) nearly half of the affected workers (46%) worked
full time; and (iii) the increase primarily benefitted the low income families -- most
of the benefits from the minimum wage increase went to the poorest 40% of
working families.
9.26
The minimum wage proved effective at getting benefits to their
intended recipients. Despite this, the minimum wage had limited, and diminishing,
impact in addressing the problem of low wage poverty. The reason is that the real
buying power of the minimum wage (after adjusted for inflation) dropped
substantially over the past 30 years. Hence, the present minimum wage system
might not be an effective tool for preventing poverty among low wage workers.

38

39

Abowd, Kramarz, Lemieux and Margolis, Minimum Wages and Youth Employment in
France, The National Bureau of Economic Research, 1998.
Bernstein, America’s Well-Targeted Raise, Economic Policy Institute Brief, 1997.
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General Observations
9.27
McCallion remarked that a minimum wage might not significantly
ameliorate poverty. The reasons were: (i) not all minimum wage earners lived in
poor families; (ii) most of the working poor already earned more than the proposed
minimum wage; and (iii) some poor families did not have wage earners.
Minimum Wages and Income Distribution
The United States
9.28
Card and Krueger argued that the declining real value of the
minimum wage over time contributed to rising wage inequality, and that the increase
of minimum wage to US$4.25 in 1991 resulted in a diminution in wage inequality.
They found that workers who benefitted from the 1991 minimum wage adjustment
were more likely to be from lower income families.40
9.29
Bernstein and Schmitt41 assessed the impact of the 1996 minimum
wage increase on the distribution of wages, the distribution of family income, and
the employment opportunities of low wage workers. The authors concluded that the
higher minimum wage boosted the earnings of low wage workers; the benefits of the
minimum wage increase went primarily to low income working families; and
employment opportunities for teenagers and young adults were not adversely
affected by the increase. McCallion, the US Congress researcher, shared the view
that a minimum wage increase might diminish wage inequality.
9.30
However, some researchers42 argued that minimum wage changes
would not have a significant effect on income inequality. They contended that
minimum wage workers were fairly evenly distributed across families in different
income groups. In addition, they argued that a minimum wage increase would
benefit those families who depended least on the earnings of their minimum wage
members.
Minimum Wages and Inflation
9.31
We do not have detailed information on the impact of minimum wage
changes on inflation.
Minimum Wages and Competitiveness of the Economy
9.32
We do not have detailed information on the effects of minimum wage
changes on competitiveness of the economy.

40

41

42

Card and Krueger, Myth and Measurement: The New Economics of the Minimum Wage,
Princeton University Press, 1995. p. 284.
Bernstein and Schmitt, The Sky Hasn’t Fallen, An Evaluation of the Minimum Wage
Increase, Economic Policy Institute, 1997.
Horrigan, Michael and Mincy, The Minimum Wage and Earnings and Income Inequality,
Russell Sage Foundation, 1993.
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Summary
9.33
Table 13 summarizes the findings of the empirical studies on the
impact of minimum wage changes on the level of employment, poverty and income
distribution.
Table 13 - Summary of Findings of the Empirical Studies
Minimum Wages and the Level of Employment
Research conducted by
Findings
The Australian Industrial Relations
Moderate adjustments in minimum award rates would not
Commission (Australia; 1998)
significantly affect the level of employment.
A 10% increase in the minimum wage would reduce teenage
Brown, Gilory and Kohen reviewed the
employment by 1% to 3%. The effect of the minimum wage on
studies conducted in the 1951 - 1980
young adult employment was negative and smaller than that for
period on the effects of minimum wage
teenage employment. The direction of the effect on adult
changes on the level of employment. (US;
employment was uncertain.
1982)
Card and Krueger studied the case of fast
food industry in New Jersey and
Pennsylvania. (US; 1995)

An increase in minimum wage had zero or even positive effects on
the level of employment.

Neumark and Wascher re-examined the
case of New Jersey with the use of a
different sample. (US; 1996)

There were statistically significant negative employment effects.

Berstein and Schmitt evaluated the impact
of the 1996 - 1997 minimum wage
increases. (US; 1998)

The negative employment effects were generally small and
statistically insignificant.

Secretary of Labour’s Report to the US
Congress (US; 1998)

If the minimum wage was set at 50% or less of the average wage,
and increases were moderate, negative employment effects would
be slight and difficult to detect.

Bazen and Martin studied the impact of
minimum wage changes on youth
employment. (France; 1991)

There were modest negative employment effects.

Skourias conducted three studies to
measure the effects of minimum wage
changes on youth employment. (France;
1992 and 1993)

There were modest negative employment effects.

Abowd, Kramarz, Lemieux and Margolis
studied the effects of minimum wage
changes on the level of employment of
marginal workers. (France; 1998)

There were very large negative employment effects.

Minimum Wages and Poverty
Research conducted by

Findings

Berstein examined the effects of the 1996 1997 minimum wage increases on the lowpaid workers. (US; 1997)

The present minimum wage system might not be an effective tool
for preventing poverty as the real buying power of the minimum
wage dropped substantially in the last 30 years.

Minimum Wages and Income Distribution
Research conducted by

Findings

Card and Krueger (US; 1995)

Declining real value of the minimum wage caused wage inequality.

Berstein and Schmitt assessed the impact
of the 1996 minimum wage increase on
income distribution. (US; 1997)

An increase in the minimum wage might diminish wage inequality.

Horrigan, Michael and Mincy (US; 1993)

Minimum wage changes would not have a significant effect on
income inequality.
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PART 10 - THE SPECIAL CASE OF THE UNITED KINGDOM
10.1
Minimum wage in the United Kingdom (UK) has a convoluted
history. Statutory support for minimum wages in the UK existed for 103 years
during the period 1891 - 1994. There was a break of about five years in 1994 March 1999 due to change of Governments. The Labour Government introduced a
national minimum wage on 1 April 1999. Hence, in this report, we devote a full part
to outline in more detail the case of the UK. (Please see Appendix I for historical
development of the minimum wage system in the UK and Appendix II for
operations of the former Wages Councils.)

Low Pay Commission
Background for Establishing the Low Pay Commission
10.2
The Conservative Party won the 1992 General Election and formed
the government in the period 1992 - 1997. At that time, the UK (1994 - March
1999) did not have a minimum wage system for industries and business sectors
(except for three Agricultural Wages Boards).
10.3
The Labour Party won the General Election in May 1997 and formed
a new government. In the General Election in May 1997, the Labour Party’s
manifesto was that there should be a statutory wage level beneath which pay should
not fall -- with a minimum wage decided not on the basis of a rigid formula but
according to the economic circumstances of the time and with the advice of an
independent Low Pay Commission (LPC).
10.4
The Labour Government acted to implement its commitment to the
national minimum wage and established the independent LPC in July 1997 to
recommend to the Prime Minister the coverage and initial level of the national
minimum wage. This is the first time in the UK that a national minimum wage
would be introduced, covering all business sectors and regions of the country. The
LPC was asked to publish a national minimum wage report in June 1998. (The
membership and the terms of reference of the Low Pay Commission are provided in
Appendix III.)

Research Process
10.5
The LPC started the work by studying the academic literature on the
subject from the UK and abroad. The LPC had undertaken extensive consultation,
which supplemented the analysis of extensive research and official data. The LPC
received nearly 500 written submissions, and took oral evidence from a wide range
of representative organizations. The LPC undertook a substantial programme of
visits to over 60 cities, towns and villages throughout the UK, where the LPC heard
directly from small firms, rural businesses, low wage workers, and the unemployed.
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Findings and Recommendations of the Low Pay Commission
10.6
In June 1998, the LPC published its first report on the national
minimum wage, and presented to Parliament by the President of the Board of Trade.
The findings and recommendations of the LPC are discussed below.

Pattern of Low Pay
10.7
Low pay is more prevalent among certain groups of individuals,
especially women and young people. It is closely associated with particular working
patterns, such as part-time work and homeworking. And low pay is concentrated in
certain business sectors -- particularly in service industries, such as hospitality,
retails, business services and social services -- and in small firms.

Defining the Wage
10.8
Most low-paid workers receive only a basic rate of pay, but a
minority have more complex pay structures or are paid on an incentive basis. In
defining the components of pay in the national minimum wage, the payments based
on output, productivity or performance should count towards the national minimum
wage, including, for example, payment by results, commission, bonuses, and tips
and gratuities paid through the payroll.
10.9
In whatever way workers’ pay is defined or whatever hours they
work, only pay for “standard” working should count. Hence, employers cannot
satisfy their obligation to pay the national minimum wage by including benefits and
premium payments, such as overtime and shift premia. In addition, all actual
working time should be covered by the national minimum wage.

Training and Development
10.10
Young people are more likely than older people to be unemployed or
in low-paid jobs. They must receive the necessary coaching and training to prepare
them for a working life. The evidence suggests that 16 and 17 year olds should not
be regarded as full participants in the labour market; they should be in education or
training. Apprentices are on a structured programme of training that provides
recognized, transferrable skills leading to better employment prospects. Young
people aged 16 and 17 years and those on formal apprenticeships should therefore
be exempt from the national minimum wage.
10.11
The LPC recommended a development rate lower than the full rate of
the national minimum wage for the 18 - 20 age group because of the concern for
losing job opportunities. The LPC would monitor the progress of the implementation
of development rate and its linkage to formal and accredited training.
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10.12
To avoid the national minimum wage becoming a barrier to the
receipt of structured training and to provide an incentive for employers to train,
workers aged 21 years and over on accredited training courses may be eligible for
the development rate for a maximum of six months when beginning a job with a new
employer.

Initial National Minimum Wage Rate
10.13
The initial national minimum wage should be introduced at a rate
which offers real benefits to the low-paid, while avoiding unnecessary risks to
businesses and to jobs. The LPC recommended an initial rate of £3.60 an hour in
April 1999 and £3.70 an hour in June 2000. At the same time, the LPC proposed an
initial development rate of £3.20 per hour in April 1999 and £3.30 per hour in June
2000.

Criteria for Fixing the Initial National Minimum Wage Rate
10.14
A recommendation on the initial rate of national minimum wage must
balance the aim to address low pay with the need to ensure that the level is
manageable for business and the economy.
An assessment of the latter
consideration was based on six economic issues in particular: pay differentials, the
costs of business, competitiveness of the economy, prices, employment and public
sector finances.

Number of Minimum Wage Workers
10.15
The LPC estimated that the total number of minimum wage workers
would be around two million people (or about 9% of the labour force).

Characteristics of Minimum Wage Workers
10.16
Some 1.5 million of the minimum wage workers are women, more
than half of whom work part-time.

Analysis of the Socio-economic Effects When Introducing the National Minimum
Wage
10.17
The LPC had to judge about the balance between a high national
minimum wage, which would make a more substantial difference to the low-paid,
and the risk that jobs might be lost or that goods and services might become more
expensive. Meanwhile, the LPC remarked that the impact of the national minimum
wage could not be predicted precisely.
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10.18
A wide range of evidence -- on employment, inflation, pay
differentials, business costs, competitiveness, and public sector finances - helped the
LPC to determine the likely effects of the national minimum wage. The LPC also
considered the implications of other statutory minimum pay systems, notably the
former Wages Councils in the UK, and international systems.
10.19
Judgment about the effects of the national minimum wage on
employment must take into account the potential for business re-organization, and
productivity and efficiency improvements, depending on individuals’ choices about
how to react. It is likely that the impact will be greater on the structure of
employment than on its level; in particular, firms which are inefficient or which
offer low value-added goods and services may need to re-organize working
practices. Equally, more efficient firms and those offering higher added-value can
be expected to benefit.
10.20
Inflationary pressures43 will depend on a range of dynamic
adjustments in the economy, including the extent to which there is pressure to
restore pay differentials. At the rate the LPC recommended, restoration of wage
differentials would be limited, although this will vary from company to company
reflecting diverse business circumstances.
10.21
The costs to business will vary substantially, both between and within
sectors. The LPC took account of evidence about the costs to particular sectors,
such as social care and business services, as well as the higher incidence of low pay
among small firms and the greater difficulties they face in absorbing higher costs.
Most business sectors will not be directly affected by the national minimum wage.
Increased costs in some low-paying sectors; however, such as cleaning and security,
may affect other industries across the economy to a limited extent. The price
consequences within business sectors are likely to be small and will depend on the
particular competitive pressures that firms face.
10.22
A moderate national minimum wage has the potential to spur
improved competitiveness of the economy. Whether it will, however, depends on a
range of critical factors: the product market strategies that promote competition
based on quality; work organization which ensures workers are effectively
deployed; and employee relations systems which foster commitment. How a rise in
labour costs interacts with these critical factors will determine the impact of the
national minimum wage on competitiveness. After interviewing the employers, the
LPC could only comment that the national minimum wage might provide a spur to
increased productivity and encouraged businesses to make better use of their
workforce. The LPC was unable to quantify the precise impact of a national
minimum wage on the competitiveness of the economy.

43

The LPC has remarked that there has been little empirical work on the impact of minimum
wage on inflation. In practices, these effects will depend on a range of factors, such as the
increase in the wage bill, conditions in the goods and labour markets, and the way in which
firms and workers adopt to the new policy. In addition, judegement about inflation cannot
be made in isolation from the macroeconomic policy response.
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10.23
The effects on public finances depend on changes in the local and
central government wage bill, the price of purchased goods and services, and tax
revenues and benefit expenditure. The greatest impact on government services is
likely to be in the social services sector, with more limited costs arising elsewhere in
local government and in the national health service. Taking account of reduced inwork benefit44 costs and increased revenues, the overall effect on public finances is
likely to be broadly neutral.

Implementing and Enforcing
10.24
Clear information and advice to business, particularly smaller
enterprises, and to employee organizations is essential for implementing the national
minimum wage. An existing agency (i.e. the merged of the National Insurance
Contributions Agency and the Inland Revenue) should be given the task of
enforcement.

National Minimum Wage Rates
10.25
The government welcomed the report and supported the LPC’s key
recommendations. However, to proceed with due caution, the government decided
on a lower initial minimum wage rate for the group aged 18 - 21 years, and finalized
the national minimum wage rates as follows:

10.26
2000.

•

a general minimum level of £3.60 (amounting to HK$46.2) an
hour for those aged 22 years old and over;

•

a minimum level of £3.00 (HK$38.5) an hour for those aged from
18 to 21 years;

•

a minimum level of £3.20 (HK$41.1) an hour for workers aged 22
years old and over who are in the first six months starting a new
job with a new employer and receiving accredited training.

The government will review the rates of minimum wage in June

National Minimum Wage Relative to the Average Wage
10.27
The national minimum wage (i.e. the general rate) as a percentage of
the average hourly gross earnings of full-time employees is about 41%.

44

The UK government provides two main benefits (i.e. family credit and housing benefit) to
working people on low incomes to ensure them having a minimum living standard.
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Income Tax Incidence on Minimum Wage Workers
10.28
Minimum wage workers have to pay income tax. Income tax is
levied at a starter rate of 20% on earnings which exceed the personal tax allowance
(currently £4,195 a year for a single person) and then on a scale up to 40% as
earnings increase. (A minimum wage worker earns £6,912 (HK$88,680) a year
assuming a standard working week of 40 hours.) Married couples and certain
individuals, for example, new widows, are entitled to an additional married couple’s
or personal allowance, which attracts tax relief at 15%.

Coverage of the Minimum Wage System
10.29
The national minimum wage applies to all workers, full or part-time,
permanent or temporary and to casuals and homeworkers. Piece-workers will
receive at least the national minimum wage for every hour worked. However, there
are exemptions for those who are below the age of 18, and for apprentices in the first
year of their apprenticeship.
10.30
Under the National Minimum Wage Act 1998, the genuinely selfemployed,45 serving members of the armed forces, and fishermen are not entitled to
the national minimum wage.
Minimum Wage System for Foreign Workers
10.31

This minimum wage system applies to foreign workers in the UK.

Authority for Fixing the Minimum Wage
10.32
The legislature is the authority for fixing the national minimum wage.
The government introduced the National Minimum Wage Act in May 1998, and the
Act received Royal Assent46 in July 1998 providing powers to implement a statutory
national minimum wage in April 1999. In March 1999, the Parliament approved the
regulations in implementing the national minimum wage.

45

46

Around 3.2 million people (or about 11% of the labour force) were classified self-employed
in 1998. Agriculture and fishing, and construction had the highest proportions of selfemployed people, while relatively few of those engaged in the manufacturing sector were
self-employed.
When a Bill has passed through all its parliamentary stages, it is sent to the Queen for Royal
Assent, after which it is part of the law of the UK. The Royal Assent has not been refused
since 1707.
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Procedures for Fixing the Minimum Wage
10.33
The national minimum wage will be adjusted by means of a
legislative process. The use of this approach is on the ground that it permits national
minimum wage decisions to be taken with the participation of the highest political
authority and after close scrutiny ensured by legislative hearings and debates.
Enforcement
10.34
The government appointed the National Insurance Contributions
Agency and the Inland Revenue to enforce the national minimum wage. The two
organizations are to be combined in year 2000, and the resulting single body will be
placed to take on this work.
Penal Provisions
10.35
The penalties for non-compliance are set out in the National
Minimum Wage Act 1998 and range from financial penalties (2 x hourly national
minimum wage per worker per day of continuing non-payment of national minimum
wage), issued by enforcement officers, up to prosecution with fines of a maximum
of £5,000 (HK$64,150) for specific criminal offenses, including refusal or willful
neglect to pay national minimum wage or make a false report to the enforcement
agency; failing to keep national minimum wage records; producing false records;
keeping false records; intentionally obstructing an enforcement officer; and refusing
to give information to an enforcement officer.
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Summary
10.36
Table 14 summarizes the experience and major features of the new
minimum wage system in the UK.
Table 14 - Summary Table for the Experience and Major Features of the New
Minimum Wage System in the United Kingdom
Major Features

Details

Historical development of
the minimum wage
system

• Minimum wage system existed for 103 years during the period 1891-1994.
Different minimum wage rates were fixed for different industries and trades.

Coverage

•

There was no minimum wage system for about five years in 1994 - March
1999.

•

The government introduced a new national minimum wage on 1 April 1999.

• The minimum wage system applies to all workers. There are exemptions for
those who are below the age of 18, and for apprentices in the first year of
their apprenticeship. In addition, the genuinely self-employed, serving
members of the armed forces, and fishermen are not entitled to the national
minimum wage.
• The minimum wage system applies to foreign workers in the UK.

Authority and procedures
for fixing the minimum
wage

• The legislature is the authority for fixing the minimum wage.

Criteria for fixing the
minimum wage rate

• Six economic issues: pay differentials, the costs of business, competitiveness
of the economy, prices, employment, and public sector finances.

National minimum wage
rates

• A general minimum level of £3.60 (amounting to HK$46.2) an hour for those
aged 22 years old and over.

• The national minimum wage will be adjusted by means of a legislative
process.

• A minimum level of £3.00 (amounting to HK$38.5) an hour for 18 - 21 year
olds.
• A minimum level of £3.20 (amounting to HK$41.1) an hour for workers of
aged 22 and over who are in the first six months starting a job with a new
employer and receiving accredited training.
National minimum wage
relative to the average
wage

• 41%

Income tax incidence on
minimum wage workers

• Minimum wage workers have to pay to income tax.

Number of minimum
wage workers

• About two million workers (or 9% of the labour force)

Characteristics of
minimum wage workers

• Some 1.5 million of the minimum wage workers are women, more than half
of whom work part-time.

Enforcement

• The National Insurance Contributions Agency and the Inland Revenue
enforce the national minimum wage.

Penal provisions

• The government imposes a maximum financial penalty of £5,000
(HK$64,150) for neglect to pay national minimum wage or make a false
report to the enforcement agency.
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SECTION B - EXPERIENCE OF PLACES WITHOUT MINIMUM WAGE
SYSTEM
PART 11 - THE EXPERIENCE OF SINGAPORE
11.1
The Panel on Manpower discussed at its meeting held on 29 October
1998 a research paper published by the Hong Kong Social Security Society
(HKSSS) -- Proposal on Minimum Wage in Hong Kong. The HKSSS recommended
that the Hong Kong Special Administrative Region (HKSAR) Government should
expeditiously follow Singapore’s example by setting up a wages council to fix the
level of minimum wage. Nevertheless, the HKSAR Government pointed out that
the primary objective of the National Wages Council (NWC) established by the
Singapore Government in 1972 was not to impose a minimum wage, but rather to
contain wage increase.
11.2
We provide a part in this report on the experience of Singapore in
order to explain the Singapore Government’s position on minimum wage and the
operations of the NWC in detail. In addition, the NWC’s revised wage guidelines
for 1998 - 1999 are also discussed in Appendix V for the Panel’s reference. (In its
revised guidelines, the NWC called for a reduction in both wage and non-wage cost
to help companies regain their competitiveness.)

Issue of Minimum Wage
11.3
Singapore does not implement a minimum wage system. The
government is against minimum wage as the measure would introduce inflexibility
into the wage system. It postulates that wages should be determined by free market
forces of supply and demand. Employers and workers should be allowed to
negotiate and mutually agree on the wages to be paid before they enter into an
employment contract.
11.4
Singapore does not have any minimum wage law. The government
provides more employment opportunities and better investment environment to
tackle the issues of low wages and unemployment. Good investment climate is
promoted through better infrastructural facilities, adequate investment in human
resources, low tax regimes, good industrial relations, stable monetary and banking
system, the maintenance of law and order and the encouragement of private
initiatives, and other factors like free mobility of capital and enterprise. In other
words, workers can have higher wages and standards of living by improving their
productivity under a good investment climate.
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Issue of Inflation-indexed Wage System
11.5
There is no inflation-indexed wage system in Singapore. Inflationindexed wage system means that wages would automatically go up by the extent of
consumer price index (CPI) increase. The workers thus would not lose out. In
Singapore, in the 1972 - 1997 period, on average, the Singaporean worker each year
was paid 4.9% more in real wage than the corresponding rate of CPI increase
(4.1%). In 1998, a manufacturing worker earned about S$2,400 (HK$11,136) per
month.
11.6
Singapore does not have an inflation-indexed wage system for the
following reasons. First, it is not compatible with wage flexibility. Secondly, it is
too mechanistic and may not be compatible with maintaining international
competitiveness. Thirdly, workers cannot play an active role in helping the country
to keep inflation low. Lastly, the inflexibility factor may lead to unemployment
problem if inflation rates are high and wage rates become high too: a wage-inflation
spiral can develop.

National Wages Council
11.7
The NWC was established in 1972 to advise the government on wage
policies and also issue wage guidelines in line with long-term economic objectives.
(Please see Appendix IV for composition and operations of the NWC.) The NWC’s
recommendations, when accepted by the government, serve as a basis for wage
negotiations between employers and unions. NWC’s recommendations apply to
both the public and private sectors.

Historical Background
11.8
By 1970, Singapore experienced labour shortages, and there were
indications of a possible wage explosion. The government, unwilling to allow
wages and fringe benefits to rise substantially for fear of retarding industrial growth,
attempted to increase the labour supply by encouraging female workers to enter the
labour force, and allowing foreign workers to be imported. Despite their efforts, the
labour shortage persisted. Firms started to offer higher wage to workers. Faced
with a tight labour market situation and being unwilling to rely excessively on
foreign workers, the government set up the NWC in 1972 to regulate wages in
Singapore.

Functions
11.9
The functions of the NWC are: (i) to formulate general guidelines on
wages; (ii) to ensure orderly wage development consistent with the promotion of
economic and social growth; and (iii) to advise on desirable incentive systems for
the promotion of national productivity.
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11.10
It should be noted that the key function of the NWC is to enhance
Singapore’s competitiveness in the international markets by adjusting the wages in
an orderly manner. With this as the aim of the NWC, the target would be the
maximization of employment rather than merely increasing wages.

Non-mandatory Guidelines
11.11
The operational task of the NWC is to issue wage guidelines
annually. The NWC guidelines are only recommendations. They are non-mandatory
in the sense that they do not have the force of law.
11.12
Any disputes in implementing the NWC guidelines could be referred
by either party to the Ministry of Manpower for conciliation. Should that fail, either
party could refer the dispute to the Industrial Arbitration Court (IAC), whose
decisions are legally binding. In practice, the IAC follows the NWC guidelines in
discharging its duties.

National Wages Council Guidelines
11.13
From 1972 through 1985, the NWC started with making quantitative
guide-figure or guide-range. Since 1986, the NWC has been issuing qualitative
guidelines (no more guide-figure and guide-range), except for the revised national
wage guidelines for 1998 - 1999. For example, the NWC in 1997 recommended that
“the wage increase for that year should be moderate”. The initial NWC
recommendations on wage guidelines for 1998 -1999 issued in May 1998 called for
“wage restraint”.
11.14
However, the NWC’s revised wage reduction guidelines for 1998 1999 was quantitative, departing from its preference for qualitative approach since
1986. The NWC put specific figures to its guidelines indicating the seriousness of
the 1998 economic recession. (Please see Appendix V regarding the National
Wages Council’s Revised Wage Guidelines for 1998 - 1999 and Appendix VI for
the “Flexible Wage System” in detail.)
11.15
The NWC has all along provided a set of national wage guidelines,
but not sectoral wage guidelines. The reasons for this approach are: (i) all sectors
compete for workers from a common pool; therefore, wage guidelines are set at the
national level and not at the sectoral level; and (ii) it would take much more time
and resources to reach some sort of agreement pertaining to sectoral guidelines if the
latter were to be enforced.
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Summary
11.16
Singapore does not implement a minimum wage system; neither does
it adopt an inflation-indexed wage practice. The government is against these
measures as they would introduce inflexibility into the wage system.
11.17
The NWC was established in 1972 to advise the government on wage
policies and also issue wage guidelines. The key function of the NWC is to enhance
Singapore’s competitiveness in the international markets by adjusting the wages in
an orderly manner. With this as the aim of the NWC, the target would be the
maximization of employment rather than merely increasing wages.
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PART 12 - DISCUSSIONS ON ESTABLISHING A MINIMUM WAGE
SYSTEM IN HONG KONG
12.1
In this part, we discuss the minimum wage legislation (i.e. the
Minimum Wage Ordinance of 1932 or the Trade Boards Ordinance of 1940) and the
approach of fixing foreign workers’ occupational minimum allowable wages.
12.2
In addition, we present the views of the Hong Kong Special
Administrative Region (HKSAR) Government, employers associations, labour
unions and the Hong Kong Social Security Society (HKSSS) on introducing a
minimum wage in Hong Kong.

Minimum Wage Legislation
12.3
Hong Kong first legislated on minimum wages as early as 1932. The
Minimum Wage Ordinance, No. 28 of 1932, which gave effect to the International
Labour Organisation’s Convention No. 26 concerning the creation of a minimum
wage fixing machinery, was passed in response to a circular dispatch from the
Secretary of State for the Colonies. The Minimum Wage Ordinance of that time
enabled the Governor in Council to fix a minimum wage for any occupation in
which the wages were considered unreasonably low. Any inquiry leading to such a
promulgation was to be conducted by a board of commissioners appointed by the
Governor. However, the Minimum Wage Ordinance contained no reference to piece
rates and hours of employment. There is no evidence to show that this Minimum
Wage Ordinance has been applied. The Minimum Wage Ordinance was then
superseded by the present Trade Boards Ordinance, No. 15 of 1940.
12.4
The objective of the Trade Boards Ordinance is to provide a
machinery for fixing minimum wages, determining normal working hours, and
fixing overtime rates for unreasonably lowly-paid trades. Under the Trade Boards
Ordinance, the Governor in Council had the power to fix minimum wages for any
trade and establish a trade board on a sectoral basis, consisting of members
representing employers and workers in equal proportions, and of appointed
members. The Trade Boards Ordinance followed certain provisions of the Trade
Boards Acts 1909 and 1918 of the United Kingdom.
12.5
Thus, Hong Kong has enacted minimum wage legislation for a long
period of time (i.e. the Minimum Wage Ordinance of 1932 or the Trade Boards
Ordinance of 1940). The 1940 enactment is still in the statute-book today and, like
its predecessor, it has never been put to actual use. No trade board has ever been
established and no minimum wage has ever been laid down under this legislation.
In sum, until now, there has been no provision for an economy-wide statutory
minimum wage in Hong Kong.
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Minimum Allowable Wages for Foreign Workers
12.6
The HKSAR Government maintains restrictions on the admission of
foreign workers into Hong Kong primarily to safeguard the employment
opportunities of local citizens. Under the Immigration Ordinance, the Director of
Immigration is empowered to impose certain conditions (including a minimum
allowable wage rate) to a person for the issue of an employment visa. The Secretary
for Education and Manpower determines various rates for different occupations. In
other words, the occupational minimum allowable wage is fixed by administrative
process, not by legislative process. Currently minimum allowable wages47 are
mandated for certain categories of imported workers, including domestic helpers.
12.7
There is a minimum allowable wage imposed and adjusted every year
as part of the conditions of the employment visa for foreign domestic helpers
employed in Hong Kong.48 On 2 February 1999, the HKSAR Government
announced that the minimum allowable wage for employment contracts of foreign
domestic helpers49 in Hong Kong signed on or after 3 February 1999 would be set at
HK$3,670 a month, a reduction of 5% from the previous rate of HK$3,860 a month.
In adjusting the minimum allowable wage, the HKSAR Government took into
account changes to wages and earnings of local workers and the economic
conditions of Hong Kong.
Hong Kong Special Administrative Region Government’s View on Introducing
a Minimum Wage in Hong Kong
12.8
There have been discussions as to whether or not it is desirable for
the HKSAR Government to introduce an economy-wide minimum wage standard.50
The HKSAR Government does not consider it appropriate to establish a minimum
wage system in Hong Kong. The reasons provided by the HKSAR Government are:
(a)

47

48

49

50

Imposition of a minimum wage will not only distort the wage
structure in the labour market, but also increase rigidity of
wage adjustment, particularly during an economic
downswing. As a result, it would impair the ability of the
business sector and the economy as a whole to adjust to
external shocks.

The Government uses the term “minimum allowable wages” (rather than “minimum
wages”) for foreign workers.
Any employer who pays less than the stated wage in the effective contract commits an
offence under the Employment Ordinance and the employer is liable, on conviction, to a
fine of HK$200,000 and one year’s imprisonment. Foreign domestic helpers who have been
underpaid by their employers can make a complaint to the Labour Department.
As at 31 December 1998, there were about 180 000 foreign domestic helpers working in
Hong Kong.
Please see Part 2 of this report for the major arguments for and against having a minimum
wage system.
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(b)

Adopting a minimum wage system will undermine the
inherent incentive of the workforce, especially the less skilled
and low-paid workers to improve and upgrade their quality,
which will not be beneficial to the development of the Hong
Kong economy in the long term.

(c)

Any statutory minimum wage which deviates from the
market-determined level in either direction (higher or lower)
will not necessarily be beneficial to employees. On the
contrary, it will have an adverse impact on their employment
opportunities.
If the minimum wage is set too high (i.e. higher than the
market-determined level), the labour cost may be too high for
certain trades to remain competitive or viable, and as a result,
some companies will have to scale down or even close their
operations. This will lead to an overall reduction in
employment opportunities and an increase in unemployment,
especially at times of economic downturn or recession. In
such circumstances, the less skilled and less qualified workers
(especially the elderly, the disabled or marginally employable
workers) may lose their jobs at one single minimum wage.
Alternatively, it would induce employers to impose more
stringent non-wage requirements or terms of employment on
employees to impose as an offset, so as to bring down the
actual labour cost. In this case, the minimum wage so
introduced will not be able to achieve its intended purpose of
protecting the interest of workers.
If the minimum wage is set too low (i.e. below the marketdetermined level), employers will have no difficulty meeting
the stipulated wage requirement. In a slackening labour
market with high and rising unemployment, this may induce
some employers to refuse paying higher than the minimum
wage to employ workers with higher productivity or better
performance. In such circumstances, the minimum wage may
in effect become the maximum wage. If so, a statutory
minimum wage will fail to increase the earnings of workers
and stifle the incentive of workers to upgrade their
qualifications and productivity.

(d)

It is practically very difficult to set one single minimum
wage for all industries and trades. The reason is that in the
free and dynamic labour market of Hong Kong, wages vary
amongst different enterprises at different points in time.
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Views of the Hong Kong Social Security Society
12.9
In October 1997, the Hong Kong Social Security Society (HKSSS)
published a research report entitled Proposal on Minimum Wage in Hong Kong. In
its research paper, the HKSSS proposed that the HKSAR Government should follow
Singapore’s example by setting up a wages council, fixing the level of minimum
wage, ratifying the International Labour Convention on minimum wage and
establishing a system of minimum wages in Hong Kong.
12.10
HKSSS proposed that the 1998 monthly minimum wage rate was
HK$5,850 (please see Appendix VII for the methodology of calculating the
minimum wage rate), and put forward the following as merits of the system of
minimum wages:
(a)

It serves as a safety net of offering minimum acceptable
protection for workers and ensuring a minimum standard of
living for them and their families.

(b)

It can protect semi-skilled and low-skilled workers, new
arrivals who are relatively advanced in age, and female
workers.

(c)

It can help to slightly narrow the gap between the rich and the
poor.

(d)

It can help to cut down spending on the Comprehensive Social
Security Assistance (CSSA) and prevent low-income earners
from falling below the poverty line.

(e)

It can help to promote the development of high-value added
products in Hong Kong and ensure the proper use and
safeguarding of human resources.

(f)

It can help Hong Kong to ride out the storm during a period of
economic downturn or recession, and maintain social stability.

Views of the Hong Kong General Chamber of Commerce
12.11
The Hong Kong General Chamber of Commerce is against
establishing a minimum wage system in Hong Kong. Their reasons are:
(a)

Adopting a minimum wage system will undermine Hong
Kong’s regional competitiveness.

(b)

A minimum wage system will increase production costs,
especially in labour-intensive businesses. This may discourage
overseas investment in Hong Kong and cause unemployment.
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(c)

A minimum wage system will have adverse impact on
inexperienced job-seekers.

(d)

If there were a minimum wage system, the HKSAR
Government would have to use enormous resources to
administer the system. This will involve high costs and
produce more administrative bureaucracy.

(e)

The HKSAR Government should not interfere in the free
market in determining wages. Wages should be based on
qualifications, abilities, as well as the demand and supply of
labour.

(f)

Minimum wage is a complex issue and inevitably will become a
political issue. Wages should be determined at the workplace,
not by politicians.

Views of the Chinese General Chamber of Commerce
12.12
The Chinese General Chamber of Commerce is against setting a
minimum wage in Hong Kong. Their views are as follows:
Free Market Economy
(a)

The setting of a minimum wage will hamper the inherent
adjustment of a free market. The level of wages should be
determined by supply and demand in the labour market.

(b)

It is in practice difficult to set a minimum wage level suitable
for all trades and industries.

(c)

It is questionable that the basic cost of living sufficiently for
supporting a worker and his dependent family members
should be adopted as a yardstick for calculating the level of
minimum wage. If the market wages are not sufficient for
him to support himself and his family, it should be the
responsibility of the HKSAR Government rather than the
employer to offer him protection in the form of social welfare
service.

The Economy of Hong Kong
(d)

In the wake of an economic downturn, the adoption of a
minimum wage system will add financial burden to
employers, pushing them to the verge of winding up their
businesses.
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(e)

The adoption of minimum wages may not be beneficial to the
structural changes of industries and wage adjustments of
certain jobs. If wages are not adjusted through market forces,
Hong Kong’s competitiveness will be affected. Moreover,
some manufacturers will speed up the relocation of their
production bases to Mainland China in order to reduce wage
costs which in turn will aggravate the unemployment
problem.

(f)

A minimum wage system may not serve the genuine interests
of employees: (i) employers may have to cut down the
number of permanent posts in favour of employing more
hourly-rated staff to reduce operating costs; (ii) a minimum
wage will affect the employment opportunity of full-time
workers as more people are willing to take up part-time jobs;
(iii) employees can hold down their jobs by accepting lower
pay during the period of economic recession; and (iv) a
minimum wage system will affect the employment
opportunities of the inexperienced workers.

Mechanism to Balance the Interests of Employers and Employees
12.13
The Chamber considers that a minimum wage may on the contrary
become a yardstick for setting a maximum wage. Fixing a minimum wage will not
help balance the interests of employers, employees, and the whole economy. It
should not be taken as a means to protect employees. The Chamber is of the view
that an effective mechanism should be put in place to balance the interests of
employers and employees and that the adequacy of protection provided by the
existing social welfare system should be reviewed.

Views of the Federation of Hong Kong Industries
12.14
The Federation is against the establishment of a minimum wage
system in Hong Kong. They are concerned that a minimum wage system can result
in job losses, especially for young people with lower skill and less experience.
Moreover, a minimum wage system would force employers to pay higher wages to
some employees who may not possess the required experience and skills and would
therefore weaken Hong Kong’s competitive edge.
12.15
The Federation also has doubts whether a minimum wage system
would be the solution to family poverty. The Federation believes providing a safety
net for the poor should be a question for the HKSAR Government, instead of
employers, to address.
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Views of the Employers’ Federation of Hong Kong
12.16
The Employers’ Federation of Hong Kong objects to establishing a
minimum wage system in Hong Kong. Their views are summarized as follows:
(a)

Wages should be determined by the free market (i.e. the
demand and supply of labour). Employees’ wages should be
determined by their productivity, competence, and ability.

(b)

The imposition of a minimum wage may cause higher
unemployment. Moreover, if minimum wage becomes a
statutory requirement, its subsequent amendment would
inevitably become a political agenda, which is not beneficial to
the economy.

(c)

A minimum wage system is an ineffective tool to alleviate the
problem of poverty. Meanwhile, the low-skilled workers
(usually among the low income group) may lose their jobs if
there is a legal minimum.

(d)

The imposition of a minimum wage system may be harmful to
the economic recovery and competitiveness of Hong Kong.

(e)

Imposing a minimum wage in Hong Kong will force small
enterprises either to ignore the law or reduce the number of
employees because those small companies are operating at a
very low profit margin.

Views of the Hong Kong Construction Association
12.17
The Hong Kong Construction Association is against establishing a
minimum wage system in Hong Kong. Their comments are:
(a)

A minimum wage would be an obstacle to the cost adjustment
of the economic activities which is important to revitalize the
economy.

(b)

Employees’ wages should remain market-driven, determined by
the demand and supply of labour.

(c)

In times of the economic downturn, some employers would be
forced to dismiss their workers if they are unable to reduce the
employees’ wages.

(d)

The imposition of minimum wage is not an appropriate
approach to solve the poverty problem. This problem should be
tackled by the HKSAR Government.
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Views of the Federation of Hong Kong & Kowloon Labour Unions
12.18
The Federation of Hong Kong & Kowloon Labour Unions argues for
establishing a minimum wage system in Hong Kong. However, as the actual wage
levels in different trades and industries vary, an across-the-broad minimum wage
may not be suitable for some trades. Their views on a minimum wage are as
follows:
(a)

A lack of bargaining power associated with a rising
unemployment rate is subjecting those semi-skilled or nonskilled workers, who are already among the low income group,
to further exploitation by employers in the form of reduced
wages. This will weaken their purchasing power, which in turn
will hinder a recovery in the local economy, widen the gap
between the rich and the poor, and ultimately pose a threat to
social stability. A minimum wage system can help to improve
the situation.

(b)

A minimum wage setting above the poverty line will ensure a
decent life for workers and their families.

(c)

More than 80 countries in the world, including China, have
ratified
the
International
Labour
Convention
on
recommendation concerning minimum wages. Hong Kong
should follow their example and adopt a minimum wage
system.

Views of the Hong Kong Confederation of Trade Unions
12.19
The Hong Kong Confederation of Trade Unions recommends that the
HKSAR Government should introduce legislation on minimum wage to protect
employees’ interests. The level of minimum wage must be set above the poverty
line.
12.20
As more than 80 countries in the world have ratified the International
Labour Convention on recommendation concerning minimum wages, the Hong
Kong Confederation of Trade Unions urges the HKSAR Government to follow suit
as soon as possible.
12.21
The Hong Kong Confederation of Trade Unions opines that the right
to collective bargaining will offer the best protection to employees and will prevent
employers from turning a minimum wage into a maximum wage. The legislation on
minimum wage should be reinforced by giving employees the right to collective
bargaining.
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Views of the Hong Kong Federation of Trade Unions Rights and Benefits
Committee
12.22
In principle, the Hong Kong Federation of Trade Unions Rights and
Benefits Committee is not against the establishment of a minimum wage system to
protect the interests of workers. However, they have concerns about the impact and
effectiveness of a minimum wage system. Their comments are summarized as
follows:
(a)

In setting a minimum wage, the HKSAR Government,
employers associations and labour unions have to work out a
compromised rate. Based on the current economic situation of
Hong Kong, the relevant parties are not likely to reach an
agreement. In times of economic downturn or recession, the
agreed minimum wage rate may be very low. If the legal
minimum is set at the prevailing market rate, the workers will
not benefit from the introduction of a minimum wage.

(b)

In the current recession, the less skilled and qualified workers,
especially the elderly and marginally employable workers, will
be compelled to leave the labour market at one single minimum
wage. Unemployed persons having better qualifications will
take-up their jobs. As a result, the less skilled and qualified
persons may be forced to apply for CSSA.

(c)

In a slacking labour market with high unemployment,
employers may only pay their employees the legal minimum.
In other words, the minimum wage will become the maximum
wage. This will affect the earnings of the more experienced
workers.

(d)

During an economic downturn, small enterprises may ignore the
minimum wage law. Also, workers may not dare to file their
case to the Government because of the possibility of losing their
jobs. Hence, the Committee has concern whether the minimum
wage system can help to increase the workers’ earnings.

(e)

The minimum wage system cannot protect the self-employed
persons since there is no employer-employee relationship. In
recent years, the number of self-employed workers in Hong
Kong has increased rapidly. One of the reasons for this trend is
some employers have avoided signing any legal contract with
their employees in order to avoid providing them with benefit
schemes such as retirement benefit and compensation (if there
is an accident). Hence, a minimum wage system is unable to
protect this group of workers.
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Summary
12.23
Hong Kong first legislated on minimum wages as early as 1932 (i.e.
the Minimum Wage Ordinance). In 1940, the Minimum Wage Ordinance was
superseded by the present Trade Boards Ordinance. However, these Ordinances
have never been put to actual use. No trade board has ever been established and no
minimum wage has ever been laid down. In sum, until now, there has been no
provision for an economy-wide statutory minimum wage in Hong Kong.
12.24
The HKSAR Government maintains restrictions on the admission of
foreign workers into Hong Kong. Under the Immigration Ordinance, the Director of
Immigration is empowered to impose certain conditions (including a minimum
allowable wage rate) to a person for the issue of an employment visa. The Secretary
for Education and Manpower determines various rates for different occupations. In
other words, the occupational minimum allowable wage is fixed by administrative
process, not by legislative process.
12.25
Table 15 summarizes the views of the HKSAR Government, HKSSS,
employers associations and labour unions on establishing a minimum wage system
in Hong Kong.
Table 15 - Summary of the Views of the HKSAR Government, HKSSS,
Employers Associations and Labour Unions on Establishing a
Minimum Wage System in Hong Kong
Support a
Minimum Wage
System

9

HKSAR Government
Hong Kong Social Security Society (HKSSS)

Do Not Support a
Minimum Wage
System

9

Hong Kong General Chamber of Commerce

9

The Chinese Chamber of Commerce

9

The Federation of Hong Kong Industries

9

The Employers’ Federation of Hong Kong

9

Hong Kong Construction Association

9

The Federation of Hong Kong & Kowloon Labour Unions

9

Hong Kong Confederation of Trade Unions

9

Hong Kong Federation of Trade Unions Rights & Benefits
Committee

9
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SECTION C - ANALYSIS
PART 13 - CONSIDERATIONS FOR HONG KONG
13.1
There are different arguments for and against a minimum wage
system. In addition, the results of empirical studies of the effects of minimum wage
changes on the level of employment, poverty and income distribution are
inconclusive; different researches have had contradicting results. Hence, in
theoretical and empirical considerations, there is no consensus on the precise impact
of a minimum wage. (For detailed discussion, please see Parts 2 and 9 of this
research report.)
13.2
International experience varies for different countries and territory.
Australia, the United States (US), France, Taiwan, Japan, South Korea, China, the
United Kingdom (UK) implement minimum wage systems, and each country or
territory has its own system suited to its socio-economic needs. Singapore does not
have a minimum wage system.
13.3
In considering whether or not to establish a minimum wage system in
Hong Kong, the relevant parties, including the Hong Kong Special Administrative
Region (HKSAR) Government, the employers associations, labour organizations,
and social pressure groups, would need to evaluate the impact of a minimum wage
system:
•

whether or not a minimum wage system would ensure that low wage
workers secure minimum living standards, overcome in-work
poverty, increase purchasing power of low wage workers, and
compel employers to raise efficiency and productivity;

•

whether or not a minimum wage system would cause job losses,
reduce wage rates in sectors not covered by minimum wage system,
affect competitiveness of the economy, and reduce on-the-job
training.

13.4
If Hong Kong were to establish a minimum wage system, the
following would be the necessary considerations.
•

Should the minimum wage system cover all workers? Should the
determining authority exempt certain categories of workers from the
system (in the countries/territory studied, exemptions include
professional employees, apprentices and trainees, disabled workers,
and workers in certain industries)? Should the minimum wage
system apply to foreign workers (in the countries/territory studied,
foreign workers are covered by minimum wage systems)?
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•

Which authority should be responsible for determining the minimum
wage rate (the government -- the cases of France, Taiwan, South
Korea and China; the legislature -- the cases of US and the UK;
independent juridical commission -- the case of Australia; and
independent regional and industrial committees -- the case of Japan)?

•

What are the procedures for adjusting the minimum wage (file a case
to the commission -- the case of Australia; by legislation -- the cases
of the US and the UK; periodic review by the determining authority - the cases of France, Taiwan, Japan, South Korea and China)?
Should the determining authority establish any appeal channel (no
particular appeal channel exists in the countries/territory studied)?

•

Should the determining authority establish any official advisory body
(official advisory bodies are established in France, Taiwan and South
Korea)? Who should be in the advisory body? How can we ensure
the advisory body effectively represent the interests of different
parties?

•

What are the criteria for determining the minimum wage? Should the
determining authority use the criteria adopted in the studied
countries/territory such as workers’ basic needs, the average wage,
labour productivity, inflation rate, employment level, employers’
profits and poverty line? Does the authority have the required data
and statistics on these criteria?

•

Should the authority fix a uniform minimum wage rate (the cases of
the US, France, Taiwan, South Korea, China, and the UK) or
different rates for different regions and industries (the case of Japan)?
The authorities may set a national rate or different rates for different
industries to cater for their particular socio-economic circumstances.
We observe that in the beginning of this century setting different
minimum wages for different industries was the trend (the cases of
Australia and the former minimum wage system in the UK) whereas
in the last few decades fixing a uniform rate across the board has
been more popular.

•

Should the authority fix an inflation-indexed minimum wage (the
case of France)? What is the appropriate frequency of adjustment
(annual basis -- the cases of Australia, France, Taiwan, Japan, South
Korea and China; infrequent adjustment -- the case of the US)?
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What is the appropriate minimum wage rate (hourly rate in France:
HK$53.1, Australia: HK$47.8, the UK: HK$46.2, the US: HK$39.9,
Japan: HK$38.4, Taiwan: HK$15.2, South Korea: HK$8.54 and
China: HK$1.5 - HK$2.3)? What is the appropriate ratio of
minimum wage relative to the average wage (about 60% -- the case
of France; about 45% -- the cases of the US, Taiwan, Japan and the
UK; below 40% -- the cases of South Korea and Shenzhen City)?
In September 1998, in all selected occupations, the workers’ average
monthly salary in Hong Kong was HK$11,384.51 We assume the
number of standard working hours per month is 192 hours (8 hours
per day x 24 working days per month).52 The hourly wage rate would
be HK$59.3 (i.e. HK$11,384 ÷ 192 working hours). In the studied
countries/territory, the ratios of the minimum wage relative to the
average wage range from 40% to 60%. If Hong Kong were to
establish a minimum wage system and follows the international trend
in setting the minimum wage level, the following rates might be
considered (see Table 16). The hourly rate would range from
HK$23.7 to HK$35.6; whereas the monthly rate would be between
HK$4,554 and HK$6,830.
In the fourth quarter of 1998, 261 900 persons (or 8.1% of employed
persons) earned less than HK$4,000 per month, and 483 700 persons
(or 15% of employed persons) earned less HK$6,000 (see Table 16).
If Hong Kong were to introduce a minimum wage, these persons
might be benefit from the system. The C&SD has remarked that the
General Household Survey covers foreign workers (including foreign
domestic helpers) in Hong Kong. As foreign domestic helpers are
covered by the survey and most of them are in lower income groups,
the number of Hong Kong people who will benefit from a minimum
wage system will be smaller than the total indicated above.

51

52

The term “all selected occupations” refers to all occupations covered in the wage enquiry of
the Labour Earnings Survey. This figure is used as the Census and Statistics Department
(C&SD) does not have the average wage rate. Please see the regular series Half-yearly
Report of Wage Statistics published by the C&SD in September 1998.
The C&SD does not have the number of standard monthly working hours in all selected
occupations, but has the number of normal hours of work per day and the number of
standard working days per month for an occupation. Most of the figures are 8 hours per day
and 24 standard working days per month.
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Table 16 - Minimum Wage Levels and Monthly Employment Earnings
Percentage of
minimum wage
relative to the
average wage

Hourly
minimum
wage rate
(in HK$)

Monthly
minimum
wage rate
(in HK$)

Monthly
employment
earnings
(in HK$)

Number of
employed
persons
(in thousand)

Percentage
(%)

40%

$23.7

$4,554

< $3,000

78.7

2.4

45%

$26.7

$5,123

$3,000 - $3,999

183.2

5.7

50%

$29.7

$5,692

$4,000 - $4,999

89.5

2.8

55%

$32.6

$6,261

$5,000 - $5,999

132.3

4.1

60%

$35.6

$6,830

$6,000 - $6,999

194.5

6.0

Source:

C&SD, Quarterly Report on General Household Survey, October - December 1998.

•

Should the authority fix a reduced rate for young workers and
trainees? If yes, what is the appropriate level (70% - 90% of the
adult rates in the cases of Australia, the US, France, Taiwan, South
Korea and the UK)?

•

What is the number of minimum wage workers (about 10% of the
labour force -- the cases of the US, France and the UK)? Who would
benefit from the minimum wage system? What are the characteristics
of minimum wage workers (in the studied countries/territory, they are
mainly women and employed in sectors such as textiles and clothing,
restaurants, retail trade, and personal care services)?

•

Which authority should be responsible for enforcing the minimum
wage system (in the studied countries/territory, the system is mainly
executed by local labour authority)? How can the enforcement
authority ensure the employers pay the minimum wage? What is the
cost of enforcement (in the studied countries/territory, the
enforcement authorities conduct direct investigations, handle
complaints, and publicize the law)? What are the penalties for failing
to pay a minimum wage and making a false report to the enforcement
authority (in the US and South Korea, a conviction of failing to pay a
minimum wage may result in imprisonment)?
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Appendix I
Historical Development of the Minimum Wage System in the United Kingdom

Turn of the Century
A.1
Statutory support for minimum wage levels in the United Kingdom
(UK) began with the Fair Wages Resolution of 1891. It required employers engaged
on government contracts to pay at least the wage level generally recognized for the
sector or locality concerned.
A.2
This Resolution was followed in 1909 by the Trade Boards Act
which established boards for specific industries to fix minimum wage levels. The
objective of the Trade Boards Act was not to establish a national wage floor but to
provide protection for those unable to defend themselves through collective
organization. While there were calls for a national minimum wage at the time, these
were rejected in favour of the sectoral approach. The long-term aim was for the
boards to be replaced by voluntary collective bargaining between employers and
unions at industry level.
A.3
The 1909 Trade Boards Act provided for the formation of four Trade
Boards in manufacturing covering 20 000 workers. These Boards were made up of
equal numbers of employers’ and workers’ representatives and a number of
independent members.

Post-World War I
A.4
In 1918 the Trade Boards (Amendment) Act made it easier for the
Minister of Labour to create additional Boards. The Act had the intention to
encourage the growth of collective bargaining in the industries concerned, and
boards could be established not only where pay was low but also where collective
bargaining was weak or non-existent. The scope of Wages Orders was, furthermore,
extended to include piece rates, overtime rates and the fixing of basic hours of work.
A.5
From 1922, with the onset of the post-war depression, the rate of
Wages Boards formation fell. At that time, it was argued that no more boards
should be established and wage regulation should be left to voluntary collective
bargaining. Hence, the total number of boards decreased to 47 in 1939 from 63 in
1921.
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Post-World War II Developments
A.6
Major changes took place following the Labour election victory in
1945. The Wages Acts 1945 empowered the Minister of Labour to establish Wages
Councils (as opposed to Trade Boards) if it was considered that existing voluntary
collective bargaining arrangements were at risk. It also allowed employers and
unions to seek jointly the abolition of a Wages Council where collective bargaining
had been established. Another important element was the increased scope for the
Councils to settle all aspects of pays, hours and holidays.
A.7
At their peak in 1953 the number of Wages Councils increased to 66,
covering 3.5 million workers. The major sectors covered were retail distribution,
catering and hotels, clothing, and laundries.

From 1960s to 1970s: Criticism of Wages Councils
A.8
During the 1960s and 1970s attitudes towards the Wages Councils
changed considerably. There was concern about the effectiveness of the councils in
tackling low pay. The unions argued that voluntary collective bargaining would be a
more effective way of helping the low-paid.
A.9
The Industrial Relations Act 1971 made it easier to abolish Wages
Councils and encouraged the establishment of a collective bargaining machinery.
The Commission on Industrial Relations, established by the Act, recommended the
elimination of five Wages Councils, and between 1974 and 1979 the Labour
Government abolished or merged a number of councils. The 1975 Employment
Protection Act enabled wages councils to fix, in addition to minimum pay and
holidays, any other terms and conditions. The Act also gave the Secretary of State
the power to convert Wages Councils into Statutory Joint Industrial Councils
(SJICs) as a move towards fully fledged collective bargaining.
A.10
The 1975 Employment Protection Act also provided that employers
and independent trade unions could bring a claim to the Central Arbitration
Committee (CAC) that an employer was not observing the recognized terms and
conditions of employment, or was paying less than the “general level” in a trade or
industry where there were no recognized terms and conditions. The CAC was
empowered to make a legally binding award. In the final period of the Labour
Government’s incomes policy in the late 1970s, unions made increasing use of the
CAC as a route round government pay limits.
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From Late 1970s to 1994: Road to Abolition
A.11
The election of a Conservative Government in 1979 led to a further
change in approach. In 1980 the Employment Protection Act was repealed and in
1983 the Fair Wages Resolution was rescinded. By 1985 the government advocated
the abolition of the Wages Councils.
A.12
Outright abolition was not pursued, but the 1986 Wages Act made
major changes to the Wages Councils. These included: (i) excluding workers under
the age of 21 from the scope of the councils; (ii) restricting councils to setting a
single minimum hourly rate and a single hourly overtime rate; (iii) requiring
councils to consider the impact on jobs of the rate set; and (iv) introducing a
simplified procedure for abolishing or changing the scope of a council.
A.13
Before passing the 1986 Act the government was required to give
notice of its intention to deratify the International Labour Organisation (ILO)
Convention No. 26 requiring signatories to maintain minimum wage fixing
machinery. The three Agricultural Wages Boards were unaffected by the 1986
legislation.
A.14
The 26 Wages Councils in Great Britain, covering some 2.5 million
workers, and the nine in Northern Ireland covering 35 000 workers, continued to
issue Wages Orders. In 1988 the government proposed the abolition of the Wages
Councils, and in 1993 the Trade Union Reform and Employment Rights Act
abolished the Wages Councils in Great Britain. The nine Wages Councils in
Northern Ireland ceased to exist in 1994 as a result of the Industrial Relations
(Northern Ireland) Order 1993. The three Agricultural Wages Boards were also
reviewed in 1993, and it was decided that they should continue.

Source: Low Pay Commission, The National Minimum Wage, June 1998
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Appendix II
Former Wages Councils in the United Kingdom
Operations
A.1
The composition of the Boards and Councils remained virtually the
same from 1909 until their abolition in 1994, with equal numbers of employers’ and
workers’ representatives and several independent members. At abolition the
administration of the Councils was carried out by the Office of Wages Councils in
the Department of Employment.
A.2
The Office of Wages Councils, staffed by civil servants, provided the
secretariat for the Councils and its main function was to operate the statutory
procedures which came into operation once a Council had decided what to propose
to the Minister. There were two ways in which Wages Orders were enforced: by
publicizing the new rates and through inspection. Inspection was carried out by the
Wages Council Inspectorate. There were a number of Wages Council Inspectors in
each of regional offices. Each region had to fulfill a quota of routine inspection as
well as investigate all complaints.
A.3
The majority of the members were nominated by trade unions or
employers’ associations and appointed by the Secretary of State for three-year
periods. The size of each Wages Council’s membership varied according to the size
of the industry, but other factors played a part, such as the variety of occupations
covered and the number of different categories of employer. The smaller councils
had around five members for each side while the largest had up to sixty members
(thirty on each side). The maximum number of independent members permitted was
five, of whom one was appointed as chairman.
A.4
Council meetings were held when the Secretary of the Wages
Council received a request from one of the sides for a meeting, usually a claim by
the workers’ side for an increase in the basic minimum rate. The employers’ side
would respond to the claim which was then discussed in the Council.
A.5
Decisions were reached by a vote of the employers and worker sides,
but if no agreement was reached the independent members had the casting vote. A
quorum consisted of one independent member together with at least a third of all
representative members. Once agreement by the Council on a change to the Wages
Order was made, a draft Order was issued and written submissions invited from
interested parties in order to allow any objections to be made. These objections had
to be made within two weeks of the draft Orders being published. The Minister had
no powers to amend the Order, but he could refer it back to the Council for
reconsideration. Once the Order had been approved by the Minister, it typically
took some ten weeks for it to become effective.
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A.6
Notices of the Wages Orders were received by employers in the form
of both pamphlets and posters which had to be displayed prominently in the
workplace. The notices informed employers and workers of the new rates and
conditions.

Enforcement
A.7
The Wages Order defined what deductions an employer could make
for accommodation provision. Apart from deductions of tax and national insurance
contributions, other deductions could only be made where they were authorized in
writing by the worker. If underpayment of the minimum rate was suspected, a
worker could make application to an Industrial Tribunal or take civil action through
the Small Claims Court to recover the sum.
A.8
Failure by an employer to observe the terms of an Order was a
criminal offence. Until 1986 all offences involving failure to observe an Order
carried a maximum fine of £20, the same amount as in 1909. In the 1986 Wages
Act, the maximum fine was raised to £400 and an employer found guilty could be
ordered to pay the deficient amount for a period going back no more than two years.
A.9
Wages Inspectors had legal rights to free access to the place of work
and the records of hours and wages, which had to be kept by an employer for three
years. Inspectors also had the power to interview workers or their representatives,
and to take signed statements from them. In practice there were very few
prosecutions by the Inspectorate for underpayment; in the period from 1979 to 1992
the average annual number of completed prosecutions was under seven.
Inspectorate policy was to achieve compliance through advice and persuasion rather
than legal action.
A.10
The number of Inspectors in the 1950s was around 200, but this had
fallen to 158 by 1979 and 65 by 1992. The number of establishments covered fell
from approximately 500 000 in the early-1960s to 400 000 by 1992. In 1992, 32
000 establishments were checked, of which 19 000 had actually been visited; the
others were checked through a postal questionnaire or a visit to the head office of
the organization. The number of workers whose pay was checked by the Wages
Inspectorate in 1992 was around 400 000, of whom nearly 15 000 in some 7 000
establishments were found to be underpaid.

Source: Low Pay Commission, The National Minimum Wage, June 1998
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Appendix III
Membership and Terms of Reference of the Low Pay Commission
Membership
A.1
The Low Pay Commission (LPC) embodies the principle of social
partnership: its nine members are drawn from employer, employee and academic
backgrounds. The Commission is chaired by Professor George Bain (President and
Vice-Chancellor of the Queen’s University of Belfast).
A.2
The members of the LPC are Professor William Brown (Professor of
Industrial Relations, University of Cambridge), Professor David Metcalf (Professor
of Industrial Relations, London School of Economics), Rita Donaghy (Permanent
Secretary, Students’ Union, University of London Institute of Education), Bill
Callaghan (Chief Economist, Trades Union Congress), Paul Gates (General
Secretary, National Union of Knitwear, Footwear and Apparel Trades), John
Cridland (Director of Human Resources Policy, Confederation of British Industry),
Lawrie Dewar (Chief Executive, Scottish Grocers’ Federation), and Stephanie Monk
(Director of Human Resources, Granada Group).

Initial Terms of Reference
A.3
The initial terms of reference of the LPC are as follows: (i)
recommend the initial level at which the national minimum wage might be
introduced; (ii) make recommendations on lower rates or exemptions for those aged
16 - 25; and (iii) consider and report on any matters referred to it by Ministers.
A.4
In making its recommendations, the LPC should have regard to wider
economic and social implications; the likely effect on the level of employment and
inflation; the impact on the competitiveness of business, particularly the small firms
sector; and the potential impact on the costs to industry and the economy.

New Terms of Reference
A.5
The initial national minimum wage was fixed by the government,
having taken advice of the LPC. However, the Minimum Wages Act 1998 provides
for the Secretary of State for Trade and Industry to appoint a LPC at any time to
examine any issues relating to the national minimum wage. This would include a
review of the rate. Following the government’s acceptance of its initial report, the
LPC has been retained and has been asked by the government to monitor the
implementation of the national minimum wage and evaluate its effects.
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The new terms of reference of the LPC are as follows:
(a)

monitor and evaluate the introduction and impact of the
national minimum wage, with particular reference to the effect
on (i) pay, employment and competitiveness in low paying
sectors and small firms; (ii) particular groups of workers, such
as young people, women, ethnic minorities, homeworkers,
people with disabilities and voluntary sector workers; (iii) pay
structures, including the effect on differentials and different pay
systems; and (iv) training programmes.

(b)

review the position of 21 year olds following the introduction of
the development rate for young people and in particular
whether they should be covered by the adult rate.

A.7
In making its recommendations, the Commission should have regard
to wider economic and social implications; the likely effect on employment and
inflation; the impact on the costs and competitiveness of business, particularly the
small firms sector, and the potential costs to industry and the Exchequer. The
Commission is asked to report to the Prime Minister and Secretary of State for
Trade and Industry by December 1999.
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Appendix IV

Composition and Operations of the National Wages Council in Singapore

Composition
A.1
There are three parties in the National Wages Council (NWC)
representing different interest groups and appointed differently. The three groups are
the employers’ representatives, the employees’ representatives and the government
representatives. The ten employees’ representatives are nominees of the National
Trades Union Congress (NTUC) and the ten employers’ representatives are
nominees of various employers’ organizations in Singapore. Four permanent
secretaries from the Cabinet are in the NWC.
A.2
The NWC has a chairman who is an academic and who is
independent of the government and of the other two parties. The chairman is
appointed by the government. Professor Lim Chong Yah has been Chairman of the
NWC since its formation in February 1972. He is Professor of Economics at the
Nanyang Business School, Nanyang Technological University.

Operational Task
A.3
The operational task of the NWC is to issue wage guidelines
annually. As the NWC is national in perspective, the council is interested in the
direction of the wage trend for the nation as a whole. It does not get involved in
wage negotiations at the micro level. The decision to adopt whatever rates of wage
increase is left to the direction of individual branch unions and the respective
employers, although it is encouraged that the NWC recommendations be adopted as
a guide for reference.

Consensual Recommendations
A.4
The NWC guidelines are arrived at by consensual negotiations
among representatives of the government, management and workers. Thus, the
process reflects the procedures of rule-making which each party undertakes, such as
the government in taking into consideration the welfare of society as a whole and
the economic well-being of the nation, the management in giving consideration to
the need to be competitive, and workers in giving consideration to the cost-of-living,
and all three parties on the whole in giving consideration to global and domestic
economic performance.
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A.5
NWC decisions on wage guidelines are made unanimously, and not
by majority vote. Although there is no legal obligation on the part of the parties
concerned to implement the agreement they have put their signatures to, the
agreement carries with it a moral weight. The practice of consensus prevents any
one group from imposing its will on others. However, this also means that any
group can put a stop to all proceedings. Thus, it is necessary that the various interest
groups agree to compromise. Effectively, this means that the NWC decision is
restricted to those areas in which consensus can be obtained.

Confidential Deliberations
A.6
Another feature is that all NWC deliberations are confidential.
According to the NWC, this has two advantages. First, it is easy for any group to
adjust their stance on wage issues without feeling embarrassed about retreating.
Secondly, no group can use the NWC as a forum for political or other reasons.

Research and Library Services Division

page 95

Legislative Council Secretariat

Minimum Wage Systems

Appendix V

National Wages Council’s Revised Wage Guidelines for 1998 - 1999

Background
A.1
The National Wages Council (NWC) recommendations on wage
guidelines for 1998 - 1999 issued in May 1998 called for wage restraint and nonwage cost cutting measures. The wage guidelines were formulated against the
backdrop of the regional economic turmoil and the economic growth forecast by the
Ministry of Trade and Industry (MTI) between 2.5% and 4.5%. However, the
economic situation in Southeast Asia deteriorated further in mid-1998. MTI’s
growth forecast for 1998 was then revised downwards in June 1998 to between 0.5%
and 1.5%. The NWC was accordingly reconvened in September 1998 to review its
May recommendations.

Revised NWC Wage Guidelines
A.2
In formulating the revised guidelines, the NWC aimed to achieve the
following objectives: (i) instil greater confidence among global investors in the
Singaporean economy; (ii) help companies regain their cost-competitiveness; (iii)
preserve jobs for workers and minimize unemployment. To meet these objectives,
the NWC made the following recommendations.
A.3
In its revised guidelines, the NWC called for a reduction in both
wage and non-wage cost to help companies regain their competitiveness. It
recommended a cut in the total wage costs by 5% to 8%, which together with the
10% point cut in employer’s Central Provident Fund (CPF) contribution would
achieve the overall reduction of 15% in wage cost. The main instrument to achieve
the 5% to 8% wage reduction should be the variable components (e.g. bonuses and
the 13th month payment) under the flexible wage system.
A.4
Any across the board cut in wages would affect the lower income
employees more severely than the higher income group. The NWC urged employers
to consider moderating the wage cut for lower income employees by implementing a
deeper cut for the higher income executives to affect the desired extent of reduction
in total wages. The government, as a major employer in Singapore, takes the lead in
implementing the revised wage recommendations.
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Reduction in Non-wage Costs
A.5
To reduce the cost of doing business in Singapore, the NWC urged
the government to substantially reduce the non-wage costs such as rentals,
telecommunication and utility charges, transport costs and government fees. The
NWC also urged the government to increase the productive capacity of the nation
through more government development spending and through more investment in
human capital.

Acceptance of the Revised Guidelines
A.6
The NWC’s revised wage guidelines superseded the wage restraint
guidelines issued in May 1998 and are valid until 30 June 1999. The NWC will
meet again in April/May 1999 to review and update the wage guidelines.
A.7
After studying the recommendations of the NWC, the government
accepted the revised guidelines in November 1998.
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Appendix VI
The Flexible Wage System in Singapore
Introduction
A.1
There are generally two types of wage payments systems, i.e. the
seniority-based wage system and the flexible wage system. Workers are rewarded
according to seniority under the former. Under the flexible wage system, workers
are rewarded with a fixed wage and a variable bonus according to national
performance, company profitability, and personal productivity performance. The
NWC initiated the use of flexible wage system in 1986 with an objective to
maximize employment and increase business competitiveness.

National Performance
A.2
National performance is measured with the use of various macro
economic data such as economic growth rate, export growth, inflation and
unemployment. Wage increase guidelines take into consideration national
performance.

Company Profitability
A.3
Company profitability is another factor considered. Wage rewards at
the company level should reflect changes in company profitability as well. The
National Wages Council (NWC) can only state the principles but would not give
each guideline for each company.
A.4
To reinforce this system, the NWC has recommended companies to
pay as much of the total wage increases as possible in the form of a variable
payment. The variable component should reflect the performance of the company.
For this payment, companies could consider paying in advance part of the total
annual variable payment based on their performance and, for those with exceptional
performance, a one-off special bonus to reward their employees.
A.5
The NWC advocates that the variable component of wage payment
should be worked up to 20% of the wage bill of each company, and currently for the
private sector, this component has reached an average of 16%. For the public sector,
the variable component has exceeded 20%. The variable component normally takes
the form of year-end bonuses.

Personal Productivity Performance
A.6
Each company should consider the individual performance within
each company. NWC has no intention to interfere in this area.
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Appendix VII
The Methodology Used by the Hong Kong Social Security Society
in Calculating the Minimum Wage Rate

The Fixing of a Minimum Wage in Hong Kong
A.1
The minimum wage must be fixed at a level sufficient to cover the
basic cost of living of workers and their dependent family members, that is to say,
the basic cost of living of an individual must not be below the poverty line.
A.2
According to the Poverty Rate of Hong Kong published by the Hong
Kong Social Security Society (HKSSS) in September 1997, the poverty line was
defined as HK$2,500 per month, which was calculated on the basis of the figures
gathered from the 1996 By-census. Each worker had to support 2.1 family
members. (Given that the average household size was 3.3 persons and the average
number of working members was 1.6 in 1996, each working member had to support
2.1 family members on average and this figure was referred to as the “dependent
rate”.)
A.3
Therefore, the level of minimum wage should be HK$2,500 x 2.1 =
HK$5,250 (as at 1996).
A.4
The level of minimum wage in Hong Kong for 1998 could be
calculated by making adjustments to the above figure according to inflation. The
inflation rate in 1997 was 5.8% and that for 1998 was estimated at 5%, so the
minimum wage for 1998 should be HK$5,250 x (1 + 5.8%) x (1 + 5%) = HK$5,832.
(For implementation, this figure could be rounded up to HK$5,850.
A.5
This level was in line with the international standard under which the
level of minimum wage should be between 40% and 60% of the average wage. As
the median wage rather than the average wage was employed in compiling statistics
in Hong Kong, the HKSSS used the median wage to make an estimate. The median
wage in 1997 was HK$10,000. Taking account of the 5% inflation rate in 1998, the
median wage in 1998 should be HK$10,500. A minimum wage of HK$5,832
accounted for 55% of the median wage. Moreover, the median wage was generally
lower than the average wage. It was therefore estimated that the above minimum
wage accounted for less than 45% of the average wage, and was considered to be an
appropriate and reasonable amount.
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Minimum Hourly, Daily and Weekly Wage
A.6
A 44-hour week is generally accepted in the international community
and Hong Kong as well. Given the global trend towards a shorter working week
(such as in China where a five-day week system is adopted), it was suggested that a
40-hour be adopted for calculation. In fact, even if the HKSSS adopted 44 hours as
the weekly working hours, hourly-rated workers would be deprived of the wage for
the one-hour lunch time every day. That meant the workers was remunerated for 39
hours of work. Therefore, it would be more appropriate to adopt 40 hours as the
statutory weekly working hours across-the-board.
A.7
Given that there were four weeks plus two working days in a month,
the monthly working hours amounted to a total of 168 hours. By dividing the
minimum monthly wage of HK$5,832 by 168 hours, the HKSSS obtained a
minimum hourly wage of HK$34.7 which could be rounded up to HK$35.
A.8
The minimum weekly wage was HK$34.7 x 40 hours = HK$1,388,
which could be rounded up to HK$1,400.
A.9
The minimum daily wage was HK$34.7 x 8 hours = HK$277.6 which
could be rounded up to HK$280.

Source: Hong Kong Social Security Society, A proposal for a Minimum Wage in Hong Kong, 1998.

Research and Library Services Division

page 100

Legislative Council Secretariat

Minimum Wage Systems

References:
1.

Alison, Wage and Salary Administration: A Guide to Understanding Principles
and Practice, CCH Australia Limited.

2.

Attorney-General's Department (Australia), Workplace Relations Act, 1996.

3.

Australian Industrial Relations Commission, Safety Net Review Wages, 1997.

4.

Australian Industrial Relations Commission, Safety Net Review Wages, 1998.

5.

Australian Industrial Relations Commission, Annual Report of the Australian
Industrial Relations Commission, 1998.

6.

Bazen, Gregory and Salverda, Low-Wage Employment in Europe, Edward Elgar
Publishing, 1998.

7.

Brown, Gilory and Kohen, "The Effect of the Minimum Wage Law on
Employment and Underemployment", Journal of Economic Literature, Vol. 20,
June 1982.

8.

Card and Krueger, The New Economics of the Minimum Wage: Myth and
Measurement, Princeton University Press, 1995.

9.

Census and Statistics Department, Half-yearly Report of Wage Statistics,
September 1998.

10. Census and Statistics Department, Quarterly Report on General Household
Survey, October - December 1998.
11. China Laws for Foreign Businesses, Regulations Concerning Minimum Wages
in Enterprises, November 1993.
12. China Laws for Foreign Businesses, Labour Law of the People's Republic of
China, July 1994.
13. Council of Labor Affairs, Monthly Bulletin of Labor Statistics, November 1998.
14. Council of Labor Affairs, Labor Standards Law of the Republic of China, 1998.
15. Chew Soon Beng and Rosalind Chew, Employment-Driven Industrial Relations
Regimes, Avebury Publishing Limited, 1996.
16. Ehrenberg and Smith, Modern Labor Economics, Addison-Wesley Press, 1996.
17. England, Industrial Relations and Law in Hong Kong, Oxford University Press,
1989.
18. Fine, Labour Market Theory, Routledge Press, 1998.
19. Ghellab, Minimum Wages and Youth Unemployment, Employment and Training
Paper 26, Employment and Training Department, International Labor Office,
1998.
20. Gitlow, Labor and Manpower Economics, Irwin Press, 1971.

Research and Library Services Division

page 101

Legislative Council Secretariat

Minimum Wage Systems

21. Government Information Office, The Republic of China Yearbook 1993, 1993.
22. Government Information Office, The Republic of China Yearbook 1997, 1997.
23. Hart, Bound by Our Constitution: Women, Workers, and the Minimum Wage,
Princeton University Press, 1994.
24. Hawke, "A Minimum Wage: Are We Returning to Justice Higgins?", Australian
Bulletin of Labour, June 1998.
25. Hong Kong Legislative Council Panel on Manpower, Meeting held on 29
October 1998 at 2:30 p.m., LegCo Papers No: CB(2) 87/98-99(01), 362/9899(01), 456/98-99(01), 480/98-99(01), 489/98-99(01), 495/98-99(02), 495/9899 (03), 495/98-99(04), 510/98-99(01).
26. Hong Kong Social Security Society, A Proposal for a Minimum Wage in Hong
Kong, 1998.
27. Hong Kong Special Administrative Region Government, Trade Boards
Ordinance (Cap. 63).
28. Incomes Data Services Ltd., Pay and Conditions in France, 1998.
29. International Labour Organisation, Minimum Wage Laws and Administration:
The Widening Gap, 1990.
30. International Labour Organisation, Minimum Wage Fixing in Japan, Labour
Law and Labour Relations Briefing Note 3, April 1997.
31. International Labour Organisation, Minimum Wage Fixing in South Korea,
Labour Law and Labour Relations Briefing Note 4, May 1997.
32. International Labour Organisation, Minimum Wage Fixing in France, Labour
Law and Labour Relations Briefing Note 12, August 1998.
33. Kosters, The Effects of the Minimum Wage on Employment, The American
Enterprise Institute, 1996.
34. Lal, The Minimum Wage: No Way to Help the Poor, The Institute of Economic
Affairs, 1995.
35. Lim Chong Yah, "National Wages Council: The Politics of Consensus",
Accounting and Business Review, Vol. 4, No. 2, July 1997.
36. Lim Chong Yah, "National Wages Council: Targets and Goals", Accounting
and Business Review, Vol. 4, No. 2, July 1997.
37. Lim Chong Yah, "National Wages Council: Issues and Initiatives, Accounting
and Business Review, Vol. 5, No. 1, January 1998.
38. Low Pay Commission, The National Minimum Wage, June 1998.
39. McCallion, The Federal Minimum Wage: Employment and Distributional
Effects, United States Congressional Research Service, 1996.

Research and Library Services Division

page 102

Legislative Council Secretariat

Minimum Wage Systems

40. McConnell and Macpherson, Contemporary Labor Economics, Irwin McGrawHill, 1999.
41. Ministry of Labour, Report on Wages in Singapore 1996, 1997.
42. Ministry of Labour (Japan), Minimum Wages Law, 1959.
43. Ng Sek Hong and Victor Fung Shuen Sit, Labour Relations and Labour
Conditions in Hong Kong, The Macmillan Press, 1989.
44. Ng Sek Hong, Sally Stewart and Chan Fun Ting, Current Issues of Workplace
Relations & Management in Hong Kong, The University of Hong Kong, 1997.
45. Nordlund, The Quest for A Living Wage: The History of the Federal Minimum
Wage Program, Greenwood Press, 1997.
46. Office for National Statistics, Britain 1999: The Official Yearbook of the United
Kingdom, 1999.
47. Official Record of Proceedings of Hong Kong Legislative Council on 4 August
1932.
48. Official Record of Proceedings of Hong Kong Legislative Council on 18
August 1932.
49. Official Record of Proceedings of Hong Kong Legislative Council on 30 May
1940.
50. Official Record of Proceedings of Hong Kong Legislative Council on 20 June
1940.
51. Organisation for Economic Co-operation and Development, Implementing the
OECD Jobs Strategy: Member Countries' Experience, 1997.
52. Organisation for Economic Co-operation and Development, Making Work Pay:
Taxation, Benefits, Employment and Unemployment, 1997.
53. Organisation for Economic Co-operation and Development, Employment
Outlook, June 1998.
54. Organisation for Economic Co-operation and Development, Benefit Systems
and Work Incentives, 1998.
55. Pollin and Luce, The Living Wage: Building A Fair Economy, The New Press,
1998.
56. Reynolds, Master and Moser, Labor Economics and Labor Relations, Prentice
Hall, 1998.
57. Spriggs and Klein, Raising the Floor: The Effects of the Minimum Wage on
Low-Wage Workers, Economic Policy Institute, 1994.
58. Starr, Minimum Wage Fixing: An International Review of Practices and
Problems, International Labour Office, 1993.

Research and Library Services Division

page 103

Legislative Council Secretariat

Minimum Wage Systems

59. Statistical Office of the European Communities, Minimum Wages 1997: A
Comparative Study, 1998.
60. Tachibanki, Wage Determination and Distribution in Japan, Clarendon Press,
1996.
61. Turner, The Last Colony: But Whose?, The University of Cambridge Press,
1980.
62. United States Department of Labor, Growth of Labour Law in the United States,
1967.
63. United States Department of Labor, The Fair Labor Standards Act of 1938: As
Amended, 1997.
64. United States Department of Labor, Handy Reference Guide to the Fair Labor
Standards Act, 1998.
65. United States Department of Labor, Minimum Wage and Overtime Hours Under
the Fair Labor Standards Act, 1998.
66. United States Social Security Administration, Social Security Programs
Throughout the World, 1995.
67. Whittaker, The Federal Minimum Wage and Selected Bibliography, United
States Congressional Research Service, 1995.
68. Whittaker, The Minimum Wage: An Overview of Issues before the 104th
Congress, United States Congressional Research Service, 1995.
69. Whittaker, The Minimum Wage: An Overview of Issues before the 105th
Congress, United States Congressional Research Service, 1998.
70. World Bank, World Development Indicators, 1998.
71. 單驥，基本工資之釐訂與檢討，人中華經濟研究院經濟叢書。
72. 行政院勞工委員會，勞動基準法暨施行細則附，中華民國八十七年六月。

Research and Library Services Division

page 104

