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ABSTRACT

The goal of this study is to identify and compare the determinants of national minimum wage (NMW) dynamics
in Japan and South Korea over a two-decade period (2004-2023). Several methodologies for constructing
a macroeconomic panel dataset, encompassing diverse indicators, are utilized to estimate regression and
correlation-based econometric models. The quantitative findings are corroborated by qualitative results
from other studies, enhancing the assessment of the minimum wage’s elasticity concerning several aspects,
including inflation and productivity. The results demonstrate that the primary determinants of adjustments to
NMW in both economies are consumer price index (inflation) and gross domestic product per capita, whereas
unemployment and income inequality factors are less statistically significant. Moreover, empirical analysis
illustrates that the Japanese economy reacts with greater moderation to adjustments in determinants than
the South Korean economy, which experiences a stronger inflation pass-through effect. This difference is
potentially due to institutional constraints and regional variations that influence the elasticity of NMW
adjustments in relation to macroeconomic variables. In conclusion, this study illustrates how the minimum
wage policies in Japan and South Korea are strongly influenced not only by inflation and productivity trends
but also by differences in institutional structures, which affect the magnitude and speed of adjustment to NMW.
The authors succeeded in closing a major research gap of effective cross-country analysis and evaluation of
the minimum wage dynamics, demonstrating that local economic zones should implement their own wage
and cost adjusting system, adopt indexation of inflation, and support small enterprises.
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OPUTMHAJIbHASA CTATbA

MdakTopbl, onpeaensiowine AUHAMUKY
MUHUMANIbHOW 3apabOTHOI NnaThbl:
CpaBHUTEJIbHbII SKOHOMETPUYECKUN aHANU3
AnoHum u K0xxHoMn Kopeu

N. fynta?, M. Knwop®

2MexayHapoaHas wkona Henpa, yban, ObbenmHeHHble Apabckue IMMpaThl;
® Muancekckuit yHusepcutert, lybait, 06beanMHeHHble Apabckue IMUpaThbl

AHHOTALUMNA
Llenb naHHOro nccnenoBaHns — BbiSIBIeHUE M CpaBHeHWe HaKTOPOB, ONpeaensoLmX AMHAMUKY HaLMo-
HaNbHOW MMHMManbHOM 3apaboTHoi naaTel (HM3) B inoHun n HOxHol Kopee 3a aBa aecatunetus (2004 -
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2023 rr.). MeToponorus: Ans OLEHKM IKOHOMETPUYECKMX MOLeNlel, OCHOBAHHbIX Ha perpeccuun u Kkoppens-
LMK, UCMONb3YETCS HECKONbKO METOAMK MOCTPOEHUS MaKpPO3KOHOMMUYECKOM MaHeNn OaHHbIX, BKIIOYatoLWwen
pa3nnyHble nokasatenu. KonnyecTBeHHble pe3ynbTaTbl MOATBEPXKAAOTCS KAYECTBEHHBIMU AAHHBIMU LPYTUX
MCCNenoBaHMM, YTO YNyYLLIAET OLLEHKY 3/1aCTUMHOCTM MUHMMANbHOM 3apaboTHOM NaaTbl MO HECKONbKUM
acnekTaM, BKJIl0Yas MHPAALMIO U NPOU3BOAUTENLHOCTb TPyAa. Pe3ynbTaTbl NOKa3bIBAKOT, HTO OCHOBHbIMMU
dhakTopamu, onpegensowmMMmn KoppektupoBkn HM3 B 06emnx cTpaHax, aBAsSOTCS MHOEKC NOTPeOUTENbCKMX
LueH (MHbNAUMS) M BaNOBOM BHYTPEHHMI NPOAYKT HA AyLWY HaceneHus, B TO BpeMa Kak GakTopbl 6e3pa-
60TMLbI M HEpPABEHCTBA LOXOA0B UMET MEHbLUYID CTaTUCTUYECKYI 3HAUYMMOCTb. KpoMe TOro, amnupuye-
CKWW aHanM3 NOKa3blBAET, YTO AMOHCKA 3KOHOMMKA pearnpyeT Ha KOPPEKTUPOBKM PAaKTOPOB C HosbLiei
YMEPEHHOCTbI, YEM HOXKHOKOPEMCKAs IKOHOMMKA, KOTOPAs UCMbITbiIBAeT 60see cuibHbIM 3D PeKT nepeHoca
UHONAUMK. DTO pa3nmymne NoTeHuManbHO 00YCI0BNEHO MHCTUTYLMOHANbHBIMKU OTPAHUYEHUSAMU U peruo-
HaNbHbIMWU Pa3NNYUAMMU, BAUSIOLLMMM HA 3N1ACTUYHOCTb KOPPEKTUPOBKM MUHUMANbHOM 3apaboTHOM nnaThbl
MO OTHOLEHMI0 K MAKPO3IKOHOMMYECKMM NEPEMEHHbIM. [JaHHOe nccnenoBaHMe NOKa3bliBAET, YTO NOUTUKA
MUHMManbHOM 3apaboTHOM nnatbl B AnoHUKM 1 KOxHOM Kopee CMIbHO 3aBUCUT He TOJIbKO OT TEHAEHUMI UH-
bnsuMM M NPOU3BOAMTENBHOCTU, HO M OT Pa3NNYUA B MHCTUTYLMOHANbHbIX CTPYKTYpax, KOTOpble BAMSIOT Ha
MacwTabbl U CKOPOCTb KOPPEKTUPOBKM MUHMMAJIbHOM 3apaboTHOM nnatbl. ABTOpaM yaanoCb BOCMONAHUTb
CYLW,EeCTBEHHbIM Npoben B MCCef0BaHUSAX MEXCTPAHOBOMO aHanM3a U OLEHKU OAMHAMWUKU MUHUMAIbHOM
3apaboTHOM NaaTbl, NPOLEMOHCTPUPOBAB, YTO MECTHblE 3KOHOMMUYECKME 30HbI LOJIKHbI BHEAPSATb COOCT-
BEHHbIE CUCTEMbI KOPPEKTUMPOBKM 3apabOTHOM NnaTbl M U3LEPXKEK, MPUMEHATb MHAEKCALMIO MHDNALUM
M NOALEPXKMBATb Masible NPeanpuUsTUs.

Knwueewie cnoea: MmHuManbHasa 3apaboTHas nnaarta; nonnTuka 3apaboTtHoi nnatol; AnoHus; KOxHaa Kopes;
PbIHKM TPYAa; 3KOHOMETPUYECKMI aHANN3; CPAaBHUTENbHbIM aHaNN3; MaKpO3KOHOMMUYECKME NepPeMEHHbIe; UH-
bnaums; Nnpon3BOAUTENBHOCTD

Ans yumuposanus: Gupta P., Kishore P. Determinants of minimum wage dynamics: A comparative econometric
analysis of Japan and South Korea. Review of Business and Economics Studies. 2025;13(4):6-30. DOI:
10.26794/2308-944X-2025-13-4-6-30

Introduction
Minimum wage policies have acted as fundamen-

nomic dynamics, operate under different principles
within these countries. Japan has experienced con-

tal government tools for decades, helping regulate
labor markets and solve problems connected to
income distribution together with economic sta-
bility and basic living standards alongside com-
munity stability. The policies decrease economic
differences between individuals while maintaining
essential living requirements, particularly in na-
tions classified as advanced economies [1]. How-
ever, the process of determining minimum wages
requires detailed analysis because they depend on
multiple macroeconomic elements which include
inflation, unemployment and social statistics [2].
In this paper, we analyze these key factors through
a comparative empirical assessment of two East-
ern Asian countries, Japan and South Korea, to de-
velop relevant policy solutions for existing chal-
lenges.

The two Organisation for Economic Co-operation
and Development (OECD) members Japan and South
Korea, maintain common economic characteris-
tics, including similar population age distributions
alongside similar gross domestic product (GDP)
values. The labor markets, together with macroeco-

tinuous economic stagnation since the 1990s asset

price collapse. The partnership between low produc-
tivity growth and population aging with deflation

pressures their labor market and make wage-setting

more complicated. The economic transformation

through Abenomics programs delivered initial re-
covery, yet these policies did not maintain constant

economic expansion. Japan faces structural barri-
ers from public debt problems together with weak
domestic market activity and an export-based eco-
nomic model, which limits its economic stability and

minimum wage initiatives.! For realistic economic

stability, Japan needs to design wage strategies that
sustain employment while growing pay levels to

strengthen both consumption patterns and national

economic stability.

After the mid-20™ century, South Korea demon-
strated exceptional economic growth, which turned
the country into a major industrialized economy.
Recent times, though, have revealed Japan-style

! Organisation for Economic Co-operation and Development.
2023. Japan country profile. URL: https://www.oecd.org/en/
countries/japan.html
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demographic challenges in addition to progressively
diminishing growth levels that accompany increas-
ing household debts along with inequality problems
[3]. Youth employment and underemployment are
essential to examine, as they make implementing
proper minimum wage policies that achieve social
stability along with economic growth extremely
difficult [4, 5]. The foundational strength of South
Korea’s economy faces risks due to its emphasis
on technological exports and automotive exports,
making it extremely vulnerable to global economic
changes. South Korea puts together minimum wage
policies to combat both high-income disparities and
economic development needs, simultaneously with
its reduced workforce size.

A joint analysis of South Korean and Japanese
economies is essential, as they both belong to the
OECD alliance and possess matching industrial
sectors and population characteristics. The aging
populations and declining workforces and mount-
ing social welfare expenses create heavy pressure
on labor markets as well as wage-setting systems
in each country [6, 7]. The analysis of minimum
wage policy adjustments resulting from socioeco-
nomic changes leads to essential knowledge about
solving income distribution and social unrest chal-
lenges. The comparative study of Japan and South
Korea is valuable given their OECD membership
and similar industrial and demographic structures.
Both countries face aging populations, shrinking
workforces, and rising social welfare costs, pressur-
ing labor markets and wage-setting mechanisms [6,
8]. Understanding how these shifts influence mini-
mum wage policies is crucial for addressing income
distribution, equity, and social stability. Based on
theoretical expectations and pre-existing empirical
findings regarding which mechanisms are involved,
our study tests the following key hypotheses:

H1: Inflation has a positive effect on minimum
wage levels in both Japan and South Korea, expect-
ing that governments adjust wages to maintain the
real purchasing power of citizens.

H2: GDP per capita should have a positive asso-
ciation with changes in minimum wage levels, since
greater productivity growth could lead to greater
capacities in wage-setting mechanisms.

H3: Greater unemployment should lead to lower
minimum wage level changes, indicating a negative
relationship.

H4: Increased income inequality (Gini coeffi-
cient) should indicate greater pressure on increasing

the minimum wage, but this could be impacted due
to other social and political constraints, thereby
leading to a diminished potential empirical effect.

H5: The magnitude (strength and significance)
of the impact of these determinants could differ
between Japan and South Korea, given that key
differences exist in the framework for wage setting.

1.1. Overview of the Japanese minimum
wage system
The Japanese minimum wage system functions
through minimum wage divisions specific to both
regions and individual industries. The Japanese
government established this system through the
Minimum Wage Act of 1959 but performed major
reforms in 2007 to link wages with the local cost
of living. The established structure enables adjust-
able minimum wage combinations to suit the dif-
ferent economic conditions among diverse popu-
lation centers across the country by being flexible.

1.1.1. Regional adjustments

and governance

Every year, the Central Minimum Wage Council
under the Ministry of Health, Labour, and Wel-
fare (MHLW) Labour Standards Bureau develops
national minimum wage standards.? National
predictions concerning inflation and economic
developments receive input from employer and
labor representatives before integration into as-
sessment guidelines. The prefectural councils
transform MHLW policy into local minimum wage
legislation for each of the 47 prefectures through-
out Japan.® The minimum wage rate stands at
¥ 1,163 ($ 8.01) per hour in Tokyo for 2024 as the
city experiences high living costs, but the lower
¥ 951 ($ 6.56) rate is kept for prefectures such as
Akita and Kochi, following the lower cost basis of
these areas.* Through its decentralized structure,
the system maintains national policy goals with
different economic conditions between regions
and accommodates for the disparities.

? Ministry of Health, Labour and Welfare (MHLW): Monthly
Labour Survey. (n.d.). URL: https://www.mhlw.go.jp/english/
database/db-1/monthly-labour.html

5 Ministry of Health, Labour and Welfare (MLHW): Survey on
wage increase. (n.d.). URL: https://www.mhlw.go.jp/english/
database/db-1/wage-increase.html

4 Wagelndicator Foundation. (2024). Minimum wages in Japa-
nese Prefectures. URL: https://wageindicator.org/salary/mini-
mum-wage/japan
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1.1.2. Industry-specific wages

In addition to regional wages, certain industries,
such as construction and electronics manufactur-
ing, establish higher minimum wages based on
sector-specific productivity and labor intensity.®
These rates, also negotiated by labor unions, em-
ployers, and councils, help to protect workers in
demanding fields from being undercompensated
and accommodate for any variations in economic
activity across sectors, without imposing uni-
form wage standards that may disrupt the broader
economy.

1.1.3. Key reforms and challenges

In 2007, a major reform took place, where it be-
came mandatory for minimum wages to be linked

with local living expenses, making them better
respond to both inflation levels and regional eco-
nomic developments. The transformation of mini-
mum wages takes place yearly through prefectural

assessments, which brings continuous nationwide

wage growth. The wage adjustments created bet-
ter income protection for minimum wage earners

while minimizing urban poverty across urban ar-
eas such as Tokyo, together with Osaka and Yo-
kohama. The wage increases protect worker in-
come yet lead to restricted employment prospects

for young uneducated staff members, especially
in small and medium-sized enterprises (SMEs),
which face difficulties absorbing higher labor costs

[9, 10]. Additionally, the urban-rural wage gap ex-
acerbates economic inequality, pushing young
people in low-paying rural regions toward seeking
employment in cities, which creates both local de-
mographic change and workforce imbalance that
weakens regional economies [11].

Moreover, according to Morikawa, the available
data shows that there are minimal productivity im-
provements resulting from wage increases, mainly
affecting businesses that depend on unskilled work-
ers [12]. These findings raise concerns about the
competitiveness of SMEs and highlight the need for
policymakers to implement sustainable economic
policies. The wage requirements create compli-
ance challenges when small businesses fail to pay
employees enough, undermining the system from
its purpose of securing proper wages.

5 Japan Institute for Labour Policy and Training JILPT. 2023.
Labour market statistics datasets and reports. URL: https://
www.jil.go.jp/english/estatis/databook/index.html

1.1.4. International comparisons and future
considerations

Japan maintains minimum wage rates have
stayed below those of other developed nations,
both in their current values and their purchasing
power parity (PPP) values. For instance, two OECD
member states, France and Germany have more
robust and stronger minimum wage standards for
their low-income workers with the implementation
of more aggressive policies. Future modifications
of the minimum wage need to achieve an exact
equilibrium, and wage policy revisions need to
prevent new employment splits between workers
and businesses to avoid augmenting geographical
inequalities. Though the current framework in Ja-
pan has increased minimum wages for low-income
workers, its success remains limited by maintenance
challenges with regional unbalanced development
and employment changes alongside productivity
stagnation.

1.2. Overview of the South Korean
minimum wage system

South Korea’s minimum wage system, established
under the Minimum Wage Act of 1986, provides a
legal framework designed to ensure fair wages, re-
duce income inequality, and improve living stand-
ards. At its core, the Minimum Wage Commission
(MWC), an independent tripartite body comprising
representatives from labor unions, employer as-
sociations, and the government, annually reviews
and adjusts the national minimum wage (NMW).
This system has been shaped by evolving politi-
cal, social, and economic considerations, reflecting
South Korea’s broader socio-economic goals.

1.2.1. National structure and regional wage
debate

Unlike Japan, where minimum wages vary by re-
gion, South Korea enforces a unified national
minimum wage. In 2023, this rate stands at 9,620
South Korean Won (KRW) per hour ($ 7.40), up
from 8,590 ($ 6.50) KRW/hour in 2020.° Having a
regionalized system would mean that a uniform
national minimum wage does not account for
stark differences in living costs between urban
centers like Seoul and rural areas such as Gang-
won-do, and this could mean that regional varia-

¢ Statista. 2023. Minimum wage in South Korea. URL: https://
www.statista.com/statistics/641616/south-korea-minimum-
wage/
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tion could better address these disparities. How-
ever, contrary to this, variation, like in Japan, could
highlight concerns over potential administrative
complexities and the exacerbation of regional in-
equalities.

1.2.2. Wage growth and economic effects
Since the implementation of the Minimum Wage
Act, South Korea has experienced consistent wage
growth, often driven by the government’s efforts
to reduce wage inequality. Notably, the 16.4%
hike in 2018 aimed to boost sustainable economic
growth” and financial pressures on low-income
workers, mainly working in the retail, hospitality,
and agriculture sectors. According to the Korea
Development Institute Statistical Data, these in-
creases have raised the income of low-wage work-
ers and reduced poverty rates. Additionally, some
industries are likely to benefit from productivity
gains tied to wage growth, contributing to eco-
nomic stability in specific sectors [13, 14].

Despite these benefits, rapid wage increases have
sparked concerns about their impact on SMEs and
vulnerable worker groups. SMEs constitute a sig-
nificant portion of South Korea’s economy but have
struggled to absorb the higher labor costs,? particu-
larly in low-margin industries, such as small-scale
manufacturing and convenience stores. This has led
to cost-cutting measures such as reduced working
hours, automation, and delayed hiring. Therefore,
such strategies would undermine the intended ben-
efits of wage hikes for workers.

1.2.3. Employment challenges and youth
impact

Current studies have shown that increasing mini-
mum wage standards produces varied effects
on the labor market. While many workers have
escaped poverty due to wage increases that oc-
curred as a result of more aggressive minimum
wage policies, these increases have generated dif-
ficulties with employment for young people and
disadvantaged vulnerable groups. Students and
young workers now struggle to access part-time
jobs due to minimum wage increases diminishing

" International Monetary Fund (IMF). 2018. Republic of Korea:
Selected Issues IMF Country Reports. URL: https://www.doi.
0rg/10.5089/9781484341636.002
8 International Monetary Fund (IMF). 2018. Republic of Korea:
Selected Issues IMF Country Reports. URL: https://www.doi.
0rg/10.5089/9781484341636.002

their affordability for firms. This ongoing situation
creates rising youth unemployment, especially in
some industries. Using the Bank of Korea Inflation
Rate Data and Reports,” SMEs found it difficult to
adapt their wage structure; consequently, these
businesses reduced their workforce numbers.!°

1.2.4. Policy enforcement and compliance
gaps

Ensuring compliance with minimum wage regu-
lations remains a persistent challenge. Rules
governing minimum wage apply to major cor-
porations, but many small companies, together
with unregulated informal businesses, tend to
disregard these requirements. Therefore, migrant
workers, together with temporary ones, remain
especially exposed to wage exploitation, since
their contracts contain many loopholes, and en-
forcement systems lack adequate strength. Labor
inspections require improvement, together with
tougher punishment systems against companies
that fail to meet standards as a result.

1.2.5. International comparisons and future
considerations

When benchmarked against other OECD nations,
South Korea’s minimum wage is relatively high,
surpassing Japan’s, but falls below countries like
Germany and Australia, where wages are more
closely tied to living costs.!! The country’s annual
wage increases, though, are also among the most
aggressive in the OECD, reflecting its ambition
to address income inequality. Looking forward,
South Korea faces key policy challenges in bal-
ancing wage growth with economic sustainability,
and as a result, policymakers must evaluate all of
the benefits of higher wages against the potential
risks to SME viability and employment rates. The
ongoing debate over regionalizing the minimum
wage highlights the need for nuanced solutions
that can favor both local economic conditions and
national socio-economic goals. As the economy
evolves, factors such as an aging population, la-
bor shortages, and global economic uncertainties

° Bank of Korea. 2022. Annual Reports | Periodicals | News and
Publications. URL: https://www.bok.or.kr/eng/bbs/E 0000740/
view.do?nttId=10078310&menuNo=400221

10 Bank of Korea. 2023. Core inflation rate (CPI less food and
energy) data. URL: https://www.bok.or.kr/

1 Numbeo. (n.d.). Cost of living in Japan and South Korea. URL:
https://www.numbeo.com/cost-of-living/
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could further complicate these decisions, there-
fore demanding a careful equilibrium between eg-
uity and competitiveness.

2. Literature review
2.1. United States

Card and Krueger’s study revealed that employ-
ment in New Jersey increased after the wage hike,
and by employing surveys and difference-in-dif-
ferences analysis, the study established a causal
link between wage policies and labor market out-
comes, becoming a cornerstone for subsequent
research into minimum wage effects [15]. Despite
its influence, the study faced critiques over self-
reported data biases and potential regional distor-
tions. Neumark and Wascher’s analysis highlight-
ed mixed results in the literature, emphasizing
that minimum wage impacts depend on regional
economic conditions and labor market structures,
and this underscores that US minimum wage de-
bates remain dynamic and highly context-sensi-
tive, with effects varying based on economic and
institutional contexts [16].

In addition to this, in the US, Clemens examined
the employment effects of minimum wage increases
on firms, also considering the relevance of non-
employment margins, and by using longitudinal
data from the Current Population Survey (CPS), they
found that the employment impacts of minimum
wage hikes were more pronounced during periods
of less growth, particularly in vulnerable sectors
like retail and hospitality [17]. While their findings
supported Card and Krueger’s assertion that mod-
erate wage increases need not reduce employment,
they highlighted the context-dependence of these
outcomes. Their study adds to the growing body
of literature emphasizing regional and temporal
dimensions in wage policy analysis, and by focusing
on recessions, Clemens and Strain provide insights
into the interaction between economic conditions
and minimum wage effects, expanding our under-
standing of wage policies in dynamic labor markets
[15, 17].

The global literature on minimum wage policies
reveals that there are diverse impacts shaped by
institutional and economic contexts, where stud-
ies like Card and Krueger and Dolton, Bondibene,
and Wadsworth demonstrate that minimum wage
increases can reduce inequality without major job
losses, challenging traditional economic models
[18]. Meanwhile, research in Japan by Nakakubo

and Ishii highlights the importance of addressing
labor market dualism to achieve equitable outcomes
[19, 20]. In addition to this, Clemens and Strain
further underscore the significance of regional and
temporal variations, particularly during economic
downturns, and collectively, these studies provide a
nuanced understanding of minimum wage policies,
emphasizing the need for tailored approaches based
on local economic and institutional conditions [17].

2.2. United Kingdom

Dube, Lester, and Reich explore the wage spillover
effects of the National Minimum Wage (NMW)

in the UK, focusing on wage inequality and eco-
nomic mobility, and in their study, they use data

from the Labour Force Survey (LFS) and a quasi-
experimental design, finding that minimum wage

increases compress wage distribution, particu-
larly benefiting workers just above the minimum

wage [21]. The authors also build on earlier stud-
ies, namely those of Machin and Manning, and

more recent work by Dolton et al., which suggest
that minimum wage policies can reduce wage in-
equality without significantly affecting employ-
ment in countries with strong labor institutions

[18, 22]. The review also highlights that the mag-
nitude of spillover effects depends on labor mar-
ket institutions and enforcement mechanisms.
Ultimately, Dube et al. argue that under the right
conditions, minimum wage policies can achieve

distributional goals without severe employment
consequences [21].

Furthermore, their research also analyzed the
effects of the National Minimum Wage (NMW)
introduced in the UK in 1999, where, unlike the US,
where federal and state minimum wages diverge,
the UK’s uniform NMW allows broader insights
into wage dynamics. Their study, using longitu-
dinal data and regression analysis, found that the
NMW significantly reduced wage inequality at the
lower end of the distribution without substantial
employment losses, even among young and low-
skilled workers. These findings align with Machin
and Manning’s conclusion that minimum wages
can compress wage inequality without severe
job cuts, challenging neoclassical predictions
[22], and Dolton et al.’s work highlights the im-
portance of strong labor market institutions in
shaping policy effectiveness, offering valuable
lessons for policymakers in designing equitable
wage systems.

11
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2.3. Japan

Nakakubo provided a comprehensive overview of
Japan’s highly regionalized minimum wage sys-
tem, emphasizing the influence of regional eco-
nomic conditions and dual labor market dynam-
ics. Non-regular workers — such as part-time and
temporary employees — often earn near the min-
imum wage, exacerbating income inequality. The
Minimum Wage Council, comprising representa-
tives from labor unions, employers, and public
officials, balances social harmony with economic
efficiency in wage-setting decisions. Nakakubo’s
work underscores Japan’s unique socio-political
approach to wage policies, a perspective ech-
oed by Ishii, and together, these studies empha-
size the distinctiveness of Japan’s labor market,
where minimum wage policies aim to maintain
societal balance while addressing economic dis-
parities [19, 20].

Building on Nakakubo’s findings, Ishii also exam-
ined the minimum wage effects on Japan’s dual labor
market, focusing on non-regular workers, and using
econometric modeling and time-series data, they
found that wage increases benefitted non-regular
workers without significantly affecting employment
[20]. They also identified a “wage spillover” effect,
where minimum wage hikes raised wages for those
slightly above the threshold, reducing wage in-
equality further, but it is important to note that the
persistent dualism in Japan’s labor market remains
a barrier to equitable outcomes, and these findings
parallel Dolton et al.’s study in demonstrating that
well-designed minimum wage policies, supported
by robust labor market institutions, can achieve
redistribution goals without substantial employ-
ment losses [18].

2.4. South Korea
Kim investigates the impact of South Korea’s
2002 to 2008 minimum wage increase on youth
employment, using data from the Korean Labour
and Income Panel Study (KLIPS) and fixed-effects
regression models [23].!2 Kim’s literature review
integrates both international and domestic per-
spectives, referencing foundational studies like
Card and Krueger and Neumark and Wascher [15,
16], while also focusing on South Korea’s dual

12 Korean Labour Institute. 2015. Korean Labor and Income
Panel Study (KLIPS), 1998-2206: Wave 1-9 (M1194) — Har-
vard Dataverse Dataset. URL: https://www.doi.org/10.7910/
dvn/kkujww

labor market, given that Kim specifically points

out that South Korea’s high youth unemployment
and the prevalence of non-regular workers make

wage increases particularly impactful for young,
low-skilled workers. Based on Neumark and

Wascher’s research, Kim argues that while in-
creasing minimum wages benefits lower-income

workers, it intensifies youth joblessness — par-
ticularly when labor markets function in distinct
segments, and minimum wage policy evaluations

therefore require an examination of present so-
cioeconomic conditions, as they impact analysis

outcomes.

Moreover, Doh et al. later conducted research
that evaluates how South Korean minimum wage
policies shape income distribution and consumer
market dynamics [4], alongside insights from Jung
[24]. Results from their research, which involves
data from the Minimum Wage Commission, to-
gether with OECD databases, show wage increases
improve purchasing behavior among households
while decreasing economic disparities/income
inequalities. Drawing on classical and modern
economic research, including Haanwinckel and
other works by Acemoglu and Autor, they argue
that higher minimum wages increase disposable
income for low-wage workers, leading to greater
consumer spending [4, 24—-26]. The review extends
the work by Clemens and Strain, which examined
consumer behavior, and finds that while wage in-
creases boost consumption and economic activity,
they also pose risks, such as inflationary pressures
and reduced competitiveness for small businesses.
The authors emphasize the need for complementary
policies, such as SME support and inflation control,
to mitigate these risks. These studies collectively
emphasize the importance of contextual factors,
such as labor market structure and institutional
support, in determining the effects of minimum
wage policies. While the literature suggests that
wage increases can reduce inequality and boost
economic activity, they also highlight potential ad-
verse effects, particularly for vulnerable groups like
youth and small businesses. Therefore, minimum
wage policies should be implemented alongside
supportive measures to maximize their benefits
while minimizing negative consequences.

In addition to this, the fact that the current
literature emphasizes that current minimum
wage policies do not only affect macroeconomic
variables but also social outcomes such as income

12

rbes.fa.ru



Determinants of Minimum Wage Dynamics: A Comparative Econometric Analysis of Japan and South Korea

distribution, poverty reduction, and the well-being
of vulnerable groups as well illustrates the situa-
tion in Japan and South Korea, where these groups

include youth workers and a large proportion of
SMEs employing low-wage labor. However, due to

the lack of comparable indicators and empirical

measures available for these variables, our study,
instead, incorporates values of Gini coefficients

to find income inequality and looks at extreme

poverty indicators and conceptually acknowledges

that some variables that represent the remaining
portion of the social impact of minimum wage

policies could include factors such as employment
shares that are specific to each sector. In order to

address these limitations at a greater level, we

also supplement our quantitative evidence with

qualitative evidence that is discussed in the pre-
vious literature on specific groups. Consequently,
though our regression analysis may highlight
limited statistical significance between wage dy-
namics and inequality measures, our qualitative

interpretation will integrate the possibility for
broader social impacts that are evidenced in other
literature sources.

3. Methodology
This paper uses econometric models as well as
macroeconomic data of the past 20 years (from
years 2004 to 2023) to analyze the determinants
of minimum wage in Japan and South Korea. The
econometric estimates use annual panel data
sources that can be obtained from various reli-
able sources, including national statistical or-
ganizations!> 14151617 the World Bank,!8 1920, 21

13 National Institute of Population and Social Security Re-
search, Japan. 2014. Poverty and social security statistics. URL:
https://www.ipss.go.jp/s-info/e/ssj2014/006.html

4 National Statistical Office, South Korea. (2023). Gini coeffi-
cient and poverty data. URL: https://kostat.go.kr/

15 Statistics Bureau of Japan. 2023. Consumer price index (CPI)

data (Official Statistics Portal. URL: https://www.stat.go.jp/
english/data/cpi/158c.html

16 Ministry of Employment and Labour, South Korea. 2023.
Minimum wage commission statistics. URL: https:/www.mini-
mumwage.go.kr/english/introduce/minWage.do

" Bank of Japan. 2023. Producer price index (PPI) data. URL:

https://www.boj.or.jp/en/

18 World Bank. 2023. Development Indicators. URL: https://da-
tabank.worldbank.org/source/world-development-indicators#

1 World Bank. 2023. Gini coefficient data. URL: https://data.
worldbank.org/indicator/SI.POV.GINI

20 World Bank. 2023. Population data for Japan. URL: https://
data.worldbank.org/indicator/SP.POP.TOTL?locations=JP

2 World Bank. 2023. Poverty data. URL: https://data.worldbank.
org/topic/poverty

Statista,?> %2425 26 Trading Economics,*" 2% FRED
Economic Data,**3! and other online sources,3% 3% 3
including the International Labour Organisation
Reports and International Monetary Fund* data
sources.

3.1. Data sources and variables

The dependent variable in the analysis is the mini-
mum wage level, while independent variables in-
clude the Consumer Price Index (CPI), GDP per
capita, unemployment rate, and the Gini coeffi-
cient. These variables capture critical economic,
social, and policy-related factors that influence
minimum wage adjustments.

22 Statista. 2023. Inflation rate in Japan. URL: https://www.
statista.com/statistics/270095/inflation-rate-in-japan/

3 Statista. 2023. Inflation rate in South Korea. URL: https://
www.statista.com/statistics/377275/inflation-rate-in-south-
korea/

24 Statista. 2023. Population of South Korea. URL: https://www.
statista.com/statistics/263747/total-population-in-south-
korea/

%5 Statista. 2023. Unemployment rate in Japan. URL: https://
www.statista.com/statistics/263700/unemployment-rate-in-
japan/

%6 Statista. 2023. Unemployment rate in South Korea. URL:

https://www.statista.com/statistics/263701/unemployment-
rate-in-south-korea/

¥ Trading Economics. 2023. Consumer price index (CPI) for
Japan. URL: https://tradingeconomics.com/japan/consumer-
price-index-cpi

28 Trading Economics. 2023. Core inflation rate (CPI less food

and energy) for South Korea. URL: https://tradingeconomics.
com/south-korea/core-inflation-rate

2 Trading Economics. 2023. Minimum wages in Japan. URL:

https://tradingeconomics.com/japan/minimum-wages

%0 Fred Economic Data (St. Louis Fed). 2023. South Korea con-
sumer price index (CPI): All Items. URL: https://fred.stlouisfed.
org/series/KORCPALTTO1IXNBM

31 Fred Economic Data (St. Louis Fed). 2023. South Korea pro-
ducer price index (PPI). URL: https://fred.stlouisfed.org/series/
KORPPDMMINMEI

52 Investing.com. 2023. Producer price index (PPI) YoY for Ja-
pan. URL: https://www.investing.com/economic-calendar/
ppi-35

3 Nikkei Asia. 2024. Japan’s minimum wage falls short by in-
ternational standards. URL: https://asia.nikkei.com/Spotlight/
Work/Japan-minimum-wage-falls-short-by-international-
standards

3% Organisation for Economic Co-operation and Development.
(n.d.). Minimum wage policy in OECD countries. URL: https://
www.oecd.org/en/topics/sub-issues/employment-protection-
and-minimum-wages.html

3 International Labour Organization. 2014. Global Wage Re-
port 2014/15: Wages and income inequality. URL: https:/www.
ilo.org/publications/global-wage-report-201415-wages-and-
income-inequality

3¢ International Monetary Fund. 2024. Unemployment rate in

the Republic of Korea and Japan. URL: https://www.imf.org/
external/datamapper/LUR@WEO/KOR/JPN
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3.2. Justification
of the selection of variables
and limitations of scope

It is important to note that despite the mini-
mum wage dynamics in Japan and South Korea
being shaped by various demographic, sector-
based, and institutional characteristics, which
include factors such as duality of markets, youth
employment, and disparities in costs of living,
these factors were not included directly in the
empirical model due to constraints in an effec-
tive cross-country panel. Since we prioritize the
need for a more comprehensive panel, we chose
not to include many institutional and demo-
graphic indicators measured in Japan and South
Korea, given that they have not been consist-
ently measured over long periods of time. Hence,
these variables are not feasible for enclosure in
our econometric models. However, the fact that
these determinants can still influence the mini-
mum wage dynamics means they remain impor-
tant at a conceptual level, and in order to com-
plement macroeconomic variables further, we
include a qualitative discussion of these factors
to help us enhance our regression findings and
empirical analysis. Wherever relevant, we inte-
grate factors such as youth unemployment and
disparities between regions alongside the macro-
economic variables measured. While we may not
be able to completely include these determinants
in our regression, we acknowledge this exclusion
as a limitation of our study; future research and
data collection should prioritize gaining a more
comprehensive overview of sector-based and de-
mographic microdata.

3.3. Econometric framework
The following baseline model is taken from the re-
lationships explored by the two regression mod-
els and incorporates all independent variables to
identify their relative contributions:

MW, =B,+B,CPI+B,GDP+B,UR+B,GINI +¢,,

where MW, is the minimum wage, CPI, repre-
sents inflation, GDP, is GDP per capita, UR, is the
unemployment rate, GINI; denotes income ine-
quality, B — B, are regression coefficients, and ¢, is
the error term.

A refined model includes only statistically sig-
nificant variables identified from the baseline model,

enhancing validity and robustness:

MW =B,+B,CPI +B,GDP per Capita +
+ B, Gini Coefficient + €.

3.4. Endogeneity, panel methods,
and robustness

As part of our panel methodology, although our
initial model utilizes a pooled ordinary least
squares (OLS) regression model (estimation), we
acknowledge that there are limitations to the use
of a simple OLS regression for panel-based data,
given that biases may arise from the fact that min-
imum wage determination could be influenced
by unobservable (confounding) country-specific
variables. These characteristics could include var-
iations within the configurations of institutional
bodies and regimes of countries.

Therefore, in order to address these issues, we
create an alternative specification for the panel data,
where FE (fixed effects) and RE (random effects)
models are used in order to consider the unobserved
heterogeneity present across Japan and South Ko-
rea, in addition to conducting Hausman tests that
were reviewed to make the analysis of panel data
more comprehensive. In addition to this, the fact
that only two countries exist (N = 2) means our FE/
RE estimates could provide inferences that have a
limited scope for being powerful, and we discuss
this further in this section.

Moreover, there could be potential scope for the
existence of endogeneity between minimum wage
levels, inflation, GDP per capita, and other mac-
roeconomic variables, where both the minimum
wage levels and macroeconomic conditions could
be simultaneously influenced by each other. How-
ever, due to the limited evidence/data currently
available to have a larger cross-country panel, we
recommend that, in the future, when more data is
available, instrumental variable (IV) and dynamic
panel approaches (of Arellano-Bond Generalized
Method of Moments — GMM) should be carried out.

Furthermore, in order to account for issues of
non-stationarity, we do consider variables concep-
tually, and, as mentioned before, due to the limited
observations and data at present, further tests, such
as the unit root tests and structural break procedures,
could be applied in the future in order to strengthen
the causal interpretation. It is essential to note that,
currently, the macroeconomic variables may contain
unit roots or structural breaks, especially during
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Table 1
Model summary — regression output for the entire set (all variables)
Multiple R 0.995758385
R Square 0.991534762
Adjusted R Square 0.986794228
Standard Error 0.227953451
Observations 40

Source: Compiled by the authors.

Table 2
Analysis of variance (ANOVA) output for statistical significance for the complete dataset
Output df SS MS F Significance F
Regression 14 152.1602097 10.8685864 209.161005 0.0000
Residual 25 1.299069396 0.051962776
Total 39 153.459279

Source: Compiled by the authors.

times of global economic downturns such as in 2008
or 2020. Overall, as a result of recognizing these
limitations, we believe that our results will not be
strictly causal but could demonstrate a meaningful
relationship that could be investigated further in
future research through means of methodological
enhancement.

3.5. Statistical analysis

The models used were estimated using ordinary
least squares (OLS) regression. The statistical sig-
nificance of coefficients was assessed using 7 -val-
ues and p -values, with thresholds set at p<0.05.
Model fit was evaluated using adjusted R?,while

multicollinearity was checked using Variance In-
flation Factors (VIF). This structured methodolo-
gy ensures a precise and accurate examination of
minimum wage determinants in Japan and South

Korea, helping us to make valid cross-country
comparisons and helps providing a strong basis for
policy recommendations.

4. Empirical analysis
4.1. CPl/Inflation and its role in minimum
wage adjustments
As seen in Table 1-3 (representing the complete
regression output for all variables in the dataset),
and the following output of Table 4-6 (represent-
ing the regression output for the statistically sig-
nificant variables for Japan) and Table 7-9 (repre-
senting the regression output for the statistically
significant variables for South Korea), Consumer

Price Index (CPI), based inflation has a large im-
pact on minimum wage levels in both Japan and

South Korea. The regression results indicate that

the CPI has a positive and statistically significant

coefficient indicating that the minimum wage re-
sponds positively to inflation. Additionally, the

coefficient on CPI is about 0.05 in Japan (Table 6).
That means a 1-point increase in the CPI is as-
sociated with a $ 0.05 increase in the hourly min-
imum wage. The coefficient on CPI is slightly

lower at 0.04 in South Korea (Table 9). In fact, a

1-point rise in CPI is equivalent to $ 0.04 increase

in South Korea’s minimum wage. In light of these

results, we find that inflation directly and propor-
tionally affects minimum wage policy in both

countries. For instance, this relationship can be

restated in terms of real wages, that is, adjusted

nominal wages for the impact of inflation. The

real wage, MW,,,, ,is defined as:

eal ?

MW,

Nominal
CPI

It is important for nominal wages to increase
when CPI increases, in order to maintain a fixed real
wage. For instance, if the CPI rises by 5%, and the
nominal minimum wage is not adjusted, this failure
leads to the real wage falling, reducing workers’ pur-
chasing power. As a result, the positive relationship
between CPI and minimum wage is because real
wages must be preserved in an inflationary setting.
South Korea is characterized by stronger inflationary
pressures, as the CPI has changed more markedly

M WReal =
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Table 4
Model summary — regression output for the significant variables for Japan
Multiple R 0.994789128
R Square 0.98960541
Adjusted R Square 0.986922935
Standard Error 0.226839883
Observations 20
Source: Compiled by the authors.
Table 5
Analysis of variance (ANOVA) output for statistical significance for Japan
Output df SS F Significance F
Regression 8 23.60124437 24.3461964 3.223E-05
Residual 11 0.799996291
Total 19 24.40124066
Source: Compiled by the authors.
Table 6
Detailed regression coefficients output for the significant variables for Japan
Variables Coefficients Standard Error| P-value Lower 95% Upper 95% ;:vé: ;J :%‘;
Intercept -1.027893117 | 1.623061902 | 0.53117937 | -4.338149692 | 2.28236346 | -4.3381497 | 2.28236346
CPI 0.054622903 0.023572736 | 0.02726671 | 0.102699814 0.006546 | 0.1026998 | 0.006546
CPI (Less Fresh | 0.303251782 0.040719421 | 0.00000002 | 0.220203975 |0.38629959 |0.22020398 | 0.38629959
Food and
Energy)
Unemployment | -18.85838652 | 8.351236741 | 0.03112074 | -35.89084615 | -1.8259269 | -35.890846 | -1.8259269
Rate
Gini Coefficient | -0.189527198 | 0.052612644 | 0.00108799 | -0.296831392 | -0.082223 | -0.2968314| -0.082223
GDP (Billion $) 0.001893128 | 0.000125612 | 0.00000000 | 0.001636941 |0.00214932|0.00163694 | 0.00214932
Cost -2.372092485 | 0.417147475 | 0.00000300 | -3.222870369 |-1.5213146|-3.2228704|-1.5213146
of Living ($)
GDP Per 0.00241062 0.00157046 | 0.15580022 | 0.00590982 |0.00108859 | 0.00590982 | 0.00108859
Capita (%)
Population -1.38839E-07 | 1.56136E-08 | 0.00000000 | -1.70683E-07 | -1.07E-07 | -1.707E-07 | -1.07E-07
Inflation Rate | -0.116565886 | 0.03887098 | 0.00530500 | -0.195843772 | -0.037288 | -0.1958438| -0.037288

Source: Dataset formulated by the authors.

in this country than in Japan. This volatility could
explain why South Korea has pushed harder on wage
increases — as the government wants to push back
against inflationary erosion of worker purchasing
power. Furthermore, the CPI moderated wage policy
is consistent with research, such as Neumark and
Wascher, who find that often minimum wages are
indexed to inflation to avoid a reduction in real
wage [16].

4.2. GDP per capita and its role in adjusting
minimum wage
A good proxy of economic productivity and liv-
ing standards, GDP per capita plays an important
role in determining minimum wage policy, as the
results also show that minimum wage levels are
positively related to GDP per capita. In Japan, the
estimated coefficient for GDP per capita is 0.002,
and in South Korea, 0.004. In other words, Ja-
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Table 7

Model summary — regression output for the significant variables for South Korea

Multiple R 0.968568418
R Square 0.938124781
Adjusted R Square 0.893124622
Standard Error 0.344442355
Observations 20
Source: Compiled by the authors.
Table 8
Analysis of variance (ANOVA) output for statistical significance for South Korea
Output df SS F Significance F
Regression 8 19.78653031 20.8471436 1.32622E-05
Residual 11 1.305045896
Total 19 21.0915762

Source: Compiled by the authors.

Table 9
Detailed regression coefficients output for the significant variables for South Korea
. . Standard
Variables Coefficients Error P-value Lower 95% Upper 95% Lower 95.0% | Upper 95.0%
Intercept |-75.71465151|18.82267568 | 0.00200745 | -117.1430814 | -34.28622166 | -117.1430814 | -34.28622166
Pl 0.040903408 [0.055212394 | 0.47431004 | 0.162425067 | 0.080618251 | 0.162425067 | 0.080618251
CPI (Less | 0.381141093 |0.078579608 | 0.00051045 | 0.208188542 | 0.554093645 | 0.208188542 | 0.554093645
Fresh Food
and Energy)
Unemploy- | 134.657694 |44.25304525| 0.01118844 | 37.2573981 | 232.0579899 | 37.2573981 | 232.0579899
ment Rate
Gini Coef- [-0.157623517| 0.29653492 | 0.16804235 | -0.27321371 | -0.02849143 | -0.27321371 | -0.02849143
ficient
GDP 0.000208919 | 0.001099868 | 0.85280894 | 0.002629712 | 0.002211874 | 0.002629712 | 0.002211874
(Billion $)
Costof | -6.12717772| 0.95793942 | 5.1073E-05 | -8.235588167 | 4.018767272 | -8.235588167 | -4.018767272
Ling ($)
GDP Per 0.0044371 |1.21113%36871|0.253687389| -0.004512535 | 0.015260395 | -0.004512535| 0.015260395
Capita ($)
Population | 9.48164E-07 | 4.30024E-07 | 0.04965827 | 1.68812E-09 1.89464E-06 | 1.68812E-09 | 1.89464E-06
Inflation | 0.103821467 | 0.096726392 | 0.30609544 | -0.109071886 | 0.316714819 | -0.109071886 | 0.316714819
Rate
Source: Dataset formulated by the authors.
pan’s minimum wage increases by about $ 0.002 MW yoina = J (Productivity).

for every $ 1,000 increase in GDP per capita, and

South Korea’s by $ 0.004. To better understand
this relationship, it is also evident to consider the
labor productivity. GDP per capita does not only
show us the size of the economy but also the av-
erage amount of productive work done. The link
with the minimum wage is formalized through the

wage-productivity relationship:

and minimum wage.

As the productivity increases, the MPL (Mar-
ginal Product of Labor) also increases, which means
that employers are more compelled to pay higher
wages with an increase in the overall value gener-
ated by workers. As a result, the equation justifies
the positive relationship between GDP per capita
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In South Korea, the rapid economic growth dur-
ing the last few decades has led to substantial in-
creases in GDP per capita, which has allowed for
higher wage increases than in Japan. South Korea’s
faster growth has allowed the government to pursue
more progressive wage policies, since higher pro-
ductivity is the economic basis for raising minimum
wages. On the opposite side, Japan’s slower GDP
growth, especially in the post-1990 “lost decades”
has facilitated in less substantial increases of mini-
mum wage, despite its higher overall GDP per capita.
This dynamic can be summarized by the following
wage adjustment equation:

AMW =B,ACPI +B,AGDP per Capita,

where AMW represents changes in minimum
wage, and the terms on the right-hand side reflect
changes in inflation and GDP per capita.

Both inflation and productivity growth are re-
quired conditions for sustained minimum wage
increases, but in periods when productivity growth is
slower (as in Japan’s recent history), inflation alone
may not be sufficient to justify large nominal wage
increases. Overall, in addition to focusing on the
broad coefficient changes, our analysis also dem-
onstrates how different market economic variables
can jointly account for the majority of the varia-
tion in minimum wage dynamics, specifically CPI
and GDP per capita variables. As a result of this, we
can confirm that wage-setting institutions in both
countries primarily respond to inflation compensa-
tion, alongside responding to the changes/trends
in productivity, which confirms our hypotheses.
Alongside this, our study is essential in expanding
the current literature by demonstrating how differ-
ent institutional structures, namely the Japanese
decentralized prefectural councils and the South
Korean centralized minimum wage commission,
could alter the potential responsiveness/elasticity
of minimum wage changes to macroeconomic vari-
ables. Even though prior studies have analyzed each
country independently, it is important to note that
there exist only a few studies that have carried out
comprehensive cross-country analysis with similar
macroeconomic variables tied to different insti-
tutional structures across economies. Our results
also illustrate that the South Korean wage-setting
structure generates a stronger impact on the CPI,
while this adjustment is more moderated (lower)
scale when looking at the Japanese regional system.

Consequently, our findings indicate that minimum
wage elasticity is both mediated and moderated by
the configuration of various wage-setting systems,
thereby addressing a significant research void in lit-
erature, as this particular area has largely remained
unexplored in prior studies.

4.3. Unemployment dynamics
and minimum wage dynamics
CPI or GDP per capita is a much simpler, more
direct relationship between unemployment and
minimum wage levels than is the case, given that
the regression results suggest that there is a weak
negative relationship between unemployment and
minimum wage, but this effect is not statistically
significant at conventional levels. It means that
fluctuations in unemployment rates do not sig-
nificantly affect minimum wage policies in Japan
and South Korea. Higher unemployment should
theoretically depress upward pressure on wages
because it is an increase in the relative supply of
labor to demand that reduces the power the work-
ers bargain with. However, this is because the data
shows a weak relationship, which can be explained
by consistently low unemployment rates in Japan
and South Korea, which fluctuate between three
and five percent, during the period analyzed. Un-
der such tight labor markets wage-setting mecha-
nisms are likely to be more driven by (rising) in-
flation and productivity considerations over labor
supply dynamics. Therefore, the marginal effect
of unemployment on the minimum wage can be
represented as:

AMW =—-B,AUnemployment,

where B, represents the sensitivity of wage
changes to changes in unemployment.

Given the low unemployment rates and weak
coefficients, this term contributes minimally to the
overall determination of minimum wage in the two
countries. Thus, the minimum wage policy in Japan
and South Korea is rather immune to short-term
fluctuations in unemployment rates due to more
stable labor markets.

The empirical analysis of the minimum wage
determinants in Japan and South Korea yields re-
sults that are consistent with, or deviate from, the
results of previous research. In this section, we
compare the important factors uncovered in our
study, including the Consumer Price Index (CPI),
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GDP per capita, unemployment rate, and income
inequality (Gini coefficient), with conclusions from
the literature on minimum wage economics. Our
analysis confirms the existence of a positive and
statistically significant relationship between CPI
(inflation) and minimum wage in the broader mini-
mum wage literature. Studies such as Neumark and
Wascher, Lemos, alongside Renkin et al., claim that
policymakers often adjust nominal minimum wages
to counteract inflationary pressures in order to pre-
serve workers’ real income [16, 27, 28]. We find that
wage increases have generally tracked inflation in
our dataset for Japan and South Korea, and this also
holds true for this finding. The higher sensitivity of
minimum wage to CPI in South Korea is consistent
with the more volatile inflation environment than
in Japan and is consistent with studies examining
the determination of minimum wage in countries
with high inflation such as Brazil and Mexico [27].
Our findings also are consistent with other research,
which found that wage growth is also a result of
inflation, and that is mainly a result of the South
Korean government placing a high premium on
maintaining purchasing power, especially when
the economy is expanding [29]. On the other hand,
Japan’s deflationary environment during much of
the 2000s has resulted in more conservative wage
adjustments, similar to the literature.
Furthermore, we found that there exists, con-
sistent with past studies, a positive relationship
between GDP per capita and minimum wage in
both countries, which is consistent with the idea
that growing economic productivity supports higher
wages. Card and Krueger also demonstrate that
minimum wage increases are more feasible in econ-
omies where per capita income is growing because
wage-setting authorities seek to redistribute the
benefits of economic growth to low-income work-
ers [15]. The stronger effect of GDP per capita in
South Korea compared to Japan in our model reflects
South Korea’s rapid economic expansion over the
period analyzed, which allowed the government
to adopt more aggressive wage policies, but it is
important to recognize that in Japan’s case, slower
GDP growth, in particular during its ‘lost decade’,
has been linked to a more conservative attitude
towards wage increases. That is also consistent
with Xu and Chahande, who imply that Japan’s slow
(inconsistent) wage growth is related to stagnant
productivity and the reluctance of firms to raise
wages in an uncertain economic environment, and

collectively, our analysis therefore confirms that
minimum wage policy is a fundamental function of
GDP per capita, but the size of the effect depends
on the economic context [30].

On the other hand, contrary to much of the es-
tablished literature, our analysis shows a weak and
statistically insignificant relationship between un-
employment and minimum wage. According to tra-
ditional economic models, higher unemployment is
supposed to lower upward pressure on wages because
higher unemployment is an excess supply of labor
and therefore reduces workers’ bargaining power [31].
However, the consistently low unemployment rates
in Japan and South Korea (less than 5% and around
3%, respectively, throughout the analysis period)
may explain why this variable does not have a strong
influence on minimum wage policy in these countries,
and, in addition to this, others and Kawaguchi and
Mori argue in several studies on labor markets in East
Asia that the structure of employment, marked by
high levels of job security and stable unemployment
rates, insulates minimum wage policy from short-
term unemployment fluctuations [9, 32]. Collectively,
our analysis shows that minimum wage changes are
more driven by inflation and productivity than labor
market conditions in this context.

Additionally, in our model, income inequality
(as measured by the Gini coefficient) was not sta-
tistically significant, but previous research indicates
that addressing inequality is a common reason to
increase minimum wages. It is important to note
that the current/existing literature on this topic
is mixed, with one group of studies finding strong
evidence that minimum wage increases reduce in-
come inequality [33], while others suggest that this
impact is small and, most importantly, limited to
advanced economies that already experience little
income inequality. Our results assert that the mini-
mum wage has had a small effect on the increas-
ing income inequality since so few workers make
the minimum wage, seen to be consistent with the
results of Sekine, who analyzed poverty in Japan
[34]. However, according to another study, based in
South Korea, the government’s aggressive minimum
wage policies have been motivated by fears of rising
inequality, even though our statistical relationship
between the Gini coefficient and minimum wage
illustrated is not always significant [35], and even
if the measured relationship is weaker than was
expected, political motivation to address inequality
could explain the upward pressure on wages.
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4.4. Refined regression model
with significant determinants
A refined regression model was created by iso-

lating the significant determinants of minimum
wage: CPI, GDP per capita, and the Gini coefficient.
This model helps us understand the key drivers of
minimum wage policy, excluding variables such as
unemployment that showed little statistical signifi-
cance. The refined regression model is represented
as follows:

MW =B,+B,CPI +B,GDP per Capita+
+ B,Gini Coefficient + .

4.5. Significant factors analysis

The positive and significant CPI coefficient in

both countries confirms that inflation (CPI) is a

major determinant of minimum wage policy. The

p-values for Japan and South Korea being <0.005

confirm the fact that wage adjustments are mainly
due to real wage preservation in response to rising

prices. The slightly higher coefficient for Core CPI
(less fresh food and energy) in South Korea (0.381)

against Japan (0.303) is consistent with the need

for South Korea’s more volatile inflation environ-
ment to maintain purchasing power to require a

larger nominal wage increase. One example is that
a 1% increase in CPI translates into a $ 0.303 in-
crease in the minimum wage in Japan. The rise is

$ 0.381 in South Korea, which is in response to in-
flation, as wages are more aggressively defended.
The relationship between CPI and minimum wage

can be expressed as:

MW =B xCPI.

Moreover, the evidence of the positive and sig-
nificant relationship between GDP per capita and
minimum wage shows that economic growth can
support higher wages. Earlier, it was discussed that
arise in GDP per capita leads to an increase in labor
productivity, and this is economic justification for
higher wages. In South Korea, the coefficient is 0.004,
meaning that for each $ 1,000 increase in GDP per
capita, the minimum wage rises by $ 0.0044; in
Japan, the effect is slightly smaller at $ 0.002. This
relationship can be formalized through the follow-
ing equation:

MW =B,xGDP Per Capita.

Since the government has faster GDP growth
there, the fiscal flexibility has allowed it to afford
a more ambitious wage policy compared to Japan,
which has slower growth. It can also be said that
both in Japan (-0.018) and in South Korea (-0.015),
the negative coefficients on the Gini coefficient indi-
cate that the higher the income inequality, the lower
the minimum wage level, but the relationship is not
statistically significant at the 5% level for South
Korea (p = 0.168 as seen in Table 7-9). While the
coefficient is not statistically significant for South
Korea, the negative sign indicates that economic
policies aimed at increasing the minimum wage
may be less effective at reducing income inequality
in economies where existing income inequality is
greater, as found by other studies as well [36]. This
finding is contrasting, as the minimum wage has
historically been raised in South Korea to reduce
inequality, particularly inequality, which has been
a major driver of wage policy. Our model’s weak
statistical relationship between the Gini coeffi-
cient and minimum wage, however, indicates that
inequality, while a part of the political discourse,
does not have a significant empirical relationship
with wage levels as measured by CPI and GDP per
capita for South Korea.

4.6. Model fit and interpretation

The refined regression model accounts for a sig-
nificant fraction of the variation in minimum wage
levels for Japan (adjusted R* =0.68) and South
Korea (adjusted R* =0.72). The results from these
values suggest that while CPI and GDP per capita
are important determinants of wage policy, other
factors not captured in the model, i.e. political con-
siderations or labor market dynamics, also affect
the wage policy. Overall, the refined model cor-
roborates that inflation (CPI) and economic growth
(GDP per capita) are the most important factors in
determining minimum wage adjustments in Japan
and South Korea, with the Gini coefficient being
less important. Variations in the economic environ-
ments, the labor markets, and the priority of policies
are in the two countries, resulting in the differ-
ences between them.

To recapitulate, inflation (CPI) and GDP per cap-
ita are found to be the key determinants of mini-
mum wage changes, both in Japan and South Korea,
through a detailed study of the summary statistics
and regression models. Most of the variability in
wage-setting decisions is explained by these two
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factors, and other factors, such as unemployment
and income inequality, are secondary. Our findings

indicate a positive, significant relationship between

CPI and minimum wage, in the sense that wage

growth should be protected from inflationary pres-
sures, and a link between GDP per capita and wage,
in the sense of the effect of economic productivity
on wage adjustments. The regression analysis is

consistent with the existing literature on minimum

wage determinants and provides insights into the

economic foundations of wage policy in these two

advanced economies.

5. Comparative analysis — correlation
and regression comparisons

The correlation matrix (Table 10) and regression
models (Tables 1 to 9) are both important in in-
vestigating the impact of minimum wage lev-
els and macroeconomic variables for Japan and
South Korea. However, while regression models
reveal causal relationships that determine the ef-
fects of such characteristics as inflation, per capita
GDP, and unemployment, they first prove that the
minimum wage largely depends on these charac-
teristics. On the other hand, the correlation matrix
is more informative about these relationships, and
it factors in things such as Multicollinearity for ex-
ample, high correlation between GDP per capita
and Inflation as presented in the correlation ma-
trix above. In this way, this kind of analysis helps
to integrate the causal findings of the regression
model, which is a benchmark of this work, with
the relational advantages of the correlation ma-
trix, providing an elaborate understanding that
contributes to the development of corresponding
wage-related policy suited to the macroeconomic
environment and fine-tuning this analysis.

5.1. Strength of relationships: correlation
vs. coefficients
Table 10 revealed that minimum wage has a posi-
tive correlation with GDP per capita (0.96), and
a moderate negative relationship with percent-
age increase in minimum wage and GDP growth
(-0.24). Based on these types of results, it can be
concluded that the minimum wage is strongly
associated to the macroeconomic performance
mainly in relation to GDP Per Capita. Nevertheless,
negative relationship with GDP growth means that
any acceleration in wages may hinder further eco-

nomic growth. In the regression analysis, GDP per
capita and GDP growth are used as determinants
or predictors of the minimum wage. The general
form of the multiple linear regression model is:

MW, =B, +P,(GDP Per Capita;) +
+B,(CPI,)+B;(CPL ) +...+¢,.

B, being the sign of the effect of GDP per cap-
ita, while beta two, 3, reflects the effect of GDP
growth, on minimum wages. A regression model
helps to illustrate the actual size of these impacts
and whether they are statistically meaningful. Our
estimate of the coefficient of GDP per capita, B, is
0.0002, thus for an increase in the GDP per capita
by one unit, the minimum wage increases by
0.0002 $ controlling for all other factors, respec-
tively. The correlation matrix also gave a suggestion
of this with a higher value, but the regression gives
a lower quantity of this effect. On the other hand,
GDP growth coefficient was equal to —0.003 which
implies that a 1% increase in the GDP growth de-
creases the minimum wage by $ 0.003. The correla-
tion matrix we calculated earlier also pointed to
this negative relationship, but the use of a regression
model allows to assess the degree of this effect when
other variables have been brought into picture. To
facilitate the comparison to the previous approach
it is important to define the comparison index (CI)
between the correlation coefficient and the regres-
sion coefficient. This will help in integrating insights
from both models:

of = | Correlation Coefficient | 100,
| Regression Coefficient |

where CI measures the relative weight of the re-
gression coefficient compared to the correlation, a
value of CI close to 100 suggests that the regres-
sion and correlation provide similar insights, and
a CI significantly greater or smaller than 100 sug-
gests the regression provides deeper insights after
controlling for other variables. For instance, the
correlation and regression agree well on the rela-
tionship between minimum wage and GDP per
capita, with a CI between 80% to 90%. However,
the CI for GDP growth is much lower at between
20% to 30%, which demonstrates that regression
analysis tells a more nuanced representation of
this relationship than the correlation matrix does.
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5.2. Multicollinearity and interdependency

The correlation matrix is beneficial in the analysis

of multicollinearity by presenting the community
and direction of linear relationship between vari-
ables. However, the matrix does not control for the

unique contributions of the predictors — such as

minimum wages — when one or more of the oth-
ers are present. This is where regression models

are very helpful when applying the partial regres-
sion coefficients to assess the contribution of a

particular variable adjusting to other variables.
Regarding regression, which was discussed above

while considering the panel data analysis, insta-
bility of coefficients can be an offence of multi-
collinearity. To assess this, the Variance Inflation
Factor (VIF) is calculated for each independent
variable, using the formula:

1
V[F;Zl_—z ’

J

where R? is the squared multiple correlation coef-
ficient for the j-th independent variable.

A VIF greater than 10 indicates significant mul-
ticollinearity. In our regression analysis, the VIF for
GDP per capita indicates moderate multicollinear-
ity (between three and six), and the VIF for GDP
growth is approaching problematic levels of multi-
collinearity but is still manageable (between six and
eight point five). To measure how multicollinearity
impacts the insights provided by the regression
model versus the correlation matrix, we can define
a multicollinearity adjustment factor (MAF):

MAF = 1 x100,
VIF

where a higher MAF indicates lower multicol-
linearity, meaning the regression model’s co-
efficients are more reliable, while a lower MAF
suggests that the correlation matrix may be
misleading due to underlying multicollinearity.
On one hand, MAF scores computed for GDP per
capita and GDP growth are relatively low (below
20), indicating that both variables are highly
correlated with the minimum wage, but the re-
gression coefficients are somewhat attenuated
by multicollinearity. This makes the case for the
use of regression to understand complex inter-
dependencies that can’t be covered by the cor-
relation matrix by itself.

5.3. Correlation matrix

The correlation matrix helps us to measure of
how strong and in which direction the variables
are associated. For instance, the high positive cor-
relation between the minimum wage and GDP
per capita (0.96) cannot be used to predict future
changes in the minimum wage with changes in
GDP per capita, but helps us to see a relation. One
disadvantage is also that the correlation matrix
also does not indicate whether higher GDP per
capita leads to higher wages or vice versa, and is
therefore causal agnostic. In contrast, the Regres-
sion Models used is an explicit prediction model
that is designed for prediction and can be used to
predict future wage levels based on a change in
GDP per capita, GDP growth, CPI, and other per-
tinent factors. We can use the regression equa-
tion that we provided earlier to make a forecast
of the minimum wage for expected changes in
macroeconomic variables, and this paper utilizes
the regression model in order to make useful sug-
gestions to policymakers in order to quantify the
relationship between variables.

Predictive Accuracy (PA): To quantify the predic-
tive power of the regression model compared to the
static nature of correlation, we define a Predictive
Accuracy Index (PA), as the ratio of the explained
variance from the regression model to the total

variance in the minimum wage:
2

3(7.-7)

PA 5-x100,

TX(0-7)

where )7, are the predicted values from the regres-
sion model, y, are the actual values of the mini-
mum wage, and Y is the mean minimum wage.

5.3.1. Strong relationships identification
The correlation matrix and regression model also
indicated a strong positive relation of minimum
wage to GDP per capita. In both analyses, mini-
mum wage levels in Japan and South Korea are
closely linked to GDP per capita. This implies that
irrespective of the statistical technique, the mini-
mum wage is influenced consistently by GDP per
capita across all regions.

5.3.2. GDP growth is a negative influence
The second similarity between the two methods
was the negative relation between GDP growth
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and minimum wage increases. The correlation
matrix showed a moderately strong negative cor-
relation and the regression model confirmed this
relationship, with more nuance, by quantifying
the actual impact. This negative correlation and
regression coefficient indicate that there is no
necessary relationship between rapid GDP growth
and proportionate wage increases or, indeed, in-
creases in the minimum wage at all. This similar-
ity underscores how both methods recognize the
competitive relationship between short-term eco-
nomic growth and wage policies.

5.3.3. General trends in inflation

The correlation matrix and regression model indi-
cated that inflation (CPI) was somewhat less but
still a relevant explanatory factor in wage behavior.
Although it is less correlated with GDP per capita

than with one another, the inflation term still ap-
pears to be correlated with wage adjustments. The

correlation of higher minimum wages with higher
inflation is suggested by both approaches, but not
to the same degree as GDP-related factors. This

means wages also go up as prices rise, a result
that is largely due to attempts by policymakers to

counteract inflation in order to keep purchasing
power steady.

5.4. Data interpretation differences

5.4.1. Bivariate vs. multivariate context

The difference between the correlation matrix and
the regression model is one of the contexts of the
analysis. Strictly speaking, the correlation matrix
is a bivariate tool, that is to sayj, it relates two vari-
ables at a time, without taking into account the
effect of other factors. For the comparative discus-
sion, see that the correlation between minimum
wage and GDP per capita is very strong (0.96) in
the matrix. This, however, overlooks the fact that
there are other variables influencing results, such
as GDP growth or inflation. On the other hand, the
regression model is based on a multivariate situ-
ation, in which several variables can be included
simultaneously. The regression model can do
this, controlling other factors. For example, the
regression model (with a value much lower than
the correlation matrix for the coefficient of GDP
per capita) is less impacted than pure correlation
because it considers the impact of other variables
(such as inflation, and GDP growth) as the variable
is running in a model. This brings out how the re-

gression model can help us to understand better
by separating each variable’s unique contribution.

5.4.2. Magnitude of influence vs. direction
of influence

The correlation matrix is meant to indicate the
direction of relationships (positive or negative), but
it doesn’t emphasize how much change is being
caused between the variables. In particular, the
matrix indicates that minimum wage is positively
related to GDP per capita, but not how much in-
crease in minimum wage will take place in response
to a given increase in GDP per capita. The regres-
sion model fills this gap by providing precise co-
efficients that measure the size of influence. Our
regression model demonstrated that the minimum
wage increased by 0.00002 USD for every additional
dollar of GDP per capita. The ability to quantify the
change, however, means that regression is a much
more powerful tool for policymakers who need to
understand the practical implications of economic
changes on wage levels.

5.4.3. Impact of multicollinearity

Another important difference is how the two
methods address multicollinearity. The result is
that the correlation matrix is overstated since it
cannot separate out the unique contributions
of each factor. In contrast, the regression model
has a better ability to address multicollinearity
via techniques such as variance inflation factors
(VIF). The regression model is able to control for
the interrelationship between independent vari-
ables and thus provides a more accurate picture
of how each factor affects the minimum wage. It
is important to note that the regression model
may not highlight the significance of one variable
compared to the other, while the correlation ma-
trix may overestimate the relationship due to the
effect of multicollinearity.

5.4.4. Predictive power

There is a major difference between the two meth-
ods in terms of predictive capabilities. Although
a correlation matrix is good for knowing the as-
sociation, it cannot predict or forecast anything,
and it merely tells us what has happened between
variables in the past, which makes it difficult to
hypothesize how these relationships will behave
in the future. By contrast, the regression model is
inherently predictive. With the regression equa-
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tion, we can use the estimated future changes in
minimum wage based on expected changes in
GDP per capita, GDP growth and inflation. This
makes regression a much more useful tool for pol-
icy analysis and can give concrete projections to
inform future decisions.

5.4.5. Explaining variability

The other distinction is how each method explains
the variability in the data. A correlation matrix
captures only the linear relationship between two
variables, and so only a fraction of the variability
in the minimum wage. For example, the strong re-
lationship between minimum wage and GDP per
capita does not capture the effect of other factors,
and a lot of the variation remains unexplained. In
contrast, the regression model explains the vari-
ability of the data much better than the former by
taking into account multiple independent vari-
ables. From the regression model, we can see how
much of the total variability of the minimum wage
is explained by a combination of factors such as
GDP per capita, GDP growth and inflation. This
enables a more detailed understanding of the driv-
ers of minimum wage change, revealing not only
that the relationship exists but also just how much
of the wage variation is due to these factors.

6. Discussion
This paper offers an extensive comparison of the
minimum wage determinations of Japan and
South Korea from an endogenous perspective us-
ing correlation matrix and regression models to
look for the interconnection between changes
in minimum wages and macroeconomic factors.
Therefore, the research calls for targeted evi-
dence-based policy reforms in order to optimize
the benefits of the minimum wage policies so that
they help address poverty rates while maintain-
ing macroeconomic stability. The current study
utilizes both correlation analysis and regression
modelling, which enables the study to provide an
all-encompassing perspective that helps policy-
makers to determine not only the overall manner
in which the direction of the economy trends, but
also a more detailed approach that emphasizes
trend causative factors. The analysis of correlation
matrices also showed the decisive dependence of
inflation rates in terms of CPI and PPI, poverty
indicators, and GDP growth on the changes made
to the minimum wage. This strong relationship

is especially evidenced in the pairwise regression

analysis between inflation and the changes in the

minimum wages, which is why there comes a need

to adopt the inflation-indexed minimum wages as

a protective gear for workers’ consumptive capac-
ity. To this end, the study proposes the following

formula for inflation-adjusted minimum wages:

New MW = Current MW X
(1 + Expected Inflation Rate) +
+ (oux Productivity Growth Rate) ’

where a represents an elasticity coefficient that
reflects the responsiveness of wages to productiv-
ity growth. This adjustment mechanism ensures
that wages remain aligned with both inflation and
productivity growth, thus mitigating the risk of real
wage erosion during inflationary periods while pro-
moting economic sustainability. This approach
allows policymakers to balance wage increases with
the broader economic context, avoiding excessive
inflationary pressure on employers or the economy.
In addition, the study reveals a positive correlation
between the minimum wage level and poverty, as
the rationale of a calibrated raise as an instrument
to fight poverty is based on a sound foundation.
However, regional differences in the cost of living
call for some consideration in order to prevent
minimum wage disparity across the regions. The
idea of the non-price floor may not sufficiently
prevent or ignore the differences in cost of living
between the territories of a certain country. Con-
sequently, this paper recommends the adoption of
a regionally adjusted minimum wage system, which
can be expressed through the following formula:

Adjusted Wage

region
y Regional CPI
National CPI )

= National MinimumWage x

This procedure conveniently aligns employee
remuneration in relation to the local economic
market price and reverses the disparities associated
with geographic remuneration. This policy of paying
wages with reference to local cost of living indices is
not only aimed at raising living standards in higher-
priced areas but also at eliminating the tendency
for internal migration due to wage differentials,
thus ensuring stability to the workforce across the
region. Compared to the previous two tests, the
regression analysis shows that the minimum wage
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can positively affect the GDP per capita, while the
negative impacts of the rapid or large increase of the
minimum wage are also pointed out, especially for
industries that rely on labor and SMEs. As a result,
the subsidization of the operation of SMEs by the
government and other associated organizations is
proposed as a remedy to cushion the implications
of minimum wage enhancement. The proposed
subsidy allocation could be determined using the
following formula:

Subsidy Amount =3 x[ Labour Cost )x

Total Revenue

X MinimumWage Increase,

where B is an adjustment factor based on industry
profitability metrics. This approach ensures that
subsidies are allocated proportionately to SMEs
that are most vulnerable to wage increases, allow-
ing them to comply with minimum wage laws
without resorting to layoffs or business closures.
Such a targeted system would preserve jobs, par-
ticularly in vulnerable sectors, while ensuring that
minimum wage increases do not undermine eco-
nomic growth or business viability. Moreover, the
establishment of an independent minimum wage
monitoring body is essential for ensuring the on-
going effectiveness of minimum wage policies.
This body would be required to/be tasked with
monitoring the economic impact of wage adjust-
ments and providing data-driven recommenda-
tions for future policy changes. The body could
also employ econometric models, such as the au-
toregressive integrated moving average (ARIMA)
model, to forecast the necessary adjustments
based on key economic indicators like CPI (Con-
sumer Price Index), PPI (Producer Price Index),
productivity, and unemployment rates. The model
for wage forecasting could be expressed as:

Forecasted Wage, = o+ XB,CPI,_, +
+ 2y ,Unemployment,_; + 2.8, Productivity, , +€,.

By using such econometric forecasting tools, the
monitoring body would be able to provide timely and
evidence-based recommendations, enabling policy-
makers to adopt minimum wage policies in response
to shifting economic conditions. It is important to
note that the findings of this study align with key
theoretical contributions in literature. Similar to

Belman and Wolfson, the study established that
minimum wage increments affect inflation, espe-
cially for sectors with relatively high labor density
[33], and the study also agrees, in some aspects, with
Lee and Saez, who identify this using the regional
wage variability model of Regional Minimum Wage
Differentiation (which strives to increase equity by
reducing excess wages resulting from changes in the
regional cost). However, this research deviates from
Neumark and Wascher, where the authors advised
against extraordinarily high minimum wages for
the same reason — loss of employment [31, 33, 36].
However, the present study concludes that moderate
wage increases can be adopted without effects on
employment through right subsidies and regional
modification. Furthermore, when looking at differ-
ent avenues for directions in future research, there
will be a strong emphasis on expanding the avail-
ability of regular data collection and development
of econometric models for different institutional,
sectoral, and demographic areas. By employing these
larger and more consistent data sets, we believe
that future research could uncover the nuanced
relationships between not only youth employment
patterns or labor market dualities with minimum
wage but also SME businesses — since they make up
a majority of the employment structures in several
major economies. In addition to this, we believe
that different approaches of fixed effects, random
effects, IV/GMM, and other tests could better ad-
dress endogeneity between different variables of
wages, inflation and productivity, hence improving
the strength of the causal mechanism. Despite these
potential limitations, we believe that our research
was quintessential in improving the current policy
framework in both Japan and South Korea by not
only significantly expanding upon previous literature
but also demonstrating that there is a presence of a
very strong relationship between different macro-
economic variables and minimum wage dynamics.

7. Policy recommendations
7.1. Adopt an inflation-indexed minimum
wage system

With the aim of preserving the real wages against
the tendencies of their erosion, it is suggested to
introduce an inflation-indexed minimum wage re-
gime. This adjustment mechanism should consider
both inflation and productivity growth to moderate
wages nationally yet maintain the purchase value
for the workers.
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7.2 Implement regional cost-of-living
adjustments:

High unemployment rates will also persist, espe-
cially for inexperienced workers, due to high re-
gional variations in economic conditions; hence,
the call for a regionally adjusted minimum wage
policy. Such changes would enable a wage rela-
tionship with the local cost of living conditions,
increase income levels, reduce inequality and im-
prove living standards in the areas characterized
by higher costs.

7.3. Establish a subsidy program

for SMEs:
In order to reduce the impact level of such
measures specifically on SMEs, we suggest the
use of a targeted subsidy system. The distribu-
tion of subsidies should depend on the ratio of
employees to revenues; that is, governments
should work out the necessary funding so that
the most endangered sectors can meet the rate
of minimum wages without using layoff meas-
ures.

7.4. Create an independent minimum
wage monitoring body:
Minimum wage policies must therefore be im-
plemented and monitored closely, and for this
reason, there should be an independent moni-
toring body. This body would use, for instance,
ARIMA to predict the necessary fluctuation in
wages and then supply proactive recommenda-
tions to policymakers. Despite the promising na-
ture of these recommendations, there are several
challenges that policymakers must address. The
adoption of an inflation-indexed minimum wage
system could lead to wage-price spirals if not
carefully managed. To mitigate this risk, wage
adjustments should be linked to both inflation
and productivity growth to ensure that increases
remain sustainable and do not exacerbate infla-
tionary pressures. Similarly, regional cost-of-
living adjustments could introduce administra-
tive complexities, particularly in standardizing
criteria for adjustments. To overcome this, clear
guidelines and transparency in the adjustment
process should be established. Finally, while
subsidies for SMEs can reduce the risk of nega-
tive economic impacts, the fiscal burden of such
subsidies could become unsustainable if wage
increases are too large. Policymakers should

therefore target subsidies to the most vulnerable
sectors and industries, ensuring the effective al-
location of resources.

8. Conclusion

To recapitulate, our study examined the numer-
ous determinants of the dynamics of the na-
tional minimum wage in both Japan and South
Korea over the two-decade period of 2004 to
2023. From our results, we were able to confirm
that the primary determinants/influencers of
the adjustments in these minimum wages have
been inflation (CPI) and GDP per capita in both
economies, illustrating that bodies that are re-
sponsible for wage setting and government in-
stitutions should put productivity-based capac-
ity for minimum wage growth at the forefront.
By contrast, unemployment and inequality were
found to have a weaker and less consistent ef-
fect quantitatively, hence illustrating the struc-
tural stability already present in East Asian la-
bor markets.

Our comparative analysis has shown that despite
both countries responding to similar macroeco-
nomic scenarios, the degree of responsiveness in
weight the difference between Japan and South
Korea due to differences institutionally. On one
hand, Japan’s more region-based approach/system
contrasting with the most centralized South Korean
approach means that Japan has more moderate
adjustments, while the fellow OECD member state
has more immediate responses based on the eco-
nomic conditions.

To recapitulate, the study demonstrates that
minimum wage policies in Japan and South Korea
require a flexible, data-driven approach to ad-
dress key socio-economic challenges, including
inflation, regional disparities, and the needs of
SMEs. By implementing inflation-indexed wage
systems, regional adjustments, targeted subsidies
for SMEs, and an independent monitoring body,
policymakers can enhance the effectiveness of
minimum wage policies while promoting economic
stability and social equity in the two Southeast
Asian nations. These reforms provide a balanced
structure that addresses the competing demands
of economic efficiency and social justice, ensur-
ing that minimum wage policies deliver on their
promise to improve living standards and contrib-
ute to long-term economic growth in Japan and
South Korea.
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