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Abstract

This paper uses time series data to analyze the impact of minimum wages
on employment in the private and public formal sectors in Kenya. An error
correction model is used to analyse the long-run and short-run effect of
minimum wage on employment in the two sectors. The results show that
minimum wage has a significant negative effect on employment in the formal
public sector, both in the short-run and long-run. However, in the private
sector, minimum wage has a positive significant effect on employment in
the long-run but has no effect on employment in the short-run. Increase in
real average wage has a negative effect on employment in the private sector.
The results also show that both negative and positive shocks on the economy
have an impact on employment. The model shows that short-run
disturbances feed into the long-run employment path. The results imply
that it is the cumulative effect of minimum wage that has an impact on
employment. Thus, limiting the frequency of adjusting minimum wage
upwards, such as changing minimum wage after two years instead of
changing it every year as currently the practice in Kenya can help minimize
the negative impact of minimum wage on employment.
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