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Abstract This paper analyzes firms recruitment decisions on terms of labor contract and types

of employees when faced with strengthened regulations on minimum wage. We first present a model

featuring firms that has different recruitment and layoff cost when hiring temporary, contractual, or

termless employee. We derive two testable predictions. First, the increase in minimum wage depresses

firms willingness to hire long-term employees, while the second, this minimum wage effect is more

borne by workers with less skills. We present strong empirical evidence in support of our model pre-

dictions. Moreover, we find that, rehiring retired employees, paying unfixed wages, and frequent ca-

reer switch are factors driving the minimum wage effect. Our findings have important policy implica-

tions for policymakers in improving the social security systems.
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