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The impact of legal minimum wages on employment, income and poverty
incidence in the Philippines

By Vicente B. Paqueo, Aniceto Orbeta and Leonardo Lanzona

Abstract

It is commonly believed that mandating higher legal minimum wages (LMWs) is needed to help
the poor earn a level of income that would allow them healthy and dignified lives. It is also seen as a tool
to protect the weak against exploitation. This popular belief motivates and justifies the recurrent demands
for hefty increases in LMW. But what is the empirical evidence behind this? This article seeks to address
this question. It finds that in the Philippines, higher LMWs: (i) are likely to reduce the work hours of
average workers; (ii) can be disadvantageous against the very groups that LMWSs are intended to protect;
(iii) decrease the employment probability of the young, inexperienced, less educated and women
laborers; and (iv) tends to ironically reduce average income and raise household poverty rate. These
results illustrate how rapid rises in LMWs can be counter-productive and can go against the spirit of equal
protection principle of the Constitution. If the goal is to help the poor and protect the weak, then these
findings warrant the need to think more deeply and prudently about the use of LMWs and to consider
other tools for achieving decent wages.

Introduction

Poor households do not have much valuable physical assets to depend on. For their subsistence,
they rely on the labor of their household members and their productivity in employment and other
income-generating activities. Social assistance is often needed from the government, such as the
Pantawid Pamilya Pilipino Program (4Ps) otherwise known as Conditional Cash Transfer (CCT) program
discussed in Chapter 10 (Orbeta and Paqueo, 2016) of this volume. Other sources are cash or lending
assistance from relatives, friends and other private entities.

To get themselves out of poverty, they need to increase their work hours and productivity, a key
factor for higher wages. The problem, however, is that the Philippine labor population is not fully
employed. This means that a certain percentage of the "working-age" Filipinos either belongs to the
categories of open unemployment or underemployment. Open unemployment rate hovers at around
13.9 percent to 5.6 percent over 2002-2015%. For workers who are underemployed they only work, on
average, less than 40 hours a week?. Further, their wage rate is low due to productivity issues. In the
Philippine labor context (Figure 1), the average percentage of underemployed workers (Figure 1a) is at
19.7 percent?® for the past decade. Data shows that the lowest underemployment, at 18.5 percent,

1 From Philippine Institute for Development Studies (PIDS) database where open unemployment is 5.6% during fourth quarter of
2015 and 13.9% during second quarter of 2002.

2 A typical workweek hours is equivalent to 40 hours.

3 Underemployment as of quarter 1 of 2016 is 19.7 percent. Source: PIDS database. Accessed April 7, 2016 from
http://econdb.pids.gov.ph/tablelists/table/803



http://econdb.pids.gov.ph/tablelists/table/803

occurred in 2015, but with minimal fluctuations. Despite this, there is an increasing labor productivity*
(Figure 1b) and increasing average daily wages (Figure 1c). In fact, the Philippine minimum wage is
relatively higher (Table 1) as compared to neighboring countries in Asia and the Pacific with low poverty
rates like Thailand, Indonesia and Vietnam.

Figure 1. Philippine Labor Context
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Sources: For underemployment data: Philippine Institute for Development Studies (PIDS) Database
For labor productivity and average daily wages: Philippine Statistical Authority website

4 Labor productivity (at 2000 prices) as of 2015: 195,661.80; Average Hours of Work (per week) as of July 2015: 42.4 hours; and
Average wage rate as of 2013Q3: Php 15,772 per month

Source: Philippine Statistics Authority. Accessed April 7, 2016 from https://psa.gov.ph/content/employment-rate-estimated-935-
percent-july-2015




Table 1. Comparison of Minimum Wages Across Countries

Minimum wage (US$ at 2005 prices)

Country Mean
Fiji 3,132
Philippines 1,860
China 1,728
Papua New Guinea 1,296
Indonesia 1,140
Thailand 852
Lao PDR 684
Cambodia 444
Vietnam 408
East Asia & Pacific (developing) 888

Source: World Bank Development Report 2013

That the Philippines gives a higher minimum wage to its workers as compared to economically
advanced country like Thailand is something the World Bank 2013 Report (where table 1 is sourced from)
took note of. This begs to rethink the common belief of having massive employment expansion with
rapidly rising wages as the key to increase the incomes of poor households and to change their poverty
status. Demanding the government to impose higher minimum wages to move the poor out of poverty
requires deeper thought. While keeping in mind the persistent appeal for rapid minimum wage increase,
this paper looks into current data to see how effective in reality is minimum wage legislation as a tool
for improving the standard of living of the poor and other disadvantaged population groups?

The minimum wage law and its context

Consistent with the Constitution, the Labor Code of the Philippines (LCP) was enacted forty years
ago in 1974. It sets forth the rules for hiring and termination of private employees, the conditions of work,
employee benefits, and the guidelines in the organization and membership in labor unions as well as in
collective bargaining. The Code seeks to protect the poor against unfair labor practices, strengthen their
bargaining power and promote their standard of living.

Under the current labor regulations, employers face these three binding constraints (Lanzona
2014):

(i) Article 234, 253A, 260 and 264, which requlate labor relations and protect permanent and
unionized workers whose services cannot be terminated except for just and authorized cause
subject to the requirement of due process in accordance with Article 278;

(ii) Article 106, which put restrictions to subcontracting arrangements and Article 279, which
mandates that an employer should offer permanent employment to a worker after a probationary
employment period of six months (Article 281); and

(i) Article 127, which establishes the minimum wage law prohibiting wages from going below a
certain level and disallowing the diminution of benefits once awarded.



When minimum wage regulation was first set up in the 1950s, there was only one minimum wage
set by Congress for the entire country regardless of regional and industrial differences. At the beginning
during the early years of tripartite meetings (organized by the government, labor and employers), the
agreement was to aim for some form of indexed minimum wage package that would include benefits. In
the end, the result was a “bilateral monopoly bargaining process” between the employer and organized
workers on the wage package. This process, Lanzona (2014) observes, allowed the monopolists to keep
their rents and permitted the organized workers to receive a portion of such rents. Not surprisingly, he
further notes, a number of workers who were not part of the bargaining process were left unemployed
or employed in marginal occupations®.

In July 1989, to appease other employers, protect workers, and spur regional development, the
Congress enacted Republic Act (RA) 6727, which delegates Congress’ power to set minimum wages to the
newly created Regional Tripartite Wages and Productivity Boards (RTWPBs). The RTWPBs are mandated
to prescribe minimum wage rates for their respective regions while taking into account their regional
conditions.

Decentralized wage setting was thought to be a more efficient approach for several reasons. In
general, a decentralized system allows for minimum wages to be better aligned with local preferences
and labor market conditions, which differ by regions. As Lanzona (2014) argues:

. For example, an underdeveloped region can set lower minimum wages to attract new
investments and thus move the region from a bad equilibrium (i.e., low density of economic activity
and low employment) to a good equilibrium (i.e., high density of economic activity and high
employment). In this case, the short-run efficiency costs of setting minimum wages could be small
compared to the potential long-run benefits of moving to a better equilibrium.

At one time, there were over 200 hundred legal minimum wages, depending on type of industry
and size of firm. Currently, there are about 51 LMWs (Table 2)8. LMWs is applicable to all firms with more
than 10 workers. Moreover, enterprises with assets of less than PHP 3.0 million are exempted from LMW,
provided they register with the Barangay Micro Business Enterprise.” In consideration of distressed
enterprises, they can ask the Secretary of Labor and Employment (DOLE) for a temporary minimum wage
waiver. Relatively few firms, however, have enjoyed this waiver.

5 Sicat (1986) noted that the timing of the institution of minimum wages coincided with import substitution policies and the
state’s bias against export-oriented labor-intensive industries. In time these policies, by Sicat’s reckoning, led to a greater
application of mechanized operations at the expense of labor (a development favorable to monopolies during the time).

6 National Wages and Productivity Commission (NWPC). Accessed April 7, 2016 from
http://www.nwpc.dole.gov.ph/pages/statistics/stat_current regional.pdf

7 RA 9178 exempts barangay micro business enterprises (BMBEs) from the coverage of the minimum wage law. The potential
effect of this exemption, however, is diluted by the provision in RA9178 that all employees covered under this Act shall be entitled
to the same benefits given to any regular employee such as social security and healthcare benefits.




Table 2. Current Minimum Wages in the Philippines (as of March 2016)

. . Agriculture
Region | Non-Agriculture : :
Plantation Non-Plantation
NCR 444.00 - 481.00 | 444.00 444.00
CAR 265.00 - 285.00 | 255.00-270.00 | 255.00 - 270.00
I 227.00 - 253.00 | 233.00 227.00
I 247.00 - 255.00 | 235.00 - 243.00 | 235.00 - 243.00
1] 306.00 - 357.00 | 291.00-327.00 | 279.00 - 311.00
IV-A 267.00 - 362.50 | 267.00-337.50 | 267.00 - 317.50
IV-B 217.00-285.00 | 225.00-235.00 | 225.00 - 235.00
Vv 248.00 - 265.00 | 248.00 248.00
Vi 256.50-298.50 | 266.50 256.50
Vi 295.00 - 353.00 | 275.00-335.00 | 275.00 - 335.00
Wil 260.00 241.00 235.00
IX 280.00 255.00 235.00
X 303.00 - 318.00 | 291.00-306.00 | 291.00 - 306.00
X 317.00 307.00 307.00
Xl 275.00 257.00 257.00
Xl 268.00 268.00 268.00
ARMM | 265.00 255.00 255.00

Source: National Wages and Productivity Commission website

The question at this point is: To what extent is the minimum wage legislation being followed?
According to DOLE’s data, based on random inspection of firms, the rate of compliance with the minimum
wage regulation is about 82 percent. However, critics think that the real compliance rate is much less than
this figure. For example, Paqueo et al (2014) estimates that 35 percent of workers earn less than
subsistence income. Part of the reason is that 43.5 percent of employed labor are self-employed or
informal sector workers.®

Conflicting hypotheses about the LMW effects

At first glance, it would appear that workers’ household incomes could be increased by mandating
large increases in LMWs. Many have, therefore, jumped to the conclusion that raising LMWs is a way to
provide workers a family living wage needed to exit poverty. The implicit assumption is that LMWs have
little, if any, impact on the total employment rate. Itisimportant to verify this assumption, because if this
is wrong and in fact LMWs have significantly large negative impact on employment rate, then a high LMW
policy could unintentionally hamper rather than facilitate the movement of households away from
poverty.

82008 DOLE Statistics. Accessed April 7, 2016 from
http://www.dole.gov.ph/fndr/bong/files/Workers%20in%20the%20Informal%20Economy.pdf
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