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Introduction and Review of Literature 
 The minimum wage in the Philippines has always been a contentious issue and a policy constantly 
being revised or revisited by politicians and policy makers. In basic labor economics, setting a minimum wage 
is considered as a market failure potentially inducing a surplus of labor and leading to unemployment. However, 
this tradeoff is made to adhere to a certain bare minimum standard of living contingent on the different 
characteristics of the different regions in the country.  
 
 In the recent months, progressive representatives from the Makabayan Bloc have filed House Bill (HB) 
No. 7787 which was aptly named the National Minimum Wage Bill (NMWB) last May 2018. The bill is 
straightforward in a sense that it appeals for the institution of a national minimum wage and a complete overhaul 
of RA 6727. Recent protests concerning the nationalization of the wage stem from the adverse impact of the 
newly passed TRAIN Law which has significantly increased the prices of basic goods in many parts of the 
country which has not been accounted for by the uptake in the basic minimum wage.  
 
 By Republic Act No. 6727, more commonly known as the Wage Rationalization Act, a given region in 
the Philippine has a set regional wage which will have been determined on a situational basis by the Regional 
Tripartite Wages and Productivity Boards (RTWPBs). The setting of the regional wage is straightforward in the 
sense that it considers relative poverty levels, standard of living (by the relative basket of goods) and 
employment levels. Suppose the NMWB is passed, it would call for the abolition of these RTWPBs and the 
institution of a national wage setting board.  
 
 Setting a national minimum wage is not a new occurrence in the world, however, it is a rare policy 
alternative explored. The most popular country to adopt such scheme is the United Kingdom. One major 
aspect to consider is the degree of unemployment expected especially in regions which will have to adjust greatly 
to the new national minimum wage. In a study conducted by Bhorat, Kanbur, and Stanwix (2014) for South 
Africa, they determined that the total hours of work increased in places (i.e. regions) where the wage was lower 
pre-implementation of the national wage due to the massive laying off of part time workers. Moreover, a 
significant employment reduction is seen in the agricultural sector. The study of Hafner et. al (2016) also 
highlights the drop in part-time employment in the case of the UK. However, their study notes that there is no 
substantial impact of the imposition of the national minimum wage to employment.  
 
 Evaluating the impact of a potential national minimum wage is of dire importance given the current 
policy environment in the country. Given the recent changes in the economy caused by trade deficits and 
inflationary effects due to the newly passed TRAIN law, evaluating a national minimum wage is necessary to 
ensure that these adverse effects do not have much negative spillover effects on the economy.  
 
 The following are the main objectives of the impact evaluation study that will be conducted using the 
regional wage model.  
 

1. Evaluate the effect of a national minimum wage on various indicators in the regional wage model.   
2. Recommend policy decisions catered around the national minimum wage determination.        

 
The paper is divided as follows. Section 2 shall discuss the specifications of the Regional Wage model 

used in the evaluation of a national minimum wage. This starts by identifying the consumption framework, 
production framework, and the product markets. After which, a detailed explanation on how movements in 
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the labor markets are modelled given the setting of a national minimum wage are considered. In addition, a 
brief overview of the data employed is also shown. Section 3 goes through the four policy simulations which 
are (1) the national wage at the proposed amount of HB 7767 with no productivity changes, (2) the national 
wage at the proposed amount with a fixed productivity change, (3) the national wage at the proposed amount 
with proportional productivity changes, and (4) setting the national minimum wage to NCRs wage with a fixed 
productivity change. We also detail the poverty microsimulation from the simulations above. Section 4 
concludes the paper.   
 

Regional Wage Model  
 
 The model used to conduct the simulations shall be a regional wage model in the specification of 
Cororaton, Tiongco and Yu (2017). Certain aspects of the model shall be modified to better fit the context of 
the study. The regional wage model makes use of a consumption structure based on a representative 
household’s utility maximization process while the production structure is based on regional firms contingent 
on the cost minimization structure of a regional firm.  
 
 The labor market is segmented into the formal sector and the informal sector. This model will 
incorporate wage differentials between the formal and informal sectors and accounts for downward regional 
wage rigidities in the formal sector for a region. Moreover, the model accounts for labor movement between 
these two sectors due to changes in the minimum wage. Subsequently, movement would allow wages and 
employments across regions to change. A poverty microsimulation would allow us to compute for distributional 
effects and poverty effects using FIES 2012.  
 

Consumption Framework 
 
 We follow a two-stage nested CES structure similar to Cororaton, Tiongco and Yu (2017) in which the 
first stage of the utility maximization process is a function of the aggregation of various items in four sectors. 
The second stage would be these items being disaggregated into the 17 different regions of the country. 
 
 The utility function shall follow the constant elasticity of substitution format for the ease of 
computation which shall be subject to a budget constraint.  
 

max𝑈 = &'𝛼!

"
#!

!

⋅ 𝑥!

#!$"
#!

	
+

#!
#!$"

 

 

	𝑚 ='𝐶𝑃! ⋅ 𝑥!
!

 

 
 The equations above suggest that the representative household’s utility (which is in the CES form) is 
subject to some budget or income constraint 𝑚. A consumer may consume 𝑥! different goods in their basket 
wherein the goods could come from 𝑖 different sectors which are agriculture, manufacturing, non-
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manufacturing and services. We let 𝑚 be the income, 𝐶𝑃! be the consumer price of a good 𝑥! and 𝜎" be the 
elasticity of substitution in the first stage of the consumption framework. 
 
 Specifying the Utility Maximization process using the Lagrange Multiplier method, we obtain the 
Lagrange function in the form below.  
 

maxℒ = &'𝛼!

"
#!

!

⋅ 𝑥!

#!$"
#!

	
+

#!
#!$"

+ 𝜆 &𝑚 −'𝐶𝑃! ⋅ 𝑥!
!

+ 

 
 Using the first order conditions for a good 𝑖 in maximizing utility subject to a budget constraint, we 
can derive the Marshallian Demand function for a good 𝑖 where 𝑖 can represent one of the for sectors as the 
form below.  
 

𝑥!∗ = 𝑚 ⋅
𝛼!𝐶𝑃!

$#!

∑ 𝛼!𝐶𝑃!
"$#!

!
 

 
 Given the UMP and the Marshallian Demand Functions, we can obtain the unit cost denoted as 𝑈𝐶 
for the remainder of the study.  
 

𝑈𝐶 ='7𝛼!𝐶𝑃!
"$#!8

"
"$#!

!

 

 
 As there is a two-stage nested consumption framework, we can further disaggregate each 𝑥! into 17 
products which represents the different products in the 17 regions of the country. In essence, we assume that 
there are 17 differentiated types of agricultural products, manufacturing products, non-manufacturing products 
and services products each representing one regional product. That regional product is represented by 𝑟𝑥!,( in 
which it represents an 𝑖 product from a sector belonging to an 𝑟 region. We can derive the Marshallian demand 
function for a good 𝑟𝑥!,( in the form below. 
 

𝑟𝑥!,(∗ =
𝛿!,(𝑟𝐶𝑃!,(

$#"(𝐶𝑃! ⋅ 𝑥!)

∑ 𝛿!,(𝑟𝐶𝑃!,(
"$#"

(
 

 
 Note that in the Marshallian Demand function, we have a regional consumer price 𝑟𝐶𝑃!,( for a good 
𝑟𝑥!,( and the second stage elasticity of substitution 𝜎). Similar to the first stage, we can derive the unit cost 
given as the form below.  
 

𝐶𝑃! ='7𝛿!,(𝑟𝐶𝑃!,(
"$#"8

"
"$#"

!

 

Production Framework 
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 The production framework in the regional wage model follows the similar two-stage nested CES 
function where a cost minimization procedure subject to a projected CES production where the factor inputs 
are aggregated labor and capital. In the second stage of the two-stage nested CES function, we disaggregate 
labor into two types, namely, type 1 which is labor with at least a high school diploma and type 2 which is the 
rest of the employment available. As the model is static, the supply of both labor types would be fixed.  
 
 In accordance with the regional wage boards, the regional labor market equilibrates the wages for the 
two types of labor. In a labor market, of course, the interactions between demand and supply would dictate the 
wage rate. However, as we are dealing with a fixed labor supply, we must still derive the demand for aggregate 
labor. By theory, this demand curve for labor is a downward sloping form and we form the demand function 
based on the framework of Decaluwe, Dissou and Robichaud (2000). This is given in the form below.  
 

𝐴𝐿𝑎𝑏!,( = A
𝑟𝑔𝑑𝑝!,(
𝛽!,(

FA
𝛽!,(𝜃!,(𝑃𝑃!,(
𝐴𝑊!,(

F
*!($,&)

 

 
 In the form above, the demand for aggregate labor for an 𝑖 sector and an 𝑟 region is defined as the 
form above and is composed the regional gross domestic product 𝑟𝑔𝑑𝑝!,( , an exogenous production scale 
parameter disaggregated per region and sector 𝛽!,( , the share of aggregate labor per region and sector 𝜃!,( , the 
producer price of a regional product 𝑃𝑃!,( , the aggregate wage 𝐴𝑊!,( and the elasticity of substitution in the 
first stage 𝜖"(!,().  
 
 We also form the function which denotes the demand for capital in the form below. Note that it is 
symmetric to the aggregate labor demand function with the difference being the share parameter.  
 

𝐶𝑎𝑝!,( = A
𝑟𝑔𝑑𝑝!,(
𝛽!,(

FA
𝛽!,((1 − 𝜃!,()𝑃𝑃!,(

𝑅𝐾!,(
F
*!($,&)

 

 
 Note that the 𝑅𝐾!,( is the rental rate of capital and 𝐶𝑎𝑝!,( denotes a capital input in a sector 𝑖 for a 
given region 𝑟. The producer price or the unit cost may be expressed as functions of the aggregate wage and 
the rental rate of capital given below. 
 

𝑃𝑃!,( = A
1
𝛽!,(

F M𝜃!,(
*!($,&)7𝐴𝑊!,(8

"$*!($,&) + N1 − 𝜃!,(
*!($,&)O 7𝑅𝐾!,(8

"$*!($,&)P
"

"$*!($,&)  

 
  
 As this is once again a two-stage nested CES, we now delineate between the type one laborer and the 
type two laborer in the second stage. As mentioned, the type 1 laborer is a laborer with at least a high school 
diploma and the type two labor represents the rest of employment. In a typical labor market, each type of labor 
will have a certain demand based on the prevalent market conditions present. As to be expected, these demand 
functions are symmetric for simplicity and we make certain assumptions as we go along. The demand functions 
are given below. 
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𝐿𝑎𝑏!,(" = A
𝐴𝐿𝑎𝑏!,(
𝜆"(()𝜇!,(

F R
𝜆"(()𝜇!,(𝐴𝑊!,(𝛾!,(

𝑤("
U
*"($,&)

 

 

𝐿𝑎𝑏!,() = A
𝐴𝐿𝑎𝑏!,(
𝜆)(()𝜇!,(

F R
𝜆)(()𝜇!,(𝐴𝑊!,((1 − 𝛾!,()

𝑤()
U
*"($,&)

 

 
 Note that 𝐿𝑎𝑏!,("  and 𝐿𝑎𝑏!,() 	represents the demand function for a type 1 and type 2 laborer for a sector 
𝑖 and a region 𝑟 respectively. We assume a regional wage rate for a type 1 and a type two laborer to be set as 
𝑤(" and 𝑤(). Note that regional wages are determined (at least by law) by a regional wage board pegged on 
certain indicators. Also incorporated in the model are 𝜆"(() and 𝜆)(() which are labor factor efficiencies for a 
type 1 and a type 2 laborer respectively. According to Annabi, Cockburn and Decaluwe (2006), this is a central 
focus on minimum wage CGE or partial CGE simulations. In theory, while the minimum wage increases, 
workers will receive more compensation which in turn could bolster higher levels of productivity. In many 
aspects, the increase in the productivity may in turn lead to higher returns and offset the negative returns or 
effects of the minimum wage increase which has been known to decrease equilibrium. We let 𝛾!,( be a share 
parameter and 𝜇!,( 	be a scale parameter also to satisfy the parameterization of the model. Moreover, we let 
𝜖)(!,() represent the elasticity of substitution of the second stage. Given these two labor demand functions, we 
can now form the aggregate wage (unit cost) as a function of the regional type wages as well as the share 
parameters and labor factor efficiencies.  
 

𝐴𝑊!,( = A
1
𝜇!,(

FV𝛾!,(
*"($,&) A

𝑤("

𝜆"(()
F
"$*"($,&)

+ N1 − 𝛾!,(
*"($,&)O A

𝑤()

𝜆)(()
F
"$*"($,&)

W

"
"$*"($,&)

 

 

Minimum Wage in the Regional Wage Model  
 
 Following the approach of Decaluwe, Dissou and Robichaud (2000), we use the second stage of the 
nested CES model in the production framework to elaborate on the minimum wage. Recall that type 1 laborers 
generally operate in a formal labor market vis-à-vis the type 2 laborers work in an informal market. This is due 
to the ability distinction assumed with the type one laborer.  
 
 A strict assumption we will impose in the model would be that the type 1 labor has a higher wage 𝑤(" 
than compared to a type 2 laborer’s wage 𝑤(). This suggests that equilibrium between the fixed labor supply 
and the labor demand for each type of laborer is higher for a type 1 laborer than a type 2 laborer.  
 
 We also assume that each labor type can freely move across different sectors 𝑖 within a region. This 
means that a laborer or a labor factor input may easily be transferred from agriculture to manufacturing to 
services and so on without any retraining in a region. However, we will restrict the movement of labor across 
𝑟. This means that a laborer or a labor factor input at region 𝑟 will always remain at that region 𝑟. 
 

Figure 1: Illustrating the Two Types of Laborers 
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 Figure 1 above illustrates the labor market with respect to the two types of labor considered in the 
regional wage model. Notice that there are similar demand conditions in both labor markets as well as fixed 
labor supplies for each respectively. As said previously, the wage of type 1 laborer is higher than a type 2 laborer.  
 
 According to Cororaton, Tiongco and Yu (2017), minimum wage laws will create downward rigidity in 
the market for a type 1 laborer. Analyzing the immediate effects of the imposition of a minimum wage 𝑤(,-!."/  
is straight forward in a sense that a higher minimum wage will force local firms to layoff or to let go of laborers 
due to the increase in wage for the equilibrating or clearing conditions in the type 1 labor market to be satisfied. 
Graphically speaking, firms initial employ 𝐸!,("  but due to the increase in minimum wage, the employment 
reduces to 𝐸!,("/ . The newly laid off or unemployed type 1 laborers will have no choice but to compete for a job 
or employment in the type 2 labor market. Since workers will transfer from type 1 labor to type 2 labor, they 
will inevitably increase the supply of workers in type 2 labor. Due to the labor transfer, there will be downward 
pressure on the wage of a type 2 labor from 𝑤() to 𝑤()

(
. Hence, due to the transfer of labor from type 1 to type 

2, the supply of type 2 labor will now be endogenous given that the type 2 labor supply would be contingent 
on both the fixed value of type 2 labor supply and the workers from type 1 which were displaced which is a 
function of how big the wage increase was. We formally express these mathematical relationships below 
following Decaluwe, Dissou and Robichaud (2000) and Annabi, Cockburn and Decaluwe (2006).  
 
 We first note that the minimum wage in a region is less than or equal to the true regional wage. This is 
because not every worker in the type 1 labor market is paid the minimum wage.  
 

𝑤(,-!."/ ≤ 𝑤(" 
 
 This in turn will lead to an unemployment value in the type 1 labor market which is greater than or 
equal to zero.  
 

𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" ≥ 0 
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 These two conditions define the orthogonality constraint for the minimum wage which suggests that 
the following relationship should hold.  
 

7𝑤(" −𝑤(,-!."/ 8 ⋅ 𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" = 0 
 
 There are two main conditions for the constraint in which the constraint will still hold. The first 
condition happens when 𝑤(" is greater than the exogenous 𝑤(,-!."/ . If this is the case, then the unemployment 
is type 1 would not exist since this was a reduction in the minimum wage. The second condition is the condition 
wherein there are minimum wage increases which occurs when 𝑤(,-!."/  is greater than or equal to 𝑤(" which 
suggests that there will be a displacement of laborers from type 1 to type two suggesting that 
𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" > 0.  
 
 In the presented graph, we can see that 𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" is represented by the difference in the initial 
level of employment in type 1 labor market given as ∑ 𝐸("

(
! − ∑ 𝐸("! . 

 

𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" ='𝐸("
(

!

−'𝐸("
!

 

 
 Given this, we can form the market equilibrium for the two labor markets given the form below. This 
market equilibrium condition would be labor demand for all sectors in a region on the left-hand side and labor 
supply on the right-hand side accounting for the increases in minimum wage. Note that we let 𝑆𝐿𝑎𝑏(" and 
𝑆𝐿𝑎𝑏() be the fixed labor supply for the type 1 and the type 2 labor markets for each region.  
 

'𝐿𝑎𝑏!,("

!

= 𝑆𝐿𝑎𝑏(" − 𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" 

'𝐿𝑎𝑏!,()

!

= 𝑆𝐿𝑎𝑏() + 𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡(" 

 

Product Market Framework 
 The product market framework was directly adopted from Annabi, Cockburn and Decaluwe (2006) 
which suggests that the market for commodities clears when there is an equality between the demand of a 
representative household and the regional gross domestic product. This is given as the form 
 

𝑟𝑥!,(∗ = 𝑟𝑔𝑑𝑝!,( 
 

𝛿!,(𝑟𝐶𝑃!,(
$#"(𝐶𝑃! ⋅ 𝑥!)

∑ 𝛿!,(𝑟𝐶𝑃!,(
"$#"

(
= 𝑟𝑔𝑑𝑝!,( 

 
 Using the market clearing condition given above, we can compute for the regional price 𝑟𝐶𝑃!,( which 
is given by the form below. 
 



 10 

𝑟𝐶𝑃!,( = 𝑀𝑎𝑟𝑔𝑖𝑛!,( + 𝑃𝑃!,( 
 
 As can be seen, the consumer price of the regional product is the sum of the producer price and a 
given trade margin which accounts for various external costs such as taxes, storage and transportation costs.  
 

Brief Overview of the Data  
 The data for the study used the Nominal GDRP and the Real GDRP which was disaggregated into 
four sectors from twelve sectors initially as stipulated in the study. Deriving the column on labor compensation 
used regional employment data from the PSY (Philippine Statistical Yearbook) in which the data was segmented 
into the labor markets used in the study (type 1 and type 2) which was then disaggregated using factors from 
the Labor Force Survey into the four sectors. The share parameters that were used to disaggregate between the 
two markets were from the October releases of the LFS. The average daily pay for type 1 and type 2 were 
computed for using the LFS and were multiplied to the share parameters to obtain the daily compensation. The 
wage ratio is simply the ratio between the Type 1 and Type 2 daily compensations. Since the value is greater 
than 1, that is proof that the type 1 labor has a higher wage 𝑤(" than compared to a type 2 laborer’s wage 𝑤(). 
 
Table 1. Data Used in Calibrating the Regional Wage Model 

      Nominal Real Labor compensation /3/ Wage ratio 

      GRDP /1/ GRDP /2/ Type1 Type 2 
Type 1/ 
Type 2 

Region 1   Ilocos Region Agriculture 91.0 52.2 8.8 8.2 1.05 

  Manufacturing 18.7 11.2 2.8 1.0 1.45 

  Non-Manufacturing 84.0 47.1 5.8 2.5 1.44 

  Services 192.6 113.8 45.7 4.9 2.44 

  Total 386.2 224.2 63.1 16.6 1.60 
Region 2   Cagayan Valley Agriculture 91.1 48.3 7.1 12.6 1.03 

  Manufacturing 3.0 1.8 1.1 0.5 1.31 

  Non-Manufacturing 29.3 14.7 1.8 1.2 1.17 

  Services 105.0 63.0 25.3 3.2 2.59 

  Total 228.4 127.8 35.4 17.5 1.52 
Region 3   Central Luzon Agriculture 191.2 112.7 8.7 15.3 1.04 

  Manufacturing 351.2 221.1 16.5 5.0 1.47 

  Non-Manufacturing 111.6 61.1 11.7 8.5 1.20 

  Services 463.8 266.9 114.3 22.1 2.01 

  Total 1,117.7 661.9 151.2 50.9 1.43 
Region 4a   CALABARZON Agriculture 115.9 71.2 8.1 15.4 1.02 

  Manufacturing 1,001.1 661.5 41.6 6.8 1.59 

  Non-Manufacturing 188.9 101.1 14.0 9.2 1.25 

  Services 676.8 401.1 169.3 23.3 2.35 

  Total 1,982.7 1,234.9 233.0 54.7 1.55 
Region 4b   MINAROPA Agriculture 53.5 27.1 4.3 11.5 1.12 

  Manufacturing 8.7 5.7 0.9 1.1 1.17 

  Non-Manufacturing 57.1 34.5 1.5 1.6 1.24 

  Services 83.3 50.2 22.1 3.7 2.50 

  Total 202.6 117.5 28.7 17.8 1.51 
Region 5   Bicol region Agriculture 65.9 33.4 5.3 15.3 1.02 

  Manufacturing 7.9 5.0 1.9 2.1 1.22 

  Non-Manufacturing 49.1 25.0 2.8 4.0 1.02 

  Services 140.4 81.4 40.7 8.3 2.47 

  Total 263.3 144.8 50.7 29.7 1.44 
Region 6   Western Visayas Agriculture 122.9 61.7 7.9 15.6 1.19 

  Manufacturing 34.1 22.9 3.4 1.8 1.61 

  Non-Manufacturing 67.6 36.1 5.0 3.6 1.19 

  Services 278.8 163.3 62.1 9.6 2.46 

  Total 503.3 284.0 78.5 30.6 1.61 
Region 7   Central Visayas Agriculture 56.0 28.2 4.0 14.7 1.25 

  Manufacturing 173.8 113.2 9.7 4.3 1.54 
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  Non-Manufacturing 112.3 59.6 4.6 5.3 1.60 

  Services 467.1 256.0 61.5 12.7 2.41 

  Total 809.3 457.0 79.8 37.2 1.70 
Region 8   Eastern Visayas Agriculture 52.6 27.3 3.0 12.4 1.08 

  Manufacturing 41.5 28.8 1.0 1.2 1.35 

  Non-Manufacturing 61.5 33.2 1.8 1.8 1.32 

  Services 103.9 60.3 26.0 5.9 3.01 

  Total 259.5 149.6 31.9 21.3 1.69 
Region 9   Zamboanga Pen. Agriculture 62.2 30.4 3.1 10.4 1.14 

  Manufacturing 56.6 38.8 1.2 1.0 1.25 

  Non-Manufacturing 26.0 14.6 1.4 1.8 1.14 

  Services 111.3 63.1 23.6 4.5 2.99 

  Total 256.0 146.8 29.3 17.8 1.63 
Region 10   N. Mindanao Agriculture 120.5 62.9 5.8 13.7 1.24 

  Manufacturing 82.7 56.0 2.9 1.2 1.63 

  Non-Manufacturing 70.3 35.5 3.0 2.3 1.37 

  Services 206.0 112.9 36.7 6.2 2.58 

  Total 479.5 267.4 48.4 23.3 1.70 
Region 11   Davao Region Agriculture 101.9 40.5 6.0 12.9 1.37 

  Manufacturing 88.0 61.1 2.8 1.4 1.41 

  Non-Manufacturing 61.1 32.1 3.3 3.4 1.30 

  Services 263.2 147.1 36.3 6.9 2.23 

  Total 514.1 280.9 48.4 24.6 1.58 
Region 12   SOCCSKSARGEN Agriculture 109.8 53.9 7.9 13.4 1.58 

  Manufacturing 67.2 47.0 2.4 1.6 0.98 

  Non-Manufacturing 35.6 19.5 1.5 1.1 1.41 

  Services 129.8 74.7 32.5 4.5 3.24 

  Total 342.5 195.1 44.4 20.6 1.80 
Region 13   CARAGA Agriculture 33.7 17.5 3.3 10.1 0.98 

  Manufacturing 3.9 2.6 1.4 1.0 1.14 

  Non-Manufacturing 37.8 29.6 2.7 2.6 1.23 

  Services 73.3 41.3 22.2 4.9 2.28 

  Total 148.7 91.1 29.6 18.6 1.41 
Region 14   ARMM Agriculture 63.6 29.8 3.9 11.5 1.40 

  Manufacturing 1.0 0.6 0.2 0.2 1.32 

  Non-Manufacturing 4.3 2.3 0.3 0.3 1.34 

  Services 32.2 17.4 12.7 3.8 2.78 

  Total 101.1 50.2 17.0 15.9 1.71 
Region 15   CAR Agriculture 24.0 13.0 3.0 5.1 1.12 

  Manufacturing 82.3 51.8 0.9 0.2 1.61 

  Non-Manufacturing 31.2 13.7 2.2 1.3 1.29 

  Services 90.1 50.4 17.3 1.5 2.27 

  Total 227.6 128.9 23.4 8.2 1.57 
Region 16   NCR Agriculture 9.4 5.0 0.7 0.7 1.38 

  Manufacturing 521.1 326.4 27.7 4.4 1.39 

  Non-Manufacturing 310.9 166.8 18.0 7.1 1.36 

  Services 3,832.8 2,111.4 238.7 22.8 2.02 
    Total 4,674.2 2,609.5 285.1 34.9 1.54 
Source: Philippine National Accounts, and Labor Force Survey   
 /1/ Php billion   
 /2/ 2000 prices   
 /3/ Php billion   

 

Performing the Simulations 
 We will perform various simulations which would try to explain the potential effects of HB 7787.  In 
the main spirit of the House Bill, there would be an abolition of the minimum wage board and that all regional 
wages shall be changed (in the case, increased) to a sole national minimum wage. Note that the model design 
does not account for differences in agricultural and non-agricultural minimum wages.  
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Simulation 1 
 Simulation 1 is the most direct simulation of HB 7787 but also the most restrictive. We merely simulate 
and adjust the minimum wage of all regions in the Philippines to Php 750 as proposed by the proponents of 
HB 7787. Hence, the highest reported Minimum Wage for each region were all adjusted to the proposed 
national minimum wage. We will have no adjustments in labor productivity and also no changes in labor supply 
due to changes in the minimum wage. We will adjust no factor productivities of the sectors and also capital 
stocks.  
  
 We refer to table 2 for the initial calibration on the changes of the wage and the immediate change in 
the type 2 labor market. We can also see the amount of labor that will shift from one labor market to another 
for each region.  
 
Table 2. Simulation 1 Labor Market Shifts and Wage Changes 

  Wages, % change Labor Shifts (level) 
  Type 1 Type 2 Type 1 Type 2 
NCR  46.0000 -72.1166 -87.5171 87.5171 
CAR  150.0000 -57.8948 -13.0609 13.0609 
Ilocos Region 141.0000 -64.2325 -34.5854 34.5854 
Cagayan Valley 120.0000 -48.0809 -18.4574 18.4574 
Central Luzon 97.0000 -58.6436 -70.1206 70.1206 
CALABARZON 87.5000 -64.0032 -101.8244 101.8244 
MIMAROPA 150.0000 -45.7622 -16.3779 16.3779 
Bicol 158.0000 -49.6610 -29.4586 29.4586 
Western Visayas 105.0000 -51.8754 -38.0703 38.0703 
Central Visayas 105.0000 -46.5260 -37.9112 37.9112 
Eastern Visayas 146.0000 -41.3993 -17.8557 17.8557 
Zamboanga 153.0000 -44.7174 -16.6519 16.6519 
Northern Mindanao 121.0000 -46.3537 -24.8574 24.8574 
Davao Region 120.0000 -47.1771 -24.6839 24.6839 
SOCCSKARGEN 141.0000 -47.3205 -24.6874 24.6874 
CARAGA Region 145.0000 -47.5902 -16.5933 16.5933 
ARMM  167.0000 -35.6453 -10.4312 10.4312 

 
 In table 2, we see the approximate recalibration of the minimum wage to approximately Php 750 for 
all regions.  Note that we can clearly see that there is downward rigidity in the labor market for type 1 which 
will subsequently cause a decrease in the wage of the type 2 labor market. As we can see, labor will shift from 
type 1 to type 2 because firms had no choice but to lay off laborers due to increased costs. This shift can be 
seen clearly in figure 2.  
Figure 2. Labor Shifts in Simulation 1 
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 As seen in figure 2, the graph is perfectly symmetric by our assumptions in the model. We can see that 
the regions most affected by the change in minimum wage would be the regions with the highest minimum 
wages previously which was NCR and Region IV-A.  
 
Table 3. Agriculture to Non-Agriculture Labor Movement 

  Type 1 Type 2 
Agriculture -57.860 81.500 
Non-Agriculture -44.701 86.314 

 
 In Table 3, we see that in the agricultural sector 𝑖 we see that the changes in the minimum wage have 
cause a substantial decrease in the type 1 market which has prompted a transfer to the type 2 market. Similarly, 
the non-agricultural sectors also saw the same transfer from type 1 to type 2 with a greater movement of labor 
vis-à-vis the agricultural sector.  
 
Table 4. Regional Consumer Price Changes and Labor Demand Changes 

 Percentage change 

  Prices Labor Demand 
Regions/Sectors Production Consumer Producer Type 1 Type 2 
NCR       

Agriculture -6.3997 -8.1839 -15.5684 -37.4182 210.1348 
Manufacturing -6.9314 -4.6228 -7.3795 -28.6905 141.7148 
Nonmanufacturing -6.8689 -5.2168 -9.7257 -27.0424 112.3873 
Services -6.8243 -2.5630 -4.6526 -31.1812 181.9042 

CAR       
Agriculture -6.4961 -7.7139 -14.2312 -62.1172 111.9954 
Manufacturing -6.8260 -5.1818 -8.2357 -50.3172 84.7652 
Nonmanufacturing -7.6055 0.1288 0.2928 -47.7552 64.9449 
Services -9.6457 14.8543 26.5556 -55.9977 100.6185 

Ilocos Region      
Agriculture -7.2996 -3.6820 -6.4242 -60.4828 149.9017 
Manufacturing -8.6996 5.3641 8.9410 -50.7376 101.1068 
Nonmanufacturing -7.4179 -1.2646 -2.2550 -46.1788 84.3735 
Services -10.0673 17.7635 30.0745 -55.0564 128.2151 

Cagayan Valley      
Agriculture -7.0305 -5.0555 -9.5352 -57.0939 73.2866 

-150.0000
-100.0000
-50.0000

0.0000
50.0000

100.0000
150.0000

0 2 4 6 8 10 12 14 16 18

Labor Shifts (level) Type 1 Labor Shifts (level) Type 2
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Manufacturing -11.3790 22.9847 38.6129 -49.1700 47.4028 
Nonmanufacturing -7.3444 -1.8045 -3.5839 -43.3459 43.8692 
Services -9.7906 15.8443 26.4215 -51.5642 65.6829 

Central Luzon      
Agriculture -6.6374 -7.0200 -11.9060 -52.8274 113.3408 
Manufacturing -7.1081 -3.6773 -5.8401 -42.2547 82.5488 
Nonmanufacturing -7.2813 -2.2656 -4.1379 -39.7042 65.1308 
Services -9.1012 11.2218 19.4989 -47.1746 99.6386 

CALABARZON      
Agriculture -5.8781 -10.6778 -17.3749 -50.7013 143.0772 
Manufacturing -7.0161 -4.1709 -6.3123 -39.7738 103.3609 
Nonmanufacturing -7.0590 -3.8693 -7.2295 -37.7445 80.6220 
Services -8.9752 10.4014 17.5503 -44.8244 125.0133 

MIMAROPA      
Agriculture -6.6954 -6.7332 -13.2657 -62.1551 65.7989 
Manufacturing -7.4784 -1.6592 -2.5293 -52.4578 46.6927 
Nonmanufacturing -6.8902 -5.0671 -8.3881 -47.7412 40.1137 
Services -10.7392 22.5828 37.5106 -56.7652 58.8796 

Bicol      
Agriculture -6.3026 -8.6545 -17.0648 -63.3603 77.8571 
Manufacturing -8.9939 7.1447 11.3942 -54.2435 52.6711 
Nonmanufacturing -7.1802 -2.9989 -5.8979 -49.3321 45.4767 
Services -11.2744 26.5905 45.8460 -58.2268 68.0262 

Western Visayas      
Agriculture -6.7483 -6.4709 -12.8807 -54.3601 85.2702 
Manufacturing -7.4896 -1.5972 -2.3775 -44.5209 61.5116 
Nonmanufacturing -7.2527 -2.4733 -4.6259 -40.9747 50.4020 
Services -9.1576 11.5919 19.7915 -48.6008 76.6111 

Central Visayas      
Agriculture -5.8294 -10.9064 -21.6438 -54.3169 67.4801 
Manufacturing -7.1961 -3.2022 -4.9187 -44.0403 50.7292 
Nonmanufacturing -6.9723 -4.4867 -8.4576 -41.1997 39.9751 
Services -8.0331 4.4853 8.1852 -48.1085 62.9935 

Eastern Visayas      
Agriculture -6.3877 -8.2421 -15.8971 -61.6420 53.5231 
Manufacturing -6.7950 -5.3455 -7.7180 -51.3418 40.1345 
Nonmanufacturing -7.0360 -4.0333 -7.4630 -47.1474 33.4075 
Services -10.4128 20.2134 34.8230 -56.2140 48.5885 

Zamboanga      
Agriculture -6.6906 -6.7568 -13.8415 -62.7470 62.0811 
Manufacturing -6.8194 -5.2165 -7.6031 -51.9692 47.4209 
Nonmanufacturing -7.1496 -3.2193 -5.7470 -48.5083 37.4215 
Services -9.9239 16.7646 29.5675 -56.8442 57.6264 

Northern Mindanao      
Agriculture -6.8915 -5.7559 -11.0229 -57.4839 67.0955 
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Manufacturing -7.0009 -4.2521 -6.2808 -46.6426 51.5490 
Nonmanufacturing -7.1675 -3.0900 -6.1153 -43.4571 40.9981 
Services -8.9312 10.1161 18.4464 -51.4208 62.2312 

Davao Region      
Agriculture -7.0848 -4.7803 -12.0096 -57.3213 69.5163 
Manufacturing -6.8908 -4.8387 -6.9692 -46.6805 52.6667 
Nonmanufacturing -7.1438 -3.2612 -6.2125 -43.6591 41.4891 
Services -8.2887 6.0524 10.8251 -50.9926 65.1919 

SOCCSKSARGEN      
Agriculture -7.2980 -3.6904 -7.5205 -60.6217 71.2685 
Manufacturing -6.9605 -4.4678 -6.3860 -50.1967 52.8205 
Nonmanufacturing -7.1508 -3.2107 -5.8597 -46.3646 43.1093 
Services -10.4205 20.2681 35.2351 -55.2520 63.3915 

CARAGA Region      
Agriculture -6.0286 -9.9662 -19.2643 -61.3722 71.5484 
Manufacturing -11.0756 20.8211 30.5685 -53.1102 46.1896 
Nonmanufacturing -7.0267 -4.0996 -5.2289 -47.1069 43.1093 
Services -11.2643 26.5132 46.9775 -56.5191 61.7121 

ARMM       
Agriculture -7.3160 -3.5977 -7.6757 -64.3665 41.0086 
Manufacturing -8.8736 6.4125 10.6069 -55.0650 28.2956 
Nonmanufacturing -7.5839 -0.0327 -0.0609 -49.9517 25.3751 
Services -13.8258 47.9703 88.5442 -60.6553 32.1878 

 
 In table 4, we see a specific breakdown of the changes that had happened to the production, consumer 
and producer prices as well as labor demand. The labor demand results were expected which was a reduction 
(movement) in the demand for laborers in the type 1 market due to the increase in minimum wage across the 
board. This will then shift laborers to the type 2 labor market. Due to the change in minimum wage, there was 
a decrease in production across the board. This is expected since there are now less laborers than before without 
any changes on labor productivity. We also expect to see massive consumer price and producer price gains in 
the services sector for the most part across all regions.  
 
 The figure to follow details the loss in production for all regions due to the minimum wage increase. 
As can be seen, if there are no changes in factor productivity of the laborers, there will certainly be a great 
adverse effect from raising the minimum wage. Note that the minimum wage increase was around 1.2 to 1.7 
times greater for most regions of the Philippines because the proposed National minimum wage is such a hike 
compared to even NCR which had had the highest minimum wage thus far.  
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Figure 3. Regional Production Effects for Simulation 1 

 
 As can be seen, the production of all regions for all four sectors had drastically decreased compared to 
levels before the minimum wage imposition. Note that the greatest production decreases happened in the 
services sector of each region wherein that sector also had the highest consumer and producer price increases. 
Specifically, the highest increase in the producer and consumer prices happened for the good representing 
ARMM in the services sector which directly led to its high decline in production vis-à-vis other regions.  
Table 5. Regional Real Effects and Inflation 

  Real Effects (nominal less inflation), % change from base 

Regional 
Inflation 

 Labor income Inflation Total 
  Type 1 Type 2 Total labor Income Income 
NCR 4.1686 -23.5985 1.1415 -6.0935 -5.2062 -2.9805 
CAR 7.3530 -18.3404 0.7034 -14.0946 -10.4684 3.2120 
Ilocos Region 0.9413 -25.4115 -4.5356 -19.5379 -14.2077 7.9744 
Cagayan Valley -0.1360 -17.5755 -5.9159 -16.0531 -11.8568 5.3425 
Central Luzon 3.5511 -20.8782 -2.5987 -12.4151 -9.4185 2.0748 
CALABARZON 5.1088 -21.2693 0.0945 -10.9267 -8.3592 0.4522 
MIMAROPA 1.5616 -18.7131 -6.2015 -17.5706 -13.0644 6.0093 
Bicol -3.6323 -26.5961 -12.1222 -23.8678 -17.3441 11.6701 
Western Visayas 1.1272 -19.2238 -4.5870 -15.1754 -11.1086 4.4005 
Central Visayas 7.0500 -14.9485 0.0580 -10.9525 -8.1349 0.5232 
Eastern Visayas 3.5006 -16.8696 -4.6522 -15.7306 -11.7971 4.6099 
Zamboanga 4.9557 -17.0554 -3.3518 -14.8930 -11.1959 4.1653 
Northern Mindanao 5.7852 -14.5355 -0.8258 -12.0839 -9.0636 1.7117 
Davao Region 6.8100 -14.5871 -0.4115 -11.2714 -8.4479 0.9352 
SOCCSKARGEN 1.6302 -17.5275 -4.4404 -16.1029 -12.2206 5.2879 
CARAGA Region -2.5942 -24.5713 -11.0609 -22.4103 -16.4070 10.3000 
ARMM  -9.6742 -23.9884 -16.5789 -22.3496 -18.5659 13.0715 

 
 In table 5, we see the inflation of each region given the minimum wage increase as well as the changes 
in the labor income of each region. As can be seen, the real income of the type 1 laborers mostly increased with 
the exception of some regions. As expected, the real income of type 2 laborers decreased significantly due to 

-16
-14
-12
-10
-8
-6
-4
-2
0

NCR
CAR R1 R2 R3

R4a R4b R5 R6 R7 R8 R9
R10 R11 R12 R13

ARMM

Agriculture Manufacturing Non-manufacturing Services



 17 

the surplus in laborers. Due to the increase in minimum wage across the board, total incomes for the region 
dropped significantly and regional inflation was at an all-time high. 
 
Table 6. Economy Wide Effects in Simulation 1 

  % Change 
  Nominal Real  
Type 1 Labor Income   

Agriculture -5.91986 -6.62313 
Manufacturing 12.04136 11.33808 
Non-Manufacturing 19.29683 18.59356 
Services 4.59775 3.89448 

Type 2 Labor Income   
Agriculture -23.98841 -11.25447 
Manufacturing -30.13071 -24.69169 
Non-Manufacturing -16.50710 -30.83398 
Services 0.00000 -17.21037 

Other (Capital) income   
Agriculture -10.28885 -8.31840 
Manufacturing -11.75803 -10.99212 
Non-Manufacturing -9.80944 -12.46131 
Services 0.00000 -10.51271    

Total income(GDP) -7.60727 -8.31054 
 
 In table 6, we can see that the total income (GDP) once the region results have been aggregated would 
decline by roughly 8.31% vis-à-vis level values. On nominal values, it would decline by 7.61%. Note that there 
are decreases across the board for the type 2 labor market as to be expected given the increased supply coming 
from the unemployment caused by the increase in minimum wage for the type 1 labor market.  
  

Simulation 2 
 
 We revise simulation 1 by now considering increases in labor factor productivity. Given that wages in 
the type 1 labor market has been increased to Php 750 for all regions, then it would be logical to expect that 
there would be an increase in productivity. For this simulation, we approximate an increase of 20% for all 
laborers in the type 1 labor market. Despite there being different increases, we simplify the simulation by just 
assuming a 20% increase for all type 1 laborers. Moreover, we assume that there is no labor productivity loss 
in the type 2 labor market despite the decrease in wage. These assumptions are restrictive, but they are good 
comparison points than just merely increasing the wage across regions.  
 
Table 7. Simulation 2 Changes in Production, Prices, and Labor Demand 

 Percentage change 

  Prices Labor Demand 
Regions/Sectors Production Consumer Producer Type 1 Type 2 
NCR       

Agriculture -3.3748 -8.1656 -15.5335 -36.3308 218.1892 
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Manufacturing -4.0986 -3.2788 -5.2340 -30.7272 146.7714 
Nonmanufacturing -4.0090 -4.1857 -7.8034 -30.1244 117.3409 
Services -4.0126 -1.9610 -3.5598 -31.8960 187.2150 

CAR      
Agriculture -3.3009 -8.5128 -15.7048 -61.2374 112.5615 
Manufacturing -4.1488 -3.0155 -4.7927 -51.8028 84.2906 
Nonmanufacturing -4.6246 0.1701 0.3868 -49.8277 66.0334 
Services -6.3460 11.8316 21.1519 -56.1834 100.5361 

Ilocos Region      
Agriculture -4.2654 -3.8542 -6.7245 -59.7391 150.0078 
Manufacturing -5.4126 3.9029 6.5055 -51.8223 102.5402 
Nonmanufacturing -4.5195 -0.5896 -1.0514 -48.4071 85.5116 
Services -6.6169 13.5778 22.9878 -55.1592 128.9813 

Cagayan Valley      
Agriculture -4.0357 -4.9891 -9.4101 -56.1705 73.1404 
Manufacturing -7.1338 14.2964 24.0171 -49.6639 49.8723 
Nonmanufacturing -4.4369 -1.1823 -2.3480 -45.6085 44.5998 
Services -6.3391 11.7876 19.6567 -51.6643 65.7027 

Central Luzon      
Agriculture -3.7935 -6.1682 -10.4614 -51.9052 113.5740 
Manufacturing -4.2929 -2.2553 -3.5817 -43.8411 82.8182 
Nonmanufacturing -4.2438 -2.5505 -4.6584 -42.0364 66.6170 
Services -5.6011 7.1920 12.4969 -47.2383 100.5175 

CALABARZON      
Agriculture -2.9184 -10.2848 -16.7354 -49.6841 144.4361 
Manufacturing -4.2455 -2.5058 -3.7923 -41.5189 103.8775 
Nonmanufacturing -4.1284 -3.3583 -6.2748 -40.2464 82.3775 
Services -5.4815 6.4684 10.9142 -44.9309 126.5219 

MIMAROPA      
Agriculture -3.6636 -6.7933 -13.3841 -61.2603 65.6913 
Manufacturing -4.4302 -1.5237 -2.3227 -53.4505 47.2580 
Nonmanufacturing -4.1619 -3.1248 -5.1728 -49.8705 40.5304 
Services -7.1887 17.3702 28.8525 -56.7724 58.9379 

Bicol      
Agriculture -3.2646 -8.6826 -17.1202 -62.4806 77.4085 
Manufacturing -5.2566 3.0178 4.8127 -54.8630 54.1457 
Nonmanufacturing -4.2712 -2.3578 -4.6370 -51.2592 46.1036 
Services -7.5982 20.1794 34.7923 -58.1520 68.0861 

Western Visayas      
Agriculture -3.7773 -6.2463 -12.4337 -53.3787 85.4873 
Manufacturing -4.4824 -1.2443 -1.8522 -45.8498 62.1081 
Nonmanufacturing -4.3224 -1.9962 -3.7336 -43.3124 51.4234 
Services -5.7644 8.1892 13.9819 -48.7373 76.8449 

Central Visayas      
Agriculture -2.7730 -10.9475 -21.7254 -53.2046 68.5032 
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Manufacturing -4.3577 -1.9110 -2.9354 -45.5082 51.1792 
Nonmanufacturing -4.1473 -3.2266 -6.0822 -43.5192 41.1503 
Services -4.9612 3.3879 6.1825 -48.4156 62.9823 

Eastern Visayas      
Agriculture -3.4411 -7.8526 -15.1459 -60.7154 53.5270 
Manufacturing -4.0996 -3.2735 -4.7262 -52.5548 40.1110 
Nonmanufacturing -4.2621 -2.4221 -4.4817 -49.2791 33.8770 
Services -6.8974 15.4199 26.5650 -56.2165 48.6818 

Zamboanga      
Agriculture -3.7631 -6.3148 -12.9360 -61.8806 62.1791 
Manufacturing -4.1330 -3.0984 -4.5159 -53.2312 47.3566 
Nonmanufacturing -4.2883 -2.2372 -3.9938 -50.5004 38.2761 
Services -6.5511 13.1506 23.1936 -56.9391 57.5900 

Northern Mindanao      
Agriculture -3.9995 -5.1661 -9.8934 -56.5720 67.4483 
Manufacturing -4.2589 -2.4349 -3.5967 -48.1119 51.6648 
Nonmanufacturing -4.3281 -1.9559 -3.8708 -45.7460 41.9204 
Services -5.6810 7.6786 14.0016 -51.6207 62.3499 

Davao Region      
Agriculture -4.0788 -4.7771 -12.0016 -56.3685 70.0573 
Manufacturing -4.1740 -2.8833 -4.1528 -48.1313 52.8606 
Nonmanufacturing -4.2679 -2.3810 -4.5358 -45.8731 42.6112 
Services -5.1992 4.7836 8.5558 -51.2779 65.0616 

SOCCSKSARGEN      
Agriculture -4.3095 -3.6344 -7.4065 -59.7828 71.1760 
Manufacturing -4.2266 -2.6059 -3.7248 -51.5132 52.8186 
Nonmanufacturing -4.3361 -1.8992 -3.4661 -48.5502 43.7641 
Services -6.9051 15.4706 26.8950 -55.2971 63.6596 

CARAGA Region      
Agriculture -2.9199 -10.2778 -19.8665 -60.4104 71.2291 
Manufacturing -6.9043 12.8411 18.8526 -53.5464 48.2122 
Nonmanufacturing -4.2363 -2.6034 -3.3206 -49.2383 43.3682 
Services -7.5159 19.6089 34.7441 -56.4000 61.8934 

ARMM       
Agriculture -4.3688 -3.3378 -7.1213 -63.5249 40.3350 
Manufacturing -5.5204 4.5202 7.4769 -55.8269 28.9022 
Nonmanufacturing -4.6669 0.4774 0.8892 -51.8787 25.6962 
Services -9.6537 35.5456 65.6106 -60.2802 33.0364 

 
 As seen in table 7, there are lesser losses in the production across the sectors and regions of the 
economy. The effects still seem to be similar towards the trajectory of the consumer and producer prices 
primarily affecting the services sector and extreme increases in regions which had had a very low minimum 
wage prior to the adjustment to Php 750.  
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Table 8. Simulation 2 Economy Wide Changes 
  % Change 
  Nominal Real  
Type 1 labor income:   

Agriculture -3.87128 -4.23792 
Manufacturing 8.99596 8.62932 
Non-Manufacturing 14.49394 14.12729 
Services 4.19244 3.82580 

Type 2 labor income:   
Agriculture -21.80114 -8.27825 
Manufacturing -27.83129 -22.16779 
Non-Manufacturing -14.18547 -28.19793 
Services 0.00000 -14.55211 

Other (Capital) income   
Agriculture -6.24391 -4.64798 
Manufacturing -7.05714 -6.61055 
Non-Manufacturing -5.98880 -7.42378 
Services 0.00000 -6.35545 

   
Total income(GDP) -4.59581 -4.96246 

  
 Compared to Simulation 1, the decrease in the overall gross domestic product has lessened to a real 
4.95% vis-à-vis 8% with a nominal value trending lower than 4.6%. This is expected given the accounting of 
added productivity in the type 1 labor market given the increase in the wage. This does, however, not account 
for productivity losses in the type 2 labor market  
 

Simulation 3 
 For the third simulation, we shall still set the national minimum wage to Php 750 for all regions but 
this time, we will adjust the increases in labor productivity by the amount of increase. In a sense, the labor 
productivity increase will be subject to how much the wage increased from the original minimum wage.  
 

Table 9. Simulation 3 Economy Wide Changes 
 %Change 

 Nominal Real 
Type 1 labor income:  
     Agriculture -4.10736 -4.42304 
     Manufacturing 9.62597 9.310285 
     Non-Manufacturing 14.45193 14.13624 
     Services 4.317833 4.002149 
Type 2 labor income:  
    Agriculture -21.7084 -8.33301 
    Manufacturing -27.8017 -22.0241 
    Non-Manufacturing -14.0925 -28.1174 
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    Services 0 -14.4082 
Other (Capital) income 
    Agriculture -6.2829 -4.58603 
    Manufacturing -7.08057 -6.59858 
    Non-Manufacturing -6.04749 -7.39626 
    Services 0 -6.36317 

   
Total income(GDP) -4.60543 -4.92111 

 
 As seen in table 9, the decrease in GDP still exists at a level very similar to simulation 2. This is relatively 
expected given that the increase in productivity in the regions with high relative increases have been offset by 
regions which have had lower increases (such as NCR and CARAGA) which take a bulk of the national 
production.  
 
 

Figure 4. Regional Production Effects for Simulation 3 

 
 
 Figure 4 shows the effect of the policy on the production per region. We see similar results as the other 
simulations which suggest that the biggest production drops will be in the regions which had had the highest 
increases in the wage in addition to the services sector being the most affected. Likewise, the manufacturing 
sector has also been more adversely affected relative to the non-manufacturing sector in most regions.  
 

Simulation 4 
 For the fourth simulation, we will merely set the national minimum wage equal to the minimum wage 
in the National Capital Region and assume a 10% added labor productivity as a result of the wage increases 
with the exception of NCR.  
 

Table 10. Simulation 4 Economy Wide Changes 
  % Change 
  Nominal Real  
Type 1 labor income:  
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Agriculture -1.39739 -1.44812 
Manufacturing 3.15166 3.10093 
Non-Manufacturing 6.13015 6.07942 
Services 2.15194 2.10121 

Type 2 labor income:  
Agriculture -10.80111 -3.78011 
Manufacturing -14.36915 -10.85184 
Non-Manufacturing -6.35612 -14.41988 
Services 0.00000 -6.40685 

Other (Capital) income 
Agriculture -1.92038 -1.10491 
Manufacturing -2.13545 -1.97111 
Non-Manufacturing -1.88214 -2.18618 
Services 0.00000 -1.93287 

   
Total income(GDP) -1.41390 -1.46463 

 
 As we can see in table 10, the GDP will still arguably decrease aggregated into the national level. 
However, this decrease is much less compared to the decreases seen in the previous three simulations.  
 

Figure 5. Regional Production Effects for Simulation 4 

 
 
 Figure 5 details the regional production effects. While all of the regions’ production levels have 
decreased, the decrease is much less compared to the previous three simulations. Overall, we can seemingly 
infer that huge increases in minimum wage have adverse effects to the productivity of the economy even in the 
presence of realistic productivity gains brought about by the increase in minimum wage. Note that while 
adjusting all regional wages to NCR’s regional wage is smaller than adjusting all regions to Php 750, it is 
nonetheless a drastic increase compared to previous wage levels in the regions. Furthermore, it is impractical 
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to assume a higher increase in productivity vis-à-vis scenario 2 given that the increase in the wage was not as 
high as in the other three scenarios.  
 

Poverty Microsimulations 
 Using the Base 2012 of the Labor Force survey, we can calculate poverty effects through the use of a 
microsimulation. For these simulations, we will obtain effects on the Gini Coefficient, the poverty incidence 
level, the poverty gap level and the poverty severity level. For the poverty microsimulations, we take the 
simulations presented in simulation 1 and simulation 4.  

Table 11. Poverty Microsimulations 
  Base 2012 Simulation 1 Simulation 4 
  Level Level %Change from 

Base 
Level  %Change 

from Base 
GINI Coefficient  0.47126 0.47110 -0.034 

 
0.47107 -0.039 

Philippines Poverty 
Incidence 

24.848 24.755 
 

-0.375 
 

24.754 -0.379 

 Poverty Gap 6.836 6.805 
 

-0.457 
 

6.804 -0.464 

 Poverty 
Severity 

2.679 2.665 
 

-0.519 
 

2.664 -0.536 

Urban Poverty 
Incidence 

11.570 11.507 -0.550 11.506 -0.556 

 Poverty Gap 2.794 2.781 -0.440 2.781 -0.446 
 Poverty 

Severity 
0.989 0.986 -0.377 0.986 -0.364 

Rural Poverty 
Incidence 

35.584 35.467 -0.329 35.466 -0.332 

 Poverty Gap 10.105 10.058 -0.460 10.057 -0.468 
 Poverty 

Severity 
4.044 4.022 -0.546 4.021 -0.570 

 
 As we can see in table 11, simulation 4 was able to induce more positive impacts (at least based on 
poverty indicators) vis-à-vis simulation 1. Notice that both simulations were able to induce decreases in the 
poverty indicators in the formal sector which is to be expected given the higher wages that have occurred. 
However, these decreases were not as drastic as would be expected given the gains that the policy should have 
induced. This could potentially be due to scope of the formal labor market in the study not being able to 
encapsulate all economy wide effects that changes in the minimum wage could endure. Furthermore, the model 
is completely static, hence, cannot account for changes over time. 
 
 Figure 6 and Figure 7 summarize these results for each poverty indicator. It is clear that the two 
simulations share very similar results. Only region 2 share increases in these indicators while all other regions 
have declined as expected. 
 

Figure 6. Poverty Microsimulation for Simulation 1 
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Figure 7. Poverty Microsimulation for Simulation 4 

  

Policy Recommendations 
 Given the results of the four scenarios, it is clear the nationalizing the minimum wage may not be an 
adequate policy given the adverse impacts in regional productivity, inflation and prices. This, however, may not 
be the only evidence against the case of pursuing a national minimum wage. As we can see, if it is reasonable 
to assume that labor productivity will increase along with the minimum wage, the negative effects can be offset 
by the increase in productivity (as seen in simulations 2 and 3). However, the sheer amount proposed by 
HB7787 is undoubtedly excessive to support and maintain the current growth rates of the Philippine regions. 
Potentially, it may benefit to reconsider the minimum wage increases across regions to different amounts such 
as those presented in simulation 4. Moreover, certain abolitions of the regional wage boards and other labor 
specific organizations must be reconsidered.  
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