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SECTOR ASSESSMENT (SUMMARY) – FILIPINO YOUTH LABOR MARKET EXPERIENCE 
 
A. INTRODUCTION 
 
1. This sector assessment describes the Filipino youth labor market experience focusing 
on the transition from school-to-work. A set of transition indicators are presented to describe the 
pattern, speed, duration and quality of this transition. In particular, the length it takes to find a 
wage job and the ease in mobility of young persons moving between informal and formal 
sectors is discussed. Demographic factors, education and labor policies affecting the pattern 
and duration of this transition are discussed. This assessment draws on data from both the 
Philippines Household Labor Force Survey (1991–2008) and the longitudinal database 
constructed from the 2008 ADB survey of 500 households and over 1,500 individuals in Metro-
Manila and Cebu. 1

 

 The assessment also discusses gender differences in the youth school-to-
work transition, and therefore serves as a gender assessment.  

2. The primary finding of the assessment is that high school leavers are having the most 
difficulty integrating into the labor market. It takes them up to four years to find a wage job and 
only half of them actually find wage employment. Some teenagers that enter the labor market 
are also crowded into precarious forms of employment such as in private households and 
unpaid family work. In addition to the young person’s level of education attainment and age, 
other factors influence the school-to-work transition including the person’s job search behavior 
and family social networks. Minimum wage, severance regulations and restrictions on 
employment arrangements also slow the school-to-work transition. There is a gender gap in 
labor market performance reflected in lower employment rates for young women compared with 
men during the transition period. Young women are more likely to be engaged in precarious 
forms of employment (e.g., private households) compared to men.  
 
B SECTOR ASSESSMENT: CONTEXT AND STRATEGIC ISSUES 
 
B.1 CONTEXT 
 
3. The Philippines labor market is complex, perhaps more so than any other labor 
market in the region and this complicates formulating a youth jobs strategy. Four inter-
related features of the Philippines labor market make it complex and pose significant challenges 
for skills development, skills matching and job creation. First, the domestic labor market is 
increasingly integrated with the global labor market more so than any other labor market in the 
region. This is reflected in the increasing numbers of Filipinos going abroad for work each year, 
the diversity of destinations and employment sectors, as well as the substantial investments 
made in the Philippines tertiary and vocational education sector in response to global demand 
for skilled workers (Figure 1a). By 2011, about one million Filipinos were placed in jobs abroad, 
and remittances through the banking system reached $20 billion or $210 on a population per 
capita basis 2

                                                   
1 Bird, K. 2012. Are Filipino Youth off to a Good Start? Youth Labor Market Experience in the Philippines. ADB. 

Manila. 

Thus, young persons’ education and temporary migration choices are heavily 
influenced by the significantly high economic returns to education from career opportunities 
abroad. Second, the Philippines workforce is relatively young, with 45.0% of the population 

2 This figure refers to gross placements which includes OFW re-hires. 
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below the age of 25 years and youth accounting for one fifth of the labor force resulting in a 
relatively high labor force growth rate of 2.5% per annum (Figure 1b). While the relatively young 
population provides a boost to longer term economic growth (the so-called ‘youth dividend’), it 
also means supply-side pressures in the labor market will persist for some time. Third, the 
Philippines labor force is increasingly educated compared to other middle income economies. In 
the Philippines; 53.0% of the total labor force have graduated from high school or higher, 
compared with 30.0% in Thailand and 26.0% in Indonesia. Among Filipino youth between ages 
of 20 and 24 years of age, almost 42.0% of them have some college years of education 
compared with 33.0% of the youth cohort in 1991 (Figure 1c). The relatively high levels of youth 
education (and aspirations for higher education) influence the kinds of jobs that young people 
demand. This endowment of young and increasingly educated labor force is also influencing the 
kinds of investments to the Philippines and helps explain the rapid growth in business 
processing outsourcing industry since 2005. Fourth, formulating a jobs strategy should take into 
account the ongoing structural change in the Philippines economy where there is a distinct 
sectoral shift towards the services sectors and away from agriculture and traditional industry. 
This shift is also reflected in the changing composition of occupations in the Philippines with the 
share of professional and technical occupations in total employment having increased by 3.0 
percentage points from 2001 to 2009, the share of sales and service jobs having increased by 
1.0 percentage point, whereas the share of trades and production jobs having decreased by 3.5 
percentage points since 2001 (Figure 1d).  
 
4. Unemployment is relatively high among young persons and women in particular. 
While not solely a youth problem, unemployment reaches particularly high levels among young 
people in the Philippines: about one in five youths in the labor market can not find a job, 
accounting for 50.0% of the estimated unemployed persons in the Philippines. Female youth 
unemployment is much higher than for males. In 2008, the unemployment rate peaked at 32.0% 
for 22-year old females compared with a peak of 22.0% for males (Figure 2). Over time, the 
unemployment rates for teenagers and youths (15 to 24 year olds) have steadily increased 
despite relatively stable LFP rates for these two groups. The adult unemployment rate has 
remained stable. The Philippines youth unemployment rate is similar to other populated middle 
income economies and much higher than most OECD economies (Table 1). 
 
5. Long term unemployment. The 2008 ADB household survey collected data on the 
duration of individual persons unemployment spells and found a median duration of 11 months 
unemployment. Forty-seven percent of the unemployed reported being unemployment 
continuously for more than 12 months (long term unemployment) indicating that a significant 
proportion of the unemployment may be structural. 
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Figure 1 The Philippines’ Labor Market – Some Stylized Facts 

 
(a) Trend in Remittances and OFWs       (b) Youth share in the population, 1991-2008 
(# OFWs ‘000 on LHS, remittances $m on RHS) 
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(c ) Share of college education by age group, in  (d) Change in the demand for labor 
1991 and 2008 (%)                                                  from 2001 to 2009 
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Notes: a\ Refers to the percentage point change in the share of each occupation a status to total 
employment. As Figure d shows, the share of employment of information-related workers (managers, 
professionals, technicians, government and legislature) in total employment has increased by 3.0 
percentage points from 2001 to 2009., sales and services employees increased by 1.0% and production 
and trades-related employment declined by 3.5%.  
Source: Philippines Household Labor Force survey, ILO Labstat database and the central bank of the 
Philippines 
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Figure 2 

Unemployment Rates by Age and Gender in 2008 
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Notes: The unemployment rate is the conventional measure of those persons out of work but actively 
looking for work. 
Source: Philippines Household Labor Force Survey 
 

Table 1 
Youth Unemployment Rates for a Selection of Countries 

Source: OECD, 2000-2008, Philippines Household Labor Force Survey, 2003-2008, Indonesia household 
labor force survey, 2007 to 2009 
 
6. The transition from school to work. In general, many young job starters may face 
difficult access to employment; they account for a large share of new entrants in the labor 
market and thus have to compete among themselves and with others who typically have already 
acquired some work experience. It is therefore normal that many youth take some time to find 
their way into the labor market after leaving school, as they learn more about labor market 
opportunities, their work interests and motivations and potential employers become better able 
to gauge their productive potential. Generally, if this transition is relatively quick for young 
persons then it indicates relatively tight school and workplace links and well functioning labor 
market.  
 
7. Figure 3 presents employment rates of youths by time since leaving initial education, 
either high school or college using data from the 2008 ADB household survey. As shown in 
Figure 3a, one year after completing initial education 40.0% of youth are unemployed or inactive 
rather than working. The employment rate slowly rises from 60.0% after one year leaving school 
to 70.0% eight years after leaving school to reach the adult employment rate. This indicates a 
relatively slow school-to-work transition for many youth. While the gender education gap has 

 Youth (15 to 24 years) 
OECD – median rate 14.8 
Brazil 17.2 
Indonesia 25.0 
Mexico 6.7 
Philippines 20.8 
Russian Federation 16.4 
Turkey 20.9 
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narrowed considerably in the Philippines, it is noticeable that a gender employment gap persists. 
The transition from school-to-work for young women starts of slower than for average youth and 
the gap continues to persist after that (Figure 3b). 
 
8. The transition starts of much slower for high school graduates compared with college 
graduates. Figure 3a shows that only 20.0% of high school graduates were employed in any 
kind of job one year after leaving high school compared with 75.0% of college graduates. The 
employment gap by education level only slowly narrows with time, and after eight years the 
overall employment performance of high school graduates matches that of college graduates. 
This pattern confirms that low educational attainment impedes initial entry into the labor market 
and that high school leavers are a much more difficult time integrating into the labor market than 
for college graduates. However, an age effect also depresses initial employment rates for low 
educated youth and is not controlled for in Figure 3: many high school leavers are still teenagers 
living with their parents and may delay entering the labor market for several years.  
 
9. This school-to-work transition is similar to middle income countries in Latin America and 
much longer than in most OECD countries where education-workplace links are tighter. For 
example, the median youth employment rate among the OECD countries in 2004-06 was 78.0% 
one year after leaving initial education compared with 60.0% in the Philippines. The OECD 
transition rates range from very low rates of 50.0% to 60.0% in Greece, Italy and Poland to very 
high rates of 85.0% to 90.0% in Netherlands, Switzerland and Iceland.  
 

Figure 3 
Youth Employment Rates One, Five and Eight Years Since Leaving School 

 (a) By Education Level    (b) By Gender 
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Source: ADB Household Labor Force Survey, February 2008. 
 
10. Convergence of youth to adult employment rates after leaving school. Figure 4 
provides further insights into the speed of the convergence of youth employment rates to those 
of prime-age adults, as potential experience increases. The data shown in the figure trace out 
the time-path of the ratio of adult to youth employment rates, calculated one, five and eight 
years after leaving initial education. Adult employment rates are much higher than the most 
recent school leavers (those who left school a year earlier) but gradually declines to 1.0 as 
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youth employment rates approach those of adults eight years after leaving initial school, 
indicating that over time most youths integrate into the labor market.  
 
11. Figure 4 reveal that high school leavers are experiencing the most difficulties achieving 
convergence to adult employment rates. The adult employment rate is 3.5 times higher than 
recent high school graduates (i.e., those that left high school one year earlier), but quickly 
declines after five years since leaving school and slowly converges to adult employment rates 
eight years after leaving school. College graduates have a much smoother transition from 
school-to-work. Figure 4 shows that the speed of convergence for college graduates is very 
quick. One year after leaving school, the youth employment rate for college graduates is about 
the same as the adult employment rate, and actually does better than adult employment rates 
after five years from college completion.  
 
12. The slow convergence of youth to employment rates for high school leavers suggests 
that recent cohorts have difficulties integrating into the labor market compared with earlier 
cohorts, perhaps due to the impact of rising job skill requirements restricting employment 
opportunities for workers lacking a good basic education. Thus the importance of policies to 
expand senior high school education by two years and further reduce school drop-out rates is 
crucially important to assist vulnerable teenagers integrate into the labor market. 
 
13. While there is a gender gap in employment rates between males and females, young 
females appear to be doing better than female adults. As Figure 4b shows, the adult to youth 
employment ratio is below one (at 0.9) indicating that employment rates for young are higher 
than for female adults. This might be due to the fact that less young women withdraw from the 
labor market for family reasons (i.e., child bearing and rearing).  
 

Figure 4 
The Speed of the School-to-Work Transition by Education Attainment and Gender 

(Adult employment rates relative to youth employment rates one, five and eight years after 
leaving initial education) 

 
(a) High School and College Graduates      (b) By Gender  

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

1yr 5yr 8yr

All youth High school graduates College graduates
 

0

0.2

0.4

0.6

0.8

1

1.2

1.4

1yr 5yrs 8yrs

All youth Females
 

Source: 2008 ADB Household Labor Force Survey 
 
14. The convergence rate for high school leavers in the Philippines is much slower than for 
most OECD economies where similar individual-based indicators are produced. The median 
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convergence rate for OECD countries is 1.8 for school leavers one year after high school 
completion with Italy having the slowest rate at almost 4.0, about the same as the Philippines. In 
contrast to high school graduates, the convergence rate for college graduates in the Philippines 
follows the same time-path as most OECD countries.  
 
15. Duration of the school-to-work transition. The average length of the school-to-work 
transition is an intuitively appealing measure of how easily youth integrate into employment. 
Based on individual-based data from the ADB survey, Table 2 presents the median and simple 
average length in months for youths to find their first job. It takes approximately 2 years for an 
individual to find her/his first job. High school leavers have a much more difficult time to 
integrate into employment. It can take up to 3 years to find a first job. College graduates 
generally find their first job within 12 months. Compared with OECD countries for which 
individual-based estimates are available, the length of the school-to-work transition is much 
longer in the Philippines. The median OECD country estimate is 1.1 months, with Australia, 
Germany, Ireland, Finland, and the United States recording average lengths of less than one 
year, and Italy, Greece, and Spain recording 2.3 years or more.  
 

Table 2 
Median Time to Find the First Job and Wage Job 

(in years) 
 First Job Wage Job 
All youth 2 3 
Males 3 3 
Females 2  3 
High school or less 3 4 
At least some college 
education 

1 2 

ADB household survey 2008 
 
16. Quality of the school-to-work transition. The transition indicators presented above 
focused on employment in general and did not distinguish between quality - whether 
employment was a wage job, temporary wage job, self employment or precarious forms of 
employment (unpaid family work or jobs in private households). Crucially important is the quality 
of the transition in terms of status of first job and subsequent jobs. The technique used above 
can also be used to estimate the time required to find wage jobs and stable wage jobs defined 
as permanent wage contract. Table 2 above presents median individual-based estimates of the 
length of the transition to a regular wage job. For all youths, the median length is 3 years to find 
a regular wage job, which is longer than the average for OECD countries. High school leavers 
have difficulties accessing regular wage jobs; the median length is 4 years for those that find a 
regular wage job. For college graduates the median length is 2 years. 
 
17. Figure 5 provides further insight into the pattern of the transition to a quality job. Looking 
at these data, there is a striking gap between high school leavers and college graduates in the 
pattern to a quality job. Figure 4a shows that no high school leavers reported having obtained a 
wage job within one year since leaving school. Eight years after school completion, about 60.0% 
of high school leavers reported having a wage job. In contrast, over 70.0% of college graduates 
reported having a wage job after one year leaving college, although this rate declined towards 
60.0% eight years after leaving school.  
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Figure 5 

Wage Employment Rates of Youths One, Five and Eight Years since Leaving School 
(a) Wage Employment by Educational   (b) By Gender 
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Source: ADB Household Labor Force Survey, February 2008. 
 
18. Youth employment composition. While the Philippine household labor force survey 
does not provide information on the school-to-work transition, it does provide information on 
quality employment by age and gender. The potential advantage for Filipino youth entering the 
labor market today is that they are better educated than the cohort that preceded them. This is 
reflected in the increased share of the youth population with college education about 42.0% of 
youths between 20 and 24 years of age have at least some college education in 2008 compared 
with 33.0% in 1991. It is also reflected in the age profile of wage workers, with wage 
employment rates higher for youths and young adults compared to prime age workers. Figure 
5a shows that the wage employment rate starts off relatively low for teenagers, increases 
rapidly for youths and reaches a peak of 60.0% for 27 year olds in 2008, and starts to decline 
for prime age workers, who are more likely to shift into self-employment. This pattern has been 
relatively stable over time and persistent difficulties experienced by prime age workers with 
finding lifetime employment in the wage sector. Put differently, prime age workers’ skills tend to 
rapidly depreciate relatively to better educated young persons thereby making it difficult for 
prime-age adults to find wage employment. 3

                                                   
3 This wage employment-age profile is not specific to the Philippines and characterizes formal 

employment in many low and middle-income countries.  

 By gender, wage employment rates start of lower 
for female teenagers compared to males but are similar for the youth cohort (in the 20-24 year 
age group). Wage employment rates drop off quickly for female adults as many exit the labor 
market to start families, although this gender gap in employment rates appears to persist 
throughout prime-age and mature adults (Figure 5b). 
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Figure 5 

Indicators of Quality of Youth Employment 
(a) Wage Employment by Age, 1991 and 2008    (b) Wage Employment by Age and      
                                                                                   Gender in 2008 
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Source: Philippines Household Labor Force Survey, 2008 
a\ Wage and self-employment relative to labor force by age. Self-employment includes those self-employed with 
workers, self-employed with no workers, unpaid family members and workers in private households. 
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19. Self-employment and precarious forms of employment. Rates of self-employment 
are relatively low for teenagers and youths. Self employment increases for prime age workers 
and more than half of adults over 40 years of age are in self-employment (Figure 2c). The ADB 
household survey finds that almost half of the self-employed respondents were unemployed 
prior to entering self-employment and almost a third of them reported unable to find alternative 
employment, indicating that for many persons self employment is a coping mechanism when 
other job opportunities are limited. While teenagers and youths are less likely to enter self-
employment, they are over-represented in other precarious forms of employment.  As evident 
from Figures 2d and 2e, which plots the percentage of workers in private households and 
unpaid family workers, out of the total of all persons in employment, about 40.0% of teenagers 
(15-19 years) entering the labor market either enter unpaid family employment or employment in 
private households.4

 

 These employment rates drops off quickly with age, as more educated 
youths enter the labor market and find work in formal wage employment. There are distinct 
gender differences. Young females have higher rates of unemployment and are over-
represented in private household employment. They are more likely than males to enter unpaid 
family work during their prime adult age partly reflecting lifecycle factors but also limited access 
to formal wage employment due mismatch of skills and limited work experience.  

20. The level of education attainment determines access to wage employment.  
Consistent with the findings of the 2008 ADB household survey that education influences the 
quality of the school-to-work transition, data from the Philippines labor force survey shows that 
70.0% of young workers with at least some college education have jobs in the wage sector, 
while the majority of workers not having completed upper high school are crowded into the non-
wage sector (Table 3). High school graduates are evenly spread across the wage and non-
wage sector. Thus, competing tertiary education greatly improves the chances of obtaining 
wage employment for job seekers.  
 

Table 3 
Employment Status and Education Attainment 

(% distribution by education group) 
 
 High School 

Dropouts 
High School 
Graduates 

At Least Some 
College schooling 

Wage employment 37.0 52.0 71.0 
Self-employment 39.0 30.0 21.0 
Other non-wage 
employment a\ 

24.0 19.0 8.0 

Total 100.0 100.0 100.0 
Source: Philippine Household Labor Force Survey, 2008 
a\ Include unpaid family workers and private household employment 
 
21. Mobility of youth in temporary and self-employment. Non-standard forms of 
employment and low relative wages can help increase labor market access for youths, 
especially those with lesser qualifications and little or no labor market experience. However, it is 
also important that these youth be able to build upon their early labor market experience to 
enhance their skills and career prospects. Thus, it is important that youth are able to move out 
of temporary, non-regular, and low-paid jobs to better paying jobs.  

                                                   
4 Unpaid family work is often a disguise for teenage and youth unemployment. 
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22. In the Philippines employment arrangements are relatively restrictive, although there has 
been some modest relaxation in recent years. As a general principle, an employer must 
regularize employees after they completed their maximum six months probation period. 
Employers can, however, outsource non-core functions with restrictions. Core functions can 
also be outsourced under restrictive conditions. There is evidence that temporary contract work 
has boosted employment in the Philippines and also provides many young persons with a 
passport to regular wage employment. Table 4 shows the transition matrix between regular 
wage employment, temporary contract work and self-employment as classified by the ADB 
survey respondents. It shows the transition from first job after leaving initial education and 
current employment status. Two key observations from the matrix warrant emphasis. First, the 
young person’s first job matters for future employment opportunities. At one end of the 
employment continuum (regular wage employment), 50.2% of workers whose first job after 
leaving education was regular wage employment remained in regular employment at the time of 
the survey. At the other end of the continuum (self-employment), 70.9% of workers whose first 
job was in self-employment remained self-employed at the time of the survey, only 12.6% of 
self-employed workers finding regular wage employment indicating that some fiction in mobility 
exist between the formal and informal sectors. Second, temporary contract work provides a 
bridge between the formal and informal sectors. Almost equal numbers of workers whose first 
job after leaving education was temporary contract employment found either regular wage 
employment, or remained in contract employment, or shifted to self-employment. 
 

Table 4 
Employment Transition Matrix 

  
Employment status at first job 

Number of workers (% in brackets)  
  Regular Contractual self-employed Total 

Cu
rr

en
t 

em
pl

oy
m

en
t 

st
at

us
 

Regular 88 143 13 244 
  (50.2%) (30.4%) (12.6%)  
Contractual 32 184 17 233 
  (18.2%) (39.5%) (16.5%)  
self-employed 55 139 73 267 
  (31.6%) (29.8%) (70.9%)  
Total 175 466 103 744 
 23.5% 62.6% 13.8% 100 

Source: ADB Household Survey, 2008. 
Note: The table is read as follows: The column label “Regular” under employment status at first job shows 
a total of 175 workers. Of these, 88 remained regular at current status (2008), 32 left regular jobs and 
became contract workers, and 55 left regular jobs and became self-employed. Of the 466 contract 
workers at first job, 184 remained contract workers in 2008, 143 found regular jobs, and 139 became self-
employed. Of the 103 self employed workers at first job, 13 found regular wage employment in 2008, 17 
found contract work, and 73 (70.9%) remained self-employed in 2008 
 
23. The young person’s education level, age, job search behavior and family income 
and social networks influence young person’s pattern and speed of the school-to-work 
transition. High school leavers are young, in the age range of 15 to 17 years, and consequently 
may stay out of the labor market for some years either because they stay at home or are not 
ready for the labor market. The government’s policy of expanding senior high school by two 
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years will partly address the ‘age’ influence in the school-to-work transition. Even so, controlling 
for age, ADB staff estimates show that educational level of the school leaver is the main 
demographic determinant of the length and quality of this school-to-work transition. High school 
leavers have a difficult time integrating into the labor market in the earlier years compared to 
college graduates as they do not have the requisite skills demanded in the labor market. There 
are other factors at play. The family’s social network influences the speed of finding a job and 
quality one. The individual’s job search behavior also matters, and this in turn is influenced by 
education level. College graduates are more likely to find jobs through formal channels than 
high school leavers, of which 70.0% relied on family and friends to find a job (Figure 6).  
 

Figure 6 
Youth preferred Job Search Method 

(a) Percentage youth jobs found by job search method 
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(b) Percentage distribution of youth jobs found by job search method and education level 
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B.2 STRATEGIC ISSUES 
 
24. This section identifies the key labor market policies and programs that can affect the 
pattern, speed and quality of the school-to-work transition for young persons in the Philippines. 
High minimum wages, restrictions on employment arrangements and severance regulations are 
key labor regulations that have contributed to a slow school-to-work transition for many young 
high school leavers. The regulations have also contributed to social exclusion in the labor 
market as a sizeable proportion of high school leavers do not have access to productive wage 
employment opportunities. Reforms to these policies will be necessary to improve the school-to-
work transition and promote a more inclusive labor market. There are also several active labor 
market programs that can help facilitate the transition and these need enhancing including 
strengthening labor market information systems, job placement programs and industry skills 
development. Options are suggested for improving active and passive labor market policies and 
programs. 
 
25. Minimum wages. The Philippines minimum wage rates are relatively high in the 
compared with rates in regional economies and relative to its level of economic development. 
Table 5 presents minimum wages in Manila, Bangkok and Jakarta, converted into dollar 
equivalents. These three cities are the main industrial and commercial centers in their 
respective countries and have similar population bases that allow for appropriate comparison. 
As Table 5 shows, minimum wages in Manila have been persistently higher than the minimum 
wages in Bangkok and Jakarta since after 1996. An important comparison is minimum wages 
relative to per capita GDP, reflecting minimum wages to the level of economic development. 
The Manila minimum wage is 139.0% of national per capita GDP compared with 67.0% in 
Jakarta and 63.0% in Bangkok highlighting the substantial difference in minimum wage rates in 
the three commercial centers. However, while minimum wages in the Philippines remain 
relatively high on a regional basis, the recent rates of increase in dollar terms have been much 
smaller than in Bangkok and Jakarta. In dollar terms, the Manila minimum wage had increased 
by 41.7% from 2006 to 2012 compared with 82.2% in Jakarta and 98.4% in Bangkok over the 
same period, indicating a catch up in minimum wages with Manila. Adjusted to inflation, 
Philippines minimum wages in local currency have gradually declined on average by 1.4% per 
annum since 1991 (Figure 8a). Decentralizing minimum wage setting to subnational wage and 
productivity boards in the early 1990s has contributed to a more pragmatic approach to 
minimum wage setting.  
 

Table 5 
Minimum Wages  - Regional Comparison 

 Manila Jakarta Bangkok 
1996 $140 $66 $153 
2000 $125 $34 $93 
2006 $175 $90 $122 
2012 $248 $164 $242 
% increase in MW in 2006 over 1996 levels  25.0% 36.4% -20.3% 
% increase in MW in 2012 over 2006 levels 41.7% 82.2% 98.4 
MW relative to per capita GDP 139.0% 67.0% 63.0% 

Source: Minimum wages from the Departments of Labor of the three countries. Daily MW rates for Bangkok and 
Manila are converted into monthly minimum wage by assuming a 25 working day per month to remain consistent with 
the Jakarta minimum wage. Bangkok has one minimum wage at Bt300/day (effective 1 April 2012). Jakarta has one 
minimum wage set of Rp1,500,000/month effective January 2012. Manila has one minimum wage for non-agriculture 
workers of P426/day, includes a cost of living allowance of P22/day. Average exchange rates for each year are used 
to convert local currencies into dollar equivalents: Peso/$=41.0, Baht/$=31.0 and Rp/$9,100. National per capita GDP 
(2010) are used: Indonesia $2,900; Philippines $2,140; Thailand: $4,608. 
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26. Minimum wages are relatively high compared to market wages for young persons, 
females and the less educated workers in the labor market. A minimum wage is more likely 
to hurt employment creation if it becomes binding in the labor market; that is, minimum wage 
hikes push up average market wages for a demographic group rather than act as a floor on low 
wages. The binding nature of a minimum wage can be assessed from the ratio of the minimum 
wage to the medium market wage of selected demographic groups. Figure 8b to d presents the 
trends in the ratio of the minimum wage to the median market wage by age groups, gender and 
levels of education since 2001. The Figure shows that the minimum wage is most binding on 
teenagers, females, and high school dropouts. Figure 8b shows that the minimum wage 
exceeds the medium market wage for teenagers and this ratio has been rising since 2001. The 
minimum wage is also relatively high for youths at around 80.0% of the medium market wage. 
The minimum wage averages about 78.0% of the medium market wage for women and 70.0% 
for males. By the level of educational attainment, the minimum wage exceeds the medium 
market wage for high school dropouts and this ratio has been rising over time. The minimum 
wage ratio averages 76.0% for high school graduates and 40.0% for college graduates. Except 
for college graduates, prime-age workers and mature workers these minimum wage levels are 
relatively high compared to market wages. 
 
27. Statistical evidence shows that minimum wages have hurt employment of school 
dropouts and females. ADB staff estimates of employment show that a 10.0% increase in real 
minimum wage reduces employment of females by about 1.0%, high school dropouts by 1.3% 
and elementary school drop outs by 10.0%. Statistical results are ambiguous for males, youths 
and high school graduates (Box 1). Statistical results for the three affected demographic groups 
are presented below: 
 



15 

 

 
Figure 7 

Trends in Minimum Wages, 2001 to 1008 
(a) Real Minimum Wages         (b) Ratio of MW to Medium Wage by Age Group 
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Box 1: Impact of Minimum Wages on Employment in the Philippines 

 
The economic literature provides a number of competing theories on the impact of minimum wages on 
employment. On the one hand, minimum wages may increase employment of certain groups where the 
local labor market may exhibit monopsonistic features (i.e., one large employer in the location). On the 
other hand minimum wages, if binding in the labor market, pushes up labor costs and reduces the 
demand for labor over time. The negative impact may vary by demographic group depending on 
differences in productivity. Hence, we may find a negative impact on teenagers and not adults, or on low 
educated workers and not skilled workers for this reason. The impact of minimum wages may also vary 
across time. Employers may not make immediate adjustments to their workforce levels from a hike in the 
minimum wage so no disemployment effects are observed in the short term. Over the longer term, 
employers make adjustments through normal labor attrition and so a negative impact might show up over 
the longer term. 
 
ADB staff carried out a series of statistical tests on the impact of minimum wages on urban wage 
employment in the Philippines. The sample was a pooled database of wage employment by province and 
time (1991 to 2008). The sample was disaggregated by age group, gender, and level of education 
attainment. Variables in the statistical model included wage employment by province (dependent 
variable), real median minimum wages by province (MW), provincial real GDP (GDP), working age 
population by province to capture shifts in labor supply (LS), and the share of workers in total wage 
employment with wages above the minimum wage to capture the binding nature of the minimum wage 
(compliance). Overall, unambiguous results were found for females, and elementary and high school drop 
outs. Ambiguous (i.e., unclear) results were found for all workers, males, high school and college 
graduates, and for each age group. The key results are presented below.  
 
Equation 1 is estimated for total wage employment. As can be seen, there is a negative sign on the 
minimum wage (MW) coefficient but it is not statistically significant, i.e., there is no statistical impact on 
employment from a minimum wage hike. The real GDP, labor supply shift and compliance variables are 
significant: An increase in GDP and working age population increase employment. The compliance 
variable is also positive suggesting that the larger the share of workers with market wages above the 
minimum wage (i.e., MW is less binding), the higher the employment. Equation 2 is estimated for 
employment of males. Similar to equation 1, the sign on the minimum wage coefficient is not significant. 
Equations 3, 4 and 5 are estimated for employment of females, elementary school dropouts and high 
school dropouts respectively. In all three equations, the sign of the minimum wage coefficient is negative 
and statistically significant at the 10% level or better. The results show that a 10% increase in the real 
minimum wage results in a 1.0% reduction in female employment, 1.3% reduction in employment of high 
school dropouts and a 10.6% reduction in employment of primary school dropouts. The results tell us that 
minimum wages hurt the low educated workers in particular.  
 
1. Total wage employment =-0.56*-0.03MW+0.96LS*+0.08GDP*** + 0.06Compliance** 
2. Male wage employment =-1.22*+0.03MW+0.94LS*+0.10GDP*** + 0.16Compliance* 
3. Female wage employment=-1.21*-0.11MW***+0.99LS*+0.04GDP - 0.01Compliance 
4. ES dropout wage employment =-5.3*-1.06MW**+0.50LS**+0.59GDP-0.18Compliance 
5. HS dropout wage employment =-2.0*-0.12MW**+1.00LS*-0.02GDP 
  
*significant at 1% significance level, ** at 5% level and *** at 10% level. ES refers to elementary school 
dropouts, HS refers to high school dropout. Sample period for equations (1) to (4) is 2001 to 2007 with 
548 observations at the province level. The two stage least square (2SLS) simultaneous equation with 
fixed effects statistical technique used. Sample period for equation (5) is 1991 to 2008 with 1,332 
observations. Random effects statistical technique used. 
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28. Employment arrangements. As a general rule, employees are made regular 
employees after a maximum 6 month probation period. Employers can outsource non-core 
activities to manpower providers. Core activities can be outsourced but on very restrictive 
conditions. These rules are designed to provide job and income security to workers. On a 
regional comparison, these rules are very restrictive. Longer term fixed term contracts are 
permitted in Indonesia, Malaysia and Thailand. The Philippines employment rules are similar to 
those in other labor markets considered with relatively restrictive employment arrangements 
such as Greece, Spain, Italy, and some Latin American economies.  
 
29. Rules on employment arrangement have created job insecurity for younger and 
less educated workers. The six month probation period in particular has created job insecurity 
for younger workers with high school education or less and has contributed to relatively low 
employment tenure rates for this group. As Table 6 shows, based on a survey of 150 
enterprises, about 29.0% of the workforce has been employed for less than one year at the time 
of the survey. The average tenure rate of this sample is 4.5 years and the median tenure is 4.5 
years at the same firm.  This tells us that a worker stays at a firm on average for 4.5 years and 
the worker at the 50th percentile stays at the firm for 3.5 years. This tenure rates are relatively 
low even compared with countries with flexible labor markets such as Australia, UK and the US. 
For example, average employee tenure in the Philippines is 4.5 years compared with 6.4 years 
in Australia, 7.8 years in the UK, and 7.4 years in the US (1996 data). In highly regulated labor 
markets in Europe, tenure rates (based on 1996 data) are much higher: Greece (9.9 years), 
France (10.7 years), Italy 11.6 years) and Poland (17.5 years). The cost of the short term 
probation period is that it has led to disincentives for both young workers and employers to 
invest in human capital. Other countries have addressed this through permitting longer 
probation periods (up to 12 months) and longer fixed term contracts with employers (Table 6). It 
is recommended that the 6 month probation period be extended to 12 months to improve job 
security and provide better incentive for on-the-job training.  
 

Table 6 Tenure Rates in the Philippines 

Source: ADB survey of enterprises, 2008. 150 enterprises surveyed. 
 
30. Severance payment system. The Philippines’ Labor Code mandates severance 
payments for dismissals due to economic cause (layoffs, business restructuring, business 
closures) and for special cases where employment service is terminated due to illness. This 
coverage of severance payments is in line with other countries that have severance regulations. 
Although, in some countries labor laws do not mandate compensation for dismissals due to 
economic cause (i.e., downsizing), but leave it up to parties to negotiate. Like many other 
countries, legislation does not mandate severance payments for just cause. Workers dismissed 
for unjust cause (illegal dismissal) or pre-termination of contract are entitled to compensation 
but this is determined through industrial courts or bipartite negotiations between the employer 

 Percentage of workers 
Workers less than 6 months in their current job at the time of 
the survey 

16.9 

Workers between 6 and 12 months 12.0 
Workers between 1 and 2 years 11.9 
Workers between 2 and 5 years 19.8 
Workers between 5 and 10 years  17.8 
Workers between 10 years or more 21.6 
Average tenure 
Median tenure 

4.5 years 
3.5 years 
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and worker or union. Severance rates are one month salary per year of service for dismissals 
due to economic restructuring and two weeks per year of service for dismissals due to business 
closures and illness. On a regional basis, these rates are relatively high, although compared on 
an international basis the rates are average.  Figure 8 shows a regional comparison of 
legislated severance payments to an employee with four years of service with the employer and 
are laid off due to business restructuring. As can be seen from Figure 8, the Philippines 
severance regulation is the third highest in the Asian region after Indonesia and Thailand. 
Indonesia’s severance payment rates are among the highest in the world. 
 

Figure 8 
Severance Payments – Regional Comparison 

Severance rates in monthly wages for an employee with 4 years of service and laid off 
due to business restructuring 
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Note: Only severance rates included. The figure for India refers to severance payments made in the case 
of retrenchments. Source for India and Malaysia taken from: Asher, M and P Mukhopadhaya (2003) 
‘Severance pay in Selected Asian Countries: A Survey’, paper prepared for International Workshop on 
Severance Pay Reform, Vienna, November 7-8th, 2003.  Data for Indonesia, Philippines and Thailand 
taken from their respective departments of labor.  
 
31. The severance regulations act like a “tax” on hiring new workers. This is because 
severance regulations oblige the employer to pay a certain amount to the worker in the event 
the worker is dismissed for economic cause, illness, or unfair dismissals. Like all taxes, an 
increase in severance rates will reduce the demand for workers covered by the regulation. ADB 
staff estimates that the Philippines severance rates are equivalent to a “hiring tax” of about 1.2 
monthly wages per employee.  This estimate excludes court mandated severance payments for 
illegal dismissals. This “hiring tax” is interpreted as follows: at the time an employer hires a new 
worker in 2012, the employer will have to ‘implicitly’ put aside a (discounted) lump sum amount 
of about 1.2 months wages as future severance pay. Compared with other Asian economies, 
the Philippines ‘hiring tax’ is relatively high: it is the third highest behind Indonesia (hiring tax of 
4.0 months wages) and Thailand (about 1.3 months). On an international comparison of 
estimates of the ‘hiring tax”, the Philippines rate is slightly below average for a sample of 
countries, similar to estimates for the UK and Belgium.  
 
32. The severance payment system is biased against young persons. In the Philippines, 
like in many other countries, severance payments are directly related to the worker’s tenure in 
the firm – i.e., x monthly salaries per year of service. This creates serious and arbitrary 
distortions. For example, firms will tend to keep older workers even if they are loess productive 
than younger ones because it is more expensive to lay off older workers. In this way, the current 
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structure of severance payments is biased against employing young persons. In addition, the 
current structure of severance payments typically lead to industrial conflict as often financially 
troubled enterprises may not have funds to cover severance entitlements.  
 
33. Several countries have transformed their severance pay system into a deferred 
compensation scheme whereby employers and employees anticipate severance payments up 
front (before the separation event occurs) by making contributions to a fund, as in the case of 
many relatively new schemes in Latin America such as Brazil and Peru. The advantage of this 
scheme is that since severance payments are based on accumulation of funds and determined 
by contributions it will not interfere with employers’ hiring decision with respect to age of new 
employees and do not discourage investments in training on the job. They are more likely to 
provide income security as severance payments are pre-funded through contributions. It is also 
likely to reduce conflict as severance payments are pre-funded. Thereby guaranteeing 
severance payments over the longer term. 
 
34. Job placement programs. International experience shows that well structured job 
placement programs can help facilitate the school-to-work transition for school leavers. 
Experience in Chile and other Latin American economies with the Joven program and in the UK 
and Western Europe on similar youth job placement programs demonstrate these can be useful 
in matching young persons with employers. In Latin America, approximately 100,000 young 
people are placed in jobs through the Joven program or equivalent. Key features of the job 
placement program is that young people referred to the program are provided with labor market 
information and coached on identifying carrier choices and internships with employers. Some 
programs also include vocational training grants. 
 
35. In the Philippines, the government established public employment service offices 
(PESOs) at the local government level (LGU) to assist school leavers with job search and job 
palcements. By 2011, 85 PESOs have been institutionalized at the LGU level - permanent 
PESO office with staff and budget. Approximately 95,000 persons have been placed in jobs 
through the PESOs. Capacity of PESOs and their effectiveness varies across PESOs. High job 
placement rates (between 20%-30%) are reported in several PESOs institutionalized in Metr-
Manila. The Government does have an internship program with the public service but this does 
not provide a full set of services necessary to make an internship program successful.  
Job placements 
 
C. GOVERNMENT’S SECTOR POLICY AND PLANNING FRAMEWORK 
 
36. Philippine Development Plan (PDP), 2011–2016. Improving the employment situation 
is a priority of the PDP 2011–2016. The Philippine Development Plan (PDP, 2011–2016) aims 
to create one million new jobs per year and maintain the unemployment rate within a narrow 
range of 6.8% and 7.2%. The Department of Labor and Employment’s development plan for 
2011 to 2016 has set out a comprehensive set of measures to address the employment 
challenge including enhancing labor market information and employment intermediation 
systems including institutionalizing and building capacity of the public employment service 
offices (PESOs) for better service delivery, developing job search and internship programs for 
young persons having difficulty integrating into the labor market, and initiating a review to the 
labor code to address impediments to hiring workers and to find ways to introduce and 
implement unemployment insurance.  
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37. With support under the Increasing Competitiveness for Inclusive Growth program, key 
employment creation measures include: 
 

a. The government will pilot the MyFirstJob targeting 1,600 young people. The pilot 
draws on experience of the Joven program in Latin America and other youth job 
placement programs in Canada, UK and Europe. 

b. The Government has also initiated a review of the labor code. The labor code will be 
subject to a regulatory impact assessment under the program. Consultations will be 
carried out through the tripartite committee comprising of government, employer 
groups and unions.  

c. Pilot an industry skills development program with a matching grants fund to finance 
training of workers. The skills development program will be piloted in the tourism 
sector.  

 
D. ADB’S SECTOR EXPERIENCE AND ASSISTANCE PROGRAM 
 
38. ADB has long supported reforms to the education sector including the technical 
vocational education and training (TVET) sector. These have included both programmatic and 
project approaches. The proposed Education Improvement Sector Development Program 
(EISDP) for consideration by the ADB Board of Directors in 2013 will assist the government 
implement its kindergarten to year 12 basic education reforms. The two year expansion in 
senior high school will help address the ‘age’ influence in the youth school-to-work transition.  
 
39. ADB’s engagement in the employment facilitation and labor market policy issues is 
increasing. ADB technical assistance under the investment climate project is providing 
assistance to the Department of Labor and Employment (DOLE) to design the MyFirstJob 
program, review the labor code and support regulatory reform in the labor field. The TA is also 
assisting the Department of Tourism to design and develop an industry skills development 
program and governance structure around the Tourism Development Fund legislated for 
establishment under the 2009 Law on Tourism. The ICIG program will support both DOLE and 
DOT to pre-test the MyFirstJob program and the industry skills development program.  
 
 




