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We expect a moderate real increase 
in the minimum wage 
 
We estimate an increase in the minimum wage of around 5.5% (1.65% in 
real terms), affecting inflation, the labor market and public finances 
 

Bearing in mind past increases and the method used for determining them, we expect an 
increase of 5.5% for 2012, with a confidence range of between 4.8% and 6.2%. The real 
increase would mainly boost prices of highly labor-intensive sectors, such as construction, 
textiles and apparel (8.6% of GDP in total). A rise contributes to the current inefficiency of 
the labor market, increases informality and limits the positive trend in job creation. In pubic 
finances, it increases expenditure on pensions (15% of the nation's budget) and public-
sector workers (10% of the budget) by a relatively similar amount. 

 

The well-known minimum wage debate  
 
Discussions about the increase in the minimum wage began early this year. The trade 
unions and the Office of the Vice-President of the Republic had already suggested what they 
hoped for in 2012. Equally, the Comisión de Concertación Laboral (labor relations 
commission), the body that discusses the increase in the minimum wage, began its 
meetings in October by analyzing subjects relating to employment protection. 

The discussion within the labor relations commission is well known. The Minister for Social 
Protection acts as mediator in the discussions between employers and workers, who have to 
agree the increase before the end of the year. If they do not do so, the government will fix 
the value, taking into account inflation, labor productivity, and GDP growth, remembering 
that since 1999 by constitutional mandate its increase cannot be under the inflation rate for 
the year ending.  

The Governor of the Central Bank attends the meetings as observer, presents its forecasts 
for inflation and labor productivity, and suggests that the increase should be equivalent to 
the expected rate of inflation. The Director of National Planning also attends the meeting and 
explains the effect of the increase on employment, pensions and other public sector 
accounts, suggesting that the rise should be close to the inflation rate. The trade unions 
argue that a higher minimum wage stimulates consumption and is positive for the economy, 
while the employers' associations argue that an excessive increase could lead to a 
slowdown in output, generate unemployment and endanger the economy in an environment 
of international turbulence.
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The mechanism to determine the increase provides clear clues as to its 
direction 
 

Behind the well-known discussion, the mechanism for defining the minimum wage provides 
clear clues as to the direction the increase will take. Although the workers and employers 
take center stage and have to agree its value, both players know that if they do not reach 
agreement, the government will decide it by decree. In turn, the government has its own 
incentives (beyond the effects on the labor market). It knows that each percentage point 
increase in the minimum wage increases by a similar amount the monthly payments it must 
make on pensions, which in 2012 were close to 3.7% of GDP (15% of the budget); it knows 
that excessive increases affect the payment of wages to public-sector workers (10% of the 
budget); although it also knows that an excessively low minimum wage that is far removed 
from what the workers want may result in protests and demonstrations that undermine the 
government's popularity. 

The employers and workers know the consequences of not agreeing an increase. Both know 
that the government will set a low minimum wage, close to what the employers want. Thus 
the employers have an incentive for not coming to an agreement with the workers (or if they 
do so, for agreeing a lower value than what they expect would be set by the government); 
the workers know that it will be difficult to agree with the employers, so they rely on social 
pressure (e.g. demonstrations and strikes) and propose an increase that they know in 
advance cannot be accepted by the employers, but that may influence the amount to be 
determined by the government. 

This theoretical outline corresponds to the results of past discussions. Since 1999, eight of 
the twelve increases have been fixed by the government. The last time that the increase was 
agreed was in 2005. Moreover, the increase has systematically been closer to the value 
initially called for by the employers rather than the workers, both in years in which it was 
subsequently agreed and when it was fixed by the government. In fact, it has been 1% 
higher than the initial offer by the employers, but 4.1% lower than that of the workers. 
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Table 1                 
Increase in the minimum wage: proposals by the workers and employers, and the final minimum 
wage 

Year of 
increase 

  
Workers' 
proposal 

  
Employers' 
proposal 

  Increase   Decision 

1999   15.0%   10.0%   10.1%   Government decision 

2000   11.3%   9.4%   10.0%   Agreed 

2001   9.5%   6.0%   8.0%   Government decision 

2002   12.0%   6.5%   7.4%   Agreed 

2003   10.0%   6.2%   7.8%   Agreed 

2004   11.0%   6.0%   6.6%   Government decision 

2005   10.0%   5.7%   6.9%   Agreed 

2006   10.0%   5.0%   6.3%   Government decision 

2007   11.0%   5.6%   6.4%   Government decision 

2008   14.0%   6.5%   7.7%   Government decision 

2009   8.0%   3.2%   3.6%   Government decision 

2010   12.0%   3.0%   4.0%   Government decision 
Source: Minprotección and BBVA Research  
The source of the mechanism is Hernández (2007) and BBVA 

Research         
The real increase in the minimum wage has been 1.65%, adjusted for the average inflation 
for the year in which the increase was in force, with undetected (or insignificant) correlations 
with output, inflation, labor productivity or political leaning of the then government who 
mediated in the increase. 

Chart 1  
Real increase in the minimum wage: 1991-
2011  

Chart 2 
Proposals for the increase in the minimum 
wage: employers, workers, and the actual 
increase  
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If this past history continues, the minimum wage in 2012 will increase by 
around 5.5% 
 

Bearing in mind that the real increase in the minimum wage since 1999 (the year in which 
the Constitutional Court ruled that the increase must be greater than the inflation for the year 
ending) has been 1.65%, and taking into account BBVA Research's average inflation 
forecasts for 2012, we can expect the increase to be 5.5%, with a confidence range of 
between 6.2% and 4.8%.  

The increase is positive in real terms, so Colombia will continue to stand out in the region for 
having a high minimum wage, equivalent to 50% of the average labor productivity. This 
contributes informality, unemployment and the low coverage of the pension system. These 
effects are well-known and there appears to be a consensus about them among economists, 
but there appear to be few political answers to them. 
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LEGAL NOTICE 

This document, and all data, opinions, estimates, forecasts or recommendations contained herein, have been prepared by Banco Bilbao Vizcaya 
Argentaria, S.A. (hereinafter, "BBVA”), with the purpose of providing its customers with general information as at the date of issue of the report, and are 
subject to change without notice. BBVA does not undertake to communicate the changes, or to update the content of this document. 

Neither this document, not its content, constitute an offer, invitation or request to buy or subscribe to shares, or other securities, or to make or cancel 
investments, neither can it serve as the basis of any contract, commitment or decision whatsoever. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may be inappropriate for 
their specific investment objectives, financial position or risk profile, as they have not been taken into account when preparing this report. Thus they 
should adopt their own investment decisions, taking into account these circumstances and obtaining any specific and specialized advice that may be 
necessary. The content of this document is based on information available to the public, obtained from sources deemed to be reliable, but the information 
has not been independently verified by BBVA, and therefore no guarantee (either explicit or implicit) is provided for its exactitude, integrity or correctness. 
BBVA does not assume any responsibility for any direct or indirect loss that may result from the use of this document or its contents. Investors should 
remember that the past performance of securities or instruments, or the historical results of investments, do not guarantee future performance or results. 

The price of securities and instruments or the results of investments may fluctuate against the interests of investors and even result in a loss of the initial 
investment. Transactions in futures, options and shares or high yield securities may involve high risks, and are not suitable for all investors. In fact, 
certain investments may lead to a loss greater than the initial outlay, in which case additional sums must be paid to cover the loss. Therefore, before 
making any transactions in these securities, investors must be aware of how they operate, and the rights, liabilities and risks involved, in addition to those 
inherent in the underlying values of the securities. There may not be a secondary market for these instruments. 

BBVA or any other organization in the BBVA Group, as well as the respective directors or employees thereof, may hold a direct or indirect position in any 
of the securities or instruments referred to in this document, or in any other securities or instruments related to them; they may trade these securities or 
instruments themselves or through a third party, provide advice or other services to the issuer of these securities or instruments, companies related to 
them or to their shareholders, directors or employees, and may have stakes or carry out any transactions in these securities or instruments or 
investments related to them, either before or after the publication of this report, to the extent permitted by applicable law. 

The employees of the sales department or any other departments of BBVA or other organizations in the BBVA Group may provide customers with 
comments on the market, either verbally or in writing, or investment strategies, which reflect opinions contrary to those expressed in this document; at the 
same time, BBVA or any other organization in the BBVA Group may adopt investment decisions on their own account that are inconsistent with the 
recommendations contained in this document. No part of this document may be (i) copied, photocopied or duplicated in any way, form or method, (ii) 
redistributed or (iii) cited, without prior permission in writing from BBVA. No part of this report can be reproduced, taken away or transmitted to those 
countries (or persons or entities from such) where distribution may be prohibited by current law. Breach of these restrictions may constitute a violation of 
the legislation in the relevant jurisdiction. 

This document will only be distributed in the United Kingdom to (i) people with professional experience in matters related to the investments provided for 
in article 19(5) of the 2000 Financial Services and Markets (Financial Promotion) Law of the 2005 Order, (in its amended version, hereinafter the “order”) 
or (ii) major asset institutions subject to the provisions of article 49(2)(a) to (d) of the order or (iii) people to whom an invitation or proposal to make an 
investment can legally be made (in accordance with the meaning of article 21 of the 2000 Financial Services and Markets) (hereinafter, all these people 
will be known as “involved people”). This document is addressed exclusively to involved people. People who are not involved should not base or take any 
action in accordance with it. The investments or investment activities referred to by this document are only available to involved people and will only be 
made with involved people. 

No part of this report may be reproduced, taken or transmitted to the United States of America or to American persons or entities. Breach of these 
restrictions may constitute a violation of legislation of the United States of America. 

The system of remuneration of the analyst(s) who are the author(s) of this report is based on a variety of criteria, among them earnings obtained in the 
economic year by BBVA and, indirectly, the results of the BBVA Group, including those generated by its investment banking activity, even though they do 
not receive compensation based on earnings from any specific investment banking transaction. 

BBVA is not a member of FINRA and is not subject to the disclosure standards established for its members. 

“BBVA is subject to the BBVA Group Stock Market Code of Conduct; this includes rules of conduct established for preventing and avoiding conflicts of 
interest with regard to recommendations, including barriers to information. The BBVA Group Stock Market Code of Conduct is available for consultation 
on HYPERLINK "http://www.bbva.com" www.bbva.com /Corporate Governance.” 

BBVA is a bank subject to the supervision of the Bank of Spain and the National Securities Market Commission (CNMV), and is registered in the 
Administrative Register of the Bank of Spain under number 0182. 


