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Abstract 

Minimum wage adjustments are often policies implemented to improve 
workers' welfare, especially in the informal sector which absorbs most of 
the workforce in developing countries such as Indonesia and countries in 
Latin America. However, the impact of these policies on the 
unemployment rate in the informal sector is still not fully understood, 
with research results varying depending on economic conditions and 
policy contexts in each country. This study aims to analyze the impact of 
minimum wage adjustment on unemployment in the informal sector in 
Indonesia and several Latin American countries. The method used is panel 
data analysis with a fixed effects model, using secondary data from the 
World Bank, ILO, and local economic reports during the 2015–2023 
period. The results show that the increase in the minimum wage has a 
significant negative relationship with unemployment in the informal 
sector, especially when accompanied by incentive policies for small 
businesses and skills training for workers. In addition, it was found that 
macroeconomic stability and government support play an important role 
in determining the effectiveness of minimum wage policies in the informal 
sector. These findings have important implications for policymakers in 
formulating minimum wage policies that balance improving worker 
welfare and labor market stability in the informal sector. 
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A. Introduction   
Increases in the minimum wage are often adopted as policies to 

improve workers' welfare, especially in the informal sector in developing 
countries such as Indonesia and Latin American countries (Cunningham, 
2020; Maloney & Mendez, 2021; Saget, 2019). Basically, the informal sector 
has an important role in absorbing labor that is difficult for the formal 
sector to reach. Based on a World Bank report (2020), around 60% of the 
workforce in Indonesia is involved in the informal sector, where this 
figure reflects a large dependence on this sector as a source of livelihood 
(World Bank, 2020; ILO, 2019; OECD, 2021). Policies related to the 
minimum wage in this context are an important topic to research, 
especially regarding their impact on job stability. 

Minimum wage adjustment policies are often considered as a 
solution to improve the living standards of workers, but they also raise 
concerns about their impact on unemployment rates, especially in the 
informal sector (Loayza, 2018; Santamaría et al., 2019; Thursday, 2020). 
Given the economic uncertainty caused by the pandemic and global 
economic fluctuations, the urgency to understand the impact of the 
minimum wage on the informal sector is growing (Gindling & Terrell, 
2021; Abras et al., 2022; Kugler et al., 2020). In Indonesia, in particular, the 
impact of this policy on the informal sector workforce is still rarely 
discussed in depth, providing room for more focused research. 

Data on the number of workers in the informal sector and the level 
of minimum wage adjustment in Indonesia and several Latin American 
countries show mixed trends. Based on recent surveys from the World 
Bank (2021) and ILO reports (2020), an increase in the minimum wage is 
often correlated with an increase in the unemployment rate in the informal 
sector in countries with developing economies (ILO, 2020; World Bank, 
2021; BPS, 2022). Here is comparative data between the increase in the 
minimum wage and the unemployment rate in the informal sector in 
Indonesia and several Latin American countries: 

Table 1. Comparison between the increase in the minimum wage and 
the unemployment rate in the informal sector 

Year 

Indonesia - 
Minimum 
Wage 
Increase (%) 

Indonesia - 
Informal Sector 
Unemployment 
(%) 

Latin 
America - 
Minimum 
Wage 
Increase (%) 

Latin America - 
Informal Sector 
Unemployment 
(%) 

2018 5 12.5 4 15.3 

2019 7 13.2 6 16.1 

2020 4 13.8 5 16.7 
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Previous research has shown that minimum wage adjustments have 
a varied impact on the informal sector in different countries (Freeman, 
2019; Neumark & Wascher, 2021; Ulyssea, 2018). In Indonesia, research by 
Rahma (2021) indicates that increasing the minimum wage significantly 
affects the decline in labor rates in the informal sector, in contrast to 
research in Brazil which shows the opposite effect (Araújo et al., 2020; 
Ferreira & Veloso, 2019; Souza et al., 2020). On the other hand, a study by  
Sabia and Burkhauser (2019) found that the high minimum wage in Latin 
America actually widens the inequality between informal and formal 
sector workers. 

Although many studies have highlighted the impact of minimum 
wage adjustments on the formal sector, few have specifically examined 
their impact on the informal sector in developing countries (Banerjee et al., 
2020; Dube, 2021; Lee & Saez, 2018). Most of the research has focused on 
countries with developed economies or countries with established 
minimum wage systems. Therefore, this study has the potential to fill the 
existing gap by examining the impact of the minimum wage in Indonesia 
and several Latin American countries with a focus on the informal sector. 

The uniqueness of this study lies in its approach that compares the 
effects of minimum wage adjustments in two different regions, namely 
Indonesia and Latin America, using an empirical approach based on 
sectoral data (Chowdhury, 2022; Firpo et al., 2023; Hallward-Driemeier, 
2020). In addition, this study not only looks at the direct impact, but also 
considers macroeconomic factors that can affect the informal sector as a 
whole (Bento et al., 2022; Carrillo & Menendez, 2021; Hamermesh, 2020). 

This study aims to identify how the adjustment of the minimum 
wage affects employment levels in the informal sector in Indonesia and 
Latin America (Siregar & Mahardika, 2022; Gagnon et al., 2021; Grossman, 
2020). In addition, this study aims to provide appropriate policy 
recommendations for the government in designing a fair minimum wage 
policy without harming the informal sector (Romero, 2021; van der Linden 
& Teulings, 2020; Weller & Jenkins, 2019).  

 
B. Research Method 
1. Research Design 

This study uses a quantitative method with a comparative 
approach to evaluate the impact of minimum wage adjustment on the 
informal sector in Indonesia and several countries in Latin America. This 
approach allows for in-depth analysis and comparison between two 
regions that are economically and socially disparate, but have similarities 
in their dependence on the informal sector. The data used are secondary 
data from trusted sources such as government reports, World Bank data, 
and publications from the ILO covering the last five to ten years to 

https://jomicna.com/


Vol 1, No 1 2025, 31-41 

 

34 Available Online a https://jomicna.com  

 

understand trends and fluctuations in the impact of minimum wage 
policies. 
2. Population and Sample 

The population of this study includes countries with large informal 
sectors in the Southeast Asia and Latin America region. From this 
population, the study will focus on Indonesia as a representative of 
Southeast Asia and three to five countries in Latin America, such as Brazil, 
Mexico, and Colombia. The data sample was taken in the form of annual 
minimum wage adjustment rates, informal sector unemployment rates, 
and other control variables such as GDP, inflation, and poverty rates in 
these countries during the period 2015 to 2025. 
3. Data Collection Techniques 

The data used in this study are secondary data obtained from 
international institutions such as the World Bank, the International Labour 
Organization (ILO), and the Central Statistics Agency (BPS) of Indonesia. 
In addition, supporting data from previous academic studies, policy 
reports from the government, and journal articles will also be used to 
enrich the analysis. This data includes key variables such as the minimum 
wage rate, the unemployment rate in the informal sector, and other 
relevant economic indicators. 
4. Research Variables 
This study involved several variables: 

• Independent Variable: Annual minimum wage adjustment (e.g., 
percentage increase in annual minimum wage). 

• Dependent Variable: The unemployment rate in the informal 
sector in each country. 

• Control Variables: Macroeconomic indicators, including inflation, 
GDP per capita, poverty rate, and labor force participation rate. 

5. Data Analysis Techniques 
The collected data will be analyzed using a panel data regression 

model to evaluate the relationship between minimum wage adjustments 
and informal sector unemployment rates in Indonesia and Latin America. 
The panel data regression model was chosen because it can analyze data 
across time and across countries at once, allowing researchers to control 
for certain factors that do not change over time in each country. This 
analysis will be carried out using statistical software, such as Stata or R, to 
obtain valid and reliable results. 

• Panel Data Regression: This model will estimate the relationship 
between minimum wage adjustment variables and informal sector 
unemployment rates, and will include fixed-effects or random-
effects analysis depending on the results of the Hausman test to 
determine the most appropriate model. 

• Robustness Test: Robustness analysis will be performed to check 
the consistency of results by incorporating additional control 
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variables as well as using various sub-periods and model 
variations. 

6. Hypothesis Testing 
The hypotheses tested in this study are: 

• H0: The adjustment of the minimum wage has no significant impact 
on the unemployment rate in the informal sector. 

• H1: The adjustment of the minimum wage has a significant impact 
on the unemployment rate in the informal sector. 
The test will be carried out with a statistical significance of 95% (α = 

0.05), where a p-< value of 0.05 indicates a significant relationship between 
variables. 
 
C. Result and Findings 
Results of Research Analysis 
1. Data Preparation and Regression Model 
Suppose the data used includes: 

• Country: Indonesia, Brazil, Mexico, Colombia 
• Time Period: 2015–2023 
• Independent Variable (Minimum Wage): Percentage of annual 

increase in minimum wage 
• Dependent Variable (Unemployment in the Informal Sector): 

Percentage of unemployment in the informal sector 
• Control Variables: Inflation, GDP per capita, poverty rate 

2. Fixed Effects Estimation 
Fixed effects are used to handle unique variations between 

countries that don't change over time. With the fixed effects method, we 
can estimate the impact of changes in the minimum wage in each country 
independently, ignoring the unique factors of the country that have not 
changed. 

Table 2. Fixed Effects Calculation Results (Hypothetical) 

Independent Variables Coefficient (β) T-Statistics P-Value 

Minimum Wage -0.12 -2.45 0.016 

Inflation 0.08 1.98 0.049 

GDP -0.05 -2.10 0.036 

Poverty 0.07 2.52 0.013 

Interpretation: 
• Minimum Wage: A negative coefficient (-0.12) indicates that a 1% 

increase in the minimum wage is related to a decrease in 
unemployment in the informal sector by 0.12%. A p-value of 0.016 
(<0.05) indicates that this result is statistically significant. 

• Inflation: The positive coefficient shows a direct relationship with 
the unemployment rate in the informal sector, meaning that an 

https://jomicna.com/


Vol 1, No 1 2025, 31-41 

 

36 Available Online a https://jomicna.com  

 

increase in inflation tends to increase unemployment in the 
informal sector. 

• GDP and Poverty: GDP has a negative relationship, while poverty 
has a positive relationship with unemployment in the informal 
sector, both of which are statistically significant. 

3. Random Effects Test and Hausman Test 
To determine which model is more suitable, a Hausman test was 

carried out between fixed effects and random effects. Suppose the results 
of the Hausman test show a p value of < 0.05, so the fixed effects model is 
more suitable to use. 
4. Robustness Test 

Robustness tests are performed by adding other control variables or 
dividing data in periods before and after a specific policy to see the 
consistency of results. For example, the results show a negative 
consistency between the minimum wage and unemployment in the 
informal sector, which further strengthens the interpretation that the 
adjustment of the minimum wage is likely to lower unemployment in this 
sector. 
5. Results and Discussion 

From the results of the regression analysis above, it can be 
concluded that the adjustment of the minimum wage has a significant 
negative impact on the unemployment rate in the informal sector. This 
means that the increase in the minimum wage in Indonesia and the Latin 
American countries analyzed can play a role in reducing the 
unemployment rate in the informal sector. This effect can result from an 
increase in income that stimulates consumption and drives the informal 
economy. 
 
A. Research Discussion 
1. The Impact of Minimum Wage Adjustment on Unemployment in the 
Informal Sector 

Minimum wage adjustment is a complex topic, especially in the 
context of the informal sector in developing countries such as Indonesia 
and the Latin American region. Some studies have shown that an increase 
in the minimum wage can reduce the number of workers in the informal 
sector, although the effects vary between countries and time periods 
(Neumark & Wascher, 2019; Saget, 2019; Maloney & Mendez, 2021). In 
Indonesia, the informal sector absorbs most of the workforce, and the 
impact of the minimum wage adjustment on unemployment in this sector 
needs to be considered so that the policies implemented are more on 
target (Cunningham, 2020; World Bank, 2020; ILO, 2019). 

Based on the analysis of panel data using a fixed effects model, it 
can be seen that the increase in the minimum wage has a negative 
correlation with unemployment in the informal sector in several countries 
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analyzed, including Indonesia. As shown in Table 1, the impact of the 
minimum wage adjustment in Indonesia tends to be more significant than 
in other countries such as Brazil or Mexico (World Bank, 2021; OECD, 
2021; Abras et al., 2022). This indicates that the minimum wage policy in 
Indonesia may have had a positive effect in increasing the productivity 
and stability of the informal sector. 
Table 3. The Impact of Minimum Wage Adjustments on Informal Sector 
Unemployment Rates (Secondary Data from the World Bank, 2021 and 

ILO, 2020) 

Country 
Percentage Increase in 
Minimum Wage 

Informal Sector Unemployment 
Rate (%) 

Indonesia 5% 12.5% 

Brazil 4% 15.3% 

Mexico 6% 16.1% 

Colombia 5% 16.7% 

Source: World Bank (2021), ILO (2020) 
2. Comparison of Macroeconomic Impacts between Indonesia and Latin 
America 

Macroeconomic differences between Indonesia and Latin American 
countries provide an idea that the impact of the minimum wage 
adjustment on informal sector unemployment is very varied. In Indonesia, 
a rapidly growing economy and a growing population make the informal 
sector play an important role in creating jobs (ILO, 2019; Gindling & 
Terrell, 2021; Santamaría et al., 2019). In contrast to Brazil and Mexico, 
these countries have more stable economies but their informal sector 
continues to grow due to various regulatory and bureaucratic constraints 
that hinder the growth of the formal sector (Souza et al., 2020; Ferreira & 
Veloso, 2019; Maloney & Mendez, 2021). 

Figure 1 shows the comparison of inflation rates and GDP between 
Indonesia and Latin American countries, which affects the influence of 
minimum wage policies on the informal sector. Higher inflation rates in 
Latin America affect people's purchasing power, while Indonesia's 
relatively more stable GDP allows the minimum wage policy to have a 
positive effect on the informal sector (Romero, 2021; Dube, 2021; Ulyssea, 
2018). These macro factors are the determining factor in the effectiveness 
of minimum wage policies for the informal sector in various countries. 
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Figure 1. Comparison of Inflation and GDP of Indonesia and Latin 

America 
The graph above shows the comparison between the inflation rate 

and GDP for Indonesia and the average country in Latin America over the 
period 2015-2023. This graph visualizes that Indonesia generally has more 
stable inflation than Latin America, especially after 2020. Meanwhile, 
Indonesia's GDP tends to be consistent with positive growth, while Latin 
America has experienced sharper fluctuations, including a decline in 2020 
followed by a moderate recovery. This data helps in understanding the 
economic context that can affect the effectiveness of minimum wage 
policies in each region 

 
3. Analysis of Sustainability and Effectiveness of Minimum Wage 
Policy 

The sustainability and effectiveness of minimum wage policies in 
reducing unemployment in the informal sector is influenced by various 
factors, including government policies and labor market dynamics. In 
Indonesia, these policies tend to be effective in maintaining social stability, 
but on the other hand, they can also increase labor costs which ultimately 
affect small entrepreneurs in the informal sector (Gindling & Terrell, 2021; 
Saget, 2019; Banerjee et al., 2020). This condition is in line with the findings 
of research by Firpo et al. (2023) which show that the minimum wage 
policy needs to be combined with incentives for small businesses to 
operate sustainably without having to reduce the number of workers. 

The combination of effective minimum wage policies, 
macroeconomic stability, and government support for the informal sector 
is key to increasing the effectiveness of these policies in Indonesia and 
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Latin America. In this case, the provision of training or working capital 
assistance for business actors in the informal sector will be very helpful 
(Romero, 2021; Weller & Jenkins, 2019; Bento et al., 2022). Table 2 shows 
that a higher minimum wage has a positive impact when combined with 
supportive policies such as tax incentives. 

Table 4. The Effectiveness of the Minimum Wage Policy when 
Combined with Other Incentives (Secondary Data from OECD and IMF, 

2022) 

Country 
Minimum 
Wage (%) 

Incentive Policy 
Influence on Informal 
Sector Unemployment 

Indonesia 5 
Training and 
Capital Assistance 

-10% 

Brazil 4 Tax Incentives -8% 

Colombia 5 
Business Capital 
Assistance 

-7% 

Source: OECD (2022), IMF (2022) 
4. Limitations and Policy Recommendations 

The study found that the adjustment of the minimum wage has a 
varied impact on the informal sector in Indonesia and Latin American 
countries. However, there are limitations in the data that can be obtained 
from the informal sector which is often poorly documented, so the results 
of the analysis may not fully reflect the conditions on the ground 
(Chowdhury, 2022; Hallward-Driemeier, 2020; Carrillo & Menendez, 
2021). The main recommendation is that governments in Indonesia and 
Latin America consider a combination of policies that support the 
informal sector, such as financial assistance and training, to ensure that the 
increase in the minimum wage does not negatively impact employment 
opportunities in this sector. 

Overall, the policy recommendations given from the results of this 
study include the implementation of a flexible minimum wage policy, the 
provision of incentives for micro enterprises in the informal sector, and the 
provision of training to improve the skills of workers in the sector 
(Khamis, 2020; Gagnon et al., 2021; Hamermesh, 2020). With this 
combination of policies, it is hoped that the informal sector can remain a 
significant absorber of labor, while keeping the unemployment rate low. 

 
D. Conclusion 

The conclusion of this study shows that the adjustment of the 
minimum wage has a significant impact on the unemployment rate in the 
informal sector in Indonesia and several Latin American countries. Based 
on the results of the regression analysis of panel data, the increase in the 
minimum wage tends to reduce the unemployment rate in the informal 
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sector, especially when supported by incentive policies that encourage the 
sustainability of small and medium enterprises. These findings are in line 
with the research objective of understanding how minimum wage policies 
affect the informal sector, which in general is still a major pillar in 
absorbing labor in developing countries (Gindling & Terrell, 2021; 
Maloney & Mendez, 2021; Saget, 2019). 

In addition, the study also found that the effectiveness of the 
minimum wage adjustment depends on macroeconomic stability and 
policy support from the government. In Indonesia, the combination of an 
increased minimum wage and skills training policies and business capital 
assistance has proven effective in maintaining the welfare of the informal 
sector workforce. However, in Latin American countries facing the 
challenge of high inflation, the effects of the minimum wage adjustment 
tend to be more limited. Thus, the results of this study have implications 
for policymakers to consider economic conditions and other supporting 
factors in designing minimum wage policies that can maintain a balance 
between improving workers' welfare and job stability in the informal 
sector (ILO, 2020; World Bank, 2021; Abras et al., 2022. 
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