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We want to do 3 things in this lecture

• To broaden and share with you our perspectives 
on the anti-contractualization issue

• To provide information about the potential 
consequences for inclusive economic growth of 
ending “endo” and of curtailing other temporary 
employment contracts (TECs) 

• To articulate the need to ensure that the anti-
contractualization agenda does not undercut 
achievement of sustained, rapid and inclusive 
growth    



Economic context:  Sick man of Asia no more but 
progress in poverty and inequality reduction has 

been slow.



Fig.1. The persistence of high poverty, unemployment and 
underemployment rates (percent): 2003-2015
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Table 1. Distribution of employment by 
nature of job: rising % of temporary workers

Nature of 

job 2000 2005 2010 2014

Temporary 18.4 20.8 21.9 24.0

Regular 74.5 74.8 74.2 69.6

Others 7.1 4.4 3.9 6.4

Source: LFS, October series



Table 2. Average daily earnings of wage and 
salary workers (in 2006 prices)

Recent rise after decline but still below 2001 level 

Nature of jobs 2001 2005 2010 2014

All 290.30 268.55 259.73 265.56

Regular 

employees

329.44 298.59 289.90 300.79

Temporary 

employees

201.48 188.63 181.56 194.91

LFS, Ocober series. CPI deflator



The political context: TECs portrayed as a cause 
of workers’ hardships and exploitation  

Demonization of 
TECs & capitalists

Populist backlash against TECs

• Political demands to end 
contractualization

• Demands range from 
ending “endo” practices to 
outlawing all forms of TECs

• Under intense pressure, all 
Presidential candidates in 
the last election committed 
to end labor 
contractualization

• President Duterte is now 
under pressure to deliver 
on his commitment

Philippine Daily Inquirer, May 2, 2016 



LCP classification of 
employment TECs = casual plus 

probationary employees

1. Probationary employees: those 
working with employers  under a

(i) Written apprenticeship 
agreements with specified 
employment duration and

(ii) specified standards under which 
he will qualify as a regular 
employee and  about which the 
workers has been informed at 
the time of his engagement.

2. Casuals: total employees less 
probationary and regular 
employees

Regular employees: those 
performing necessary or desirable 
activites in the usual trade or 
business of the employers 
excluding project or seasonal 
employees. Plus

1. Casual who has rendered at 
least one year of service

2. Employee who is allowed to 
work after a probationary 
period

3. A probationary employee 
uninformed about the 
qualification standards for 
regular employment at the time 
of his engagement. 



Employment classification and 
associated advantages

• Regular workers are entitled to certain 
benefits that temporary employees are not.  

• Regular workers can be dismissed only for 
lawful or authorized cause and with 
observance of due process

• This means in practice it is very difficult and 
costly for firms to dismiss regular workers 
(security of tenure).



Regularization, endo and related laws

• Employers must offer casuals and other temps 
permanent employment six months after start of 
their engagement; otherwise, the employers must lay 
them off.

• Endo (short for end of contract) is the practice of 
hiring a temp for 6 months, dismissing him before 6 
months has lapsed, and hiring him again later (cycle).

• Endo is deemed illegal.

• Temps can be legally hired directly by principals or 
thru manpower service contractors (agencies), 
provided certain conditions are met (but no to labor 
only contractors)



The LM context and its significance

• The current labor market (LM) is characterized by 
inefficiency due to costly and inflexible regulatory 
environment  
– Unfavorable to economic efficiency, competitiveness, and 

jobs-generating growth
– Generates unintended consequences against 

disadvantaged and vulnerable workers /families

• Government anti-contractualization policy could 
exacerbate the above adverse effects, depending on 
the kind of interventions adopted.

• Awareness of this context is important for an 
informed public discussion of the anti-
contractualization issue.



Table 4. LM characterization: high labor cost, inflexible, 
inefficient due to Employment Protection Legislation (EPL)

Country Labor 

market 

efficiency 

scorea

Rank in 

labor 

market 

efficiency

(out of 144)

Selected components (1-7) Ratio of 

min. wage 

to ave.

value-added 

per worker/b

Hiring and 

firing 

practices

Redundancy 

costs, weeks 

of salary

Flexibility in 

wage 

determination

Singapore 5.7 2 5.4 3.0 6.0

Malaysia 4.8 19 4.9 23.9 5.5 0.23

Cambodia 4.6 29 4.8 19.4 4.8

Lao PDR 4.6 34 4.1 47.2 5.7 0.37

China 4.6 37 4.6 27.4 4.8 0.33

Georgia 4.5 41 4.7 4.3 5.6

Vietnam 4.4 49 3.9 24.6 5.1 0.60

Thailand 4.2 66 4.4 36.0 4.3 0.41

Myanmar 4.2 72 4.1 20.2 5.5

Armenia 4.2 74 4.5 11.0 5.1 0.25

Guatemala 4.1 85 4.4 27.0 5.7 0.73

Philippines 4.0 91 3.4 27.4 4.8 0.69

Indonesia 3.8 110 4.3 57.8 4.4 0.55

Morocco 3.8 111 3.7 20.7 5.4 0.74

Egypt 3.1 140 3.9 36.8 5.1

Score of 1 means heavily impeded by regulations, 7 means extremely flexible. Data:WB



Towards a More Informed Response to the 
Anti-Contractualization Advocacy 



Understanding the  econ value of TECs -1
(i) TECs are mechanisms for efficiently adjusting 
labor use to changing demand due to

– Economic cycles and shocks (buffer stock)

– Seasonal business activities

– Project-based business activity

(ii) TECs allows employers to
– Avoid underutilized or unproductive employees 

during low demand periods and facilitates rapid 
increase in available workers during peak demand

– Allow timely reallocation of labor from low 
productivity sector during low demand periods to 
other sectors with higher productivity  



Understanding the econ value of TECs - 2
(iii) The screening/filter hypothesis (Faccini 2014): 
TECs are used as device for ensuring quality 
worker-job matches

– Unreliability of information provided by credentials 
and paper/pencil tests poses risks to employers   

– Risk of mismatches can be high and getting stuck 
with them can be costly, depending on complexity 
and difficulty of job 

– TECs provide a stepping stone or pathway for 
workers with poor credentials becoming regular 
employees (good for inclusivity)

– TECs allows timely reallocation of labor to best-fit 
use of human resources (minimize lock-in effects) 



Expected effects of curtailing TECs

• Decline in employment rate

• Increased unemployment rate

• Reduced transition rate from temporary 
to permanent employment

• Less opportunities for 
disadvantaged/vulnerable workers to 
become permanent employee



Europe’s experience with TECs

• Europe has had highly restrictive employment 
protection of legislation (EPL) that resulted in 
“eurosclerosis” or jobless economic growth

• European countries started in the late-1970s TEC 
reform process to develop more flexible labor 
markets (most of them completed process in 1997)

• The reform led to a rise in the share of temporary 
workers in Europe, which rose from less than 6 
percent in 1983 to nearly 15 percent in 2007

• Liberalization of TECs is now seen as a major 
instrument for bringing down high unemployment 
rates



Independent variables Dependent = UNEM

U
it-1 0.872*** (0.033)

EPL temporary contractsit 0.436*** (0.129)

EPL regular contractsit 0.908* (0.497)

Union densityit 0.367 (0.285)

Benefit replacement ratioit 0.083 (0.159)

Benefit durationit -0.212* (0.120)

Centralisationit 0.362** (0.163)

Co-ordinationit -0.116 (0.219)

Labour demand shocksit -0.385*** (0.078)

TFP shocksit -0.069* (0.040)

Time dummmies, country dummies

Hausman test .001 S.E.

Notes. *, ** and *** denote statistical significance at the 10%, 5% and 1% levels 

respectively.  Source: Faccini (2014), Economic Journal

Table 5. Higher EPLs raise unemployment rate: fixed effects model, 
using European panel data and gen. least squares



The Experience of Temps in PH



What do PH data suggest about endo 
employees’ experience?

• The great majority of endo workers appear 
satisfied with their current jobs.

• They appear to receive minimum wages, social 
insurance and other benefits 

• There is, however, still room for improving the 
work conditions of endo workers, e.g. security 
of tenure

• Caveat: we need to validate this conclusions 
with nationally representative data



Table 6. Endo employees are satisfied with 
the current job

Survey of 5-5-5 Workers, Contractors and Principals in Region XI, X, IV-A and NCR

1.How satisfied are you with

your current job?

Observa-

tions

Percent

Satisfied 90 94.7

Dissatisfied 3 2.1

Neither 2 3.2

Total (valid sample) 95 100

Source: Ivan Cassidy F. Villena, “Examining the 555 Arrangement in 
Contractualization: A Study on the 
Repeated Hiring Practices of Firms in Selected Industries,” Institute for Labor Studies, 
Monograph Series 2014-07



Vast majority of endo workers enjoy minimum wage, 
social insurance, overtime pay and other benefits

Other survey questions Observations Percent 

2. Are the following social security and welfare benefits

deducted from your monthly salary?

SSS 94 95.9

Pag-ibig 91 92.8

PhilHealth 93 94.8

N.B. These benefits are paid for by contractor/agency (92.9%) and principal/company (7.1%)

3. Are you entitled to the following rights and privileges?

Minimum wage 93 94.8

Overtime pay/holiday premiums 86 87.7

13th month pay 95 96.9

Leave credits 27 36.7

Separation pay 36 36.7

Retirement benefits 12 12.2

Security of tenure 9 9.1

Self-organization, collective bargaining 3 3

Safe and healthful working environment 38 38.7



Transition rate of workers from temporary to 
permanent employment is substantial

• In PH, 40-55 percent of temporary workers during 
the 2003-2010 period transitioned to permanent 
employment status after a few quarters (Panel LFS 
data)

• To compare, temps in 1996 in Europe transitioning 
to permanent jobs one year later ranges from 56.1 
percent in UK to 20.8 percent in France



Fig. 2. Percent of temporary workers  becoming regulars 

after a given number of quarters working as temps
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More data on temps’ transition to regular jobs 

• More than 50% of first-time temps do not make it 
to regular job and had too be fired after 2 quarters 
of work as temps. 

• There is heterogeneity in the chances and pace of 
transition of temps to permanent worker status, 
depending on their credentials and background.

• Workers who fail to transition to regular job after 6 
months of temp work come from disadvantaged 
groups with poor credentials

• These groups include the young,  women and 
workers w/o high school diploma and others. 



Fig. 3a. Probability of becoming permanent by 
number of quarters: male vs female
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Fig. 3b. Probability of becoming permanent by 
number of quarters and level of education
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Fig. 3c. Probability of becoming permanent by 
number of quarters and economic sector
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Implications of differences in temps’ 
ability to transition to regular jobs   

• The current regularization rule is an inflexible one-size-
fits-all rule

• It does not allow for differences in people’s  abilities, 
the complexity/difficulty of jobs and the firms’ risk 
profile 

• The 6-month period appears too short for workers 
with poor credentials to learn on the job and for a firm 
to see their hidden character and competencies  

• The current rule makes it more difficult and costly for 
disadvantaged workers to be regulars. 

• These findings suggest that allowing more flexibility in 
the regularization rule could be more inclusive and 
efficient -- more welfare-enhancing.



Understanding endo: why do some employers resort 
to endo practices?

• Endo is a mechanism 
for coping with the 
business costs & 
difficulties associated 
with labor 
regulations

• For many employers, 
their decision to 
regularize a worker 
or practice endo 
depends on their 
calculation of the 
costs and benefits 
from endo practices

Expected 
cost 

avoided 
due to 
endo 

Expected 
cost of non-
compliance 

with law

Expected 
savings 

from endo 
adoption

Create incentive 
for endo 
practice

Salary
Benefits
Dismissal 

costs

Risk & 
penalty 
of being 
caught

Fig. 4



How will government end endo?

Initial plan announced by DOLE

• DU30’s vow is limited only to 
ending endo

• 50% reduction of endo in 
2016 (first sem); 100% by 
2017

• Plan is limited to getting 
employers to strictly comply 
with current regulations

• No new legislation regulating 
TECs

• But the Labor Code would be 
reviewed, findings of which 
would be a basis for its 
modernization

Fewer Jobs 

More inspections 
and stricter 

enforcement

More opportunity 
for rent seeking & 

harassment 

End of 
Endo?

Cost of 
labor up 

More 
business 
closures

Incentive 
for endo 
practice

The concern is that the plan 
would lead to  job losses that  
would undercut  achievement 

of employment target

Regularization 
costs

Fig. 5



Other than the initial plan, how else can endo be 
ended w/o undercutting gov’t employment goal? 

DTI’s proposed “win-win 
solution”

To allow a firm to hire the 
services of workers without the 
obligation of regularizing or firing 
them after 6 months of work, 

• Provided they are supplied by 
qualified manpower service 
agencies (contractors) 

• Provided further those 
workers are employed as 
regular employees of above 
contractors and said workers 
receive mandated benefits.

Observations

• Scheme would give job 
security to the laborers , while 
addressing the needs of 
contractors’ principals for 
employment flexibility

• The main issue is the 
additional costs to be passed 
on to the principals by 
manpower suppliers(about 30 
to 40 percent marked ups?)

• This increased labor cost 
would lower job creation. 



Conclusions and Reflections



Gov’t needs to carefully weigh the effects of 
ending endo and curtailing other TECs 

• The need for immediately ending endo is overblown; 
comparatively, more numerous informal low productivity 
workers’ have more urgent needs requiring gov’t support.

• Endo and other TECs play valuable roles in keeping the PH 
economy efficient, competitive and inclusive.

• Ending endo would adversely affect inclusive economic 
growth, depending on the aggressiveness and nature of 
gov’t response to the anti-contractualization demands.

• This adverse impact would be intensified by imposition of 
more restrictions on other forms of TECS and by other 
policies being pushed by DU30’s militant allies , e.g. 
– Hefty increases in legal minimum wages and other more 

aggressive actions of militants   



Anti-contractualization agenda driven by 
Administration’s militant allies is anachronistic

• Curtailment of TECs runs counter
– To the lessons of Europe re liberalization of EPLs as a 

way to overcome the phenomenon of growth with 
little job creation

– To what PH needs to do to prepare for the onslaught 
of job destruction and creation in the wake of the 
coming labor-saving Fourth Industrial Revolution.  

• What is needed, looking forward, is to liberalize
the use of TECs and find ways of providing better 
paying jobs and income security under the 
would-be new normal.



What to do?
• As a start, gov’t should stick to the initial strategy

announced by DOLE, but keeping cost to employers 
low

• Resist outlawing or further curtailment of other form 
of TECs, as advocated by the President’s militant allies 
& NDF

• Then, develop a truly “win-win strategy” for ending 
endo, building perhaps on DTI’s proposed  “win-win 
solution”  

• The idea here is to find a package of regulatory
reforms and policies that 
– would both encourage reduce regulatory risks and costs
– promote investment in formal sector job expansion 
– and, hand-in-hand, de-motivate endo practices.



Potential measures that could be part of the 
long term  “win-win strategy”

• Lengthen the number of months for mandatory hiring (or firing) 
temps as regular employees (presently 6 months)
– Leave number of months to be added to regional authorities
– The liberalization of the regularization rule can be targeted to certain 

enterprises and groups (e.g. new, small firms and disadvantaged 
workers 

• Change the requirements for receiving social security and other 
benefits (now worker must be a regular employee)

• Develop instead alternative requirements such as length of 
service and work performance

• Reform dispute resolution processes to speed it up and reduce 
the costs, hassles and uncertainty associated with dismissal of 
regular workers and other labor issues.

I now conclude with the following warning



Beware of the 
boomerang effects


