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Background paper on Minimum Wages for Chapter 5 of the Regional Human 

Development Report.  Because of the growing importance of minimum wages, and the partial understanding of 

their effects in the context of Latin America and the Caribbean, it is necessary to develop a paper that lays out a 

framework to trace through the effects of the minimum wage on income distribution and on productivity and 

growth.  The objective is to identify the set of conditions and critical parameters that determine when, and 

through which channels, minimum wages affect the labor market and, indirectly the distribution of income and 

the economy’s total output.  These parameters and conditions may vary across countries in the region, or in the 

same country across time.  An important objective of the paper is to help policymakers, in each case, to consider 

carefully the pros and cons of this measure as an instrument to reduce inequality given the specificities of their 

labor markets, enforcement capabilities, size distribution of firms and legal frameworks. 
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ANNEX 1

 

UNITED NATIONS DEVELOPMENT PROGRAMME 
 
 

 

 
TERMS OF REFERENCE  

 

 
A. GENERAL INFORMATION 

 

 

Title: Background paper on Minimum Wages for Chapter 5 of the Regional Human Development Report 

Project:  120555 UNDP1 – Plan Iniciación IRDH 2020 

Type of Contract: Individual Contract 

Direct Supervisor: RBLAC Chief Economist. 

Duty Station: Home Based 

Estimated Start Date:  April 2020 

Duration: 4 Months 

 

 
B. PROJECT DESCRIPTION OR BACKGROUND 

 

Persistent high inequality and poor growth performance are the distinctive features of Latin America and Caribbean. 

The Regional Human Development Report for Latin America and the Caribbean (RHDRLAC) 2020 will propose that 

these are two related phenomena, and argue that to increase human development and, at the same time, 

accelerate growth, the Region needs to address the reasons behind the persistence of inequality. These reasons are 

more profound than deficiencies in the quality of education or in the design of fiscal systems and related to the 

Region’s faulty institutions. 

 

The report will argue that the Region’s is caught in a high-inequality low-growth trap as a result of a complex set of 

factors which, jointly considered, make it difficult for all individuals to have the same opportunity of enjoying a 

healthy, productive and full-filling life regardless of the circumstances of their birth or others over which they have 

no control. These factors have locked our societies in a bad equilibrium where segments of the population are 

systematically left behind and where transformative economic growth is elusive. These factors reinforce each other 

and self-perpetuate, causing a vicious circle that is hard to break –thus a trap. 

 

Many factors trap the Region in its current predicament. The report will explore deeply three that are systemic: 

concentration of power; conflict and violence; and, paradoxically, poorly conceived redistributive policies. Each of 

these factors will be analyzed from a dual perspective: their contribution to inequality, and their impact on 

productivity and economic growth. The report will pay special attention on the differential impact of these factors 
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on women, in recognition that this is the largest population group still left behind in many dimensions, and that this 

situation contributes to our societies’ inequality and poor growth performance. 

 

The fifth chapter will discuss concrete examples of policies that instead of contributing to the long-term reduction 

of inequality as they are supposed to, end up contributing to inefficient and fragmented welfare states, reduce 

productivity and, indirectly, contribute to the perpetuation of inequality as low income workers face very adverse 

conditions in the labor market. This line of argument is put forth by Santiago Levy (2008). 

 

Minimum wages are among the set of policies that some countries in the region have implemented to try to improve 

the distribution of income. A large literature analyses their effects in the context of the labor markets of the United 

States and other countries in the OECD. However, the labor markets of Latin America and the Caribbean are 

different as they are characterized by large informal employment and imperfect enforcement of social insurance 

and minimum wage laws. In these countries the size distribution of firms is also different, as the share of micro and 

small firms is very high, implying that a large share of employment occurs in these firms (as well as self-

employment). In contexts like this, the effects of minimum wages are more complex, as aside from also potentially 

affecting the rate of unemployment –the typical question in the OECD context--, they can also affect the formal-

informal composition of employment and the level of firms’ compliance. Through these mechanisms, minimum 

wages can affect the economy’s productivity and growth rate. As a result, the effects of minimum wages can be 

contradictory. They may improve the distribution of income, but not always, as this will depend on how they affect 

the wage distribution in the formal and informal sectors, and the earnings of the self-employed. Further, depending 

on firms’ reactions, minimum wages will also affect misallocation and productivity. 

 

In parallel, in some countries in the region retirement pensions are indexed to the minimum wage. As a result, 

increasing the minimum wage will not only impact the earnings of those workers currently in the labor market, but 

also the income of those that are retired. The implications of this effect for income distribution will vary from 

country to country, depending on whether retirement pensions are subsidized or not by the government, and on 

whether higher or lower income workers are over-represented among retired workers. Finally, in some countries 

pensions are legally mandated to be at least equal to the minimum wage. In this contexts, raising the minimum 

wage may make it more difficult for some workers to actually get a pension, particularly when the pension system 

is a defined contribution one and the amounts accumulated by workers are insufficient to fund a pension of at least 

one minimum wage. 

 

Because of the growing importance of minimum wages, and the partial understanding of their effects in the context 

of Latin America and the Caribbean, it is necessary to develop a paper that lays out a framework to trace through 

the effects of the minimum wage on income distribution and on productivity and growth. The objective is to identify 

the set of conditions and critical parameters that determine when, and through which channels, minimum wages 

affect the labor market and, indirectly the distribution of income and the economy’s total output. These parameters 

and conditions may vary across countries in the region, or in the same country across time. An important objective 

of the paper is to help policymakers, in each case, to consider carefully the pros and cons of this measure as an 

instrument to reduce inequality given the specificities of their labor markets, enforcement capabilities, size 

distribution of firms and legal frameworks.   
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The paper on minimum wages will compliment other papers commissioned for chapter 5 that will discuss the 

empirical evidence available on the impact of social insurance and tax policies on inequality and how they contribute 

to shaping inefficient welfare states and to resource misallocations that lower productivity.  

 

 
C. PURPOSE 

 

Because of the growing importance of minimum wages, and the partial understanding of their effects in the context 

of Latin America and the Caribbean, it is necessary to develop a paper that lays out a framework to trace through 

the effects of the minimum wage on income distribution and on productivity and growth. The objective is to identify 

the set of conditions and critical parameters that determine when, and through which channels, minimum wages 

affect the labor market and, indirectly the distribution of income and the economy’s total output. These parameters 

and conditions may vary across countries in the region, or in the same country across time. An important objective 

of the paper is to help policymakers, in each case, to consider carefully the pros and cons of this measure as an 

instrument to reduce inequality given the specificities of their labor markets, enforcement capabilities, size 

distribution of firms and legal frameworks. 

 
D. SCOPE OF WORK  

 

The researcher will have the following responsibilities:  

• Prepare a first and final draft of the background paper. Text shall be presented in Word using style 

specifications from RBLAC. Figures and tables included in the text shall be also presented in an Excel file 

using style specifications from RBLAC; 

• Discuss an intermediate draft of the paper with RBLAC to receive feedback and suggestions and, with this 

basis, develop a final draft including in appendices the detailed structure of the model or analytical 

framework (while leaving key relations and graphs in the body of the paper);  

• Present the paper in a workshop or seminar at a time and place to be agreed between the consultant and 

RBLAC. 

 

 
E. EXPECTED OUTPUTS / DELIVERABLES 

 

Background paper will be used to prepare the RHDR 2020, with due credit given to the  UNDP. 
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Deliverable 

 

Due Date 

 

Review and Approval  

(Indicate the title of supervisor) 

Revised annotated outline 8 May 2020 UNDP RBLAC Chief Economist 

First draft and participation 

in workshop 

30 July 2020 UNDP RBLAC Chief Economist 

Final draft and participation 

in final workshop 

30 August 2020 UNDP RBLAC Chief Economist 

 

 

 
F. INSTITUTIONAL ARRANGEMENTS 

Depending on the assigned deliverables, the Research Consultant will work under the direct guidance of UNDP 

RBLAC Chief Economist. UNDP RBLAC reserves the right to rescind this agreement due to unsatisfactory 

performance of the consultant. 

 

G. DURATION OF THE WORK 
 

The expected duration of the assignment will be six (6) months. Please refer to the table above for the due dates 

of specific outputs. 

 

H. DUTY STATION 

 

Home Based. 

 

Travel:  All travel expenses will be paid separately, in compliance with UNDP regulations and rules. In general, UNDP 

should not accept travel costs exceeding those of an economy class ticket. Should the IC wish to travel on a higher 

class he/she should do so using their own resources. 

 

In the case of unforeseeable travel, payment of travel costs including tickets, lodging and terminal expenses should 

be agreed upon, between the respective business unit and Individual Consultant, prior to travel and will be 

reimbursed using an F10 Form. In general, UNDP should not accept travel costs exceeding those of an economy 

class ticket. Should the IC wish to travel on a higher class he/she should do so using their own resources. 

 

I. QUALIFICATIONS OF THE SUCCESSFUL CONTRACTOR 
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• Education: Ph.D. degree in Economics; 

• Experience: Minimum of 10 years of experience in academia/research institutions;  

• Solid track record of academic publications in the field of labor economics and experience of working in 

academic or international institutions engaged in Latin America and the Caribbean; 

• Language: Excellent oral and written communication skills in English. 

 

J. SCOPE OF BID PRICE AND SCHEDULE OF PAYMENTS 

 

 

• Researcher will be required to submit a fee proposal for the preparation of a background paper;  

• Payment schedule: 30% upon receipt of revised annotated outline (after receiving reactions from UNDP to 

initial version(s)); 30% at completion of first draft and participation in workshop; 40% upon approval of final 

draft by UNDP RBLAC Chief Economist and participation in final workshop. 

 

UNDP will pay the expert the fees specified in the contract. Daily expenses, transportation fares, and terminal 

expenses corresponding to travel required for the consulting job will also be specified in the contract.  

 

The expert will receive payment of fees subject to approval of the deliverables agreed upon in the Terms of 

Reference and approval of the respective Certificate of Payment by the immediate supervisor. 

 

Signed contracts in the individual agreement mode do not entail any advance fees either at the contract start date 

or at the start of the specific consulting periods. 

 

When travel is necessary, air fare will be provided to travel, by the most direct and economic route and for as many 

travel hours as needed, to the place and country where the expert is to provide his/her services, and the expert will 

be paid the respective terminal expenses and 100% of his/her respective daily expenses according to the United 

Nations rate for the place and country in which the services are to be provided.  

 

      K.   RECOMMENDED PRESENTATION OF PROPOSAL AND OTHER RELEVANT INFORMATION 

In order to be considered, the researcher must submit: 

• A detailed proposal of the background paper(s)contents in the form of an annotated outline. The proposal 

must include a detailed description of the empirical evidence it will provide, specifying both the data 

sources and the empirical methodology that will be used. New evidence to be produced, if any, shall be 

specified. Researchers proposing to work on more than one background paper may submit one common 

annotated outline that will later be adapted to be country specific; 

• His or her curriculum vitae; 

• A fee proposal in US dollars. 

 

The selected consultant will have the obligation to: 
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1. Before any travel, obtain the security permits for traveling to the countries where the services will be 

required. These permits may be obtained at www.undss.org. 

2. Have the contract signed by the UNDP and the expert before starting the work and before starting any 

travel. If the expert travels and starts the work without having signed the contract, the work and travel will be at 

the expert’s own risk and responsibility. 

3. All background compiled and deliverables produced by the expert are the property of the UNDP. The expert 

must obtain written permission from the UNDP to use all or part of the documents for any other consulting or work. 

 

        L.   ANNEXES 

N/A. 
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ANNEX 2 
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BREAKDOWN OF COSTS  
SUPPORTING THE ALL-INCLUSIVE FINANCIAL PROPOSAL 

 
 

A. Breakdown of Cost by Components:  

 

COST COMPONENT 

 

UNIT COST 

 

QUANTITY 

 

 

TOTAL RATE 

FOR THE 

CONTRACT 

DURATION 

I. Personnel Costs    

Professional Fees    

Life Insurance    

Medical Insurance     

Communications    

Land Transportation    

Others (specify)    

     

II. Travel Expenses to Join duty station    

Round Trip Airfares to and from duty station    

Living Allowance    

Travel Insurance    

Terminal Expenses    

Others (specify)    

    

III. Duty Travel     

Round Trip Airfares    

Living Allowance    



13 de 23 
 

Travel Insurance    

Terminal Expenses    

Others (specify)    

    

 
 

B. Breakdown of Cost by Deliverables* 
 

DELIVERABLE                                           

[list them as referred in TOR] 

TOTAL PRICE PERCENTAGE            

(weight for payment) 

AMOUNT 

Deliverable 1 30%  

Deliverable 2 30%  

Deliverable 3 40%  

TOTAL  100% USD  

*Basis for payment tranches 
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1 For payments which are not output-based lump sum, indicate the maximum number of working days/hours/units, any out of pocket expense (travel, per 

diem…) and the corresponding fee/cost in the Deliverable (s) table. 

ANNEX 3 

 

 

 

 

https://intranet.undp.org/unit/bom/pso/Support%20documents%20on%20IC%20Guidelines/UNDP%20General%20Conditions%20for%20Individual%20Contracts.pdf
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ANNEX 4 

EVALUATION MATRIX 

The technical and financial aspects of every proposal submitted will be evaluated using the following matrix:  
 

TECHNICAL EVALUATION 
MAXIMUM    

SCORE 

Quality of the Proposal  
 

• Annotated outline responds to expectation for background paper: 
 

Up to 100% - 100 points 

  Up to 75% - 75 points 

  Up to 50% - 50 points 

  Up to 25% - 25 points 

100 

Academic Background 
 

• Ph.D. degree in Economics. 20 

 
General Experience 
 

 

• Minimum of 10 years of experience in academia /research institutions. 20 

• Solid track record on econometric analysis of quantitative microeconomic data. 20 

Required Languages  
 

• Excellent oral and written communication skills in English. 20 

TOTAL SCORE  180 
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FINANCIAL EVALUATION OF PROPOSALS 

The maximum number of points assigned to the financial proposal is allocated to the lowest price proposal 

(daily rate offered).  All other price proposals receive points in inverse proportion.  

 

p = y (μ/z) 

 

Where: 

p = points for the financial proposal being evaluated 

y = maximum number of points for the financial proposal 

μ = price of the lowest priced proposal 

z = price of the proposal being evaluated 


