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Executive Summary 

Nearly a century ago, in the immediate aftermath of the First World War, global leaders recognised that 

an adequate living wage was required to provide social justice and lasting peace. The Preamble to the 

ILO Constitution of 1919 states that: 

“Whereas universal and lasting peace can be established only if it is based upon social justice; 

And whereas conditions of labour exist involving such injustice hardship and privation to large 

numbers of people as to produce unrest so great that the peace and harmony of the world are 

imperilled; and an improvement of those conditions is urgently required; as for example, by …. 

the provision of an adequate living wage.”  

Today in most countries, but certainly not all, we have some form of wage floor in theory at least. It can 

be established in various ways, including through: a national minimum wage set by the government or 

some independent body; different minimum wages that apply for particular industries or geographical 

regions; or, in some cases a wage floor is established through collective agreements that are extended 

beyond the bargaining partners.  

Historical there have been legitimate debates within the trade union movement about the best way to 

establish a national wage floor. Differences between countries in trade union density and collective 

bargaining coverage help explain these differences. As we saw in the last Frontlines Report in recent 

decades collective bargaining coverage has declined in most countries and the “extension” of collective 

agreements to create an industry wide or even national wage floor is increasingly under attack. As a 

result the number of countries that are able to establish an effective wage floor through collective 

bargaining has declined significantly.  

Regardless of how the wage floor is established, trade unions are united on two critical issues. First, the 

need to improve compliance and ensure all workers benefit from the wage floor. The dramatic growth in 

precarious forms of work has made enforcement of the wage floor a critical issue for trade unions. In 

developing countries ensuring compliance with the wage floor has always been a difficult task. In many 

regions the enforcement of all labour standards is hindered by under resourced, and often corrupt, labour 

inspection and labour courts. The absence of meaningful penalties for infringements of labour laws and 

standards exacerbates these problems. In these circumstances the existence of a single national minimum 

wage can be a great advantage. It is simple to understand and easy to communicate. When all workers 

definitely know their rights compliance tends to improve dramatically. Countries like India, where there 

are multiple minimum wages depending on the industry and region, have a poor record with 

enforcement.  

The erosion of “extension mechanisms” for collective bargaining combined with the recognition that 

multiple industry or regional level minimum wages inhibit enforcement have led to greater consensus 

within the trade union movement about the merits of a national minimum wage. But opinion on this 

issue is not unanimous. Countries that are fortunate to have retained comprehensive collective 
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bargaining coverage obviously have less need for a national minimum wage then other countries where 

the push for enterprise or individual level agreements has decimated collective bargaining.  

Second, in most countries wages are far too low. The “floor” for the wage structure is down in basement 

and needs to be substantially uplifted. In nearly all countries the national minimum wage (or the wage 

floor that is set through other mechanisms) is inadequate to provide workers and their families with an 

acceptable standard of living. Those minimums are normally not sufficient to provide a family with 

good nutritious food, adequate shelter, decent clothing, education for the kids, adequate health care and 

some provision for emergencies. This is because policy makers have been scared by claims that 

minimum wages push up labour costs for unskilled workers and this generates unemployment. 

Employers and conservative groups play on these fears. They encourage their supports in the influential 

international financial institutions and among the academic profession to argue that higher minimum 

wages will have negative consequences.  

The economic theory and the empirical evidence used to oppose increases in minimum wages are badly 

flawed. The truth is that by putting more money in the pockets of low paid workers we will ensure that 

there are more customers at our local markets, in our corner shops and at the factories in our towns. Low 

paid workers spend nearly all their income and usually on basic products. They do not have much scope 

for savings or buying luxury imported goods. So an increase in the minimum wage will result in more 

jobs for our youth and greater prosperity for all. A wage increase for the poor is like an injection of 

economic energy.  

When minimum wages are set governments always claim they are trying to balance two competing 

forces: first, the need to raise low paid workers out of poverty; and second the argument by employers 

that higher minimum wages will destroy jobs. But as noted above the employer assertions about higher 

unemployment are false. While often the research is not done to determine at what level the minimum 

wage should be set to lift workers out of poverty. The measurement of national poverty lines is a 

subjective and often controversial issue.  

This is why in debates about minimum wages the trade union movement needs to focus more attention 

on the promise made in the ILO Constitution to provide an “adequate living wage”. This implies a wage 

that goes beyond the very basic necessities for survival. The real fight focuses on determining what is 

included in the basket of goods and services that a worker and her family needs for an adequate standard 

of living. An adequate standard of living will obviously reflect national circumstances and customs. It 

will not be the same in Germany and Ghana. It must be adjusted as economic development takes place. 

And certainly the composition and cost of the required commodities and services will vary vastly from 

country to country and over time.  

Unfortunately even in countries like Australia, which has the longest history with minimum wage fixing 

in the world dating back to the late 1800s, the trade union movement faces an uphill battle getting 

tribunals and governments to focus on what day-to-day life is like for workers on the minimum wage. 

Too little attention is paid to the basic calculation about what should be included in the basket of goods 
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and services to provide an adequate standard of living. Most of the arguments are about price and 

productivity movements since the last minimum wage adjustment, the state of the labour market and the 

economic outlook. In developing countries where data on the cost of living is scare, unions face an even 

greater challenge in mounting the case for an adequate living wage. However, these problems can be 

overcome with some simple surveys and basic calculations. 

In all countries the trade union movement needs to focus more attention to how national poverty lines 

are established and updated and then focus debates about the minimum wage more on what is required 

to provide an adequate standard of living and far less on flawed theories about increasing 

unemployment. Surveys and research can be complemented by testimonies from real workers about 

what it costs to put food on the table, the rents they have to pay, the cost of school uniforms or how they 

have to borrow from relatives to fund a visit to the doctor. The combination of facts derived by scientific 

surveys combined with statements from real workers can be compelling evidence when trade unions are 

presenting arguments about an adequate living wage to a tribunal or government investigation. 

As we draw close to celebrating the centenary of the ILO it is time to deliver on the promises our 

forefathers made in the Versailles Peace Treaty. It is time to implement an adequate living wage in all 

countries. This is a realistic goal for the trade union movement between now and 2019. We have 5 years 

to achieve an objective that was considered imperative 95 years ago.  

An adequate living wage would be one very small contribution towards curbing the explosion in income 

inequality that has occurred in virtually all countries over the last thirty years. Wages are the only source 

of income for most working families. However, throughout the world wages have failed to keep pace 

with price increases and productivity improvements for several decades. This is reflected in dramatic 

declines in the wage share of national output almost everywhere. The flip side of this is soaring profits. 

The “elites” in our societies who derive most of their incomes from their investments in equities, 

property and commodities have seen their wealth sky rocketed.  

Reversing past trends in income inequality will require policy reforms in many areas including: 

macroeconomic policies; tax and welfare policies; the regulation of financial markets; and the broad 

range of labour market policies. We have to fight this battle on many fronts. In the last edition of 

Frontlines we focused on collective bargaining. We showed that a comprehensive collective bargaining 

system was economically desirable and that recent attacks on collective bargaining were unjustified. We 

highlighted the disastrous political and social consequences of destroying collective bargaining and the 

way synchronized bargaining can help narrow wage differentials. This edition of Frontlines concentrates 

on the relationship between an adequate living wage, minimum wages and income inequality.  
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1. Trends in Wage and Income Inequality 

There are various ways to assess wage and income inequality. But regardless of the measure used they 

all tell an alarming story.  

First, in most regions of the world the simple wage differential between the boss and the ordinary 

worker has expanded in the majority of companies, industries and countries. As the AFL-CIO reveals, 

the CEOs of the largest American companies made on average 12.3 million USD in 2012. This was 354 

times more than the average worker.
1
 The US might have seen the most dramatic increases in executive 

pay but the trends are also dramatic across Europe. Figure 1 reveals how many days an average and a 

low wage-earner have to work in order to earn as much as a CEO does in one hour. Most dramatic wage 

inequalities persist in Eastern European countries and Spain.   

                                                           
1
  AFL-CIO (2013) “U.S. CEOs Paid 354 Times the Average Rank-and-File Worker—Largest Pay Gap in the World”, Press Release, April 15, 

Washington, available at: http://www.aflcio.org/Press-Room/Press-Releases/U.S.-CEOs-Paid-354-Times-the-Average-Rank-and-File-
Worker-Largest-Pay-Gap-in-the-World. 

http://www.aflcio.org/Press-Room/Press-Releases/U.S.-CEOs-Paid-354-Times-the-Average-Rank-and-File-Worker-Largest-Pay-Gap-in-the-World
http://www.aflcio.org/Press-Room/Press-Releases/U.S.-CEOs-Paid-354-Times-the-Average-Rank-and-File-Worker-Largest-Pay-Gap-in-the-World
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Figure 1: Pay in Europe – average working days required to earn what a CEO earns in an hour in 

2012 

  Median wage-earner  Lowest wage-earner 
 

 

 

CEO hourly 

wage, USD 

Romania 305 

Ukraine 187 

Russia  264 

Spain  792 

Hungary 264 

Italy 957 

Poland 262 

Bulgaria 132 

Portugal  307 

Turkey  215 

Greece 275 

Britain  616 

Sweden 709 

France 551 

Netherlands 491 

Belgium 545 

Germany 546 

Denmark 704 

Ireland 361 

Iceland 284 

Switzerland 659 

Norway 472 

Source: The Economist (2013) A week's wages, Jun 12. 

Disaggregated wage data that can be compared across countries is scarce. However, Figure 2 and Figure 

3 show the ratio of wages paid to those in the top 10 % of the national wage distribution to those in the 

bottom 10 % for a range of countries. In the majority of advanced economies (Figure 2) this ratio 

increased between the mid-1990s and the start of the recession in 2008. There are exceptions that 

include New Zealand, Portugal, Ireland and France. In the case of New Zealand this wage differential 

was reduced from an extremely high level and still remains excessive while in the other three countries a 

combination of minimum wages, encompassing collective bargaining systems with extensions of 

collective agreements and social dialogue helped foster this desirable development. 

 



7 

 

Figure 2: Change in the ratio between the 90th and 10th percentile of wages in developed 

economies 

 
Source: ILO (2013) Global Wage Database. 

In most emerging and developing countries (Figure 3) the wage differential between those in the top and 

bottom 10 % of the distribution is much greater than in the advanced economies. For example, in 

Indonesia those at the top have wages that are almost 16 times greater than those at the bottom. Most 

countries for which we have data are from Latin America and the trends are very diverse across this 

region. On the positive side it is evident that there were several countries from this part of the world 

(including Brazil, Mexico and Venezuela) that bucked the prevailing global trend and reduced this wage 

differential in the last two decades. Once again this was thanks to improving labour market institutions, 

including vastly improved labour inspection systems. 
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Figure 3: Change in the ratio between the 90th and 10th percentile of wages over time 

 
Note: There are no data available for African countries; concepts can differ across countries regarding coverage (agriculture), 

region (urban, rural), considered wage (bonuses, in kind), taxation (pre-, post-tax). 

Source: ILO (2013) Global Wage Database. 

These trends in wage differentials do not tell the full story by a long stretch. First, as we will see below 

the explosion in top incomes is confined to a small elite and by just looking at the wages of the top 10 % 

we fail to capture the real spike in management wages. Second, wages of those at the top of the 

distribution do not reflect their deferred stock options, allowances and other perks that make up much of 

their remuneration. It is these non-wage components of the executive pay package that have boomed in 

the last two decades.  

Workers outside the management and executive ranks have no similar entitlements. They must make 

ends meet on their basic wage. Unfortunately for the ordinary workers their wage has been tightly 

constrained and has failed to reflect productivity improvements. In the United States, for example, 

productivity increased by roughly 70 % between 1979 and 2012 yet over the same period the real 

median wage for male workers declined by 7.6 %.
2
  

                                                           
2
  Heidi Shierholz (2013) “The Wrong Route to Equality – Men’s Declining Wages”, Economic Policy Institute, Commentary, June 12, 

available at: http://www.epi.org/publication/wrong-route-equality-mens-declining-wages/ 
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The failure of real wages to move in line with productivity is not confined to the US. The latest Global 

Wage Report from the ILO (2012/2013) confirmed a discrepancy between productivity improvements 

and real wage growth of almost 10 percentage points across advanced economies since 1999 (see Figure 

4).
3
 We examine this data in greater detail below. 

Figure 4: Growth trends in average wages and labour productivity in advanced economies (index: 

1999 = 100) 

Labour productivity index   Real wage index 

Source: ILO (2012) Global Wage Report 2012/2013, Geneva, p. vi. 

In several countries, wages for ordinary workers have not even kept pace with inflation let alone 

productivity. For example, in the United States average real weekly wages for non-managerial workers 

in 2012 were about 14 % below the level they reached way back in 1972.
4
 In the United States declining 

real wages for the average worker have become so common it now fails to attract comments in the 

mainstream media.  

Wage restraint has not been confined to the advanced economies that have faced economic crisis or slow 

growth. The ILO reports that growth in average real wages has been severely constrained in most 

regions of the world over the last five years, despite that fact that emerging and developing countries 

were the main engines of global growth through this period. 
5
  

                                                           
3
  ILO (2012) Global Wage Report 2012/2013, Geneva, p. 43.  

4
  Thomas Kenneth (2013) “Real Wages Decline Again — Literally No One Notices”, Business Inside, June 1, available at: 

http://www.businessinsider.com/real-wages-decline-literally-no-one-notices-2013-6 
5
  ILO (2012) Global Wage Report 2012/2013, Geneva, pp. iv-v. 

http://www.businessinsider.com/real-wages-decline-literally-no-one-notices-2013-6
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One important factor explaining stagnant wage levels for those in the bottom half of the distribution is 

the rapid expansion of contract work, agency work and other precarious forms of employment. In 

Germany for example the expansion of low paid precarious work has been a major feature of the 

economic strategy in the last decade. The absence of a national minimum wage facilitated this 

development (see country review of Germany for further details).  

Other countries are following down the same path that the United States and Germany have travelled in 

recent decades. Regardless of the region or the cause, when a crisis hits or economic growth slows the 

solution proposed by conservative policy makers is always the same: cut wages and labour costs of the 

low paid by weakening labour market institutions. This has been the solution proposed in European 

countries facing economic crisis in recent years. In recent months declining currencies and concerns 

about capital outflows in several large emerging economies, such as Indonesia, Brazil, China and India, 

has reignited calls for structural reforms and real wage restraint.  

The result is a significant global expansion in the proportion of low paid work (see Figure 5). Of 

particular note is the rapid growth over the last decade in the proportion of low paid work in several 

Nordic countries and Germany that traditionally had a reputation for social cohesion.  

Figure 5: Change in the share of low-paid workers (earning less than two-thirds of median 

earnings) in total dependent employment 

 
Note: Data for Finland refer to 2001 instead of 2000; data for Chile refer to 2009 instead of 2010. 

Source: OECD (2013) Labour Force Survey. 
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To get a handle on the degree of inequality of incomes between people we must go beyond what 

happens in the workplace. This is because, for some groups, incomes derived from work now constitute 

a much smaller proportion of total income then in the past. Profits have soared and the benefits the rich 

derive from speculation in shares, property, commodities and other investments have skyrocketed. 

Ordinary workers and the poor do not have the luxury of a diversified investment portfolio to 

supplement the family budget. So the real income gap between those at the top and the bottom is much 

greater than merely the difference in wages.  

Another way of looking at this issue is by reviewing trends in what economists call the ‘functional 

distribution of income’. In essence this entails breaking down total income for a country into the 

component that goes to capital in the form of profits, and that which goes to all forms of labour in the 

form of wages and benefits. The latter of course includes the wages and bonuses of the top executives 

which tend to inflate the total wage share. Figure 6 shows long term trends in the total wage share for a 

number of advanced economies. 

Figure 6: Adjusted wage share across developed countries from 1975 to 2012 

 
Note: Share is adjusted for self-employed. 

Source: European Commission (2013) AMECO Database. 

The overall trend is unambiguous with the wage share falling dramatically across all countries, although 

the timing and magnitude of the falls vary somewhat. If these calculations are adjusted to remove the top 

1 % of wage earners the decline in the wage share is even more pronounced in all countries, with the 
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drop being most noticeable in the United States.
6
 Between 1990 and 2009, the wage share fell in 26 out 

of 30 advanced economies, on average by 4.4 percentage points.
7
 

Declining wage shares are not confined to advanced economies. Data for developing and emerging 

countries is less comprehensive but Figure 7 shows the percentage change in the wage share across a 

broad cross section of countries between roughly the mid-1990s and the most recently available figures. 

The picture that emerges is more diverse then was the case in advanced economies but we still see very 

large declines in a range of key emerging economies (China, South Africa and Mexico) and similar 

trends in a range of smaller developing economies. In China, for example, real wages have increased 

very rapidly in the last decade but still not at a pace that reflected improvements in productivity or GDP 

growth.  

Interestingly we also observe rising wage shares in a few important countries (Chile, India, Brazil, 

Philippines, and Kenya). The data also suggest very large increases in the wage share in Russia and 

several of the other CIS countries. But this is mainly the result of rebounding wages and employment 

after dramatic declines in the 1990s. 

Overall the ILO confirmed that the trend of declining wage shares was common across most transition 

and developing countries. They found that since 1990 the wage share had fallen in three quarters of the 

69 countries for which data are available. On average Asia saw the wage share decline by 20 percentage 

points since 1994 and Africa by 15 percentage points since 1990. In both regions the fall was sharpest in 

the 2000s. In North Africa the wage share fell by 30 percentage points since 2000.
8
  

  

                                                           
6
  ILO (2012) Global Wage Report 2012/13, Geneva, p. 43. 

7
  OECD (2012) Employment Outlook, Chapter 3, pp. 110-115. 

8
  ILO (2011) World of Work Report 2011 – Making markets work for jobs, Geneva, p. 56.  
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Figure 7: Change of unadjusted wage share across developing and emerging economies (difference 

between the most recent and the earliest data available expressed in percentage points of GDP)  

 
Source: ILO (2013) Global wage database. 

Income inequality that results from the ‘market’ and is reflected in wage differentials and the primary 

distribution of income can be moderated by public policy. This is most apparent when tax and welfare 

policies transfer income from the wealthy to the poor. The extent to which income is redistributed 

through these mechanisms differs dramatically across countries. In most developing and emerging 

economies the overall tax to GDP ratio is very low (usually well below 20 %) and this restricts the scope 

for transfers or any significant social floor.  

But even among advanced economies there is wide variation in the ratio of total tax revenues to GDP as 

can be seen from Figure 8 below. It is apparent that the tax revenue base is much larger in most central 

and northern European countries then is the case in the Anglo-Saxon countries.  
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Figure 8: Total tax revenue as percentage of GDP in 2010 

 
Source: OECD (2013) Database, revenue statistics. 

Unfortunately during the period in which the ‘market’ was widening the gulf between the ‘haves’ and 

the ‘have-nots’, governments in the majority of advanced economies have also been reducing the role 

that the tax system and welfare payments previously played in helping offset inequality. In many 

countries tax systems have become far more regressive due to increased reliance on consumption taxes, 

more compressed income tax schedules and the expansion of tax concessions available to companies and 

the rich. For example, in the OECD region as a whole the average rate of corporate taxes decreased from 

around 45 % in the mid-1980s to just above 30 % by mid-2000s.
9
 In the EU, the overall corporate tax 

rates declined from 46 % on average in 1980, to 40 % in 1991, and to 32 % by the mid-2000s.
10

 

Meanwhile transfer payments to the poor and vulnerable have become far less generous and highly 

restricted. In half of OECD countries the effectiveness of tax and transfer systems in reducing income 

inequality has weakened since 1990, specifically in the decade leading up to the financial crisis.11
 As can 

be seen from Figure 9 below there is a very strong positive relationship between the total tax base and 

social expenditures. 

Figure 9: Scatter plot of social expenditure (x-axis) against total tax revenues (y-axis) 

                                                           
9
  Alfons Weichenrieder (2005) (Why) Do we need Corporate Taxation?, CESifo Working Paper No. 1495, Munich, July 2005, p. 2. 

10
  Robert Verrue (2004) Tax Competition in the EU - A few remarks on the current state of play, Conference on "Trade War or 

Transatlantic Market Place", organized by The New Atlantic Initiative and Konrad Adenauer Stiftung, Brussels, p. 5.  
11

  OECD (2011) Divided we stand, Why Inequality Keeps Rising, An Overview of Growing Income Inequalities in OECD Countries: Main 
Findings, Paris, p. 23.  
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Note: Red triangles are the OECD average; included years are 1980, 1985 1990, 1995, 2000, 2005 and 2010; total tax 

revenues are measured as three years average. 

Source: OECD (2013) Database, revenue statistics.  

Unfortunately it is not just conservative governments that have implemented policies curbing social 

transfers. It is imperative that political parties that claim to represent the interests of middle income 

workers and the vulnerable reject policies aimed at cutting the overall tax burden and resist propaganda 

about “being able to do more with less”. The truth is we get what we pay for and good quality public 

services require a broad revenue base.  

The net impact of all these various developments has been a significant expansion in what many 

economists refer to as the secondary income distribution: that is the distribution of incomes that takes 

into account all forms of income including the impact of taxes and government transfers. Economists 

also often talk about disposable income which is a closely related concept and reflects what different 

people actually have available to spend.  

Disposable income across the whole OECD region grew by 1.7 % annually between the mid-1980s and 

the late 2000s. But the distribution of this growth was very unequal. Incomes of those in the top 10 % of 

earners increased on average by nearly 2 % a year. Yet those in the bottom 10 % grew by just 1.3 %. As 

a consequence, the Gini coefficient for the entire OECD region (which is a summary measure of income 

inequality) increased by almost 10 % to 32 by the late 2000s.
12

  

                                                           
12

  OECD (2011) Divided We Stand: Why Inequality Keeps Rising, Paris, pp. 22-23. 
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Figure 10: Gini coefficient (after tax and transfers) among advanced economies 

Source: 

OECD (2013) Database. 

There is however wide diversity across advanced economies with the Anglo-Saxon countries and 

Southern European countries (Portugal, Italy, Spain) experiencing much greater income inequality then 

the northern European countries. As can be seen from Figure 10 the Gini coefficient for the US is 

significantly higher than that in most European countries. In the UK research revealed that between the 

mid-1990s and the late 2000s 15 % of the growth in total income went to people in the top 1 % of the 

income distribution. This was equal to increase that people in the bottom 50 % of the income 

distribution received. This trend got even worse after the start of the global economic crisis in 2008. It 

has been estimated that that low and middle income families in the UK will not return to their pre-crisis 

level of earnings for at least another 10 years.
13

 

Changes in the Gini coefficient since the mid-1970s/1980s reveal interesting trends. There are a few 

European countries that managed to reduce income inequality. This includes Greece and Spain which 

did so from very high initial thresholds. Ireland and France also made progress but in most advanced 

economies inequality expanded. The gap between rich and poor jumped sharply in the United States, the 

UK and New Zealand. These are all countries were inequality was already relatively high and was 

exacerbated by sustained attacks on trade unions and collective bargaining. But virtually all the central 

and northern European countries also experienced a significant widening in income inequality in the last 

few decades, with Germany, Sweden and the Netherlands recording some of the biggest increases.
14
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Figure 11: Gini coefficient of the distribution of income or consumption expenditure (pre- tax and 

transfers) among African countries 

 

Source: World Bank (2013) World Development Indicators.  

Figure 11 shows Gini coefficients for a selection of African countries. South Africa has one the worst 

income distribution records in the world. Unfortunately this data would suggest that since the end of the 

apartheid in the mid-1990s the country has made no progress towards bridging the gap between rich and 

poor and if anything this gulf is wider today. Income inequality has also widened in several other east 

African countries including Zambia and Uganda. In contrast some West and North African countries 

made progress in narrowing the distribution of income.  

Figure 12: Gini coefficient of the distribution of income or consumption expenditure (pre- tax and 

transfers) among Eastern Europe and Asian countries 

 
Source: World Bank (2013) World Development Indicators.  
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The most populated countries in Asia (China, India and Indonesia) have all experienced widening 

income inequality since the mid-1990s despite rapid economic growth and rising real wages (see Figure 

12). Trends in income inequality during this period for the CIS and Eastern European countries should 

be treated with caution as the base period (early to mid-1990s) was an era of economic upheaval.  

Figure 13: Gini coefficient of the distribution of income or consumption expenditure among Latin 

American countries 

 
Source: World Bank (2013) World Development Indicators.  

Central and Latin America is the region with, on average, the most unequal income distribution in the 

world (see Figure 13). But in the last decade or so there have been some significant improvements albeit 

from initially very high levels. Among the countries making progress are Brazil, Peru, Panama, Ecuador, 

Mexico and Venezuela.  

Finally, even measures of disposable incomes or the secondary distribution of incomes – that account for 

all taxes and government transfers – do not provide a completely accurate indication of income 

inequality. They do not take into account the impact of important public services or what some people 

refer to as the “social wage”. Take for example a hypothetical situation in which workers in France and 

the United State are receiving exactly the same disposable incomes (taking into account purchasing 

power parities). These workers are still not on an equal footing. This is because the worker in France has 

access to one of the best and most comprehensive health systems in the world for a nominal fee while 

the worker in the United States will be paying out a significant portion of her disposable income for 

private health insurance and a level of care that is certainly not better than that available to the French 

worker.  

Similar arguments apply to a range of other public services. Thus even if indicators of the secondary 

income distribution were to suggest that income inequality was the same in France and the United States 

(and this is certainly not the case in reality) the real gap between the rich and the poor in France would 
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be significantly less than that in the United States. Unfortunately comprehensive measures of what 

might be termed this “tertiary” level of income inequality are not readily available.  

Despite all these measurement difficulties, what we know for sure is that in several countries those at the 

very top of the income pile have enjoyed an obscene increase in their incomes. Figure 14 below shows 

trends in the share of total income going to the top 0.05% of the income distribution. Since the mid-

1980s the income share of this tiny segment of society has soared in many countries including the 

United States, South Africa, and the United Kingdom. The trend among many European countries is also 

upward in recent years but the trends are far less pronounced then in the Anglo- Saxon countries that 

have been at the forefront of promoting laissez-faire economics and weakening labour market 

institutions.  

If we consider an even smaller segment of the super-rich the patter is similar. In the United States the 

top 0.01 percentile of the income distribution saw their slice of the economic cake (not including capital 

gains) nearly triple in size between 1985 and 2006. In a group of other advanced economies including 

Australia, Canada, but also Portugal and Sweden this very small elite group more than doubled their 

share of total income over this same period.
15

  

Figure 14: Top 0.05 % income share 

 
Source: Facundo Alvaredo, Tony Atkinson, Thomas Piketty and Emmanuel Saez (2013) Top Income Database. 

In summarizing these trends the OECD (2011) concluded:  
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  Rosnick and Baker (2012) Missing the Story, The OECD’s analysis of Inequality, July, pp. 8-9. 
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“Increases in household income inequality have been largely driven by changes in the 

distribution of wages and salaries, which account for 75 % of household incomes among 

working-age adults….This was due to both growing earnings’ shares at the top and declining 

shares at the bottom, although top earners saw their incomes rise particularly rapidly.”
16

 

The most recent report from the OECD (2013) which covers the period up until 2010 shows no reversal 

of the rising inequality trend, in fact, quite the contrary. Income inequality before taxes and transfers 

(the primary distribution of income) increased more rapidly than ever before in the early part of the 

recent recession. Indeed the increase in inequality between 2008 and 2010 was as strong as in the twelve 

years prior to the crisis. Fortunately in a few countries a part of this increase was cushioned by re-

distributional tools, predominantly tax and transfer payments.
17

 However, because of the emphasis in 

European austerity measures in Europe on social spending cuts rather than tax increase these re-

distribution mechanisms have been weakened since 2010. As austerity measures excessively target the 

poor and ordinary workers, there is little hope that we can expect any narrowing of income inequality in 

the near future. The OECD confirmed that: 

“…as the economic and especially the jobs crisis persists and fiscal consolidation takes hold, 

there is a growing risk that the most vulnerable in society will be hit harder as the cost of the 

crisis increases.”
18

  

Interestingly, given that the basic cause of the global recession was inadequate financial market 

regulations those that had benefited from financial speculation and greed in the economic up-swing have 

managed to avoid any real economic pain in the down-swing. In fact, the OECD showed that since the 

global recession income losses suffered by capital were negligible compared to those endured by wage 

and salary earners and the self-employed.
19

 Thus, the most vulnerable where hit the hardest during the 

period 2007 to 2010. This is also reflected in the ‘anchored’ relative poverty rate, which is benchmarked 

against the median income in 2005. This poverty rate surged in countries like Turkey, Spain, Greece, 

Ireland, Estonia, Italy, Mexico and Iceland. Even more worrisome, the rise of poverty was 

disproportionately high among children and young people.
20

  

2. Partial Explanations and Myths Concerning Income Inequality 

Debates about income inequality are not new. Since the early 1980s rising income inequality has been a 

topical issue triggering the elaboration of different theoretic approaches trying to explain this 

phenomenon.  

The old culprit: globalisation and technological change 

                                                           
16

  OECD (2011) Divided We Stand: Why Inequality Keeps Rising, Paris, p. 22. 
17

  OECD (2013) Crisis squeezes income and puts pressure on inequality and poverty, Paris, p. 1.  
18

  OECD (2013) Crisis squeezes income and puts pressure on inequality and poverty, Paris, p. 1.  
19

  OECD (2011) Divided We Stand: Why Inequality Keeps Rising, Paris, p. 36. 
20

  OECD (2013) Crisis squeezes income and puts pressure on inequality and poverty, Paris, pp. 1-6.  



21 

 

Traditionally, economists have attributed increased income inequality to few trends: technological 

change and globalization including trade and capital liberalisation and political reforms in regions like 

Eastern Europe in the early 1990s. There is no doubt that globalisation and technological change have 

exerted pressures that result in widening income inequality. However, these forces are not adequate to 

fully explain variations across countries in the timing and magnitude of changes in income distribution. 

As we saw in the previous section income inequality trends have become more diverse across countries 

in the last decade. Since the early 2000s there has been a rapid jump in income inequality in a few 

countries that were previously considered to have a reasonably fair income distribution. Countries in this 

category include Germany, the Netherlands and the Nordic countries. Yet even in Europe there was 

some divergence with countries like France and Greece, managing to achieve a slight compression in 

income gaps. As we also saw income inequality declined from very high levels in several Latin 

American countries in the same period.  

At the other end of the spectrum, Anglo-Saxon countries experienced a dramatic jump in the dispersion 

of incomes during the late 1980s and early 1990s and most of them have maintained this high level of 

inequality in recent years. The exception among the Anglo-Saxon countries is the US, where income 

inequality increased in the later decades of the last century and has continued to expand rapidly since the 

millennium.  

These diverging trends across countries in the last decade mean that it is less plausible to attribute rising 

inequality merely to advances in technology and financial and trade liberalisation processes which have 

universal application. Interestingly, the OECD concludes that increased trade integration has not 

affected the wage distribution although foreign direct investment and technological change do have 

some impact, pushing up wages at the upper end of the distribution.
21

  

The skill-biased technological change approach 

The skill-biased-technological-change (SBTC) approach explanation of widening income inequality was 

widely proclaimed in the 1990s. According to this theory, advances in technology boost demand for 

high-skilled workers while low skilled workers are increasingly replaced by machines and capital 

equipment thereby increasing wage differentials between the two groups in line with the demand for 

them. Globalisation including the liberalisation of international trade and financial flows and the 

increased fractionalisation along production chains are considered to aggravate these trends in advanced 

economies because it facilitates labour intensive components of the production process to be outsourced 

to low wage countries.  

However there are serious flaws in this theory. The SBTC approach might be plausible for some highly 

specified professions but it seems unlikely to be able to explain a substantial part of the rise in wage 

inequality.
22

 Studies for the US reveal that among university graduates wages have remained stagnant or 
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fell for those below or equal to the 7
th

 decile between 2000 and 2011.
23

 Another fact contradicting this 

approach is the increased dispersion within professions.
24

 This means that wages are much less 

determined by workers education and skills and more so by the sector and occupation they chose for 

their carrier.25 A study on European countries reveals that a considerable part of the increased wage 

differentials among workers with similar skills and education can be ascribed to factors such as changes 

in bargaining institutions and trade unions.26  

The problem for trade unions is that the concentration of this approach on skills leads to a narrow set of 

policy responses to correct these trends. The emphasis is placed on improving education systems and 

directing more resources to skill development and other active labour market policies to better equip low 

skilled workers for the new job opportunities that are available. Upgrading our education and training 

programs are always desirable but we need a more nuanced policy response to increasing inequality. For 

example, when production from a clothing and textile factory moves abroad, there has to be institutions 

in place that provide more than just additional education and skill enhancement.  

An inevitable stage of development 

Another myth of orthodox economic theory suggests that in developing countries there would be a 

period of increasing income inequality as the economy climbs up the development ladder and 

employment gradually shifts out of subsistence agriculture and into industry. The theory predicted that 

these trends would eventually be reversed when the benefits of growth “trickle down” and the majority 

of jobs had shifted to more productive sectors.  

The United Nations is one international organisation that has strongly and consistently rejected the 

suggestion that countries should focus on economic development at the expense of income inequality. 

According to the UN:  

“Ignoring inequality in the pursuit of development is perilous. Focusing exclusively on economic 

growth and income generation as a development strategy is ineffective, as it leads to the 

accumulation of wealth by a few and deepens the poverty of many.”
27

 

Recent empirical evidence supports the position advocated by the UN.
28

 In the BRICS countries, for 

example, the data from the last two decades show that rapid and sustained economic growth was not 
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sufficient to narrow the gap between rich and poor. Between early 1990s and late 2000s Russia, India 

and China all recorded a lengthy period of robust economic growth and a dramatic increase in income 

inequality. South Africa, with far more modest economic growth rates, has also seen income inequality 

expand rapidly. The only exception to this trend among the BRICS was Brazil, which used demand 

enhancing macroeconomic policies plus higher minimum wages, better labour inspection and to some 

extent targeted social transfer programs to attack income inequality.
29

  

In the last few years China has started to revise its export led growth strategy and tried to stimulate 

domestic demand by supporting faster wage growth and some improvements in social security. But 

these policies have not gone far enough to halt the rapid expansion in income inequality.  

This contrasting experience across these important emerging economies indicates that policy makers 

cannot simply rely on market forces and “trickle-down-economics” to narrow the gap between the 

privileged elite and the vast majority of society. Public policy is required to redistribute some of the 

income gains from the rich to ordinary workers and the poor. 
30

  

Resilience to crisis impacts: the unemployment-versus-wage-flexibility approach  

Another myth derived from orthodox economic theory is the suggestion that by allowing income 

inequality to expand in an economic crisis a country can preserve the jobs of low paid workers. 

According to standard economic theory the nature and strength of labour market institutions (such as 

trade unions, collective bargaining or minimum wages) will determine the impact of a recession on 

wages and employment.  

This means in countries with strong labour institutions, an external shock such as a rapid jump in 

inflation caused by rising oil prices, a recession caused by inadequate regulations of financial markets or 

an external trade crisis, would result in higher unemployment because labour costs are rigid. According 

to this same theory in countries with lax labour market regulations and no extensive collective 

bargaining institutions such shocks would lead to nominal wage cuts for workers that would otherwise 

get dismissed, first and foremost low skilled and low paid jobs. In the second scenario this would results 

in higher income inequality as ordinary workers are forced to accept lower wages in return for keeping 

in employment while those in highly skilled jobs would be able to maintain their income.  

Experiences since the recent global recession have confirmed that this is nothing more than propaganda. 

In fact several countries with the most flexible labour markets – including weak employment protection, 

minimal collective bargaining, and the lowest trade union density rates – were among those recording 

the biggest job losses relative to output declines. Moreover the job losses were concentrated among 

those low paid workers who had endured decades of wage restraint prior to the crisis. As we saw in the 
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Frontlines Report of April 2013 the United States, suffered a major loss of jobs during the recession and 

vast numbers of workers have become so discouraged they have withdrawn from the workforce. The 

poor labour market experience in the United States relative to many other countries occurred despite 

concerted attempts to use monetary policy in an experimental and expansionary manner plus a more 

limited fiscal expansion. Even though unemployment levels in the United States have fallen from their 

peaks there is no convincing evidence that countries with so-called flexible labour markets are 

rebounding more rapidly than economies with strong trade unions and comprehensive collective 

bargaining institutions. Also employment protection can have a significant cushioning effect in crisis 

times. Consumption remains more stable as workers have less fear to get dismissed and employer do not 

over react in responds of reduced demand.
31

 

3. The Impact of Labour Market Institutions on Income Inequality 

Given that the usual explanations of rising income inequality are not adequate to fully explain the 

diverging patterns we observe across countries there must be other factors at play. High on the list of 

suspects are labour market institutions and the way in which reforms in this area have interacted with 

globalisation, technological change and political transition.  

As noted above, in the few countries that have avoided a significant increase in income inequality labour 

market institutions have been maintained or strengthened. For example, successive governments in 

France have pushed up the real and relative value of the minimum wage and defended the collective 

bargaining system that covers the vast majority of workers (through extension mechanisms) despite low 

trade union density. Moreover, compared with many other advanced economies France has preserved, 

up until now at least, the main components of its social security system and maintained relatively high 

levels of public social expenditure.  

Countries like France or Brazil have not been shielded from the impact of globalisation or technological 

change but they have used public policy more proactively than many other countries to moderate some 

of the undesirable impacts of these universal trends. This does not mean that the income distribution, or 

levels of social cohesion, is perfect in these countries. But it does suggest governments are not 

completely impotent when faced with the consequences of globalisation or technological change. 

Governments do have the power to mitigate the excesses of the global market if they choose to 

intervene.  

Unfortunately many governments have chosen to dramatically exacerbate the impact of globalisation 

and technology on income inequality. As we saw in the previous Frontlines Report of April 2013 the 

timing and severity of reforms to collective bargaining systems and regulations that support trade unions 

have varied significantly across advanced economies.  
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It was the Anglo-Saxon countries that were in the vanguard of this process in the 1980s and 1990s and it 

was these same countries where the dramatic spike in income inequality first becomes apparent. The 

weakening of collective bargaining institutions and the decline in trade union density occurred 

somewhat later in countries like Germany and later still in most other continental Europe countries. 

Variation in the timing of these attacks on worker rights across the advanced economies more or less 

coincides with the observed trends in income inequality.  

These trends have been compounded by other important labour market “reforms”. This includes strong 

public support for low paid precarious forms of work, including part-time, casual, and short-term work. 

Also on the increase are homework, zero-hours contracts, contract labour and agency work.
32

 There are 

also various other forms of disguised employment relationships where workers are re-labelled as “self-

employed” yet they remain in an economically dependent and /or subordinate relationship with 

management of a company. These workers are denied many of the rights and benefits that apply to 

regular employees doing the same types of work.
33

  

Reforms of this nature did not take place in a political or economic vacuum. In fact the speeches and 

statements made by many governments when introducing labour reforms clearly indicate that they opted 

for deregulation because they wanted to push down labour costs in sacrifice for the holy cow 

“competitiveness”. For example, in the late 1990s the conservative Government in Australia took drastic 

steps to promote individual agreements and restrict the scope of collective negotiations. The Australian 

Prime Minister from this period made it clear that the government was deliberating entering a race to the 

absolute bottom with labour standards. He argued that: 

“In a global economy that increasingly values specialisation and flexibility, perseverance with 

workplace reform is essential if we are to narrow this productivity gap further and respond to 

challenges such as the rise of China and India as great economic powers.”
34

  

The unfortunate reality is that government intervention to change the balance of power at the workplace 

was not required. This was already happening. In the period prior to 1980 formal labour markets and the 

institutions that regulated them coincided with product market competition. Both were contained largely 

within national frontiers and workers were largely sheltered from external competitive factors. In recent 

decades products, services, capital, technology and ideas have become increasingly mobile. Yet labour 

has remained a relatively immobile factor of production.  

In contemporary markets the expansion of global trade, the development of global production chains and 

massive international capital movements mean that workers must compete with other workers who are 
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very distant from their own national boundaries. At the same time the balance of industrial relations 

power between management and the workers within enterprises changed. At the very least, many 

enterprises have increased potential to alter the location of production or the source of their inputs. This 

is not a simple north-south divide. As the Finance Minister of South Africa noted a decade ago the on-

going movement of manufacturing industry to China was a critical challenge facing his country.
35

 With 

greater choice of enterprise location the cost of labour was put back on the bargaining table.
36

  

The extent to which enterprises have actually taken advantage of these additional choices and moved 

production to new locations remains a moot point. However, to a large extent it is this potential for firms 

to move, or rapidly alter their production chain, rather than realised movements, that has weaken the 

bargaining position of labour and tilted the industrial relations playing field to the advantage of 

employers.  

Over the last decade it has become common place for employers to threaten moving the company or 

parts of their operations off-shore or to low labour cost locations in situations where unions are trying to 

organise their workforce or when faced with demands for wage increases or other labour cost increases. 

Studies in the United States have clearly shown that employers regularly use the threat of closure to 

oppose union attempts to organise their workers. This strategy appears to work. The authors of one study 

concluded that employers did well in bargaining-rights elections where they threatened to move the 

location of the enterprise or close operations. They concluded that this strategy significantly affected 

voter opinion against the union campaign to organise the workforce.
37

  

The coincidence of national level reforms to industrial relations institutions combined with changed 

work practices at the enterprise level appear to have produced a pincer movement on the traditional 

power structures at workplaces.  

This is why even in the most wealthy countries working class people have been asking questions like: 

why it is that increased international competition now means that they have to do two or more jobs to 

make ends meet while executive salaries have soared and tax avoidance has become more prevalent? 

Why are young parents now forced by financial pressures to work on weekends or at other unsocial 

hours and sacrifice precious time with their children when this was not necessary for the pre-

globalisation generation? Why are workers being told that in order to prevent further outsourcing of jobs 

they will have to forgo their company health plans and other non-wage benefits? Why is it that since 

financial deregulation corporate mergers and announcements about down-sizing propel stock markets to 

new highs while factory closures and threats to local communities generated little concern?  
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4. A minimum Living Wage as Policy Responds  

As we have already noted there is very broad recognition that income inequality is now excessive and a 

threat to social cohesion and political stability. Yet in far too many countries the policies proposed to 

arrest these trends remain grossly inadequate. They mainly focus on promoting equality of opportunity 

through education and skill development. Given this environment in which even many conservative 

groups recognize the threat posed by vast income gaps, yet the majority do not support the required 

strengthen of trade unions or collective bargaining, a modest short term objective for the trade union 

movement could be the introduction of a minimum wage that provides a decent living in as many 

countries as possible.  

At the outset it should be acknowledged that minimum wages can only be one part of the policy 

responds to increasing inequality. A minimum wage, regardless of its level, has no direct re-

distributional effect from the top to the bottom. In countries without a link between minimum wages and 

welfare payments, it will provide no direct alleviation for the poor who are outside the workforce.  

Despite these limitations a minimum wage that provides workers with sufficient income to purchase all 

the basic necessities for their family would have a significant impact on in-work poverty and should help 

narrow the gap between the lowest paid and the middle income earners. Given that the erosion of the 

middle income families has been a common development across countries in the last thirty years the 

reversal of this trend should be a high priority. The introduction of a minimum wage people can actually 

live a decent life on would be particularly helpful to precarious workers and those without the benefit of 

collective bargaining. Minimum wages can also have a positive impact on incomes of informal workers. 

In many countries they constitute the bulk of the labour force. It can also help reduce gender inequality 

as the majority of low paid workers are usually female.  

Now is an appropriate time to launch a concerted global campaign for minimum living wages as the 

political pendulum has been swinging back in favour of such concepts. After a long period of neglect 

from policy makers there is some evidence that minimum wages are making a comeback as trade unions 

and some governments seek ways to tackle poverty and contain the growth in income inequality. The 

number of countries now applying some form of minimum wage is substantial. It has recently been 

estimated that about 90 % of ILO Member States (or 164 out of 185 countries) have some form of 

minimum wage.
38

  

Minimum wages can take different forms. Some countries have set minimum rates for different 

industries, different occupations or even geographical regions. In a few countries the extension of rates 

set through collective bargaining provides a minimum. On the other side a national minimum wage can 

has the advantage of being easily communicated to the general population which improves compliance 

and makes enforcement more robust.  
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Positive experiences with minimum wages in a few key countries have helped renew interest in the 

concept. For example, among advanced economies the United Kingdom reversed policy and introduced 

a national minimum wage in 1999 and has subsequently increased its real value without any adverse 

consequences for employment and a positive impact on poverty. According to some observers this was 

the single most important reform for helping vulnerable UK workers in the last 15 years. Ireland 

followed this lead and introduced a national minimum wage in 2000. At present there is strong pressure 

in Germany for the introduction of a minimum wage.  

Perhaps of greater significance have been the trends among some of the largest emerging economies to 

use minimum wages. Brazil, South Africa, China, Indonesia and India have all taken action on the 

minimum wage in the last decade.
39

 Some have had more success than others in limiting the growth of 

income inequality.  

Among countries that have a longer experience with minimum wage fixing there is also some tentative 

signs that after a long period of stagnation or erosion the real value of minimum wages were being 

upgraded in the latter part of the 2000s. Figure 16 shows long term trends in the real hourly minimum 

wage (in purchase power parities) for a group of advanced economies.  

Figure 16: Long-term development of the real hourly minimum wage in PPP USD (1970=100) 

 
Source: OECD (2013) Minimum Wage Database.  

In two countries- France and the tiny state of Luxemburg – the real value of the minimum wage has 

increased substantially over the last 40 years. But in the majority of countries real minimum wages 

remained flat for long periods after the oil-crisis in the 1970s. This was because many countries 

abolished their wage indexation mechanisms and minimum wages were not adjusted for lengthy periods. 
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Overseas Development Institute, Working Paper 365; and Courtney Ivins (2013) Inequality matters – BRICS inequalities fact sheet, 
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From Figure 16 it can be seen that in Spain, Greece, the Netherlands and Canada real minimum wages 

failed to reflect rising inflation for prolonged periods. In the United States the real value of the minimum 

wage declined dramatically between 1980 and 2006, losing over a quarter.  

However, towards the end of the last economic upswing (between 2002 and 2007) several countries for 

which we have data started to push the real value of the minimum wage up again. The ILO has 

confirmed that minimum wages increased in real terms by 5.7 % on average in countries where data are 

available between 2001 and 2007.
40

 This occurred as evidence of widening income inequality 

intensified. Unfortunately to some extent the global economic recession cut short this revival of the 

minimum wage.  

Figure 17 shows the long term development of the minimum wage relative to the average wage for the 

same group of countries plus Turkey and Romania. The attack on the minimum wage in the latter 

decades of the last century is again evident in a more comparative perspective.  

Figure 17: Long-term development of the minimum to average wage ratio (1970=100) 

 
Note: Data for the real development of the minimum wage are not available for this time span for Turkey and Romania.  

Source: OECD (2013) Minimum Wage Database.  

With the exception of France and Luxembourg it is evident that minimum wages failed to grow in line 

with average wages in the 1970s and 1980s. But it would appear these trends started to moderate in the 

1990s and were reversed in 2000s. However, during the 1990s this is much more attributed to the 

stagnation of average wages as Figure 16 shows that the real value of minimum wages did not improve 

in this period.  
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Figure 18 shows changes in the real minimum wage between 2008 and 2012 for a larger sample of 

countries. Since 2008 most countries, with the exception of Spain and Greece, have at least maintained 

the real value of their minimum wage. In Spain the real minimum wage declined by a marginal 0.4 % 

while in Greece the minimum wage fell by over 20 % in real terms. Despite this it can be seen from 

Figure 17 that the minimum to average wage ratio increased in Greece in the last few years. This 

underlines the dramatic decline in average wages in Greece since the recession.  

Interestingly several East European countries took action to push up the real value of their minimum 

wages during this period of recession and slow growth. However, this came after nearly two decades of 

wage restraint in which minimum wages fell to extremely low levels.  

Figure 18: Percentage change in the real hourly minimum wage measured in PPP USD (2008-

2012) 

 
Source: OECD (2013) Minimum Wage Database.  

At the outbreak of the global economic crisis various international institutions acknowledged the 

important role that minimum wages could play to cushion the adverse effects. In their Declaration on 

Social Justice, the ILO (2008) committed itself to: 

“…developing and enhancing measures of social protection – social security and labour 

protection – which are sustainable and adapted to national circumstances, including: policies in 
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regard to wages and earnings, hours and other conditions of work, designed to ensure a just 

share of the fruits of progress to all and a minimum living wage to all employed and in need of 

such protection.”
41

 

The priority on minimum wages was reaffirmed in the ILO, Global Jobs Pact of 2009 which states:  

“Governments should consider options such as minimum wages that can reduce poverty and 

inequity, increase demand and contribute to economic stability.”
42

  

In recent documents the European Commission has also made some helpful comments about minimum 

wages and poverty, stating:  

“Even before the crisis, having a job has not always been a guarantee against poverty, and the 

EU in-work- poverty rate is still above 8%. The risk of in-work poverty is high, particularly in 

countries with uneven earnings distribution and low minimum wages, among people with 

temporary contracts and in low work intensity and single parent households. Setting minimum 

wages at appropriate levels can help prevent growing in-work-poverty and is an important 

factor in ensuring decent job quality.”
43

 

Unfortunately the European Commission has not used its authority to translate such rhetoric into reality. 

On the contrary the EC, as part of the so-called Troika, was a major force behind the dramatic decline of 

minimum wages in Greece. The EC was also supported draconian labour reforms and severe wage 

restraint in various other countries including Portugal, Bulgaria, Romania and Spain.  

Similar contradictions are evident in statements made by the IMF and actual policy. For example, their 

‘Factsheet’ about “The IMF’s Advice on Labour Market Issues” starts by reminding the reader that 

“[t]he IMF’s Articles of Agreement commit the institution to ‘the promotion and maintenance of high 

levels of employment and real income.”  

But the importance of maintaining real incomes is quickly lost once the IMF gets down to policy advice, 

arguing that: 

“In the longer run, a broader set of policies and institutions influences the functioning of labor 

markets and the extent of job creation. Often, changes in these policies and institutions are 

needed to boost growth and job creation. Such changes can be politically contentious and 

difficult to implement. It may, for instance, be necessary to lower labor costs.”
44
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The ILO and the World Bank undertook a review of policy responses to the crisis between 2008 and 

2010 in 77 countries. This revealed that 33 countries (43 %) increased the nominal value of their 

minimum wage since the recession and 16 countries (21 %) managed a real increase in the minimum 

wage during this period (see Figure 19). However, no clear pattern emerges to explain the economic 

circumstances in countries that used this policy tool. For example countries increasing the minimum 

wage were at various levels of development and had vastly different records on their external trading 

accounts.
45

  

Figure 19: Changes in the Minimum Wage (July 2008 - December 2010) 

 
Source: ILO/World Bank (2012) Inventory of Policy Responses to the Financial and Economic Crisis, Joint Synthesis Report, 

April, p. 33.  

5. The impact of minimum wages on inequality – There are different channels 

The role a minimum living wages can play in reducing wage inequality is widely accepted in much of 

the academic literature and empirical results appear to be fairly robust.
46

 Figure 20 is a simple scatter 

plot showing, for a wide range of countries, the relationship between the magnitude of the minimum 

wage and the degree of wage dispersion between those at the top 10 % of wage earners and those in the 

bottom 10 % of the earnings distribution. The data presented would suggest a fairly strong negative 

relationship such that higher minimum wages lead to a lower earnings gap between those at the top and 
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bottom. The actual strength of this relationship in practice depends on a range of factors including level, 

coverage, enforcement, the size of the informal economy and the shape of the upper half of wage 

dispersion.   

Figure 20: Scatter plot showing the minimum nominal monthly wage in USD purchase power 

parities (X-axis) plotted against the ratio of the 9
th

 to the 1
st
 wage decile (Y-axis) 

 
Note: Countries include Albania, Argentina, Armenia, Australia, Azerbaijan, Belgium, Brazil, Canada, Chile, Colombia, 

Costa Rica, Czech Republic, Ecuador, Estonia, France, Greece, Honduras, Hungary, Indonesia (minimum wage was 

calculated as weighted average by province, based on employees in each province), Ireland, Israel, Japan, Kazakhstan, 

Republic of Korea, Latvia, Lithuania, Luxembourg, Malta, Mexico, Republic of Moldova, Netherlands, New Zealand, 

Panama, Peru, Poland, Portugal, Slovakia, Spain, Turkey, United Kingdom, United States, Uruguay and Venezuela. 

Source: ILO minimum wage database; USD purchase power parities stem from the World Bank’s World Development 

Indicators. 

A related but slightly different issue is the impact of minimum wages on poverty. On this issue the 

theory and evidence are less conclusive. This is partly due to the fact that poverty itself is a vague 

concept and only measurable in relative terms. The impact also depends on how widespread minimum 

wage earners are among poor households and how effective minimum wage regulations are 

implemented. Figure 21 gives a good indication that the share of working poor is substantial in a wide 

range of developing and emerging countries. The same is true in advanced economies. In their latest 

Global Wage Report, the ILO urged their 185 Member States to use minimum wage policies more 

effectively to reduce in-work poverty.
47
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Figure 21: Working-poor as percentage of total employees 

Source: 

ILO (2012) Global Wage Report 2012/2013, p. 40.  

By definition minimum wage should help groups that are discriminated against or face other 

disadvantages in the labour market. Given this, minimum wages can be an excellent tool for securing 

decent income for migrant workers, young people and those in precarious forms of work. Moreover 

minimum wages can be an excellent means of reducing the gender pay gap. Figure 22 shows that low 

wage earners are predominantly women and accordingly they would benefit disproportionately from 

minimum wage increases.  
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Figure 22: Decile ratios of gross earnings below two-third of median income by gender (latest data 

available 2009-2011) 

 
Source: OECD (2013) Employment Database.  

However, the opponents of a minimum living wage often argue that vulnerable workers will not actual 

accrue any benefits because their jobs will be abolished when labour costs increase. The impact of 

minimum wages on employment is therefore central to the income inequality debate and the question of 

what role effective minimum wages can play.  

5.1 The Minimum wage and a potential Employment Impact 

The conclusion that a meaningful minimum wage will increase unemployment is derived from a ultra-

simple supply and demand model that economics students are taught in the first few weeks as an 

undergraduate at university. Unfortunately this useful, but basic, teaching tool has exerted excessive 

influence over policy for many decades.  

Some of the heroic assumptions underpinning the model include the notion that the boss of a company 

has absolutely no control over the price she can charge customers for her products or any manoeuvring 

space in wage payments. The fact that firms make profit, have influence and market power is ignored. 

The model also assumes that workers are homogeneous, have all the relevant information about the firm 

and potential jobs outside and they are so flexible they can move across the country to take up a new job 

instantaneously. The real world – where family connections may influence recruitment decisions or 

basic discrimination may determine who gets a job vacancy or workers are intimidated into accepting 
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wages and conditions that fail to reflect their contribution to the company – are completely ignored. 

Also the possibility that workers might use any pay increase to buy food, clothing and shelter and 

thereby create additional jobs is never even considered. In this model a wage increase only pushes up 

costs for employers and accelerates inflation. It is never considered to generate faster growth by strong 

domestic demand, higher productivity or a better work environment.  

In this imaginary world the introduction of a meaningful minimum wage would result in the loss of 

those jobs which were previously paid less than the minimum wage, with first and foremost the low 

skilled and low paid to suffer. Theory assumes that this would lead to a worsening of the overall income 

distribution as those losing their job in the formal economy would be forced into informality or 

unemployment. The possibility that en employer would increase the own profit by abusing its position 

and pay workers much less than what he could and would pay is not foreseen in this theory as it would 

include the possibility that a minimum wage increase would entail no employment effect. 

Those peddling this fantasy about how labour markets function have never allowed empirical results to 

get in the way of their story. In fact the first empirical studies, elaborated in the 1970s, on the 

relationship between minimum wages and employment were undertaken by academics that were 

ideologically committed to support the orthodox model depicted above. Their results confirmed that an 

increase in the minimum wage would reduce employment or increase unemployment.
48

  

The validity of these findings was strongly challenged by two American academics: David Card and 

Alan Krueger. They took advantage of the fact that minimum wages were different in two neighbouring 

States (New Jersey and Pennsylvania) yet most other characteristics that could influence employment 

were very similar to conduct a natural experiment. They investigated what happened to jobs in the fast 

food industry when one State hiked up the minimum wage and the other State did not. And guess what? 

They found that if anything the higher minimum wage helped create more jobs.
49

 The authors went on to 

strongly question the estimation methods used in the early studies.
50

  

In the last twenty years many academics have devoted much of their working lives to building models of 

the labour market and trying to measure the impact of minimum wages on jobs. Among those leading 

the defence of the orthodox model were Neumark and Wascher (2000),
51

 while those lining up on the 

other side of the fence include Benhayoun (1994), Bell (1995) and more recent two orthodox economists 
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from the OECD, Bassanini and Duval. All of the latter group concluded that minimum wages had no 

significant overall impact on employment or unemployment.
52

  

The introduction of a national minimum wage in the UK in 1999 and its subsequent upward adjustment 

provided the academic and policy community with another vast data set to explore the relationship 

between minimum wages, employment, poverty and income inequality. The UK literature clearly 

confirms that there were no major negative employment effects for the low paid as a result of the 

minimum wage introduction but it did improve the welfare of the low paid and marginal groups in the 

labour market.
53

 The predictions by Conservative British politicians in the mid-1990s that a national 

minimum wage would lead to massive job losses were proven incorrect. As the UK Low Pay 

Commission noted:  

"A surprising concensus has now emerged, with government, business, unions and academics all 

sharing the view that there has been no significant adverse impact resulting from the statutory 

wage floor...Almost eight in ten firms...back the principle of a statutory wage floor. Just 4 per 

cent oppose the idea."
54

 

It is often argued that specifically small businesses which employ in most developed countries between 

60 % and 80 % of total workers would suffer most from a minimum wage. Orthodox economists state 

that those small businesses cannot afford paying the minimum wage and will be forced to shut down, 

which in consequence lead to massive job destruction. The Fiscal Policy Institute analysed whether 

states in the US which have a minimum wage above the federal minimum wage would suffer lower 

growth in small and medium-sized enterprises (SME) than those with the lower federal rate. The result 

shows that infact in states with higher minimum wages growth of the number of SMEs and jobs in the 

retail sector (with traditionally a high share of low-wage jobs) was stronger.
55

 Such a phenomenom 

might be explained by the fact that it leads to stronger competition outside wages which can help to 

improve productivity and enhance growth of SMEs. 

In the last few years there have been a considerable number of studies about the impact of minimum 

wages in emerging economies such as Brazil, Indonesia, India and South Africa. The vast majority of 
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these studies also suggest that minimum wages have either an insignificant or positive impact on 

employment and a desirable impact on poverty and/or income inequality.
56

  

The evidence that has emerged in the last decade has moved the consensus within the economics 

profession concerning the impact of minimum wages. Today even relatively conservative organizations 

like the OECD and World Bank support the view that the overall effect of minimum wages on 

employment is insignificant and the impact on poverty and income inequality can be desirable. For 

example, The OECD (2006) stated in their revised Jobs Study: 

“The fact that a considerable number of studies have found that the adverse impact of minimum 

wages on employment is modest or non-existent, also suggests that there may be scope to use 

minimum wages as one part of employment-centred social policy, intended to mitigate poverty 

while fostering high employment rates.”
57

 

Betcherman (2012) prepared a comprehensive background paper for the World Bank ‘World 

Development Report 2013’ which also concluded that minimum wages have no significant negative 

impact on the labour market.
58

  

Furthermore, the results of a relatively recent study by Doucouliagos and Stanley (2009) show that 

economists are biased in their citation of results from empirical studies about the minimum wage and 

employment. This study revealed that results showing that higher minimum wages had a negative 

impact on employment are cited much more regularly and are given greater prominence in policy papers 

even though the majority of studies lead to an inconclusive result.
59

 This finding underpins the suspicion 

that the debates about minimum wages among academics and policy makers are often driven more by 

ideology rather than hard evidence.  

With regard to the controversy on the employment impact of minimum wages some orthodox studies 

have pointed out that while the overall effect of minimum wages might be inconclusive, specific groups 

of workers are negatively affected, first and foremost young and older workers.
60

 On the justification of 

boosting employment for those groups, some governments have introduced sub-minimum wages for 

young workers. The ILO states that about half of the 118 countries that fixated a minimum wage have a 
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sub-minimum wage for young workers.
61

 Those countries include among others: New Zealand, Greece, 

Ireland, the United States, Belgium, Latvia and Luxembourg.
62

  

The clarity of the negative effect for different age groups of workers has been questioned as well. 

Regarding the effect of a minimum wage on youth employment, the UK Low Pay Commission has 

commissioned two studies which found no negative effect.
63

 Reich and Dube have equally questioned 

the existence of a negate causality applying high standards of econometric analysis techniques.
64

 

5.2 The Impact of Minimum Wages on the overall Wage Structure, Productivity 

and Inflation 

The impact of minimum wages on the overall wage structure is critical in assessing the likely impact on 

income inequality. The introduction of a meaningful minimum wage, or an upward adjustment in the 

minimum, will normally have a direct effect on the wages of low paid workers. This direct impact will 

depend on the level of the minimum wage, the degree to which the new minimum is enforced and the 

intensity of low wage work. 

But a new or higher minimum wage may also have spill-over effects on the wages of workers higher up 

the income distribution as well as on the incomes of those that may be classified as ‘self-employed’. 

These spill-over effects are explained by the fact that wage earners slightly above the minimum wage 

will take it as their reference point and seek to maintain the pre-existing wage differentials. Employers 

may also consider upward movements in minimum wages as a legitimate indicator that an adjustment in 

higher level wages is warranted. Similarly an adjustment to the minimum wage may provide support for 

price adjustments for the services that the self-employed supply. As a result increase in the minimum 

wage can become a guideline for ‘fair’ wages beyond its primary impact. 

Empirical studies tend to support the existence of this demonstrational effect of minimum wages and the 

indirect impact on the overall wage or income structure.
65

 One exception is the study by Steward (2012) 
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on the UK, where he found no spill-over effects. He explains his findings with the relatively low level of 

the minimum wage relative to the overall wage dispersion.
66

 

On the other hand, orthodox economic theory often suggests that a higher minimum wage will impact 

negatively on the wages of workers in the informal sector. This is because, as we saw in the previous 

Section, it is assumed that a minimum wage increase reduces the available formal sector jobs and more 

people are forced to seek an existence in the informal economy. Due to this influx of workers into the 

informal economy, wages would decrease as a consequence.  

However, empirical evidence contravenes this theoretic assumption. In reality, the evidence shows that 

an increased minimum wage performs a similar role in the informal economy as it does in the formal 

economy, providing an objective signal that wage levels need to rise and guidelines about what would 

constitute a “fair” wage. Some authors have referred to this phenomenon as the “light house effect”. 

They were able to show that the impact goes in the opposite way to what orthodox theory predicts by 

contributing to expand the formal rather than the informal economy.
67

  

Another prediction of orthodox theory is that a minimum wages increase will result in higher inflation. 

Higher inflation, without any further wage adjustment, means somewhat lower real incomes for 

everyone. However, the effects of inflation are not evenly spread across income groups. The rich are 

always in a better position than the poor to protect themselves against the impact of rising prices as they 

have more information about price differences, a wider range of access channels and they are more 

flexible in time. In addition those on low incomes need to spend a much greater share of their income on 

basic commodities and services just to survive. So on both the income and the cost side ordinary 

workers and the poor tend to suffer more than higher income groups from inflation.
68

 So if it was true 

that an increase in the minimum wage was going to lead to a spike in inflation this might be a legitimate 

concern for trade unions.  

 

However, in the vast majority of situations an increase in the minimum wage leads to a very small 

increase in the total costs for employers as the wage bill represents a relatively minor component of 

overall production costs. Hard evidence about the actual impact of minimum wages on inflation is 

difficult to assess because the exact cause and direction of any changes we see are difficult to 

disentangle. For example, the chain of events is often that inflation increases because of events 

completely unrelated to the labour market like a jump in oil prices, devaluating exchange rates, a 
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drought or increasing demand. This will lead to pressure for a rise of the minimum wage to preserve the 

real living standards of low paid workers. Empirical studies tend to confirm that this is by far the more 

realistic direction of events – with inflation being the result of pressures that are unrelated to the labour 

market or movements in the minimum wage.
69

 The real threat is that minimum wages are either not 

adjusted for inflation or only after a very lengthy time lag which causes its erosion and contributes to 

increased poverty and income inequality.  

In addition the increase in the minimum wage, like any other improvement in labour standards, is likely 

to lead to a more harmonious atmosphere at the workplace and greater commitment to the enterprise. 

This in turn will engender higher productivity and diminish the likelihood of disputes. By preventing 

management from trying to compete through a low wage strategy an increase in the minimum wage 

provides an incentive for other changes that improve productivity or lower costs. This can include: 

investing more heavily in training and skill development; upgrading technology and capital equipment; 

and other improvements in the production process that enhance the quality of the product.  

A number of empirical studies support this positive relationship between minimum wages and 

productivity. Studies corroborate the assumption that a higher minimum wages can be an incentive for 

employer to invest in training.
70

 In their cross-country study Bassanini and Venn (2007) find a small but 

very significant positive effect of the minimum wage on productivity.
71

 Likewise did Rizov and 

Croucher (2011) for the UK.
72

 Sutch (2010) concludes that the minimum wage increase in the US led to 

capital deepening and as consequence of newly required skills to a rise in the average years of school 

attendance of young people.
73

  

6. Minimum Wage Fixing in Law and Practice  

Besides the economic dimension there is a right’s based perspective and social value to the minimum 

wage. On the social dimension, minimum wages should prevent exploitation of workers and guarantee a 

decent life. The terminology ‘living wage’ or ‘minimum living wage’ refers to this predominant function 

of the minimum wage, as it was already named in the ILO Constitution in 1919. It stipulates that the 

ILO dedicates itself to support:  
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“…policies in regard to wages and earnings, hours and other conditions of work calculated to 

ensure a just share of the fruits of progress to all, and a minimum living wage to all employed 

and in need of such protection”
74

 

This was reiterated in the ILO Declaration of Philadelphia in 1944 and in the ILO Declaration on Social 

Justice for a Fair Globalization in 2008. A living wage as a human right found recognition beyond the 

ILO. It made its way into the United Nations Declaration of Human Rights of 1948
75

 and into the 

European Social Charter of 1961.
76

 The acknowledgment of the social function of wages in assuring a 

decent existence is extensive within the international community.  

Its general acceptance brought about an innumerable number of different intents to establish a concept 

and methodology of a living wage or minimum living wage. Given the brought acknowledgment of its 

need and importance on the international level it might seem surprising how slow and stagnating the 

process had been on getting broad acceptance on one of these methodologies.
77

  

6.1 International Labour Law on Minimum Wages 

The definition of minimum wages provided by the ILO is rather technical and describes minimum 

wages as “the lowest level of remuneration permitted” with the addition that it requires to have “the 

force of law and which is enforceable under threat of penal other appropriate sanctions”.
78

 However, 

an indirect reference is made to the living wage. Article 3 of Convention 131 refers to the level of 

minimum wages as they should take into consideration “the needs of workers and their families, taking 

into account the general level of wages in the country, the cost of living, social security benefits, and the 

relative living standards of other social groups”. This relates to a minimum standard of living, the 

minimum wage should assure. Such a minimum standard of living is defined more concretely in Article 

5 of Convention C117 - Social Policy (Basic Aims and Standards) Convention from 1962: “In 

ascertaining the minimum standards of living, account shall be taken of such essential family needs of 

the workers as food and its nutritive value, housing, clothing, medical care and education”. Convention 

100 on Equal Remuneration stipulates with regard to the minimum wage that equality of remuneration 

for men and women for work of equal value applies also to minimum wage earners. 

Interestingly, the relevant instruments that resulted out of tripartite discussions at the ILO reflect very 

much the meaning of minimum wages in different eras. They comprise Convention 26 (Minimum 

Wage-Fixing Machinery Convention, 1928), Convention 131 (Minimum Wage Fixing Convention, 
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1970), Convention 99 (Minimum Wage Fixing Machinery (Agriculture), 1951), Convention 100 (Equal 

Remuneration Convention, 1951) and a series of complementing recommendations.
79

  

Convention 26, which dates back to 1928 was established only a few years before the world was shaken 

by the Great Depression, a time where industrialisation of previous decades took hold, the power 

imbalances between employers and workers had increased dramatically and inequality stood at 

extraordinary levels. In this period, many governments saw the need to establish some mechanism of a 

minimum wage. Therefore, convention 26 aims more at giving guidance on how to establish minimum 

wage fixing machineries than at adequate adjustments. Further it has limitations in scope as it only refers 

to “trades” where low-wage is prevalent and no collective agreement exists. This convention was 

complemented by Convention 99 for the agricultural sector in 1951.  

Convention 131 was established in 1970 over 40 years after Convention 26, in a period of economic 

prosperity right before the oil crisis hit and with the memories of the Great Depression still fresh enough 

to take economic imbalances and inequality as a serious issue. As of today Convention 131 is the core 

international labour law regarding minimum wage fixing institutions. While an improvement 

Convention 131 suffer from some substantial weaknesses.  

Firstly, coverage remains vague. It stipulates that a minimum wage should cover “all groups of wage 

earners whose terms of employment are such that coverage would be appropriate”. However, it is 

required that exclusions of groups (1) has to be made “in agreement or after full consultation” with 

workers’ and employers’ organisations and (2) that reasons for their exclusion have to be expressed in 

the reports sent to the ILO.  

The second mayor flaw concerns the timely frequency of revision. According to C131 minimum wages 

“can be fixed and adjusted from time to time”. Also the complementing recommendation R135 does not 

specify any concrete frequency at which adjustments should be imperative.  

The specification of a precise level is lacking. As mentioned above, there is reference to the relative 

level at which minimum wages should be set referring to the need of workers and their families. This 

element acknowledges the social role the minimum wage provides. However, it is put into perspective 

with a second set of elements encompassing “economic factors, including the requirements of economic 

development, levels of productivity and the desirability of attaining and maintaining a high level of 

employment”. These variables had much more dominance in the decision making process during the last 

decades. It remains unclear in which way the level of minimum wages relates to “requirements of 

economic development”. One could argue that an effective minimum wage can contribute positively to 

the economic development and to climb up the income ladder. The reference to productivity and 

employment on the other hand shows how constantly repeated neo-classical theoretic assumptions, 

lacking any convincing empirical proof, have found their way into international labour law. The main 
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problem of this definition is that it creates the situation in which minimum wages are always adjusted 

afterwards, if at all.  

Thomas Palley, a former Assistant Director of Public Policy at the AFL-CIO, suggests therefore a global 

minimum wage system in which the level of minimum wages is set clearly at a certain percentage of the 

median wage (the wage at which population is divided into 50 % that earn less and 50 % that earn 

more). He argues that this would make the minimum wage an effective tool in the effort to reduce 

inequality. From a political perspective global standards could be reached in many areas including trade, 

technology, and intellectual property and can be achieved also in the area of labour if the political will is 

prevalent.
80

 

In the creation and maintenance of minimum wage fixing machineries the convention urges that: 

“Provision shall be made…for full consultation [and wherever it is appropriate direct participation] with 

representative organisations of employers and workers concerned or, where no such organisations exist, 

representatives of employers and workers concerned”. Again there is no binding element for any 

involvement of social partners stipulated. However, as recommendation 135 specifies, the array of 

forms, a minimum wage fixing machinery might have, is broad and includes also collective agreements 

which have been given the force of law. In a way this means that the establishment of a nation-wide 

minimum wage does not necessarily weaken the position of trade unions. In Belgium for example, such 

a minimum wage is set by national collective agreement. However, this is the only country where such a 

system exists.  

Given that enforcement is the actual crux in making a minimum wage having an impact, enforcement 

again is defined rather lax in stating “Adequate inspections …shall be taken”. In light of the importance 

the enforceability has for the adequate functioning of a minimum wage, the convention gives little 

explication on what penalties, systems or institutions should be in place.  

While non-compliance can be fought by strengthening the legal system, exceptions and coverage as well 

as the increasing use of sub-minimum wages for certain groups of workers can equally peril the strength 

of the minimum wage. Most often sub-categories are developed for young and older workers arguing 

that this would increase incentives to hire those groups which normally show higher unemployment 

rates. The Committee of Application of Standards made clear, however, that a lower minimum wage, 

which is only justified by age, constitute an act of discrimination and violates the principle of equal pay 

for equal work. It says:  

“As regards age, the Minimum Age Recommendation, 1973 (No. 146) stipulates that special 

attention should be given to the provision of fair remuneration to young people, bearing in mind the 

principle of equal pay for equal work. The quantity and quality of work carried out should be the 

decisive factor in determining the wage paid. The Older Workers Recommendation, 1980 (No. 162) 

stipulates, under Paragraph 5, that older workers should, without discrimination by reason of their 
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age, enjoy equality of opportunity and treatment with other workers, in particular as regards 

remuneration for work of equal value.”
81

  

In light of the tremendous rise in inequality, the detachment between productivity and wage growth and 

the explosion of precarious and low-wage employment, the ILO renewed the discussion on this topic. 

They dedicated their flagship publication, the Global Wage Report of 2008/2009 to minimum wages, 

titling “Minimum wages and collective bargaining: Towards policy coherence”. The positive impact a 

minimum wage can have was reiterated in the following Global Wage reports. Also the next Survey of 

the Committee of Experts of the Application of Standards will tackle minimum wage fixing 

mechanisms, indicating the strong value and emphasis the ILO gives this issue.  

6.2 Minimum Wage Fixing Institutions in Practice 

The international regulations on minimum wages lack some precision and in the end it is the political 

will of governments to create a vigorous and effective minimum wage system that decides on the role 

the minimum wage can play in promoting inclusive growth and a fair income distribution. In the world 

of today, the existence of minimum wage systems is widespread. As the ILO Global Wage Report 

2008/2009 disclose, more than 90 % of ILO member states, more than 166 countries worldwide, employ 

some kind of minimum wage fixing system.
82

 Exceptions are predominant in the Arab world and some 

central and northern European countries.  

As we have seen, the practical impact of minimum wages depends on many factors, first and foremost 

on its level. If minimum wages are at a level at which nobody could survive, its meaning vanishes. This 

problem is closely related with the frequency of adjustment and the variables taken into account during 

the adjustment process.  

The analysis of Eyraud and Saget (2005) reveal that the most frequently stipulated factors that should 

find consideration in the decision about the correct adjustment are inflation/cost of living, the general 

economic situation and wage levels. Rarely used criteria are the capacity of enterprises to pay and social 

security benefits.
83

  

Apparently subjective and relative factors are widespread. This leads in many cases to decisions on the 

level and increases of a minimum wage being rather driven by political forces than by a genuine 

evaluation of what a minimum wage should look like in order to enable a decent life. Figure 23 depicts 

the dispersion of minimum wage levels measured in USD purchase power parities for a selection of 

countries around the world ranging from 1,755 USD in Luxembourg to 31 USD in Kyrgyzstan.  
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Figure 23: Monthly nominal minimum wage levels across the world in USD ppp (2010/2011) 

 
Note: In countries where more than one minimum wage is prevalent, data refer to the one with the highest impact in terms of coverage or to the average of the most relevant minimum wages 

if a strong diversity exists.  

Source: ILO (2013) Global Wage Database, World Bank World Development Indicator for USD ppp; author’s own calculation. 
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As apparent from Figure 24 most minimum wages are at a low level. This is not just true on an 

absolute level as one could argue that minimum wages cannot be equal across the world.  

Figure 24: Level of minimum wages (2009 or latest year, USD ppp, ILO) of 120 countries 

(percentages) 

 
Source: Sangheon Lee (2012) “Varieties of minimum wage system” through the dubious lens of indicator-based 

rankings, International Labour Review, Vol. 151, No. 3, p. 265.  

Even when considered as relative level with regard to the average wage (see Figure 25), they are 

too low in the majority of countries to reflect real cost of living. Roughly 60 % of the 77 

considered countries have a minimum wage of 40 % of the average wage or lower.  

Figure 25: Ratio of minimum to average wages (ILO) of 77 countries (percentages)  

 
Source: Sangheon Lee (2012) “Varieties of minimum wage system” through the dubious lens of indicator-based 

rankings, International Labour Review, Vol. 151, No. 3, p. 265. 

The long history of minimum wages as assuring minimum living standard, the broad agreement 

to this concept on the international level (by the UN Universal Declaration of Human Rights, the 

ILO Constitution and in the Social Charter of the European Council) and the discrepancy with 

real levels on the other hand has brought about a strong living wage movement. Pronouncing 

“living” rather than “minimum” in relation to wages was meant to strengthen the social 

dimension in the debate. This approach has emerged in the late 1990s as confronting the neo-

liberal movement of earlier decades.  
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The innumerable approaches could not yield the agreement on one specific measurement. The 

debate about living wages was often ended by pointing to the complexity and subjectivity of 

such an approach. While it is true that living wages are by definition somehow subjective as well 

as country and time specific, it is no reason to discuss and try to reach agreement. As Anker 

(2011) argues, there are other commonly accepted methodologies such as the one on the 

measurement of poverty, unemployment and national income, which are subjective to some 

extent.
84

 He tries to identify the overlap of different approaches, which derive from the Catholic 

Church, economists, national constitution and international declarations, NGOs and the ILO.  

In summary the living wage concept is referred to as a rights-based approach. Related to 

developing economies it should provide essentials such as food, clothing and shelter for a decent 

living for the worker and his or her family. However, it goes beyond this by often including 

essential medicines, transport, education for children and savings for the future, all achieved 

working reasonable hours. While the approach is much more complex for high income countries, 

agreement persists on the dependence on cultural, social and timely aspects of a living wage. 

Which items are exactly required to live a decent life in social inclusion can differ widely 

between different eras and cultures. In high income countries the living wage concept is often 

also related to taxation as the living wage should be based on the net earnings.
85

  

Anker sets out a detailed methodology of a minimum wage calculation for developing and for 

developed economies by discussion different aspects that need to be taking into account.
86

 Also 

the MIT developed a very detailed calculation of a living wage across the US for different family 

sizes and cities.
87

 Also in developing economies, specifically in Asia there are different living 

wage or wage floor initiatives on-going which are mostly related to the garment sector.
88

 

Bringing the living wage perspective into minimum wage discussions might not necessarily lead 

to the living wage becoming the new minimum wage. However, it helps to broaden the 

discussion. In this way, trade unions can show that the minimum wage is too low and at the same 

time why. It provides a proactive way to push forward the discussion about what a decent living 

means in the country context. Some countries have included some kind of food basket in their 

minimum wage setting, which does not necessarily assure a decent level as they are often not 

regularly adjusted or not realistic in the composition and prices.  

This leads to the question of what makes a minimum wage fixing mechanism a vigorous one. 

There is no straight forward answer to this and the huge diversity of minimum wage systems 
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suggests that good functioning depends mainly on the quality of institutions, a continues 

dialogue and discussion and on the commitment of involved stakeholders.  

Eyraud and Saget (2005) analyse the differences of existing minimum wage fixing mechanisms. 

They differentiate four categories with regard to the actors involved (government versus social 

bargaining partners) and its universality (national/regional versus sectoral/occupational).
89

  

The first category comprises those countries where the national or regional minimum wage rate 

is set by government or a tripartite body. Such a system does not exclude further wage fixing 

above the minimum wage by collective agreements. Most countries apply such a system.
 
 

In the second category are those countries in which the government or a tripartite body set 

multiple sectoral and/or occupational minimum wage rates. Such a minimum wage fixing system 

replaces in a way collective bargaining where it is not in place. It has less the function of a wage 

floor for the poorest wage earners and more the actual role of wage fixing. However, the borders 

are blurry. This category is the second most frequent type of system and predominant in 

developing countries mainly in Latin America and in former English colonies.
90

  

The third category in which national minimum wages are set by collective bargaining is the least 

frequent applied. Equal to the single rate set by the government it is complemented by higher 

rates for specific sectors or occupations.
 
In 2005 only Belgium and Greece had such a system in 

place. However, in Greece minimum wage setting by national collective bargaining was 

abolished in 2010 as reaction to the financial crisis.
91

  

Finally the forth category where multiple minimum wages are set by collective bargaining is the 

second least frequent and requires a considerably developed landscape of collective bargaining. 

Countries like Germany, its former colony Namibia, Italy, Finland, Norway, Sweden and Austria 

belong to this group. Equal to the second category it is combined with actual wage bargaining 

including the minimum wage. The effectiveness of this system requires collective agreements to 

have a broad overall coverage. This can be assured either through high trade union density or by 

extension mechanisms, which includes again state intervention.
92

 

The variety of systems goes far beyond these very simplified categories. The involvement of 

social partners and other experts can differ considerably. In some cases there are no consultation 

in others it involves a very complex and intensive tri- or bipartite decision making process. A 

very detailed differentiation regarding the actual involvement of social partners provides Belser 

and Sobeck (2012). Based on data from the ILO Database on Conditions of Work and 
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Employment Laws, they analyse the frequency of different systems regarding consultation 

intensity. Figure 26 depicts their results. Accordingly, out of all countries for which information 

are available, 13 % set minimum wages without consultation, 11 % after direct consultation with 

social partners, 45 % after consultation or recommendations of a specialized tripartite body, in 

16 % of countries a specialized body with a tripartite structure is taking the decision 

independently and in 14 % of countries social partners are deciding without state intervention.
93

 

As Figure 26 depicts there are considerable differences between regions. The Middle-East region 

is – where minimum wages exist at all – characterised by the system, in which the government 

follows the recommendation of a specialized body, which is also widespread among African and 

Asia Pacific countries. Minimum wage fixation by social partners is disproportionate in 

developed economies and within the EU while in Latin America and the Caribbean decisions are 

predominantly taken by specialised bodies.  

Figure 26: Minimum wages and social dialogue (% of countries for which information is available) 
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7 Country experiences 

In the following, the situation in different countries is described. The development of the 

distribution of incomes and the role the minimum wage plays in this context will be of special 

focus. These country profiles show more in detail how country specific minimum wage systems 

work and what the strength and weaknesses are. After all, the most important ingredients for an 

impacting minimum wage are political commitment and a strong involvement of trade unions.  

7.1 Indonesia 

The Indonesian economy remained resilient following the global economic crisis in 2008 and 

recorded robust economic growth until very recently (above 6 % in all years except 2009). A 

well-targeted fiscal stimulus programme and relatively modest reliance on the export sector 

contributed to this sound performance. As a result real GDP per capita (in 2005 prices) increased 

by 60 % from 1,086 USD in 2000 to 1,731 USD in 2012.  

However, the benefits of this strong growth were not evenly distributed. Income inequality, as 

measured by the Gini coefficient, rose substantially from 29.7 in 2002 to over 38 in 2011.
94

 

Widening income inequality is also reflected in the development of the income share of groups at 

different points along the income distribution (see Figure 27). The income share of the richest 20 

% rose from 38.9 % in 1999 to 46 % in 2011, whereas the income share of the next quintile of 

the distribution (those between the 60
th

 and the 80
th

 percentile) stagnated while those in the 

poorest 60 % of population saw their income share shrink in this period.  

Figure 27: Income share of different quintiles in per cent (1999-2011) 
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Source: World Bank (2013) World Development Indicators.  

On the plus side progress appears to have been made in reducing poverty although the accuracy 

of the official poverty data is open to debate
95

 as the national poverty line is below the extremely 

low international threshold of 1.25 USD per day applied by the World Bank.
96

  

Indonesia was hit hard by the Asian currency crisis in 1997/1998 which resulted in a 

humanitarian crisis and social unrest. The Government was forced to borrow from the IMF and 

the conditions attached to the loan required major structural reforms, resulting in a tremendous 

rise in poverty.
97

 The number of people living on less than 2 USD a day rose by 25 million 

between 1996 and 2000.
98

 Another legacy of this crisis was a process of decentralisation with 

political power transferred from the central government to administrations at district and 

municipality level. Given that natural resources and the quality of infrastructure are unevenly 

distributed across this vast country, this resulted in a more uneven distribution of poverty 

between regions (see Figure 28). 

Figure 28: Provincial poverty rates (%) 2010 
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Source: Riyana Miranti, Yogi Vidyattama, Erick Hansnata, Rebecca Cassells and Alan Duncan (2013) Trends in 

Poverty and Inequality in Decentralising Indonesia, OECD Social, Employment and Migration Working Papers, No. 

148, OECD Publishing, Paris, p. 23.  

There is no question that Indonesia’s labour market has improved dramatically since the 1990s. 

In the last decade the population expanded by over 22 % or roughly 45 million people. Despite 

this unemployment decreased to 6.6 % by 2011 and the employment rate increased to 63.1 % in 

2012. The proportion of workers in vulnerable employment fell 8.2 percentage points between 

1998 and 2011. However, given the strong growth in recent years the level of vulnerable 

employment (at 57.2 % in 2011) remained very high. The vast majority of those in vulnerable 

employment were own-account workers or contributing family workers. The proportion of 

workers in the informal economy as a share of total non-agricultural employment stood at 61.6 % 

in 2009 and has changed little in recent years.
99

  

Given these mixed economic trends, debates over a minimum wage have been a central focus of 

trade union priorities in recent years. Indonesia has no national minimum wage fixing 

mechanism. Minimum wages are established at the level of provinces and districts/cities. On 

both levels, there are wage councils which monitor price developments. With inputs from the 

social partners and experts, they put forward a recommendation to the regent/mayor and 

governor, the latter deciding once a year on minimum wage adjustments on all levels. In urban 
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areas like Jakarta, Surabaya and Medan, a minimum wage is also established for some 

occupations.
100

 

Currently, monthly minimum wages range between 830,000 Rupiah (76 US dollars) in West 

Java to 2,200,000 Rupiah (201 US dollars) in Jakarta. Since the end of 2012, the minimum wage 

increased on average by 18.3 %, which was a much stronger increase than the year before 

(10.3 %). The increases varied considerably by region from 3.4 % in West Sulawesi up to 48.9 % 

in East Kalimantan.
101

 The inflation rate of 5.4 % in 2011 and 4.3 % in 2012 mean that the real 

impact of these nominal increases was fairly dramatic.
102

 This was a major achievement of the 

Indonesian trade union movement. Real average wages grew by a strong 6.4 % in 2010 after low 

or negative growth in previous years. The real average wage stood at roughly 118 US dollars per 

month in 2010.
103

 

However, compliance with the minimum wage remains a serious problem. Unfortunately the 

Government has exacerbated these shortcomings. After the last minimum wage increase in 

Jakarta, the Government announced they would not enforce the minimum in SMEs that claimed 

they faced economic difficulties. Article 90 of the Labour Act 13/2003 allows employers to 

postpone payment of minimum wages for a certain period of time if they cannot afford it.
104

 

Over 490 companies have requested such an exemption from recent adjustments and among 

those that received approval to avoid the new minimum wage are 15 large textile companies in 

Jakarta.
105

  

Employers claimed that these recent minimum wage increases would deter foreign investment 

and reduce growth potential and employment opportunities. However, economists from two 

large multinational banks (UBS and Deutsche Bank) have disputed these claims. In fact 

Deutsche Bank has argued that there was strong employment growth in urban areas in the 

autumn of 2012, after the minimum wage rise, and that foreign investment is 25 % higher than 

expected. Automobile companies that are expanding employment and upgrading technology are 

a significant source of foreign investment.
106

 Existing textile companies have also benefited from 
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rising wages which have boosted as clothing sales leading to the opening of new shops in urban 

areas. The public sector also benefits through an increase in direct and indirect tax revenues.
107

 

The 2013 minimum wage round is being dominated by discussions over rising inflation and in 

particular higher fuel prices. Indonesian trade unions have demanded an increase of 50 %, while 

employers have proposed an increase of 20 %.
108

  

The most recent macro-economic developments suggest that economic uncertainty is mounting. 

But this is largely the result of exogenous factors, including the announcement by the US Federal 

Reserve that they would start to wind back their quantitative easing measures. This led to 

substantial capital outflows and a significant decrease in the exchange rate of the Indonesia 

Rupiah against the US dollar. This has also produced a 23 % fall in the Indonesian Stock 

Exchange and the shrinking of foreign exchange reserves by 18 % in recent months. The 

declining exchange rate means that imports are becoming more and more expensive. Indonesian 

exports are also impacted by the economic slowdown in China. As a result the Indonesian trade 

surplus has been reversed and the country now faces a substantial external deficit amounting to 

2.3 billion US dollars in July 2013. Inflation is increasing due to reduced fuel subsidies, a falling 

exchange rate and increased import prices. While companies and the rich hoard US dollars to 

protect the real value of their wealth, the poor are seriously affected.
109

  

In these circumstances minimum wage increases that fully compensate for increases in the cost 

of living are crucial for poverty reduction and counteracting rising income inequality. 

Furthermore, these macro-economic turbulences show once more how crucial a balanced growth 

strategy is that diversifies production and strengthens the internal market.  

7.2 Germany  

In recent years Germany has become the benchmark used by the Troika, and other neo-classical 

economists, when lecturing other European countries about labour market reforms and the need 

to depress wages to boost international competitiveness. However as we saw in the last 

Frontlines report although official unemployment rates in Germany remain relatively low, 

overall labour market performance is far less impressive than most people realise. Job growth is 

heavily concentrated in various forms of precarious work. Even the recent pro-Government, 

Poverty and Wealth Report admits that precarious work has increased from roughly 20 % of total 
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employment in 2000 to over 25 % in 2011 as a consequence of the Hartz reforms in the early to 

mid-2000s.
110

  

In fact between 2000 and 2012 the number of persons in full-time employment declined by 1.44 

million while part-time employment increased by 3.12 million. This meant that the proportion of 

all workers in part-time employment increased by more than 7 percentage points, reaching 

34.4 %. The number of people having to do two jobs to make ends meet doubled over this same 

period. By 2012 3 million workers were in this sad situation.
111

 This trend is also apparent in the 

share of involuntary part-time workers out of total part-time employment, which has risen 

sharply. In 2000, 10.6 % were working part-time involuntarily, which almost doubled by 2008 to 

20.8 %.
112

 By 2012 there were 7.4 million so called “mini-jobs”, which do not provide social 

security coverage.
113

 This shift from full-time to atypical forms of work is also reflected in the 

total volume of work when measured in working hours. Between 2000 and 2012, the total 

volume of work fell by more than 98 million working hours.
114

  

As a result inequality in Germany has expanded dramatically. The share of private wealth, 

(which includes real estate, savings, share and bond portfolios and other assets) held by the 

richest 10 % of population increased from 45 % in 1998 to 53 % in 2008. Over the same period 

the private wealth held by the poorest 50 % of the population shrunk from an extremely low 3 % 

to a miserable 1 %.
115

 Over the last decade the incomes of the poor and middle income groups in 

Germany have been so low they have had to utilise their past savings just to survive. As a result 

the savings rate for people in the bottom 70 % of the income distribution fell constantly between 

2001 and 2011. By contrast, the richest 10% of the population increased their savings rate from 

30.3 % in 2001 to 37.9 % in 2011.
116

  

The much publicised labour market reforms in the early to mid-2000s produced a sharp increase 

in income inequality. The Gini coefficient jumped over 4 percentage points from 26.1 in 2005 to 

30.4 in 2007 and has subsequently remained close to this elevated level.
117

  

Income inequality was expanding rapidly in Germany immediately prior to the global economic 

crisis. Figure 29 shows trends in the secondary distribution of incomes (disposable incomes). 
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Data is present for each 20% of the distribution (or quintile share) from the poorest to the richest. 

It is evident that those lucky enough to be born into the top echelon were doing very nicely: their 

share of total income increased from 35.9 % in 2005 to 38.9 % in 2007. That is a big jump in just 

two years. In the same period, the poorest quintile (that is those in the bottom 20%) saw their 

share of total income shrink from 9.5% to 7.8% (a decline of roughly 18 %). Given that this 

period was characterised by robust economic growth the increase in income inequality reflects 

important structural flaws in how the benefits of growth were being distribution. The following 

period from 2007 to 2011 was dominated by turbulence in financial markets. The stagnation in 

income inequality in this period was mainly due to the fact that capital gains for the rich 

diminished. 

Despite the impact of the financial crisis on the incomes of the “elite” in recent years the 

dispersion of incomes still expanded significantly in the last decade. While in 2000 the richest 

10 % of households had incomes (after tax and transfers) 5.9 times as much as the poorest 10 %, 

this increased to 6.7 times by 2010.
118

 

Figure 29: development of the quintile shares of the national disposable income  

 
Source: European Commission (2013) Eurostat Database (SILC).  

The expansion of wage inequality in Germany surpassed the widening differentials in disposable 

incomes. Figure 30 shows trends in real earnings of full time workers since 2007. It is evident 

that for the vast majority real earning declined or stagnated over this period, with low paid 

workers experiencing very pronounced declines in earnings. For example, real earnings of 

workers in the bottom 10 % of the wage distribution (the first decile) fell by over 6 % in just four 

years.  
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Figure 30: Development of the real gross earnings of full-time workers by income decile, 

2007 to 2011  

 
Source: Bundesministerium für Arbeit und Soziales (2013) Lebenslagen in Deutschland – Armuts und 

Reichtumsberichterstattung der Bundesregierung, March, pp. XXIV. 

Among the EU-27 countries, Germany had the seventh highest share of low-wage earners in 

2010 (see Figure 31). 22.2 % of all wage and salary earner – more than one fifth – earned equal 

to or less than two thirds of national median gross hourly earnings (which was 10.3 Euro per 

hour).
119

 In this calculation only enterprises with 10 or more employees are accounted for which 

means that in reality, this share is far higher. According to other sources the percentage share of 

low-wage earners is estimated at 24 % with their total number exceeding 8 million people.
120

 

Figure 31: Low-wage earners as a proportion of all employees (excluding apprentices) 

across Europe 
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Source: European Commission (2013) Eurostat, structure of earnings survey. 

A study about the volume of work in the low-wage sector reveals striking facts. In 2010 almost 

half of those who were in the low-wage sector were working full-time, 22 % part-time and 30 % 

had a mini-job or another very short time employment. The difference in real hours worked 

between those working in the low-wage sector compared to others is considerable. A full-time 

worker in the low-wage sector works on average 45 hours per week, a quarter of them are 

working 50 hours or more. The average net wage of full-time low wage worker amounts to 5.30 

Euro per hour (or 992 Euro per month), but one quarter earns 4.70 Euro or less per hour.
121

  

Currently Germany has a wage floor which relies on collective bargaining agreements and 

minimum wages for specific regions or occupations. At the time of writing, minimum wages 
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ranged from 7.00 Euro per hour for laundry services in the East to 13.70 Euro per hour for truck 

drivers and machine-workers in the West.
122

  

The German trade union confederation (DGB) together with the Social Democratic Party is 

currently campaigning for a national minimum wage of 8.50 Euro per hour. For a single full-time 

worker (working 180 hours per month) this would imply a gross monthly salary of 1,530 Euro 

and an estimated net salary of roughly 1,100 Euro. According to a study undertaken by the 

German trade unions, such a national minimum wage would benefit more than 9 million people 

who are currently working for less than 8.50 Euro an hour. That is more than 20 % of the entire 

workforce (see Figure 32). It is estimated that this would boost consumer spending by around 19 

billion Euro a year.
123

 Moreover a recent comprehensive study by Bosch and Weinkopf (2012) 

examining the impact of a national minimum wage at this level in eight sectors of the economy 

revealed no negative impact on employment.
124

 

Figure 32: Low-wage earners by different gross hourly wage levels expressed in 

(additional) percentage share of total workers 

 
Source: Thorsten Kalina und Claudia Weinkopf (2013) Niedriglohnbeschäftigung 2011: Weiterhin arbeitet fast ein 

Viertel der Beschäftigten in Deutschland für einen Niedriglohn, Inst. Arbeit und Qualifikation, Duisburg, IAQ-

Report, 2013-01, p. 10. 
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In addition a national minimum wage of this magnitude would result in substantial fiscal savings. 

As of July 2013 there were 4.45 million recipients of social assistance, and of these 1.3 million 

or almost 30 %, were in employment. In-work benefits would therefore decline substantially 

with the introduction of a national minimum wage. Around 25 % of the employed social 

assistance recipients are in full-time employment while another 18 % are in part-time work. The 

most prominent occupations among such workers are cleaning services and positions in hotels 

and restaurants.
125

  

This “subsidised work” has caused such extreme exploitation that the Courts in Germany have 

been asked to ajudicate on the level below which wages become immoral. One example, 

documented by the DGB in 2011, concerned a restaurant which for years had payed its 

employees a wage around 1.32 Euro per hour, while they received social transfers from the 

Government to assure a minimum existance. In 2011, 15 other similar cases were still pending 

before the Courts in the state of Mecklenburg-West Pomerania.
126

 

The perception that workers are being exploited in the German labour market has spread far 

beyond the trade union movement. In the run-up to the elections in September 2013 the Financial 

Times newspaper highlighted the proliferation of precarious work in Germany and the failure of 

conservative political parties to address this issue.
127

 

The situation is so severe that food discounters have become one of the fastest growing 

industries in the country. This reflects the budget constraints faced by most working families.128 

A charity initiative called “Die Tafel e. V.”, which collects basic foodstuffs and goods for 

distribution to people in need, reports a drastic increase in people asking for help. In their 2012 

report, they stated that approximately 1.5 million people visit one of their 906 nationwide 

facilities each week. Most of these people are single parents, pensioners, migrants, unemployed 

and increasingly also low-wage earners, unable to make ends meet. Even more worrisome is the 

increasing number of children that are dependent on such charities, they account for roughly 

30 % of all aid recipients in one of the richest countries in the world.129  

7.3 Zambia 

Zambia like many other Sub-Saharan countries was required to implement far reaching structural 

reforms as conditions to secure IMF loans in the early to mid-1990s. Financial and labour 

markets were liberalised, state-owned companies were privatised and the role of the State was 
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reduced in many fields. As Oxfam reports, public healthcare spending was cut by half between 

1990 and 1994 and the level of spending on children in primary education in 1999 was below its 

level in the mid-1980s.
130

 The legacy of these policies is still apparent in today.  

Zambia has recorded real GDP growth rates of above 5 % since 2003 averaging at around 6.6 % 

since 2005. Inflation has declined from hyperinflation levels in the early to mid-1990s to a 

reasonably moderate 8.6 % in 2011.
131

 The economy in Zambia is mainly driven by mining and 

in particular the extraction of copper. The mining sector accounts for over 70% of exports and 

output expanded by around 9 % on an annual average between 2000 and 2006. A booming 

copper price contributed to this strong growth in pre-crisis years. The second pillar of the 

economy is agriculture which accounts for more than 70 % of total employment. The agriculture 

sector had moderate growth rates of around 2 % in the same period.
132

  

Despite this robust economic growth the economy was unable to create decent employment 

opportunities or reduce poverty. The proportion of the population (older than 15) engaged in 

economic activities declined from 84.5 % to 74.5 % between 2005 and 2008. Rapid population 

growth (on average 2.8 % annually) and a high incident of HIV/AIDS among adults contributed 

to this outcome.
133

 Between 2006 and 2010 paid employment stagnated at 43.1 % of total 

employment (43.4 % in 2006) whereas unpaid family work was reduced by a mere 1.6 

percentage points from 12.1 % to 10.5 %. Unemployment fell from 9.1 % to 8.1 %, mainly due 

to the decrease in the active population and an increase in informal work.
134

 The ILO estimates 

that roughly 60 % of formal paid employees suffer from high job instability and insecurity.
135

 

Income inequality in Zambia is one of the highest in Sub-Saharan Africa. The Gini coefficient 

increased from a very high level of 60 in 2006 to 65 in 2010, mainly due to rising inequality in 

rural areas. In 2010, the poorest 50 % of the population accrued just 9.1 % of total income in the 

country, while the richest 20 % of population accumulated almost 70 % of total income.
136

 

Trends in income inequality are shown in Table 1. There has been little improvement since 1996. 

The Gini coefficient fluctuated but always remained at a very high level with no clear downward 

trend (see Table 1).  

Table 1: Percentage distribution of household per capita income deciles between 1996 and 

2010 

  1996 1998 2002 2006 2010 
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First  0.5 0.5 0.2 0.2 1.2 1.2 0.2 0.2 0.5 0.5 

Second  1.5 2 1 1.2 2.3 3.5 0.7 0.9 1.1 1.6 

Third  2.2 4.2 1.8 3 3.1 6.6 1.3 2.2 1.7 3.3 

Fourth  2.9 7.1 2.6 5.6 3.9 10.5 2.2 4.4 2.4 5.7 

Fifth   3.9 11 3.5 9.1 4.8 15.3 3.3 7.8 3.4 9.1 

Sixth   5.2 16.2 4.8 13.9 5.8 21.1 5.2 12.9 4.5 13.6 

Seventh  6.8 23 6.4 20.3 7.4 28.5 7.7 20.6 6.6 20.2 

Eighth   9.2 32.2 9 29.3 9.6 38.1 10.8 31.3 10.1 30.3 

Nineth   14.9 47.1 13.9 43.2 14.3 52.4 16.8 48.1 17.1 47.4 

Tenth   52.9 100 56.8 100 47.7 100 51.9 100 52.6 100 

Gini   0.61 0.66 0.57 0.6 0.65 

Source: Central Statistical Office of Zambia (2012) Living Conditions Monitoring Survey Report, Lusaka, March 

26, p 151. 

Another measure of income inequality, the share of expenditure by decile, reveals an equally 

disastrous picture of income distribution. In 2010, the richest quintile (richest 20 %) spent about 

16 times more than the lowest quintile and 3 times more than the national average. The 

expenditure of the richest 20 % accounted for more than 60 % of total expenditure while the 

poorest 20 % of the population accounted for just 3.9 % of total expenditure. On average, 

expenditure on food as a share of total expenditure increased from 41.9 % in 2006 to 48.5 % in 

2010.
137

 

National poverty rates were above 70 % nation-wide and above 80 % in rural areas in the 1990s. 

Given the favourable macroeconomic circumstances in the last decade, the reduction in poverty 

was disappointing.
138

 Today, 64 % of the population, roughly 13 million people are still 

estimated to live in extreme poverty on one dollar or less a day.
139

  

The current Government, which came into office at the end of 2011, initiated a variety of reforms 

aimed at strengthening the domestic market and providing a more balanced growth model. New 

                                                           
137

  Ibid, pp. 158 - 167. 
138

  Ibid, pp. 172 and 180. 
139

  IRIN (2012) “Zambia: Dreaming of a minimum wage”, humanitarian news and analysis – a service of the UN Office for the 
Coordination of Humanitarian Affairs, August 10, available at: http://www.irinnews.org/report/96073/zambia-dreaming-of-
a-minimum-wage. 

http://www.irinnews.org/report/96073/zambia-dreaming-of-a-minimum-wage
http://www.irinnews.org/report/96073/zambia-dreaming-of-a-minimum-wage


64 

 

rules were introduced to fight tax evasion; the currency was stabilised bringing down inflation; 

minimum capital requirements for banks were tightened; and the monitoring of foreign currency 

flows was increased.
140

  

One very crucial aspect of this policy concerned the revival of the minimum wage. In Zambia 

there are different minimum wages set by either collective bargaining agreements or statutory 

instruments for those not covered by collective agreements.
141

 In 2011, coverage was extended to 

domestic workers, who were previously outside any wage regulation. The timing of revisions to 

the minimum wage is not regulated but they have happened more frequently in recent years.  

The ILO Committee of Experts on the Application of Conventions and Recommendations noted 

in 2008 that despite its insufficient level, compliance with the minimum wage was low. 

Employers do not comply knowing that labour inspections and punishments are unlikely due to 

insufficient public resources. Workers stated that they felt exploited as in many cases the 

employer has the economic capacity to pay higher wages and provide better working 

conditions.
142

 

In recent years, the government has taken some action to strengthen the minimum wage. 

Increases in real terms were substantial in 2006 (over 200 %), in 2011 (over 50 %), and in 2012 

(over 60 %) lifting the minimum wage up to 700,000 kwacha (equal to 130 US dollars) (see 

Figure 33).
143

  

Figure 33: Real and nominal minimum wage development in Zambia since 2000 
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Note: Minimum wages are stipulated for five categories of worker; the minimum wage presented here refers to the 

first category including general workers not classified elsewhere; the applied exchange rate is 5,345 Zambian 

kwacha per USD.  

Source: ILO (2013) Global Wage Database, updated by The Minimum Wage and Conditions of Employment 

(General) Order 2012; IMF (2013) World Economic Outlook Database for the inflation rate. 

This corresponds to 4.3 US dollars per day, which is still unlikely to lift workers and their 

families out of poverty. In comparison, the poverty line for extreme poverty based on a food 

basket for a family with six members was set at 435,574 kwacha (81.5 USD) in 2010. This at 

that time was well above the minimum wage.
144

 If this level is adjusted for inflation it 

corresponds to 504,343 kwacha or 94 US dollars in 2012. As this includes only food it cannot be 

considered a living wage. Estimates from other sources suggest a living wage should be as high 

as 3,395,660 kwacha for a five person family living in Lusaka, equal to 635 US dollars (June 

2012). 
145

 

This recent increases in the minimum wage are a significant improvement for many workers. 

The wage tripled for domestic workers from 30 US dollars to its current 105 US dollars 

alleviating the financial situation for the predominantly female workers. Furthermore, the 

Government has urged workers to report non-compliant employers.
146

A recent survey reflects 

these improvements. It shows that in 2012, 29 % of respondents thought the Government was 

doing well in narrowing income gaps, 34 % in ensuring enough to eat and 43 % in improving 

living standards for the poor. All these rates went up from below 20 % in 2009.
147
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But this modest progress is already under attack. Foreign investors and big employers claim that 

recent increases in the minimum wage will erode Zambia’s chances of attracting foreign direct 

investment. Employers and orthodox economists also warn that inflation will again skyrocket as 

it did in previous decades.
148

 However, the available evidence does not corroborate these 

assertions. According to the National Statistical Institute, inflation stood at 7.1 % in August 

2013, considerably below the double digit rates experienced in the early 2000s.
149

 While it is too 

early to see the impact on income inequality and poverty, the labour market shows no signs of 

weakening. The results of the Labour Force Surveys for 2008 and 2012 show that labour force 

participation remained at the same level, around 74.5 % of the population aged 15 and older. The 

employment-to-labour-force-population increased slightly from 68.8 % to 69.1 %, while 

unemployment remained unchanged at 7.9 %. There might be no apparent changes on the 

surface, but on a more disaggregate level, improvements are evident. The share of agriculture in 

total employment fell from 71.3 % in 2008 to 55.8 % in 2012. Formal employment, which was 

declining in numbers and in quality before 2008, saw a considerable rebound in its share of total 

employment, increasing by 75 % (see Table 2).
150

 

Table 2: Changes in formal and informal employment 

 2008 2012 Change 

Employment number percentage share number percentage share  number percentage  

Total  4,606,846 100 % 5,386,118 100 % 779,272 +17 % 

Informal  4,095,508 88.9 % 4,492,022 83.4 % 396,514 + 9.7 %  

Formal  511,338 11.9 % 894,096 16.6 % 382,758 + 74.9 % 

Source: Ministry of Labour and Social Security (2011) Labour Force Survey Report 2008, Central Statistical Office 

Lusaka, August, p. viii; and Ministry of Labour and Social Security (2013) Preliminary Results of the 2012 Labour 

Force Survey, Central Statistical Office, Lusaka, May, p. 9.  

Also growth remains robust, estimated at 7.3 % in 2012, despite a slowdown in the mining 

industry due to falling global copper prices and electricity shortages.
151

  

Investors obviously considered these developments also as substantial progress. The purchase of 

Zambian bonds amounted to 750 million US dollars in just one week in late 2012. The high 

demand enabled the Government to decrease yields to 5.625 %. This is comparable to those for 

Spanish bonds, which stood recently at 5.78 %.
152

 Foreign investment surged as well from 1.3 
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billion US dollars in 2011 to 1.7 billion in 2012, leaving little doubt that the direction Zambia 

has chosen could be a prosperous one – in economic terms but above all in the social 

perspective.
153

 

7.4 USA 

The explosion in US income inequality and the skyrocketing incomes of the super-rich has been 

well documented. Since 1980, the income share of the top 0.1 % of income earners increased by 

230 %, while those at the top 0.01 % saw their share of total income rise nearly fourfold in the 

same period. Figure 34 shows long term trends in the income share of this very small “elite” 

group (those in the top 0.01% of the income distribution). Their share of the total “economic pie” 

remained relatively constant between 1950 and the early 1980s. If we only consider the income 

this small group derived from wages, salaries and pensions they received somewhat less than 1% 

of total income (black line) and slightly more than 1% of total income if we included capital 

gains (red line). However from the early 1980s the income share accruing to the super rich starts 

to accelerate rapidly and has remained on an upward, albeit with some short and sharp 

fluctuations, over the last 30 years. Since the early 2000s however the composition of the income 

enjoyed by the super-rich has changed significantly. Capital gains from investments in equities, 

property and other investments have become a much more significant factor in the total incomes 

of this elite group. Meanwhile the contribution derived from wages, salaries and pensions have 

diminished sharply.
154

 The very wealthy find it relatively easy to manipulate their sources of 

income to avoid tax, and these trends can be explained by two factors: the rapid expansion in 

financial assets held by the wealthy; and, the ability of the wealthy to shield the gains derived 

from these financial assets from taxes.  

Figure 34: Income share (by source of income) for the richest 0.01 % in the USA 
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Source: Facundo Alvaredo, Anthony B. Atkinson, Thomas Piketty and Emmanuel Saez (2013) The World Top 

Incomes Database.  

This increase in the income share for those at the “top end of town” came at the expense of the 

poorest segment in society. The disposable income of poor households (including wages and 

salaries, capital gains and income and transfer payments minus taxes) did not keep up with the 

average increase in incomes. Between 1979 and 2007 the incomes of the poorest fifth of 

Americans grew by a mere 18 % in real terms (see Figure 35). While the disposable incomes of 

those regularly seen displaying wealth on the red carpet (i.e. the richest 1 % of Americans) 

increased by 275 % in this same period.  

Figure 35: Disposable (after tax and transfers) income growth between 1979 and 2007 by 

income percentiles 

   
Source: Congress of the United States (2011) Trends in the Distribution of Household Income between 1979 and 

2007, Congressional Budget Office, A CBO Study, October, p. 2. 
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This resulted in major changes in the distribution of incomes (see Figure 36). The top 1% more 

than doubled their share of total disposable income (rising from 8% to17%), whereas those in the 

bottom 80 % of the income distribution saw their share of the economic cake diminish (see 

Figure 36). Between 2005 and 2007, the richest 20 % of the population received a total after-tax 

income greater than the combined income going to the remaining 80 % of the population.
155

  

Figure 36: Share in disposable income of different percentiles in 1979 and 2007 

Source: Congress of the United States (2011) Trends in the Distribution of Household Income between 1979 and 

2007, Congressional Budget Office, A CBO Study, October, p. 2. 

In the United States the tax and welfare system has become very regressive. Between 1979 and 

2007 the dispersion of market incomes (that is incomes before taxes and transfers) between the 

top and bottom expanded by about one-quarter. However, after accounting for the impact of 

taxes and welfare payments the dispersion of incomes between the top and bottom increases to 

about one-third. So the poor in America have been subsidising the rich and boosting there 

already massive incomes.  

The main reason for this shocking outcome was a tilt in welfare payments. In 1979, those in the 

bottom 20 % of the income distribution received more than 54 % of all welfare payments. This 

was reduced to 36 % by 2007. Changes in the tax system also played an important role. While 

total tax revenues were reduced only slightly over the period from 1979 to 2009 the composition 

shifted towards more regressive consumption taxes and away from income tax.
156

 

The share of those earning less than two-thirds of the gross median earnings of all full-time 

workers in the US has always been amongst the highest in the developed world. Figure 37 shows 
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that their number increased even further in the last decade and exceeded more than 25 % of 

workers in 2010. Two-thirds of gross median earnings of a full-time worker corresponded to 

roughly 500 USD per week in 2010.
157

  

Figure 37: Share of workers in dependent employment earning less than two-third of 

median earning  

 
Source: OECD (2013) Earnings database. 

Official data on absolute poverty shows that 46.5 million people lived in poverty in 2012 – the 

highest number since 1959 when data collection commenced. The poverty rate stood at 15 %, the 

highest since 1993. The poverty rate for children (21.8 %) is even more extreme despite the 

applied thresholds being conservatively estimated. A single person is considered poor if their 

disposable income is below 11,945 USD per year (995 USD per month), a family of four people 

if their income is below 23,283 USD (1,940 USD per month).
158

 

A rise in the minimum wage could help to alleviate the financial situation of many of these poor 

workers and their families. The most recent report on poverty in the US from the US Census 

Bureau showed that in 2012, 2.9 million workers (1.54 million men and 1.36 million women) 

worked full-time all year but were living below the US poverty lines; another 8 million workers 

who did not work all year also lived below poverty. Currently, working full-time all year at the 

federal minimum wage a worker would make 15,080 US dollars a year; this is below the poverty 

line for a family of two (a single mother and her child) of 15,825 US dollars a year.
159

 

President Obama acknowledged this in his State of the Union address in February 2013 when he 

announced plans for an increase in the federal minimum wage up to 9 US dollars an hour. Back 

                                                           
157

  US Bureau of Labor Statistics (2013), Economic News Release, available at: 
http://www.bls.gov/news.release/wkyeng.t01.htm. 

158
  Carmen DeNavas-Walt, Bernadette Proctor and Jessica Smith (2013) Income, Poverty, and Health Insurance, Coverage in the 

United States: 2012, Current Population Reports, US Census Bureau, September, pp. 13 and 51. 
159  Ibid, pp. 14-17 and 51. 

0.0

5.0

10.0

15.0

20.0

25.0

30.0

USA UK Germany Australia Japan Denmark New Zealand

2000 2010

http://www.bls.gov/news.release/wkyeng.t01.htm


71 

 

in July 2009 the federal minimum wage was increased in nominal terms by 10.7 % to 7.25 US 

dollars per hour.
160

 It has remained at this level for the last 4 years and has been gradually eroded 

in real terms (see Figure 38). Legislation proposed by the Democratic Party in the US House of 

Representatives and the US Senate would raise the minimum wage to 10.10 US dollars an hour 

and would foresee an annual adjustment from 2016 onwards.
161

  

Currently, there is no regulation about the timing of adjustment, which is one major flaw of the 

minimum wage system in the US. Between 1997 and 2007, there was no adjustment causing the 

real value of the minimum wage to fall dramatically. As Figure 38 shows, the minimum wage is 

way below its real level in the late 1960s and 1970s.  

Figure 38: Development of the nominal and real federal minimum wage in the US 

(2011=100) 

 
Note: Observations before 2007 not annual.  

Source: Lawrence Mishel (2013) Declining value of the federal minimum wage is a major factor driving inequality, 

Economic Policy Institute, February 21; extended for 2012 based on data from the US Department of Labor.  

If the minimum wage had grown in line with productivity since 1960, it would stand now at 22 

US dollars an hour.
162

 In 2011 the minimum wage was only 37 % of the value of the average 

salary, only slightly above its lowest value in 47 years.
163
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In 2011, 5.2 % of wage and salary earners received the minimum wage or less. In absolute 

numbers, 1.7 million workers earned the minimum wage, while an even higher 2.2 million 

earned less than the minimum wage.
164

 This results from a number of exceptions from the 

minimum wage, including farm workers, administrative employees, fishermen and babysitters to 

name just a few.
165

 A recent regulation issued by the US Department of Labor would bring 

millions of workers who assist the elderly and disabled as personal care workers under the 

coverage of minimum wage and overtime laws beginning January 1, 2015.
166

 

The failure to adjust the federal minimum wage has been mitigated to some extent by state 

minimum wage laws that are above the federal level; nineteen states plus the District of 

Columbia have minimum wages above the federal level—the highest being California at 

currently 8 USD an hour which will be gradually increased to 10 USD until 2016.
167

 Figure 39 

shows the differences in minimum wage laws on the state level. Accordingly, the regional impact 

of the federal minimum wage varies considerable as it impacts on those States coloured in blue, 

yellow and red for workers not falling under any exception.  

Figure 39: Minimum Wage Laws in the States - January 1, 2013 

 

 States with minimum wage rates higher than the Federal 

 States with minimum wage rates the same as the Federal 

 American Samoa has special minimum wage rates 

 States with no minimum wage law 
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 States with minimum wage rates lower than the Federal 

Source: United States Department of Labour (2013) Minimum Wage Laws in the States.  

In 1994 Card and Krueger published their famous study on the impact of a minimum wage 

increase on the fast-food industry in New Jersey, in which they concluded that a rise would not 

impact on employment.
168

 These findings were reconfirmed in a recent study by Dube, Lester 

and Reich, who accounted for a series of econometric flaws in previous studies.
169

  

Today, 19 years later, America’s fast-food workers are on the streets striking for higher wages 

and a genuine freedom to join unions. These protests have grown considerably since they started 

in New York in November 2012. The protests were fuelled by a humiliating budgeting plan by 

Mc Donald’s a company that made profits of 5.46 billion USD in 2012. The budgeting plan 

included a ‘second job income’ as obviously not even management expects a worker to be able 

to live on a single wage in the fast food industry. In the budget there is no provision for food or 

heating costs and health insurance is projected to cost 20 dollars per month.
170

 Jobs in the food 

industry were always associated with jobs for students that want to make a bit of extra money. 

However, this is long gone. Women make up two-thirds of fast-food workers with the median 

age being 32. One quarter of fast-food workers have dependent children.
171

  

Recent political developments and the shutdown of the Federal Government in late 2013 make it 

difficult to foresee the political consensus emerging for an increase in the federal minimum 

wage. Many in the Republican Party do not just opposing an increase but its existence. The 

political deadlock on this topic means that millions of America’s workers will continue to live a 

life in poverty.  

7.5 Uruguay 

Uruguay has very unique experience with regard to their minimum wage system. In 2002, 

Uruguay was affected by the Argentinean exchange rate crisis and entered a period of severe 

financial turbulence, which paralysed the real economy. Real output fell by over 10 % between 

2001 and 2003. The labour market was also affected harshly and unemployment skyrocketed to 

over 17 % in 2003.
172
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Uruguay, like many Latin American countries, has very high income inequality which increased 

sharply in the mid-1990s. This surge coincided with the abandoning of collective bargaining 

agreements in 1992 with the exception of some specific sectors.
173

 The Gini index stood at 42.1 

in 1995 and remained close to this level until 2007 (see Figure 40). In more recent years the Gini 

coefficient has decreased considerably. Extreme poverty surged from a moderate 2 % of the 

population in 2000 to over 5 % in 2004 and declined sharply after 2005, even falling below its 

2000 level (see Figure 40).
174

  

Figure 40: Inequality and Poverty in Uruguay from 2000 to 2011 

 
Source: World Bank (2013) World Development Index for Poverty; ILO (2013) Global Wage Database for the Gini 

coefficient.  

After the economic crisis of 2002 unfolded, a new government took office in 2005. It initiated a 

series of legal and institutional changes with considerable impact on collective bargaining, the 

tax and transfer system and the functioning of the minimum wage system. Before 2005, the real 

minimum wage had been declining for 30 years and had a non-binding status.
175

 Consequently it 

had no real impact on the labour market and its only role was as a reference point for different 

payments. For example a variety of public transfers such as family allowance, social benefits, 

disabled allowance, unemployment benefits, and some medical benefits were linked to the 

minimum wage.176  

Because of this linkage, and the consequences for public spending, there had been no increase in 

the minimum wage for lengthy periods. With high inflation the real value of the minimum wage 

entered free fall. In 2002 and 2003 it fell by 10.2 % and 12.3 % respectively (see Figure 41).
177

 

In 2004 it only reached 12.3 % of the gross average nominal monthly wages.
178

 In 2004 the 

direct link between the minimum wage and social transfer payments was broken, and an 

independent reference point close to the minimum wage was established for social transfers.
179

 In 

the following years, labour regulations were strengthened in many aspects. For example, 

working conditions for domestic workers were improved and triangular working relationships 

were regulated very strictly including an equal-pay-for-equal-work-regulation. In addition, 
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annual leave entitlements in the private sector were regulated by law. This had previously only 

been part of collective bargaining agreements. The scope of the Labour Inspection Agency was 

strengthened in order to effectively contain anti-union discrimination and strengthen trade union 

activities, even though the actual right to unionise is still regulated only by the Constitution and 

by the ILO Conventions 87 and 98.
180

  

At the same time the Government reinforced the framework for social dialogue to assure an 

enabling environment for tripartite negotiations and collective bargaining which had a major 

impact on the minimum wage system.  

At the national level, the Government stipulates the minimum wage by law after consulting a 

Tripartite Board comprising 9 members of the Government, 6 representatives of employers’ 

organisations and 6 representatives of workers’ organisations.
181

  

In addition, there are a variety of wage councils responsible for negotiating minimum wages in 

different economic sectors and occupations. These Councils had lost their significance in the 

1990s resulting in an almost complete extinction of collective bargaining. The Councils which 

met for the last time in 1990 were reinvigorated in 2005. Within the private sector the revived 

wage councils were even supplemented by a further one for the rural sector and another for 

domestic workers which came into force in 2008.
182

 

The consequence of this changed environment was a 70 % real increase in the minimum wage in 

2005 and a further 16 % real increase in 2006. Since then, adjustments have exceeded the 

inflation rate (see Figure 41).
183

  

Figure 41: Development of the nominal and real minimum wage in Uruguayan pesos 

 

Source: National Statistical Institute of Uruguay (2013).  

The impact of the strengthened labour institutions including the minimum wage system, were 

positive. Real GDP growth was above 6 % on average between 2005 and 2008. After lower 

growth in 2009, Uruguay bounced back rapidly to growth of almost 9 % and 6 % in 2010 and 

2011 respectively. Gross government debt was almost halved from 104 % to 58 % of GDP 

between 2003 and 2010. Unemployment also fell despite the considerable increases in the 

minimum wage. The unemployment rate declined from 17 % in 2003 to below 10 % in 2007 and 
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stood at 6.6 % in June 2013.
184

 Meanwhile the employment rate went up from 57.6 % in 2003 to 

61.8 % in 2012.
185

 Average wages, which had declined by 22 % between 2001 and 2004, 

recovered with real annual increases of around 5 % while inflation could be held below 10 %.
186

 

The story of Uruguay is special in the way that it shows that a strong and functioning minimum 

wage can be combined with the vigorous collective bargaining system if the political 

commitment exists.  

8 Conclusions and recommendations 

Income inequality has reached levels that threaten economic prosperity, social cohesion and 

political stability. Working women and men are devoting more time, energy and thought to their 

jobs than ever before. Yet the poor and the middle class receive an ever decreasing slither of the 

national economic cake. Meanwhile the very rich have become so greedy they grow obese on 

their super-sized slices.  

This is simply not fair. Workers deserve incomes that reflect the effort they make and the 

productivity they generate. In the vast majority of countries over the last thirty years the elite 

have stolen all the benefits of higher productivity rather than sharing them fairly between higher 

profits, executive salaries and the wages of ordinary workers. 

When inequality reaches this magnitude economic efficiency also suffers. The gap between the 

top executive and the factory cleaner has always been excessive. But today this gulf has become 

such a vast and unbridgeable canyon that it has made our financial systems and economies less 

stable. With wages stagnant for extended periods, while living costs continue rising, working 

families were encouraged to take on larger debts. This was one factor underpinning the global 

financial crisis in 2008.  

Income inequality has reached levels that destroy confidence in the capitalist model and call into 

question our political institutions. But this was not always the case. For several decades during 

the middle of the last century the benefits of economic growth in developed economies were 

evenly spread. The middle class expanded and the poor had opportunities to move up the 

economic ladder. This did not happen by chance. Rather it resulted from policy choices.  

These choices included: making full employment and decent work the principle objectives of 

economic policy; the introduction of tax systems that were progressive and generated sufficient 

revenue to fund comprehensive welfare systems; legislation and institutions that supported 

strong trade unions and comprehensive collective bargaining; plus wage fixing systems that 

recognized the importance of real wages rising in line with productivity.  

                                                           
184

  IMF (2013) World Economic Outlook Database and National Statistical Institute of Uruguay (2013).  
185

  ILO (2013) Key Indicators of the Labour Market (KILM) Database. 
186

  ILO (2010) Global Wage Report 2010/11, Geneva, December, p. 63. 



77 

 

The combination of market economies and the above policies delivered sustained growth and fair 

outcomes. The resulting expansion of middle incomes enhanced social cohesion and 

strengthened democracies. Countries without this combination of markets and policies that 

favoured redistribution faltered and eventually fell.  

As the leading economists from the ILO argue in a forthcoming book: 

“Equitable societies with large middle classes are not the natural outcome of market 

forces. Equity, rather, is created by the society – by the institutions, laws and policies 

that govern the society, its economy, and, in particular, its labour market.”
187

 

Unfortunately in the last few decades the elites have become complacent and greedy. The 

policies and institutions that had smoothed the rough edges of market economies and helped 

everyone prosper have been eroded or demolished. Because of the resulting income inequality 

the credibility of our politicians is questioned, the morals of our bankers are disparaged and the 

conspicuous wealth of our executives is despised. 

The United Nations was one of the first international institutions to claim a definite causal link 

between industrial relations reforms and widening inequalities. In its 2005 Report titled “The 

Inequality Predicament”, the UN argued that: 

“Liberalization policies entail changes in labour laws and institutions and account for 

major changes in the labour market. The process of economic liberalization is typically 

marked by greater wage flexibility and the erosion of minimum wages, a reduction in 

public sector employment, declining employment protection, and the weakening of 

employment laws and regulations. The desire of developing countries to attract foreign 

investment and expand exports frequently leads to a race to the bottom with labour 

protection and environmental standards of the ignored or compromised.”
188

 

It is not just trade unions and international institutions with a social conscience that recognize the 

gap between the ‘winners’ and the ‘also-rans’ has become excessive. Even writers in the 

conservative financial press and institutions that support very orthodox economic views agree 

that income inequality has reached unacceptable levels. For example the Financial Times 

columnist, Tim Harford, recently noted: 

“This is what sticks in the throat about the rise in inequality: the knowledge that the more 

unequal our societies become, the more we all become prisoners of that inequality.”
189

 

The author of this article – in the newspaper read by most bankers, money market managers and 

large scale investors – argued that the more unequal a society becomes the greater the incentive 

for the wealthy to pull up the ladder behind them. In other words, as income inequality rises the 
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wealthy have more to lose if the poor and those in the middle class get an opportunity to also 

progress. The elite will therefore be more strident in opposing income redistribution or even 

policies that give the poor a fighting chance of advancement, such as decent education.  

To restore faith in our political institutions we must urgently implement policies that will ensure 

those in the middle and bottom of the income distribution get a much better deal. This will 

require: fundamental changes to our tax and welfare policies; more appropriate regulation of 

financial markets; focusing our macroeconomic policies on balanced growth and quality 

employment; a major attack on precarious work; and increased investment in infrastructure, 

education and skills. The trade union movement is fighting for reform on all these critical issues 

but resistance is strong and progress slow.  

A better deal for workers also requires strong trade unions and comprehensive collective 

bargaining. These issues were addressed in the Frontlines Report of April 2013. 

In this Report we have focused on the relationship between an adequate living wage, minimum 

wages and income inequality. An adequate living wage needs to be country and time specific so 

that it increases with economic development. It must be sufficient to provide a worker and her 

family with the absolute necessities like food, shelter and clothing. However, it must go beyond 

this and also provide a decent lifestyle in the context of the particular country.  

The principle of providing a minimum wage assuring a decent living is widely accepted. Nearly 

a hundred years ago the founders of the ILO declared that an adequate living wage was required 

to ensure “universal and lasting peace”.
190

 For centuries before that prominent individuals and 

religious institutions had been arguing for a living wage. Over sixty years ago the notion of a 

living wage became a basic human right.
191

 References to a living wage can be found in the 

national Constitutions of several countries.  

In practice however minimum wage levels in virtually all countries are far too low to provide a 

decent standard of living. And the enforcement of these inadequate minimum wage levels is 

weak. Vast sections of the population have no wage floor whatsoever.  

A concerted move towards the introduction of an adequate living wage in all countries would 

greatly diminish poverty and reduce inequality in the lower half of the income distribution. It 

would also promote gender equality and provide workers in the informal economy with a fair 

indicator to justify adjustments in their own wages or the prices they charge.  

Assertions that a living wage will reduce job opportunities for the low skilled or other vulnerable 

groups, by bankrupting enterprises or encouraging employers to use more machines and less 

workers, are merely scare tactics designed to reinforce inequality. Hard evidence from studies in 
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the last decade shows that a meaningful wage floor can boost consumption, economic growth 

and employment.  

A living wage is not a panacea for income inequality. It is no substitute for appropriate public 

policy in other fields. But a rigorously enforced living wage floor is a very realistic objective for 

the trade union movement. It can be a first tangible step in the fight back against income 

inequality. It is an objective that fits within the mainstream of any trade union mandate. 

Governments have committed themselves to providing a living wage in a myriad of forums and 

documents. Many employers accept, in theory at least, the need for a living wage.  

A very common argument raised by employers and governments against a living wage is the 

absence of a precise definition and an accepted methodology to calculate the sums required in 

each country. These problems can be overcome. The information exists to construct a solid and 

defendable living wage estimate in virtually every country.
192

  

The ITUC will be fighting for an adequate living wage. This concept was strongly endorsed in 

the ILO Constitution 95 years ago. Over the next 5 years we aim to make it a reality for all 

workers in all countries. It is a key component in a package of policies designed to reverse the 

destructive trends in income distribution. 
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