Chapter XI

DISPARITIESIN INCOMESAND POVERTY

1 Social inequalities are readily evident in all
countries. Disparities in wealth, material possessions,
power, prestige, access to jobs, financial resources, social
services and life essentials, such as food, shelter and
drinking water, and the way people are perceived and
treated dominate the social life of contemporary societies.
Although there are many forms of inequality, the three
major forms — economic, social status, and power — have
the most profound effect on the access to income

opportunities, income returns, distribution and
consumption.
2. Throughout the twentieth century and especially

since the Second World War, many societies have
attempted to alleviate social inequalities arising from
disparitiesin wealth, material possessionsand socia status,
and to remedy the enduring effects of discrimination on
some socia groups. The major goals of chapter XI are to
identify the effects of social inequalities on income
differentials, identify trendsin income distribution between
social groups and evaluate the impact of policies and
programmes that am to ameliorate the income
opportunities of socially disadvantaged groups.

World and international income distribution

3. A new concern for income inequality has been
sparked, among other things, by evidence of increasing
polarization in North America and western Europe in the
1980s and in countries with economies in transition in the
1990s. In recent years, improvements in methodology and
greater availability of household survey datahave provided
the means for the calculation of world income distribution
for the first time. World income distribution, based on
household incomes world wide, needs to be distinguished
from international income distribution, which is based on
differences in mean incomes between countries (weighted
by population) and does not take into account income
inequality within countries.

4, World income inequality increased in the 1990s
despite unprecedented global economic growth. According
to a recent estimate, world income distribution became
more unequal over the period 1988 to 1993 — the world
Gini coefficient rose from 62.5in 1988 to 66.0 in 1993, an
implied increase of about 0.6 Gini points per year.~ This
rate of iacrease in inequality is high by historical
standards. The degree of inequality in world income
distribution is clearly illustrated as follows: in 1993, the
bottom 20 per cent of theworld’ s popul ation received only

138

2 per cent of total world income in United States dollars at
purchasing power parity as compared to a share of 2.3 per
cent in 1988; the richest 1 per cent of the World’EI
population received as much as the bottom 57 per cent.
These results are similar to those obtained from other
studies that have attempted to estimate W(ﬁ|d inequality
without using actual household survey data.

Within-country income distribution

5. Within-country income inequality was examined
chapter 111. Here we expand further on some of the
underlying features of income inequality during the 1990s.
The high income inequality in many countries can be
gleaned from the sample of 52 countriesintable X1.1. With
the exception of one country, the income share of the top
10 per cent of the populationisat |east doubletheir sharein
total population. In addition, the concentration and
polarization of income is more pronounced in developing
countriesthanit isin devel oped countriesor countrieswith
economies in transition. For example, in developing
countries the income share of the top decile of the
population averaged 34.1 per cent ascompared to 25.6 and
22.8 per cent, respectively, in economiesin transition and
developed countries. At the bottom end of the income
distribution, the average share of the lowest decile of the
population was 2.5 per cent in the developing countries as
compared to 3.3 and 3.4 per cent, respectively, in
economies in transition and devel oped countries.

6. Another important common characteristic of the
countrieswith extremely unequal incomedistributionisthe
relatively marginal income share of thethird quintile of the
population: In Brazil this group had a share of 10 per cent,
whilein Chileand Colombiait was about 11 per cent (table
X1.1). Inindustrial countries and economiesin transitionin
the sample, the share of the third quintile variesfrom alow
of 13.3 per cent in the Russian Federation to 18 to 19 per
cent in Slovakia, Belarusand Slovenia

7. In most devel oping countries, rural-urbanincome
disparities contribute significantly to overall income
distribution. Typically, the rural population is crowded at
the bottom end of the income distribution. The difference
between the average per capita or household income of
rural and urban populations can be extremely large,
reaching staggering proportions in some cases. Available
data show that labour income in agriculture is well below
Table XI.1



the national average wagein most devel oping countriesand
is aso usualy lower than the average wage in other
economic sectors. Thesize of therural-urbanincomegapin
many devel oping countries reflects the higher incidence of
poverty inrural areas. Intable X1.2,inall countriesexcept
Tunisia, Egypt, Indonesia and the United Republic of
Tanzania, theincidence of poverty was higher in rural than
in urban aress. It has been estimated that of the 1.2 billion
people in the world who live in extreme poverty, 75 per
cent work and livein rural areas.j

8. There are aso pronounced regional income
differentialsin many countries of theworld. Inthe Russian
Federation, for example, the difference inincome between
provinces, republics, territories and other administrative
entities, in terms of the percentage share of the national
average per capita income, ranges from 50 per cent jn the
Republic of Mari El to 320 per cent in the capital.™ Such
regional income disparities are aso evident in the
distribution of poverty in the United States. In 1996-1997,
the incidence of poverty ranged from a high of 23 per cent
the District of Col umbiaﬁ\nd New Mexico to alow of 8 per
cent in New Hampshire.

9. Inindustrial societies and in the formal sector of
developing countries, where wages constitute a major
component of income for the majority of the employed,
occupational wage disparities are conspicuous. At one
extreme, in the United States the average chief executive
officer in 1998 earned 419 times as much as the average
blue-collar Wﬂ’ker and 728 times as much as a minimum
wage earner.” A similar pattern was observed in all
countries of Europe: for example, the ratio of the average
after-tax wage of a chief executive manager to that of a
blue-collar worker was 3.5 in Belgium, éO.S in Canada, 8.5
inItaly and 11 in the United Kingdom.” However, it isthe
wage disparity between blue- and white-collar workersthat
divide the labour force in many industrial countries into
two large and distinct groups—ahigh-skill, high-pay group
and alow-skill, low-pay group.

10. Income differences by age, gender and ethnicity
arealso significant in many countries. In particular, in most
countries W(ﬁ]en typically earn less than their male
counterparts.— In the European Union, a recent survey
confirmed that the average hourly earnings of women was
less than that received by men — for example, in Sweden
women received 84 per cent of the hourly earnings of men;
in France and the United Kingdom, the proportionswere 73
per cent and slightly over 64 per cent, respectively. Even
after adjusting for structural differences (qualification, age,
occupation and industry), there was still a disparity in
favour of men of 13 per cent in Sweden, 22 per cent in
Spain, 23 per centﬁ] France and almost 25 per cent in the
United Kingdom.™ This mae-femae wage gap aso
increases with age and level of education —for instance, in
Spain the male-femal e wage disparity for workers aged 55
years and over is 10 percentage points larger than that for
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workers aged 20 to 24; in France, the wage difference was
almost 30 percentage points between the same age groups.
The acquisition of better education does not eliminate the
wage gender gap: women with a university degree earn 65
to 66 per cent of what men earn with the same level of
education in Spain and France, while women with lessthan
upper secondary education earn 74 per cent of comparable
male earnings in both countries.

11. Onthe basis of national poverty criteria, thereare
people in every country who can be classified as being
poor. However, such national poverty indices are not
directly comparable with one another, and the poor of
Sweden or of the United Kingdom may well be perceived
asbeing well off by the poverty criteriaof many developing
countries. This does not mean, however, that the degree of
human deprivationisany lessinindustrial societiesthanin
developing countries; rather it differsin form. Whereasin
developing countries human deprivation is mainly
manifested in chronic hunger, disease and the lack of most
other fundamentals needed for physical survival, in
industrial countriesthe more prevalent formsare aienation
and relative social marginality.

12. As industrial transformation and urbanization
advance, both the social composition of the poor and their
geographic location change. To some degree, this is
captured by alterationsin theincidence of urban poverty. In
Brazil, for example, the incidence of urban poverty rose
from 15 per cent in the 1980s to 43 per cent in the 1990s.
Urban poverty is aso on the rise in other Latin American
countries, aswell as in other countries, such asthe United
Republic of Tanzania, Zambia and Egypt (table X1.2).

13. Studies of poverty reveal some pervasive and
wi del%ishared patterns of poverty and characteristicsof the
poor.™ In al countries, most poor people occupy the
bottom level of the social strataand occupational hierarchy;
they usually lack assets and the capacity to earn. The
probability of falling into poverty is higher among women
than it is among men. Indigenous populations and ethnic
minorities are a so more likely to be among the poor. Class,
gender, ethnicity and race continue to converge and
generate a system of socia stratification that can facilitate
or frustrate access to income opportunities and economic
rewards, amplifying the impact of each one individually.

Trendsin income distribution

14. Income distribution patternswithin countriesover
the post-war period have been examined in chapter 1. The
diversity of income distribution patternsthat werereveaed
reflects the diversity of socio-economic, political and
cultural circumstances that shape both distribution and
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redistribution mechanisms. For example, the nature and
extent of the unionization of labour also affects the pattern
of income distribution: the difference between the pattern
of income distribution in many western European countries
and the United States can be attributed in part to differences
in the degree of activity and organization of trade unions.
In much the same way, the divergence of the income
distribution outcome in the Russian Federation and Poland
following economic transformation can be attributed, in
part, to national differences in the activity and historical
experience of the labour movement.

15. The ongoing industridization in developing
countries and some economies in transition and the post-
industrial transformation that is taking place in devel oped
countries also contribute to the pattern of income
distribution in these countries. These two fundamental
processes have changed and will continue to change the
very social and class structure of societies, which can lead,
among other things, to the marginalization of some social
groups and the rise of new groups which are associated
with new economic activities. Such structural aterationsin
social dtratification have been inscribed in income
distribution patterns, and manifested in particular in a
widening of the income share of the middle population
quintile. Thisdevelopment isconsi stent with the emergence
of urban classes, in particular of the middle classconsisting
of professionals, managers, high-skilled workersand public
employees.

16. In many developing countries, the process of
industrialization has been slow, and hence the agrarian
population still remains significant in size. Nevertheless,
with the development of the modern sectors, new social
groups employed in these sectors have enjoyed a relative
pay advantage as compared to their rural counterparts,
leading to an increase in rural-urban income differentials
(table X1.2). The dow pace of modernization in the
agriculture sector has aggravated structural inequalities
such asthedistribution of land in rural areas. Some studies
have found that the incidence of landlessness has been on
therisein India

17. Inrural areas, dow economic development and the
lack of income opportunities have induced massive rural-
urban migration, resulting in rapid urbanization and the
expansion of the urban informal sector. The urbaninformal
sector has played a dual role in developing economies,
absorbing surplus labour during periods of economic
recession and/or structural adjustment, while generating a
downward pressure on wages in the formal sector, which
limits the bargaining power of the labour force and hampers
aredistribution of incomein the long run.

18. The dual labour market structure of the urban
economy in many devel oping countriesis characterized by
a persistently large informal sector and a relatively small
formal sector. This structure has been responsible for the
rise in urban income inequalities and in poverty (table
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X1.2). Since the mid-1970s, it hasled to an increase in the
concentration of urban incomes and widening wage
differentials between higher and lower skilled workers,
between workers with different levels of formal education
and training, and between those with some formal
schooling and self-taught workers. The wage premium
which accrues to skilled workers, in terms of acumulative
wage increase, was 54 per cent in Mexico, 42 per cent in
Colombia, and 32 per cent in Taiwan Province of China
and China for the period from the mid-1970s to the early
1990s. The wages of lower skilled workers were aso
growing in these countries but at a much slower pace: in
contrast to skilled workers, their wagesrose by only 11 per
cent in Mexico, 23 per centin Colom%aand 7 per centin
Taiwan Province of Chinaand China.

19. The evidence suggeststhat thelong-run changesin
income distribution in industrial countries have been
shaped by the high demand for skills, driven by industrial
shifts and technological advances. A declinein agriculture
and then in manufacturing and an expansion of services
have brought about both a horizontal and vertical
redistribution of earnings between the self-employed and
the employed, between workers employed in various
economic sectors and branches, and within and between
occupational categories.

20. Earnings inequality has increased in many
industrial countries since the 1980s, and the average
earnings of more educated, workers have diverged from
those of the less educated while young workers havelostin
relative terms to prime-aged workers. For example,
individuals with a university degree earned 50 to 100 per
cent more than workers with a secondary education. In the
United States, the wage premium for workerswith acollege
educationjncreased from 13 per cent in 1979 to 62 per cent
in 1995.* Inequality increased not only between skilled
and manual workers but also within educated and
experienced groups. The increase in "within-group”
inequality accounted for the most growth in income
inequality. Inthe former Federal Republic of Germany, for
example, the Theil index of income distribution by
occupational status of the head of household increased from
10 in 1973 to 12 in 1990.~ The contribution of within-
group inequality into overall income inequality grew from
79 per cent to 87 per cent, whereas that of between-group
inequality declined from 21 per cent to 13 per cent,
respectively. Over the same period, the group specific
Theil indices increased by 2 percentage points for white-
collar and self-employed workers, 1 percentage point for
blue-collar workers and civil servants, and 3 percentage
points for farmers.

21. These trends towards greater wage inequality
between and within groups have been almost universal
among the industrial countries, differing mostly in
magnitude. Changes in wage earnings differentials have
been associated with structural shifts that have favoured



high-skilled and higher-paid workers, which have led to a
redistribution of earnings in their favour (see chapter I1).
Table X1.3 shows that at the upper end of the distribution,
the earnings of a person at the 90th percentile, measured as
a deviation from the median, grew by 3 per cent in
Australia, the Netherlands and Sweden, and by 7 and 15 per
cent in the United Kingdom and the United States,
respectively. The earnings of a worker at the bottom 20th
percentile fell by 1 per cent in Sweden and the United
States but by 7 per cent in the United Kingdom over the
indicated periods.

22. The impact of the skill-education premium on
incomeinequalities has varied across countries. It hasbeen
much stronger in the United States and developing
countries and less pronounced in European countries. It has
been suggested that cross-country differencesin the degree
of skill bias of the prevailing technology, skills supply and
the size of the domestic market, on the one hand, and the
liberalization of international trade on the other hav
shaped cross-country patterns of skill  premium.
Accordingly, in the United States, where technology is
more advanced, the supply of college graduates and the
market for the skill-bias technologies are larger, the skill
premium has been more sizable and continued to grow at a
more rapid rate than in Europe and devel oping countries,
causing amore significant redistribution of wagesin favour
of more educated workers. Moreover, a growing pool of
educated peoplein the United States has sustained a strong
demand for high-technology products, and hence a further
expansion of investment in the skill-bias technologies,
reinforcing the pattern of high skill premium.

23. A relatively high skill premium in some
developing countries and hence growing income
inequalities by the level — of education — hasresulted from
the small domestic supply of college graduates and the skill
content and price of imported technologies. The
liberalization of international trade tends to reinforce the
high skill premium trend in the United States and in those
developing countries which prefer to import American
technologies. It has been estimated that the direct
contribution of international trade to the increase in wage
inequality in Chile b%/een 1960 and 1996, for example,
wasabout 11 per cent.™|n European countries, on the other
hand, trade liberalization tendsto depressthe growth of the
skill premium because of the prevalence of loca
technologies, smaller domestic markets, competition from
the United States and new producers in international
markets.

24, The availability of jobs, unemployment
compensation, pension and welfare benefits also affect the
distribution of income in industrial countries. The lack of
employment opportunities has been an important factor
behind growing income inequalities in some countries.
Many studies have found that unemployment can have a
negative effect on the level of wages in subsequent
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employment. A study in Sweden estimated that one week of
unemployment lowers subsequent hourly wagesby 0.17 per
cent for men and by 0.18 per cent for women; theimpact on
subsequent weekly wageswas estimated to be 0.19 pey cent
lower for men and 0.23 per cent for women.— The
incidence of long-term unemployment in many industrial
countries has been consistently high during the 1980s and
remained high in some of these countries during the 1990s.
In 1997, ailmost 29 per cent of the unemployed men and 31
per cent of the unemployed women of the 15 European
Uniorfﬂcountrieﬁ were without work for 24 months or
more.

25. More recently, there have been concerns that the
adoption of new technologiesisleading to growing income
insecurity associated with rapid structural change and the
failure of the labour market institutions and the educational
establishment to provide timely support for displaced
workers. The participation of part-timers, temporary
employed and sel f-employed workers hasincreased among
male workers over the 1970s and has remained at a
relatively high level over the entire 1980s. By 1997, this
level fell in most countries but increased in Germany and
began to grow in the United States. Since 1990, almost 2.2
million workers on an average day have been employed on
a temporary basis in the United States. Together with
permanent part-time workers, temporary workers account
for 24 per cent of the United States |abour force.

26. Recent studies of employment patterns in
California have found that the incidence of part-time and
temporary employment has been on the rise despite robust
economic growth. Furthermore, the most pervasive
characteristic of the Californiaeconomy, whichisdrivenin
part by the high-technology sector, is a massive job
turnover at a time when the real median wage for all
workers has been declining. Almost 45 per cent of
Californiaworkers have worked for their employer for less
than 2 yﬁs, most working without medical insurance and
benefits.

27. The employment of youth is another matter of
growing concern in many industrial countries. Y oung
workers have been experiencing difficultiesin entering the
labour market, and their participation rates havefalen over
the 1980s and continued to decline during the 1990s. In
1997, the unemployment rate for young personsaged 15 to
24 ranged between 39 per cent in Spain and 3 per cent in
Belgium.*<The wages of young workers have been lower
than those of adult workers with similar skills and
qualificationsin most industrial countries becausethey are
affected by existing wage-setting legislation. In Germany,
for example, the centralized collective bargaining system
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setsup an age floor bel ow which aworker isnot considered
to be a "full worker" and therefore collects less
compensation than an adult worker would with otherwise
identical qualifications. The age floor variesfrom 18to 21
years, depending on industry and skill requirements, and
the compensation ratio for younger workersrangesfrom 80
to 97 per cent of adult workers wages.”{)n Canada, on the
other hand, younger workers are affected by the legidated
minimum wage which requires that all employees and all
students who work must be pai d the minimum wage. Some
studies have found that increases in the minimum wage in
Canada have had an adverse impact on the employment of
young workers. Some European countries, aswell as some
Canadian provinces, that have alegislated minimum wage
in place have used various devices to ease the entry of
young workersinto thelabour market. France, for example,
employs a variety of mechanisms that brings youth wages
below the level of the minimum wage. However, the
persisting shortage of jobs in most industrial countries
tends to penalize the most recent market entrants and to
place them at the back of the job queue.

28. During the 1990s, the performance of the labour
market has worsened in most OECD countries and the
overall unemployment rate rose from 6 per cent in 1990 to
7.3 per cent in 1997. The structural component of
unemployment, i.e., unemployment arising from structural
change in the economy, increased in most continental
European countries — the largest increase was about 6 per
cent in Finland, followed by amost 4 and 3 per cent in
Sweden and Germany, respectively. The inclusion of
involuntary part-timers and discouraged workers in the
category of the unemployed rai ses the unemployment rate
acrossthe OECD countries by 2 to 6 percentage pointsand
indicatesthat the slack in the labour market has been larger
than that shown by the conventional measurement of
unemployment.

29. Despite lower employment growth and higher
unemployment, most countries of Europe did not
experience afall in the standard of living of the working
population or a dramatic widening of income inequalities.
In the United States, on the other hand, despite strong
economic growth and record low unemployment income
inequalities have been ontherise sincethelate 1970s. This
difference between the United States and European
countries has been attributed to differencesin redistributive
mechanismsand |abour market ingtitutions, in particular the
treatment of the unemployed; the wage bargaining system;
employment protection; taxation and degree of
unionization. On the whole, most countries of continental
Europe were able to mitigate income inequalities arising
from the increase in the earnings dispersion, while the
United Statesand some other industrial countrieswere not.
The impact of taxation and social transfers on the final
distribution of disposable income in terms of poverty
incidence, for example, has been much more profound in
European countries than in the United States. In Europe,
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taxation and social transfer reduced the incidence of
poverty by about 20 to 30 percentage poi ntsasoor’rEj—]red to
about 16 percentage points in the United States.” In all
cases, however, the social costs were high: either in the
form of high and/or prolonged unemployment or in the
form of falling real incomes and/or income polarization.

30. In most countrieswith economiesintransition, the
pre-reform patterns of income distribution characterized by
small income disparities were broken down by a
fundamental reorganization of the socia order. To a
varying degree, income inegualities and income
concentration haveincreased in all of these countries. Apart
from the significant contraction in output, the privatization
drive and the acquisition of public assets by a small
fraction of the population, inflation, unemployment, the
compression of wages and socia transfers and the
abandonment of some universal social benefits al
contributed to the worsening of income inequalities. In
addition, wage disparities by level of education, age, status
of physical health, gender and location have become more
pronounced, including the wage gap between blue-collar
and white-collar workers, between public and private sector
workers and between workersin different occupations.

31. The economic transformation in transition
economies has brought about a radical change in the
structure of income and, consequently, in the consumption
patterns of social groups. New sources of income have
emerged, including the returns on private assets. Dueto the
large-scale informalization of economic activities, the
available estimates of change should be treated with
caution. However, they provide some information about
trends in income structure and consumption. Table X1.4
showsthat the proportion of labour incomefell in six of the
11 sampled countries, pensions in five countries and
welfare benefits in nine countries. At the same time, the
significance of the returnson agricultural produceincreased
in 8 countries. The share of income spent on food hasrisen
sharply inall countries, with the most sizeableincreasesin
Belarus, Tgjikistan and Uzbekistan. In all countries, the
share of income spent on non-food consumer goods fell.
Thesetrends have been devel oping against abackground of
falling real per capitaincomesand income polarization, and
are therefore indicative of growing impoverishment. The
real purchasing power of the average money income has
been drastically reduced as aresult of price liberalization,
inflation and wage compression, lowering the capacity of
the population to meet its basic needs (see figure X1.1).

32. Patterns of national income distribution have been
increasingly affected by the process of globalization.
Recent estimates suggest that both international trade and
the outsourcing of inputs and services by firms have
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Figure XI.1
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contributed to the widening of the wage/income gap
between various social groups, including that between low-
and high-skilled workers, between mobile and non-mobile
groups and between urban and rural population groups.
According to the ILO, the economic gains accrued by
Bangladesh, for example, from participating in international
trade and outsourcing were mainly captured by the top
income quintile of the population, while the income of the
bottom quintile stagnated during the 1990s. The economic
growth was heavily concentrated in a few urban areas,
especially in the export-processing zones, while the rest of
the country lagged behind. In many Latin American
countries, there hasbeen asimilar trend, although the effect
of the integration of the region in the global capital market,
together with the burden of external debt, exacerbated this
trend.

33. The distributional effect of outsourcing on the
sending countries has not yet been fully evaluated.
Available estimates suggest that outsourcing accounted for
about 20 per cent of the shift in relative employment
towards skilled (non-production) watkersin United States
manufacturing during 1979-1980. The magnitude of
outsourcing has been rapidly growing since the 1980s.
Between 1974 and 1993, for example, the share of
imported to total intermediate inputs increased in all
manufacturing industries of Canadafrom 16 per cent to 20
per cent, inthe United Kingdom from 13 to 22 per cent and
in the United States from 4 to 8 per cent. The extent of
vertical specialization, measured as a fraction of the total
value of trade accounted for by imported intermediate
inputs that are then embodied in exports, reached 30 per
cent in the Netherlands, more than 20 per cent in Canada
and Denmark and 10 %20 per cent in Germany, Franceand
the United Kingdom.™~This most certainly means serious
implications for the employment in both receiving and
sending countries. Some recent studies found that
outsourcing reduces the relative demand for ungkilled
labour in both developed and developing countries.™ The
reason isthat the outsourced activities are unskilled labour-
intensive relative to those done in the devel oped economy,
but skilled labour-intensive relative to those done in the
developing economy. Moving these activities from one
country to the other raises the average skill intensity of
production in both locations, and therefore increases the
skill premium worldwide.

Changesin gender and ethnic wage/income
differentials

34. The post-war period has been marked by
intensifying action at the international and nation els
against incapacitating institutionalized inequalities.“Apart
from abandoning explicitly discriminatory formal lawsand
regulation, efforts have been undertaken to improve the
income opportunities of discriminated groups by widening
their access to education, financial resources and jobs. A
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redistribution of assets, particularly of land, has been
undertaken in some countries in order to strengthen the
income-generating capacity of such groups. Some countries
have made significant progressin thisrespect, while others
havejust initiated such aliberating process. At least in part,
this is reflected in the dynamics of income/wage
differentials between these specific groups and the rest of
the society. However, it isdifficult to gauge progressinthis
area by relying exclusively on income-wage differentials
because of the complexity of factors that affect such
differentials. An even more difficult task isto identify that
portion of the wage differential which arises from
discrimination.

35. Intheory, futureincome returnsdepend on several
major elementsthat determine human productive capacity,
including natural endowments, assets, human capital, social
capital (the status of the family, network or connections,
beliefs, attitudes and habits acquired through the
socialization process), and finally luck and individual
choice. Differencesinthese e ementsamong individualsare
responsible for differencesin individual market outcomes.
In this context, groups subjected to prolonged
discrimination lack most of these elements, and remedial
measures may not easily solve the problems caused by a
cumulative effect of discrimination, or they may have
limited impact.

Gender wage gap persists

36. The post-war dynamics of group income
differentials indicates that women, for example, have
improved their position, but the gender gap continues to
persist. Moreover, there are significant cross-country
differences in the magnitude and pace of change. The
average gender wage gap in manufacturing in Sweden, for
example, declined from 17 per cent in 1971 to 10 per cent
in 1980, and stayed at this level until the beginning of the
1990s. Between 199%and 1997, it began to widen again,
reaching 16 per cent.™ In Egypt, on the contrary, the gender
wage gap in manufacturing was growing during the 1970s,
from 33 per cent in 1971 to 38 per cent in 1980, but then
began to shrink. In Canada, the gender wage differential for
full-time workers narrowed modestly (by 9 per cent)
during 1984-1994 but remained substantial (27 per cent).
The mgjority of women remained in the lowest earnings
categories, but over the decade an increasing proportion of
women moved into the higher earnings categories. This
improvement in earningswas restricted largely towomenin
the age category of 40 to 54 yearsold. In contrast, young
women appeared to be trapped at the bottom of the wage
hierarchy despite significant advancement in their
education as compared to the baby boom generation.

37. It seems that in times of economic difficulties,
even in the most egalitarian societies, women face
shrinking employment opportunities that can threaten to
erode women's achievements. During the difficult years of



low growth and high unemployment in Europe, the
unemployment rate for women aged 25 years or more was
higher than for men in the same age group. For example,
the difference was 2 percentage pointsin Denmark, 8to 10
percentage points in Belgium, 6 to 8 percentage points i
Italy and Spain, and 3 to 4 percentage points in France.
Theincidence of part-timersamong femal e employeeswas
8 times greater than among mal e employeesin Belgiumand
the United Kingdom, more than 9 times greater in
Germany, and amost 3 times greater in Ireland.
Considering that most jobs occupied by part-timers are
lagging behind in terms of technological update, the
younger women currently employed in thesejobs may face
anincrease in the qualificafion component of gender wage
differentials in the future.™ During the recent economic
crisis in Asia, female workers were laid off
disproportionately, largely because they were over-
represented in theindustriesthat were hit hardest. Fromthe
very onset of the crisis, unemployment among women was
higher than among working men. Women aso suffered
substantial wage losses, especially inthe sectorswithahigh
female presence, such aseducation, health, textileand food
industries. Gender wage differentials, restrained in the past
by means of government wage regulation and control, have
dramatically widened regardless of qualification, giving
way to open forms of discrimination in some countries.

38. It should be also noted that while the trends in
labour demand described above have affected both males
and femalesin a similar manner, the impact was somewhat
more pronounced in the case of female workers. The wage
gap between white- and blue-collar workers, aswell asthe
earnings differentials within the occupational hierarchy,
have also increased for women. The vertical occupational
wage differentials are much larger for femal e workersthan
for male workers. In the United Kingdom, for example, the
wage ratio of workers in the occupational categories
“Processing, repairing (excluding metal, electrical)” and
“Professional — science, engineering, technology” was 59
per cent for women as against 68 per cent for men. At the
same time, the horizontal occupational gender gap was
wider among blue-collar Woﬁers (61 per cent) than among
professionals (70 per cent).

39. Ethnic wage/income differentials have aso
declined mainly because of an improvement in the
gualitative parameters of the human capital of these groups,
but the disparitiesare still present. In the United States, the
black-white earningsratio for all workerswas0.67 for men
and 0.97 for women in 1981, while the Hispanic-white
earningsratio was 0.72 for men and 0.90 for women. Inthe
early 1990s, it was estimated that black men earned 24.4
per cent less than white men as compared to 19 per cent
less for black women. By 1995, the black-white earnings
ratio for full-time year-round workers was 0.67 for black
males, and declined for black females (%83), Hispanic
males (0.58) and Hispanic females (0.75).™ In developing
countries, both gender and  minority-majority
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earnings/income differentials are larger than in devel oped
countries. In Guatemala, for exampl e, the hourly wageratio
between indigenous and non-@di genousworkerswas 0.44
for men and 0.36 for women.

40. Scholars and policy makers have long been
occupied with identifying the sources of wage/income
differentialsby sex, race and ethnicity, especially those that
violate the principles of equality and/or fairness. Various
attempts to evaluate the contribution of each possible
determinant of wage or income into wage/income
disparities have produced widely ranging estimates,
depending on the level of disaggregation. The estimated
residual (or the non-explained portion) of the differential
that is usually attributed to the effect of discrimination has
ranged from 18 to more than 60 per cent.

41, Women and some minorities continue to be
disadvantaged in terms of endowments, including the lack
of skills/education and experience, necessary to ensure
higher productivity and consequently higher earnings. For
males belonging to minority groups in some Latin
American countries, differences in human capital
endowments are responsible for up to one half of the
earnings differentials, and for women (minority or
otherwise) it contributed to 69 to 76 per cent. Thereturnsto
oneyear of schooling and experiencein Peru, for example,
are lower for indigenous men and women: the returns to
schooling for indigenousworkers of Peru were 1.5 per cent
asagainst 5 per cent for non-indigenousworkers, whilethe
returns to experience to indigenous and non-indigen%ls
workers were almost zero and 3 per cent, respectively.

42. Furthermore, labour market segregation by gender,
race or ethnicity exacerbates the existing earnings
differentials between these groups and the mgjority. The
employment of women and minoritiesin some countriesis
characterized by higher rates of unemployment and
underemployment, as well as their concentration at the
bottom of the occupational system and, in many developing
countries, in such economic sectors as agriculture. For
example, in the United States before the Second World
War, blacksand other non-whiteswere over-represented in
the declining agricultural sector and in domestic and
personal services. Sincethen, they moved inlarge numbers
to the manufacturing sector, which was undergoing a deep
structural change and consequently suffered fromrelatively
high unemployment. By 1980, nearly 27 per cent of non-
whites were "operatives and labourers', mostly in the
manufacturing sector, compared with lessthan 18 per cent
for whites.™ This sectoral segregation has given way to
segregation by occupation and establishment: according to
arecent study, variousforms of segregation (by occupation,
industry, establishment and job cells, i.e., the same jobs
within establishments, by ethnicity or race) in the United
States |ower the wages of Hispanic malﬁ by 6 per cent and
the wages of black men by 4.7 per cent.™ In both industrial
and developing countries, there is a strong relationship



between the share of female employment in an industry or
occupation and the female-male wage differential. In the
professional/technical occupations in the Philippines, for
example, the average monthly wage of females in
occupationswhere the femal e employment share was 50 per
cent or more was about 10 per cent lower than in
occupations where the fenﬁle employment share was
between 0.01 to 10 per cent.

43. Although gender employment segregation has
been in decline in many countries, according to a recent
ILO study it is <till extensive and pervasive.*On the basis

of the ILO study data for about 77 non-agricultural
occupations, a typical country has approximately 55 per
cent of itsnon-agricultural labour forcein so-called "male"
or "femal€e" occupations, defined as occupations where
male or femal e workers comprise more than 80 per cent of
all workers. Segregation promotessocial inequality because
it confines women or minorities to a narrow range of jobs
or activities traditionally performed by them. Apart from
reinforcing the stereotyping of segregated groups and
lowering their earnings, segregation hasanegative effect on
the efficiency of the labour market by excluding skilled
women or persons from minoritiesfrom occupationswhere
they would be most productive. Segregation reduces the
ability of the labour market to respond to changes by
reallocating human resources. Finally, the low pay and
incomes for minorities and women that stem from
segregation contribute to poverty and inequality in society
asawhole. Thistakeson special significanceinthelight of
the fact that an increasing percentage of householdsin the
world are headed by women —the proportion of households
headed by females has been estimated to be about 10 per
cent in some countries of Asia, 20 to 25 per cent in Latin
American countries and as high as 50 per cent in someparts
of Africa. At the same time, in al countries the rate of
unemployment among femal e heads of household ishigher
than that for male-headed household with children. For
example, in 1997 the rate of unemployment among female
heads of household with children was 34 per cent in
Belgium, 25 to 26 per cent in Spain, France and Ireland,
and 5 per cent in Luxembourg, while among mal e-headed
household with children the rate of unemployment was 21
per cent in Belgium, 13 to 17 per cent in&)ai n, France and
Ireland, and 3 per cent in Luxembourg.

Pro-equity policies and programmes

44, Policies that promote an equitable distribution of
income have been adopted in varying degrees by countries,
and such policies have been heavily conditioned by
prevailing cultural values, socio-political factors, the level
of economic development and the pace of economic
growth. These policies have differed in scae and
magnitude, ranging from direct redistribution of assetsto
the provision of a basic safety net and some temporary
income support programmes. In the broadest sense, all
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policies that mitigate income disparities without making
any individual worse off may be considered, in essence, to
be pro-equity policies. Inreality, however, thisisnot easily
achievable, because any policy that produces a
redistributive effect often makes somebody else worse off
in relative if not in absolute terms, and can therefore be a
source of conflict between competing social groups.

45, In the post-war period, most countries tended to
approach distributional issues from either the supply or
demand side of the labour market. Government supply-side
policies were focused on developing or improving human
capabilities and income-generating capacity, the lack of
which was believed to be the main cause of low labour
productivity and hence low income and poverty. Demand-
side policies have attempted to stimulate the demand for
labour by changing theinstitutional framework, providing
incentives for the private sector or creating public jobs.
These core policies were usually complemented by direct
redistributive policies, including agrarian reforms,
nationalization, taxation, social protection and welfare
benefits, and consumer or producer subsidization. The mix
of policies over time has differed from country to country,
as has the social impact of these policies.

46. Over the last two decades, there has been an
intense discussion of the outcome of various policies that
have aimed to redistribute incomes. Many of these policies
have been blamed for generating disincentives among
beneficiaries, distorting markets, undermining
competitiveness, reducing economic efficiency and
diminishing economic growth.

47. The pressure to abolish some of these policieshas
built up as economic growth has been slowing down and
the prospect for further economic expansion has been
increasingly linked to participation in globalization.
Globalisation has become a crucial determinant of growth
and income in many countries and has had aredistributive
effect, benefiting some domestic groupswhile undermining
the income position of others.

48. Undoubtedly, sustained economic growth over
several decades in most industrial countries has allowed
them to achieve both a significant increase in per capita
income and a noticeable declinein incomeinequalities. But
lower income inequalities did not happen automatically,
and policies and institutional mechanisms were devised to
ensure a broad distribution of economic growth gains
across social groups. One such mix of policies and
institutional mechanismsisthe welfare state, another isthe
socialist state. Outside of these two modelsare variations of
the welfare state in which the relative importance of state
versus private agents in influencing the patterns of income
generation and distribution can vary.

49, The mix of policies and ingtitutions defining the
content of the welfare state includes active employment
policies and labour market regulations (employees' rights,



wage bargaining systems, etc.); socia insurance schemes
(pension system and unemployment insurance); social
assistance schemes; consumer subsidization; provision of
public health and education services; progressive taxation;
and public employment. V arious cash transfers, provided to
individuals under such arrangements, have compensated
significantly for the loss of income due to unemployment,
old age, sickness, the loss of the breadwinner or maturity,
coupled with other benefits and have reduced the risk of
faling into poverty.

50. Over the period 1989-1994, the replacement ratio
of unemployment benefits ranged between 20 per cent in
Italy and 80 per cent in Sweden, and their duration between
six months in the Netherlands and 4 years in Belgium,
Germany, Ireland, the United Kingdom and New Zealand.
All these transfers represent a sizeable redistribution of
income between social groups (between employers and
employees, the employed and the unemployed, the well-to-
do and the poor) and between generations (the working
population and pensioners). Such transfers have had an
equalizing impact on income distribution and have
significantly reduced theincidence of poverty. Thelatter is
well illustrated by the data on the effect of safety net in the
United States (table XI.5). As a result of social benefits
from all government programmes, the rate of poverty
among children and the elderly was reduced by 7 and 40
percentage points, respectively. In absolute terms, almost
26 million people were lifted out of poverty by these
programmes. In the majority of statesin the United States,
benefits &;Pnificanﬂy reduced the poverty gap by 60 to 99
per cent.

51. Another important set of relevant public policies
and programmes is active employment policies, which
include elements like labour training, assistance in job
search and subsidies to employers and employees. The
main goal of these activitiesisto reduce unemployment and
to improve the match between labour supply and the
demand for skills. These government activities play an
important rolein improving the chances of employment for
the unemployed, young workers and people with
disabilities.

52. The public provision of education and health
services represents another form of income redistribution
which has played an important role in improving life
chances of the poor socia classes, the marginalized and
discriminated groups, by improving their human capital and
hence boosting their labour productivity. Intermsof equity,
thisredistribution has probably had the most widely spread
social effect. It has led to a dramatic change in labour
productivity; level of incomes; income distribution patterns;
and social stratification in al industrial countries.

53. The income effects of discrimination and social
marginality have been addressed through the
implementation of affirmative action policies and
programmes. The results of these policiesand programmes
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have been heatedly debated, especialy in the countries
where they have been in place for quite some time (India,
United States) and in countries where the beneficiary
groups represent the majority of the population (South
Africa, Malaysia). These policies and programmes have
had a positive effect of the social status and income
opportunities of beneficiary groups. First, they allowed
countries to break down the barriers that separated these
groups from mainstream activities. Second, they improved
thelife chances of these groups by widening their accessto
education, financial resources and jobs.

54, Until recently, the major preoccupation of
developing countries has been not so much with income
differentials as with the structural causes of mass poverty
and economic underdevelopment. Social protection has
been virtually absent and the population hasrelied heavily
on the support of the extended family or different forms of
communal security. Economic growth has been viewed as
the key means of improving the welfare of the population;
hence, the major emphasis has been on developing a
technological base of growth by investing in industry and
physical infrastructure. Few countries attempted to address
the structural aspects of poverty stemming from the unequal
distribution of assets, in particular the distribution of land.
Most agrarian reforms failed to bring any dramatic
improvement in income distribution.

55. Industrial transformation in many developing
countries, on the other hand, has not been extensive enough
to offset the effects of rapid demographic growth and to
become the driving force of development. Moreover, as
industrialization was financed by extracting the surplus
from agriculture, either through trade or domestic price
mani pul ation, the modernization of agriculture waslargely
delayed, leading to a decline in agricultural production,
especialy in food production. Furthermore, the emphasis
on large-scale projectsin the agrarian sector oftenled tothe
displacement of the nearby rural population. Anti-agrarian
biased policies and insufficient and slow industrialization
have had a negative impact on income distribution in many
developing countries, especially in Africa and Latin
America. As mentioned above, rural-urban income
differentials have Table X1.5



increased in most developing countries. Also, income
differentials have increased between major urban groups
(between workers in the forma and informal sectors),
between the skilled and low-skilled, and between workers
in different occupations.

56. Studies in Latin American countries have found
that, in the absence of a safety net, macroeconomic shocks
tend to disproportionately affect thelow-income population
groups. During the 1980s — a period of unprecedented
economic crises and structural adjustment — the incidence
of poverty in 25 Latin American countries (based on the
poverty line of $60 per person per month in 1985 United
Statesdollars) grew from 27 per cent in 1980 to 31 per cent
in 1989; urban poverty increased by 5 percentage poi nt&
while rural poverty increased by 8 percentage points.

Furthermore, developments in Latin America, and more
recently in Asia, demonstrated that macroeconomic shocks
may negate any improvement in theincome situation of the
poor population strata achieved by means of economic
growth, although the degree of deprivation may vary,
depending on the capacity of the population to cope with
shocks and the duration of crisis. A recent economic crisis
in Asia showed that without a sufficient safety net an
impoverishment trend may proliferate from urban to rural
areas, compounding the negative impact of unemployment.

57. At present, most devel oping countriesfocuson the
macroeconomic aspects of growth, complementing
macroeconomic policies with institutional reforms, human
development policiesand the build-up of asafety net to
ensure an equitabl e distribution of economic gains.

58. In countries in transition, distributional policies
have been changing together with the fundamental structure
of society. Many major elements of the socialist security
arrangements (guaranteed employment; universal social
benefits; enterprise provision of social benefits, guaranteed
minimum income; fixed wages and pensions) have been
abolished. In their place, new social insurance and welfare
arrangements, including unemployment insurance and
means-tested benefits, have been set up to provide a
minimum safety against the key risks of income loss. All
countries have attempted to preservethe public provision of
education and health service, but apartial privatization has
been taking place against aworsening in the quality of the
publicly provided servicess Moreover, at the
macroeconomic level, there is evidence that some
countries, such as the Russian Federation, have until
recently repeated past policy mistakes that pushed many
developing countriesinto prolonged economic depression,
including excessive external borrowing to cover domestic
budget deficits. These developments, coupled with growing
income pol arization and negative growth in some countries,
may erode the political support for transition.

59. Theincome distributional effect of the process of
transition has so far been negative rather than positive.
Policiesand programmes set up to offset such effectsfailed
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to do so mainly because of the continuous contraction in
output but also because of insufficient funding. A positive
relationship between economic growth and income in
recovering countries has yet to be revealed.

60. Theworld’ s present conditions surrounding equity
inincome distribution are not going to disappear inthe new
millennium.  Increased openness and economic
liberalization have posed challenges to Governments
ability to shelter their populations from economic
downturns. At the same time, there is growing perception
that the future prosperity of societiesis largely dependent
on the diffusion of technologies that will encourage
national economies to converge. The existence of the
digital divide, however, is a mgjor obstacle. The deep
effects of globalization forces are destabilizing because
they have exacerbated the gaps within and between
economic groups and players. Eventually, policy-making
that favours globalization will have to be reconsidered and
more sensitive approaches implemented.
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