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Preface

This edition of the World Employment and Social Outlook report, devoted to the issue of poverty, comes
at a critical juncture. The very first goal of the recently adopted Agenda for Sustainable Development
is to end poverty by 2030 “in all its forms everywhere”. In addition, the Agenda devotes significant
attention to the importance of decent work. In particular, it aims to “promote inclusive and sustainable
economic growth, employment and decent work for all”.

The main finding of this report is that decent work is a necessary precondition for ending poverty.
Thus, without decent work, it will not be possible to meet the first goal of the Sustainable Development
Agenda. Indeed, relying on economic growth alone will not be enough to eradicate poverty. The
report demonstrates that the recent pattern of growth, associated with inequitable transfers of natural
resource wealth, low productivity gains and lack of attention to the agricultural sector — where around
two-thirds of the world’s poor work — has only served to widen the gap between the rich and the poor
and prolong the incidence of poverty. Worryingly, the rate of poverty is rising in developed countries —
so the goal of ending poverty is relevant to all regions.

The report also examines how decent work can contribute to the goal of ending poverty. It shows that,
first and foremost, there is a need to implement the foundations of a rights-based approach to poverty
reduction. This entails the ratification of those international labour standards which are most relevant to
poverty alleviation. Moreover, the extension of labour, social and other regulation in order to achieve the
broadest coverage possible provides a means of maximizing the poverty-reducing effects of standards.

Second, economic growth should be broad-based. This can be facilitated by policies that support
transitions into formal enterprises and decent jobs. In this regard, it is important to create an enabling
environment for sustainable enterprises, notably small and medium-sized enterprises, which are the
main engine for job creation and thus the conduit for lasting poverty reduction. This can be achieved
by promoting sound business regulation, introducing more effective and equitable tax regimes and
implementing efficient business registration. The rural economy also represents substantial untapped
potential that, duly recognized and developed through decent work, can make an important contribution
to poverty alleviation.

Third, carefully designed employment and income policies are necessary to support individuals and
to help broaden the productive base by raising skill levels, boosting participation in the labour market
and facilitating transitions into formal employment. As imperative as it is to enable employers to create
jobs in new sectors, workers also need to be equipped with the tools necessary to take up these jobs.
At the same time, the role of social protection is central within each of these policy areas and is par-
ticularly relevant in alleviating poverty among those who are not able to work or are not of working age.

Finally, the report highlights the importance of adequate funding of poverty alleviation strategies. This
calls for renewed efforts to improve the tax base — which can be supported through the creation of
decent jobs. The fight against tax evasion and excessive income inequalities must also be seen in that
light. Indeed, the rich have a certain responsibility in addressing the situation facing the poor.

These findings are rooted in a major empirical analysis, which draws on detailed data for most coun-
tries. It also presents numerous examples of policies that are effective in ending poverty through
transforming jobs.

As far back as 1944, the Declaration of Philadelphia noted that “poverty anywhere constitutes a threat
to prosperity everywhere”. That is no less true today. | therefore hope that this important study can
help policy-makers succeed in their fight against poverty, which remains one of the most urgent tasks
of our time.

Guy Ryder
|ILO Director-General
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-xecutive summary

Poverty has heen reduced in the majority of countries over the past two decades ...

Over the past two decades, significant progress has been made in reducing poverty in the majority of
countries. In emerging and developing countries, taken as a whole, it is estimated that nearly 2 billion
people live on less than $3.10 per day (adjusted for cost-of-living differences across countries). This
represents around 36 per cent of the emerging and developing world’s population, which is nearly half
the rate that was observed in 1990, when the initial international commitments to reduce poverty were
undertaken. During the same period, extreme poverty — defined as people living on less than $1.90
per day — declined at an even faster rate to reach 15 per cent of the total population of emerging and
developing countries in 2012, the latest available year.

... but the gains have heen uneven and fragile, particularly in developed countries
where an increase in poverty has heen recorded.

Progress, however, has been uneven. While improvements have been significant in a number of coun-
tries, notably China and much of Latin America, the incidence of poverty remains stubbornly high in
Africa and parts of Asia. Moreover, in developed countries, an increase in poverty has been recorded,
especially in Europe. It is estimated that, in 2012, over 300 million people in developed countries were
living in poverty (defined in relative terms on the basis of incomes representing less than 60 per cent
of the median income).

The gains have also been uneven across population groups. Poverty affects women disproportionately,
and children to an even greater extent. In emerging and developing countries, more than half of all
children under the age of 15 live in extreme or moderate poverty. In developed countries, 36 per cent
of all children live below the relative poverty line.

Even where progress has been made, gains remain fragile. A significant proportion of those who moved
out of poverty continue to live on just a few dollars per day, often with limited access to essential
services and social protection which would allow them to exit precarious living conditions on a more
permanent basis. Also, in those developed countries where quality jobs are scarce, there is growing
anxiety among middle-class families about their ability to sustain their income position.

Similarly, the recent deterioration of economic prospects in Asia, Latin America, the Arab region and
those countries rich in natural resources has begun to expose the fragility of the recent employment
and social advances. Already, in a number of these countries, income inequality has begun to rise
after being in decline for decades and thus a reversal of some of the progress made to date in tackling
poverty is not inconceivable. Likewise, latest trends suggest a further escalation in relative poverty
levels in Europe and other developed countries.
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Without further progress in creating quality jobs,
the goal of ending poverty by 2030 will not he met.

A continuation of the uneven and fragile progress in reducing poverty may compromise the achieve-
ment of the Sustainable Development Goals (SDGs) adopted by the United Nations in September
2015, including both SDG 1 — to end poverty in all its forms and everywhere by 2030 — and many of
the other SDGs. Furthermore, the poor may completely miss out on the technological revolution which
is transforming today’s economies and societies. Already, although they represent 30 per cent of the
world’s population, the poor receive less than 2 per cent of the world’s income. So, unless action is
taken, poverty will tend to perpetuate itself across generations. This may exacerbate socio-economic
instability and erode support for pro-growth policies.

A key finding of the study is that it will not be possible to reduce poverty in a lasting manner without
decent work. In other words, decent work is a necessary (though not sufficient) condition for eradi-
cating poverty. ILO estimates suggest that nearly $10 trillion is needed to eradicate extreme and mod-
erate poverty by 2030. However, this cannot realistically be achieved by income transfers alone. The
solution requires more than simply the availability of resources. Indeed, the ability of people to sustain
themselves through good jobs will need to be enhanced. Almost one-third of the extreme and moderate
poor in emerging and developing countries actually have a job. However, these jobs are vulnerable in
nature: they are sometimes unpaid, concentrated in low-skilled occupations and, in the absence of
social protection, the poor rely almost exclusively on labour income. In addition, two-thirds of the jobs
are in typically low-productivity agricultural activities.

Among developed countries, a greater number of workers have wage and salaried employment, but
that does not prevent them from falling into poverty. In fact, more than 80 per cent of the working poor
in developed countries are in wage and salaried employment. Without an adequate supply of decent
work opportunities, it will be difficult for the working poor to improve their working conditions, acquire
a career and thus lift themselves and their families out of poverty.

It is therefore crucial to tackle the obstacles to ending poverty
through a transformation of jobs ...

The report highlights the fact that a number of key structural obstacles are impeding quality employment
creation and poverty reduction.

First, a narrow economic base has impeded the pace of poverty reduction. In fact, countries whose
exports depend on natural resources and primary goods have seen the smallest improvements in this
regard. And, in some of these countries, economic growth actually seems to have exacerbated poverty.
This is mainly due to the fact that exports of primary products, especially those related to extractive in-
dustries, typically have limited spillover effects on the rest of the economy. As a result, their direct impact
on job creation and poverty reduction, if any, remains modest. Narrowly based economic growth also
exacerbates income inequality, as the benefits are concentrated among small groups of people who are
better placed to capture the gains. The presence of a large informal and rural economy compounds the
problem of the weak link between the exploitation of natural resources and poverty reduction.

Second, widening income inequality — resulting from a number of factors in addition to those already
discussed — has tended to dampen growth and its impact on poverty reduction. More specifically, in
a world of limited resources, as greater gains from growth go to the rich, so the scope for reducing
poverty is reduced. This finding points to the fact that the rich must assume a certain responsibility for
the perpetuation of poverty.

Third, poverty is often the product of a weak institutional set-up, which effectively marginalizes vulner-
able groups. Such weaknesses include a combination of limited worker rights, insufficient progress
in setting up solid labour market institutions, inadequate environments for enterprise development
and inefficient or corrupt governance arrangements. In many instances, employment and social pro-
grammes have failed to make significant progress in reducing poverty because, lacking adequate
implementation capacity, they were unable to reach the poor. This is increasingly becoming a problem
in some developed countries as well.

The report shows that each of these three obstacles can be addressed through decent work and by
enhancing the ability of enterprises to create quality jobs.

Xiv World Employment and Social Outlook 2016 — Transforming jobs to end poverty



... first, by broadening the productive hase
through the promotion of sustainable enterprises ...

For economic growth to facilitate poverty reduction, it needs to be broad-based and avoid the ne-
glect that has sometimes characterized policy-making towards sectors such as agriculture. Raising the
productivity of independent smallholder farmers is a key policy lever in tackling this issue and requires
a range of interventions, including research and development, the supply of agricultural inputs and
improved access to credit services, transport links and markets. Agricultural cooperatives can make
important contributions in this respect. In Ethiopia and Nicaragua, for example, such arrangements
have improved the connections between agriculture and the rest of the economy, while also strength-
ening the position of farmers in negotiating market access.

Boosting development of the rural non-farm economy is another key factor. Many households in ex-
treme poverty lack the resources to take advantage of opportunities for agricultural productivity growth,
but are well placed to diversify their livelihoods by establishing small off-farm businesses. A com-
bination of initiatives is required to stimulate rural enterprise creation, in particular by helping small
businesses to grow and upgrade their activities. Much of the progress in reducing poverty in China
reflects such an approach to rural development. Of course, unless this is accompanied by improve-
ments in working conditions in general, and in the rural economy in particular, any reduction in poverty
will remain incomplete and fragile.

Promoting the transition to the formal economy and formal employment arrangements is the sine qua
non for ending poverty. This will ensure that individuals have access to social protection, minimum
wages and other employment and income support, which is central to poverty reduction. It will also
help to strengthen the links between growing, export-oriented sectors and the rest of the economy.

In general, boosting sustainable enterprises is key. This calls for major adjustments in business regula-
tions and a sound environment for facilitating the setting-up of new enterprises as well as the growth of
existing ones. Moreover, the formalization of economic activities and jobs will boost the tax base, which
is needed to fund poverty-reducing programmes. The report provides examples of country initiatives in
this area, such as in some Central and Eastern European countries, Ghana and Uruguay.

... second, hy strengthening rights ...

Although broad-based growth provides the economic foundation to improve the income of the poor, it
is not enough. The poor and vulnerable groups need to be in a position to benefit from those opportun-
ities in the manner that best suits their needs and aspirations. At the individual level, people should
have some choice with respect to the type of job they perform and, in particular, they should be able
to refuse unacceptable forms of work. On a collective level, the poor and vulnerable should have a
voice and the capacity to influence policy-making in favour of measures that support their livelihoods,
such as skills development, health and safety measures, collective bargaining, social protection and
anti-discrimination. In short, fighting poverty requires both individual and collective capabilities.

International labour standards are of paramount importance in this regard. They are intended to equip
workers with rights entitling them to claim a fair share of economic growth, thus tackling working pov-
erty and inequality. The report identifies a number of key standards that are of particular relevance
in the fight against poverty. They include, among others, the eight ILO fundamental Conventions,
which provide framework conditions for fair income distribution. The UN Declaration on the Rights of
Indigenous Peoples is another case in point as it can empower local communities if properly observed.
Standards are also necessary for social dialogue, so that employer and worker organizations can ex-
press their views and help design effective policies for ending poverty.

Yet, the report points to gaps in ratification and compliance with some of the most vital Conventions,
in both developing and developed countries. Coverage of certain workers and enterprises — such as
unpaid family work and informal businesses — is limited in a number of cases, with consequent impli-
cations for effective poverty reduction.
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So, itis crucial for poverty reduction to ensure that international labour standards reach the poor. The
recently adopted ILO Convention on Domestic Workers (No. 189) is an example of what can be done
in this respect. Private businesses also have an important role to play in enhancing the potential of
standards to reduce poverty and there is further scope to engage them more actively. Furthermore, by
enhancing the capacity of labour inspectorates and by promoting collaboration between enforcement
institutions and other government services, as well as private entities, governments can improve the
reach of rights.

... and labour market institutions ...

Labour market institutions are an essential complement to international labour standards in terms
of reaching the poor. These efforts must be supported through effective labour administrations and
inspections, and enhanced access to justice. Various countries have effectively covered traditionally
vulnerable groups by implementing legislation consistent with international labour standards, such as
in the case of contributing family workers in Honduras. In Mozambique, the labour inspectorate works
closely with governmental legal assistance services and, in Brazil, the Labour Prosecution Service
works to improve access of the most vulnerable to judicial systems. Furthermore, labour inspectorates
can link with technical services to provide advice to enterprises on productivity improvement, as in the
case of the WIND project in Thailand.

Another central channel is through the establishment of an enabling environment for representative
employer and worker organizations. This enabling environment includes, as an essential element,
freedom of association, which also helps to ensure a more effective and inclusive process leading to
the achievement of the SDGs, as strong social partners are able to contribute to improving the account-
ability of government policies. By extending their reach to emerging forms of work, both worker and
employer organizations can play a crucial role in the design of poverty eradication strategies. Tunisia
provides a recent illustration of the strategic role of social partners in formulating youth employment
strategies, which are essential for ending poverty.

... third, by enhancing the effectiveness of employment
and social policies and extending their reach ...

Employment and social policies can help individuals to find a job, improve their existing working and
income conditions and assist them in transitioning to new — and better — jobs. The report provides
many examples of such policies, in both developed and developing countries. One general lesson that
emerges is that it is crucial to conceive these policies as part of a strategy with a view to improving
synergies between the different tools.

For instance, the Ethical Family Income programme (Ingreso Etico Familiar) is a key component of
Chile’s strategy to eradicate poverty by 2018. The programme aims to expand the coverage and in-
crease the values of transfers but it also incorporates new forms of employment support and thus
places greater recognition on the importance of enabling households to lift themselves out of poverty
and to sustain themselves by their own means. The achievement of relatively low poverty rates in some
developed countries (Japan and certain northern European countries, for example) has been aided
by the implementation of a well-designed package of employment and social policies. Such policies
often have a targeted component (e.g. lone-parent families) to address groups disproportionately hit
by poverty.

Social dialogue can strengthen policy synergies. Through social dialogue, policies can be put in place
and enforced to ensure that responsibility is shared and accountability boundaries drawn between
different actors. Social dialogue may also serve as a device to counter corruption and to promote solid
governance structures.
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... and, finally, by devoting sufficient resources to the strategy.

Many of the policy tools identified in this report entail a reorientation of existing efforts, rather than new
resources. A policy focus on decent and productive jobs, improvements in regulatory and implementa-
tion tools and making international trade and investment more socially inclusive with a view to tackling
inequalities may be complex tasks, but they do not require significant additional government resources.

Nevertheless, there are cases where public funds are called for, such as the extension of social pro-
tection floors and the reinforcement of labour market institutions. Yet, in many instances, measures
can be fiscally neutral or even positive. For example, formalizing the informal economy may usefully
broaden the tax base. In the case of some Latin American countries, the introduction of a simplified
tax collection scheme (known as monotributo) has proved to be an effective instrument for promoting
the formalization of micro and small businesses, which has, in turn, significantly contributed to the
creation of formal jobs and the extension of social security. This process raises government receipts,
which enables the implementation of additional poverty-reducing efforts.

This approach may still prove to be insufficient in developing countries, which highlights a new role
for development aid, with greater focus on programmes to generate decent work. The fight against
international tax competition and tax evasion should also be regarded as an opportunity to fund pover-
ty-reducing programmes. And those who benefit from such tax practices should be made fully aware
of the gravity of their responsibility.

The future of work and the end of poverty: Two faces of the same coin.

Finally, the fight against poverty should take into account developments which are currently shaping
the world of work. Rapid technological change and the emergence of new patterns of globalization, in-
cluding the extension of global value chains, offer new opportunities for reaching remote areas, making
policy tools more responsive and improving institutional frameworks. The proliferation of mobile devices
and their use in enterprise development in Africa provides a ray of hope in the fight against poverty.

However, these potential benefits will not be realized automatically and do entail new risks, especially
for vulnerable groups, which may lack adequate skills or sufficient bargaining strength to share in the
gains. It is therefore a matter of urgency for countries to move ahead with the kind of strategy advo-
cated in this report, adapting it to the ongoing transformations in the world of work. Provided this path
is followed, the dynamics within the future of work could prove a major driver in ending poverty and
thereby make a vital contribution to the realization of the 2030 Agenda for Sustainable Development.
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Introduction

This edition of the World Employment and Social Outlook (WESO) examines the relationship between
decent work and poverty reduction. It starts by documenting trends in poverty around the world while
paying close attention to the types of jobs and incomes the poor rely on and the process of structural
transformation required to end poverty (Part I). The report then examines how decent-work-friendly
policies can contribute to the eradication of poverty (Part Il). In particular, it analyses the poverty re-
duction role of (i) labour standards and rights; (ii) measures to raise productivity in agriculture where
most of the poor work; and (iii) labour market and social policies.

The main finding of this analysis is that decent work — including both productive employment and
social protection — is a necessary condition for ending poverty in all its forms in developed countries
as well as emerging and developing countries. Without productive jobs, enterprise development, social
protection and rights, efforts to reduce poverty will be either incomplete or unsustainable. The report
stresses, however, that to be effective in ending poverty, decent work policies need to be well designed
and adapted to country circumstances.

The finding lends support to ILO’s mandate to support constituents in their efforts to provide decent
work for all and is at the heart of achieving the newly adopted Sustainable Development Agenda for the
next 15 years. The ILO’s work is of particular relevance to Goal 8 to “Promote inclusive and sustainable
economic growth, employment and decent work for all”, but — as demonstrated throughout this report —
productive employment and decent work are central to achieving many of the Sustainable Development
Goals (SDGs), including Goal 1 of “ending poverty in all its forms everywhere”.

PART I. JOBS AND EARNINGS OF THE POOR

1. Poverty and the world of work: A global overview of trends

The first chapter of the report reviews trends in poverty levels over the past two decades. It uses the
poverty lines as recently revised by the World Bank — $1.90 PPP per capita per day to measure extreme
poverty, $3.10 for moderate poverty and $5 as complementary poverty measures in Latin America
and the Caribbean and Europe and Central Asia. In light of the salience of the SDGs also for developed
countries, the report looks at poverty in high-income countries by using 60 per cent of median income
as the threshold.

The chapter then analyses how the poor are positioned in terms of both demographic structure (inci-
dence of child and elder dependants in poor households, gender, etc.) and employment. In particular,
the chapter looks at the incidence of wage and salaried employment, self-employment, unpaid family
work, unemployment and inactivity, as well as the skill, sectoral and occupational composition of jobs
held by the poor. It considers various income sources of the poor, including both labour and non-labour
incomes and discusses non-income dimensions of poverty such as access to essential services.
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2. Addressing the income gap

The second chapter estimates how much income would be needed in order to end poverty in all coun-
tries — the so-called “income gap”. It provides a link between, on the one hand, the labour market,
income and non-monetary patterns described in Chapter 1 and, on the other, the policies to tackle
poverty discussed in Part Il of the report. The chapter examines how demographic and economic
dependency ratios and decent work deficits contribute to explain the income gap. In particular, the
extent to which social protection and decent jobs can be expected to reduce the income gap is ana-
lysed. While employment tends to reduce the risk of poverty, it is clearly not enough. The types of jobs
performed by poor people and the income and non-monetary benefits derived from labour — as well
as rights in general — are of paramount importance in this respect.

3. Transforming growth and jobs to reduce poverty

Chapter 3 discusses the role of economic growth in poverty reduction. It presents an empirical analysis
of how different growth patterns may be associated with poverty trends, including how the impact of
growth on reducing poverty is impeded by rising income inequality. With two-thirds of extreme poor
employed in the agriculture sector most poor tend to be in vulnerable employment where self-employ-
ment and unpaid family work are the norm. Productivity gains within sectors — notably agriculture — and
across sectors (i.e. structural transformation of the economy) are essential in lifting the poor out of
poverty. The chapter also presents findings on the linkages between international trade and investment
on the one hand, and poverty on the other. In general, structural transformation is essential for trans-
forming jobs and lifting people permanently out of poverty. This tends to happen with trade openness
and greater connectivity to global markets. However, trade openness and the fragmented nature of
production have created several labour market and social challenges.

PART Il. POLICIES TO TRANSFORM JOBS
AND INCOMES TO END POVERTY

Drawing on the empirical findings of Part |, the second part of the report discusses how decent work
policies can contribute to the end of poverty. The role of labour standards and rights as framework
conditions for enhancing individual and collective capabilities — key engines of poverty reduction — is
considered in Chapter 4. The report then looks at how particular patterns of economic growth, notably
in agriculture and the rural economy, can provide pathways out of poverty (Chapter 5). Lastly, the
role of labour market and social policies in eradicating poverty is examined in detail (Chapter 6). This
examination draws on a broad range of country examples and policy initiatives. It also highlights the
role of good policy design and solid implementation of institutions.

4. Arights-based approach to poverty reduction

One of the founding documents of the ILO states that “poverty anywhere constitutes a threat to pros-
perity everywhere” (Declaration of Philadelphia, 1944). With this in mind, Chapter 4 starts by exam-
ining how the achievement of SDGs is linked with legally enforceable rights and internationally agreed
standards. It analyses the role of international labour standards (ILS) — operational under all four pillars
of the Decent Work Agenda — in the eradication of extreme poverty and reduction of poverty in all its
forms. It discusses the key requirements of the most relevant standards having specific poverty reduc-
tion impacts, notably through enhanced worker rights and productivity of enterprises. This analysis
focuses in particular on the applicability of ILS in the informal economy (where large numbers of poor
individuals are found). The chapter also looks at the importance of enforcement of labour standards
and their efficacy in addressing the needs of the most vulnerable workers.
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5. The role of decent work in ending poverty in the rural economy

Chapter 5 considers decent work policies in the context of the rural economy — comprising the
agricultural sector and the rural non-farm economy — and how these can contribute to the eradication
of extreme poverty. This analysis follows from the conclusion in Chapter 1 that extreme poverty is a
predominately rural phenomenon, with two-thirds of the extreme poor employed in agriculture. The
chapter examines the potential for addressing poverty either through increases in agricultural product-
ivity that benefit the poor or through transitions out of the agricultural sector into more profitable
activities and improved working conditions outside smallholder agriculture. It also reviews potential
pathways out of rural poverty and the policies that might support these transitions. Renewed interest
in agriculture in recent years and inclusion in the SDGs, along with increased funding for agriculture
from traditional donors and more recent initiatives such as the Alliance for a Green Revolution in Africa,
all raise the prospects for agriculture in emerging and developing countries.

6. Supporting people and promoting quality jobs

This chapter discusses ways to address poverty via the labour market and social lens. It begins by
assessing the role of social protection in alleviating poverty, particularly among those who are not able
to work or are not of working age. The chapter then looks at a range of measures that are needed to
help reduce poverty among the unemployed and assist them in finding sustainable employment in new
and growing sectors. Indeed, this approach will be fundamental to supporting structural transformation.
Policy avenues to support the working poor, and ways of improving their work quality, notably their
incomes, to avoid poverty are explored. Lastly, Chapter 6 examines the importance of cross-cutting
policies and the role of effective labour market institutions as central levers for successful policy imple-
mentation. In each of these areas, a number of examples are introduced highlighting lessons learned
in an effort to improve the design of existing arrangements so they may be better leveraged in countries
where policies of programmes of this nature may not yet exist.
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Poverty and the worlad
of work: A global
overview of trends

This chapter provides a comprehensive overview of poverty in the world today — covering both recent
trends and the current situation — taking into consideration income-based poverty as well as non-
income dimensions, such as access to basic services. It also examines the incidence of poverty across
a range of socio-economic groups, geographic regions, employment statuses and skill levels. Estimates
of poverty used in this chapter have been compiled for over 100" countries across developed, emerging
and developing countries, representing around 85 per cent of the global population. This is the first
time that data of this nature have been collected for such a wide range of countries, permitting a novel
analysis of the role of decent work in tackling poverty in all its dimensions.”

More specifically, the chapter reviews the trends over the past two decades in income-related poverty
(section A). It then examines the employment dimension of poverty by analysing the incidence of
working poverty and the types of jobs that the poor rely on compared with the non-poor (section B).
This involves decomposing the population of the poor and non-poor according to their relationships to
the labour market, as well as creating a breakdown of poverty in terms of employment status, sector,
skills and nature of occupation. The sources of income among the poor are also investigated, with par-
ticular attention paid to the extent to which households are reliant on labour versus non-labour incomes
for their livelihoods (section C). Finally, non-monetary dimensions of poverty are discussed (section D)
and concluding remarks are presented (section E).

A. Overview of poverty trends

Measuring poverty

In 2000, at the outset of the Millennium Development Goals, world leaders agreed to halve extreme
poverty worldwide over the period 1990-2015 (United Nations, 2000). This target was achieved.
Indeed, the rate of extreme poverty (measured from 2008 as living on less than $1.25 per day in 2005
purchasing power parity (PPP) terms) reached 10 per cent in 2015, compared with 30 per cent in
1990. The decline in extreme poverty was particularly pronounced in developing countries, where the
rate fell from 47 per cent in 1990 to 14 per cent in 2015 (United Nations, 2015a).

In the context of the 2030 Agenda for Sustainable Development, the poverty alleviation objective has
been updated and carried forward. The first Sustainable Development Goal (SDG 1) is to “End poverty
in all its forms everywhere” (United Nations, 2015b). It includes several poverty-related targets, in-
cluding ensuring appropriate social protection, equal rights to economic resources and access to basic
services for all men and women.’

The SDG 1 targets highlight that there are different ways to measure poverty. In the context of this
report, the income or consumption poverty approach is principally used (box 1.1). In particular, for
emerging and developing countries, the report uses the World Bank’s updated international pov-
erty lines (based on 2011 PPP), which incorporate new information on differences in the cost of
living between countries and preserve the real purchasing power of the previous lines of $1.25 a day
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and $2 a day (both based on 2005 PPP), for extreme and moderate poverty, respectively (Cruz et
al., 2015). Accordingly, in this report, extreme poverty is defined as living on a household per capita
income of less than $1.90 PPP per day.* Moderate poverty is defined as living on between $1.90 PPP
and $3.10 PPP per capita per day.

In the case of developed countries, a relative measure is used, which is set at 60 per cent of a country’s
respective median disposable income.® Given these differences in definitions and approaches, notably
between developed, emerging and developing countries, direct international comparisons should be
avoided.

It is important to recognize that such monetary measures fail to reflect wider spectrums of pov-
erty and deprivation, such as child mortality, primary school completion rates and undernourish-
ment (Bourguignon and Fields, 1990). In fact, incorporating various dimensions through which the
poor experience social exclusion has led to the emergence of alternative measures, such as the
Multidimensional Poverty Index (MPI). No measure is without its drawbacks, of course. For instance,
the MPI is sensitive to choices of weights, and data are often limited to one point in time. Nonetheless,
a comparison between incidence rates of multidimensional and monetary poverty shows strong (and
statistically significant) correlations between the various measures (Ballon and Chatterjee, 2016).°

Selected measures of poverty: Definitions and considerations

Income- or consumption expenditure-based
thresholds: The poverty rate is measured
as the number of people living below a
certain threshold according to household
per capita income or consumption ex-
penditure. The World Bank provides inter-
nationally comparable estimates according
to different monetary poverty lines (for
instance, as used in SDG target 1.1), but
these often differ from national estimates
(as per SDG target 1.2).

Absolute thresholds: Absolute poverty lines
are anchored to an absolute standard to
which households are able to meet their
basic needs. For monetary measures, ab-
solute poverty lines are often based on esti-
mates of the cost of basic food needs (i.e.
the cost of a nutritional basket considered
to be the minimum required for the healthy
survival of a typical family), to which a pro-
vision is added for non-food needs. For
emerging and developing countries, where
large shares of the population survive on
the bare minimum or less, it is often more
relevant to rely on an absolute rather than a
relative poverty line.

Multidimensional Poverty Index (MPI):
This measure takes into account three di-
mensions of poverty: health, education
and standard of living, as measured by ten
indicators. It does not include an income
measure and is seen as an improved
measure of poverty. MPI is increasingly

used in policy circles alongside the first
two measures of poverty (the UNDP has
been the pioneer in the use of multidimen-
sional measures of poverty and human
development).

Per capita versus adult equivalent scale:
While consumption per capita is among the
most commonly used measures of welfare,
some countries or country groups (e.g.
OECD) use consumption or income per
adult equivalent, in order to capture differ-
ences in need by age, and economies of
scale in consumption. Most of the results
presented in this report are on a per capita
basis, with the exception of those based on
statistics from the OECD and Eurostat.

Poverty gap ratio: The average shortfall
of the population from the poverty line,
expressed as a percentage of the poverty
line. This measure allows researchers to
assess the intensity of poverty as it shows
the depth of poverty, rather than just the
number of people living below the poverty
line (as above).

Relative thresholds: These benchmarks
are most commonly used for developed
countries. They reflect the assertion that
important deprivations should be judged
relative to the well-being of society at large,
as approximated by the income level of the
household at the mid-point of the income
distribution.
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Trends in poverty

Poverty has declined rapidly in middle-income countries,
but to a lesser extent in low-income countries

The incidence of poverty in emerging and developing countries, regardless of the threshold, has de-
clined considerably over the past two decades (table 1.1). Among 107 emerging and developing coun-
tries’ in 2012 — the latest year for which data are available for the vast majority of countries — the share
of the total population in extreme poverty was just under 15 per cent. This was down significantly from
46.9 per cent in 1990 and 25.2 per cent in 2005, yet it still translates into the fact that close to 1 billion
(i.e. 940 million) people were living in extreme poverty in 2012 globally. Moreover, if the poverty line
is raised to include the moderate poor, i.e. people with income or consumption below $3.10 PPP per
day, the number is more than doubled, reaching 2 billion people, or 36.2 per cent of the emerging and
developing world’s population, in 2012 (although this was significantly down from the 67.2 per cent
recorded in 1990).

Middle-income countries accounted for much of the decline in extreme and moderate poverty. Whereas
the pace of poverty reduction was slower among low-income countries and, as a result, the shares
of those on less than $1.90 PPP per day and less than $3.10 PPP per day remained high in 2012,
at 47.2 and 73.6 per cent, respectively (compared with 69.0 per cent and 86.8 per cent in 1990).
The marginal improvements in extreme and moderate poverty are likely to be an indication that some
individuals moved from extreme poverty to moderate poverty.

Looking at poverty trends across broad geographical regions, excluding developed countries, reveals
that improvements in Asia and the Pacific have been exceptional. For instance, the share of people in
extreme poverty dropped by over 46 percentage points between 1990 and 2012, to reach 12.2 per
cent in 2012. This was driven in particular by China and, to a lesser extent, India. Similarly, countries in

Table 1.1

Poverty rates by country grouping and ILO region, 1990-2012 (percentages)

Extreme poverty Extreme and moderate poverty
(< $1.90 PPP per capita per day) (< $3.10 PPP per capita per day)
1990 2005 2012 1990 2005 2012 2014
Major country groupings
Total emerging and developing countries 46.9 25.2 149 67.2 50.4 36.2
Middle-income countries 447 23.0 12.6 65.2 48.2 3.3
Low-income countries 69.0 59.2 47.2 86.8 819 73.6
ILO regions (excluding developed countries)
Africa 52.4 48.3 40.7 71.7 75.0 64.2
Asia and the Pacific 58.7 254 12.2 82.0 54.3 36.2
Europe and Central Asia 2.5 9.1 3.9 77 18.2 11.2
Latin America and the Caribbean 21.2 10.2 59 35.8 21.4 13.0
Relative poverty line at 60 per cent of median income
Developed countries (equivalent adult scale) 20.0 20.1
European Union 16.5 16.8 17.2
United States 23.8 24.6 24.6
Japan 21.7 22.1
Other developed 20.7 20.3
Developed countries (per capita)’ 22.0

Note: Data for the Arab States ILO region are not presented because of the limited survey data coverage.
the basis of an equivalent adult scale. ? Based on 37 developed countries using a per capita basis. Figures refer to the total population. European Union:
data for 2005 refer to the EU-27, whereas those for 2012 and 2014 to the EU-28. Japan: data for 2005 refer to 2006 and data for 2012 refer to 2009.

United States: data for 2014 refer to 2013.

Source: ILO calculations based on Povcalnet database for figures in emerging and developing countries. For developed countries (equivalent adult scale):
ILO calculations based on OECD Income Distribution Database (IDD) and Eurostat for non-OECD European countries (Croatia, Cyprus, Latvia, Lithuania,

! Based on 37 developed countries calculated on

Malta). For developed countries (per capita): ILO calculations based on national household surveys for developed countries.
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Latin America and the Caribbean made significant progress towards the eradication of extreme poverty,
with the share of people living in extreme poverty falling from 21.2 per cent in 1990 to 5.9 per cent
in 2012. In both instances, however, the shares of the population living on less than $3.10 PPP per
day — 36.2 per cent and 13 per cent, respectively — indicate that challenges remain. Progress among
African countries was less pronounced, as more than 40 per cent of the African population continued
to live in extreme poverty and some 64 per cent in extreme or moderate poverty.

Poverty has increased in developed countries

Meanwhile, according to ILO estimates based on household survey data, poverty (defined as the share
of individuals with an income below the 60 per cent of the national median income per capita) in a
sample of 37 developed countries stood at 22 per cent in 2012 (equivalent to over 300 million individ-
uals). Similarly, the relative poverty rate in developed countries as derived from other sources (defined
as the share of those with an income below 60 per cent of the median equivalized income), at 20.1 per
cent in 2012, has remained relatively stable in recent years (table 1.1).° The at-risk-of-poverty rate in
the European Union (EU) (defined as the share of the population with an income below the 60 per
cent of the median equivalized disposable income) remained rather stable, at around 16.5 per cent,
in the years leading up to the 2008 global financial crisis. Since then, this rate has trended upwards,
reaching 17.2 per cent of the EU population by 2014 (table 1.1).

B. Who are the poor and what types of jobs do they have

This section looks at the characteristics of the poor compared with the non-poor in terms of their rela-
tionship to the labour market. It is based on a detailed analysis of household surveys in 103 countries,
including 66 emerging and developing countries and 37 developed countries, and aims to provide a
better understanding of the types of jobs that the poor have come to rely on, including sectoral and
skill differences.

Poverty has a significant demographic dimension

As demonstrated in table 1.2, a significant portion of the poor are outside the scope of the labour
market, i.e. they are either children or above the age of 65. In fact, among emerging and developing
countries, 43 per cent of the extreme poor were below the age of 15 or above the age of 65 in 2012,
compared with 30 per cent of the non-poor. Children constituted the largest portion of those of non-
working age in extreme poverty, at 38 per cent, compared with 24 per cent for the non-poor. In fact,
in 2012, one in four children were in extreme poverty and one in two children were in extreme or
moderate poverty. The situation was particularly critical in low-income countries (45 per cent of all
children lived in extreme poverty and nearly 77 per cent in extreme or moderate poverty in 2012). In
middle-income countries, the incidence of poverty among children was lower, but still close to one in
four (22 per cent) children lived in extreme poverty and nearly one in two (just under 50 per cent) lived
in extreme or moderate poverty.®

In developed countries, similar trends have prevailed: 37 per cent of the poor were either children or
aged 65 or above (compared with 32 per cent among the non-poor), with children accounting for the
vast majority among this group. With respect to rates of poverty, in developed countries one-third of all
children lived in poverty (measured as less than 60 per cent of national median income per capita).
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Table 1.2

Distribution of poverty and poverty rates by population group,
poverty and labour market status, 2012 (percentages)

Emerging and developing countries Developed countries
Extreme poor Non-poor Extreme Non-poor Poor Non-poor
(< (= and moderate poor (= (relative)
$1.90 PPP per  $1.90 PPP per (< $3.10 PPP per day)  $3.10 PPP per
day) day) day)

Share in total (% of the population)

Non-working age 42.8 29.8 389 27.2 374 324
Children (aged 0-14) 38.3 23.6 34.1 20.6 27.9 18.4
Elderly (aged 65 or over) 4.5 6.2 4.8 6.6 9.5 14.0

Working age (15-64) 57.2 70.2 61.0 72.8 62.6 67.6
Active 3.3 40.0 33.1 42.4 37.7 51.6
Inactive 25.9 30.2 27.9 304 24.9 16.0

Geographical area
Rural 87.8 59.1 83.3 41.2 21.1 18.0
Urban 12.2 40.9 16.7 58.8 78.9 82.0

Poverty rates (%)

Non-working age 22.3 48.8 24.5
Children (aged 0-14) 24.5 52.5 8519
Elderly (aged 65 or over) 12.8 327 12.7

Working age (15-64) 14.0 E519 20.7
Active 133 34.3 17.0
Inactive 14.6 38.0 30.4

Total population 16.7 40.0 22.0

Note: The relative poverty rate for developed countries is defined as the share of those with an income below 60 per cent of the national median household
income. Consumption and income are calculated on a per capita basis, including for developed countries. Based on 103 countries (66 emerging and
developing countries and 37 developed countries). See detailed results in appendix B, tables 1B.1 to 1B.3.

Source: ILO calculations based on national household surveys.

The poor are principally of working age,
especially in emerging and developing countries,
and so can ill afford to be inactive

Across the range of country groupings, in 2012 the majority of the poor were of working age, i.e.
between the ages of 15 and 64. Among them, those who were active, i.e. either employed or looking
for work, made up a slightly higher share of the poor (table 1.2). In emerging and developing countries,
57 per cent of the extreme poor and 61 per cent of the moderate and extreme poor were aged 15-64
(compared with 70 per cent and nearly 73 per cent, respectively, among the non-poor). However, the
incidence of poverty was lower among people of working age (14 per cent were extreme poor and
36 per cent were extreme or moderate poor) than among children or elderly.

Interestingly, in the case of emerging and developing countries, the rates of poverty for inactive and
active poor were broadly similar, with the incidence of poverty slightly higher among the former. Yet,
inactivity among the poor tended to be lower when compared with the non-poor. For instance, in
emerging and developing countries, inactivity among the extreme poor stood at 26 per cent in 2012,
compared with 30 per cent for the non-poor. The same pattern is found when examining moderate and
extreme poverty together. These trends highlight the fact that the poor can ill afford to be inactive, es-
pecially in emerging and developing countries. This is likely to be a reflection of the phenomenon that,
in the absence of adequate social protection, the driving compulsion of the poor is to work, and in some
instances to accept any job even though the conditions of work may continue to mire them in poverty.

In developed countries, the majority of the poor were of working age (63 per cent) and, in contrast
to emerging and developing countries, the poor were more likely to be inactive than the non-poor.
Moreover, the poverty rate for the inactive in this group of countries (30 per cent) was significantly
higher than for those who were either employed or looking for work (17 per cent).
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Jobs that the working poor have come to rely on

A number of significant results emerge when examining the extent to which workers are exposed to
poverty, based on their employment status, sector of employment, occupation and skill level.’® In
emerging and developing countries, for instance, in 2012 13.7 per cent of workers were in extreme pov-
erty, representing some 367 million people living on less than $1.90 PPP per capita per day (table 1.3).
The share of employed people living on less than $3.10 PPP per day remained comparably higher,
however, accounting for over one-third (34.9 per cent) of the employed population across emerging
and developing countries (more than a quarter across middle-income countries and almost 70 per cent
among low-income countries). Overall, this means that in emerging and developing countries, over 1.2
billion workers were in extreme or moderate poverty in 2012 (for trends in working poverty for persons
aged 15 and over, see box 1.2). In developed countries, the incidence of relative working poverty (on
a per capita basis) among 37 developed countries stood at around 15.0 per cent of the employed
population in 2012, affecting over 70 million workers. Figures for European countries only which are
not presented in table 1.3 — based on an adult equivalent scale — show that working poverty in the EU
increased from 11.9 per cent in 2005 to over 13.3 per cent in 2012."

Table 1.3

Distribution of poverty and poverty rates among the labour force aged 15-64, 2012 (percentages)

Emerging and developing countries Developed countries
Extreme poor Non-poor Extreme Non-poor Poor Non-poor
(< = and moderate poor (= (relative)
$1.90 PPP per  $1.90 PPP per (< $3.10 PPP per day)  $3.10 PPP per
day) day) day)
Unemployed 0.9 1.8 0.9 2.2 741 27
Employed 30.4 38.2 32.2 40.2 30.6 48.9
Wage and salaried 7.1 20.8 8.8 25.4 24.9 429
Self-employed 23.2 17.3 23.3 14.7 5.4 5.6
Own-account 16.6 12.0 16.6 10.0 3.9 39
Employer 0.7 1.7 1.0 1.9 0.8 1.2
Contributing family worker 59 3.7 5.7 2.8 0.7 0.6
Other employed 0.2 0.1 0.1 0.1 0.3 0.4
Total labour force (15-64) 8.3 40.0 SEAll 42.4 37.7 51.6
Unemployed 8.7 225 42.7
Employed 13.7 34.9 15.0
Wage and salaried 6.4 18.7 14.0
Self-employed 211 51.5 21.4
Own-account 21.7 52.6 22.0
Employer 8.1 26.3 16.8
Contributing family worker 24.3 57.7 25.8
Other employed 24.1 39.6 17.5
Total labour force (15-64) 13.5 34.3 17.1

Note: The relative poverty rate for developed countries is defined as the share of those with an income below 60 per cent of the national median household
income. Consumption and income are calculated on a per capita basis. Based on 103 countries (66 emerging and developing countries and 37 developed

countries). See detailed results in appendix B, tables 1B.1 to 1B.3.

Source: ILO calculations based on national household surveys.
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Trends in the working poor: Estimates for persons aged 15 and over
in emerging and developing countries, 1991-2015

In emerging and developing countries, the
share of workers in extreme working poverty
in total employment fell from 48.6 per cent
in 1991 to 12 per cent in 2015 (table 1.4).
The reduction in extreme working poverty
among middle-income countries is particu-
larly notable, with the share falling more
than 40 percentage points to reach just
under 10 per cent in 2015. Improvements
were less impressive among low-income
countries, where the incidence of working

poverty reached just over 37 per cent in
2015, compared with more than 67 per
cent in 1991.

In examining extreme and moderate
working poverty together, a similar declining
trend is present. However, it is estimated
that in 2015, 57.8 per cent of the employed
population in Africa, 26.4 per cent in Asia
and the Pacific, and 22.0 per cent in the
Arab States were still classed as working
poor, living on less than $3.10 PPP per day.

Table 1.4

Working poverty rates in emerging and developing countries by country grouping
and ILO region, 1991-2015 (percentages)

Extreme poverty Extreme and moderate poverty

(< $1.90 PPP per day) (< $3.10 PPP per day)

1991 2005 2012 2015 1991 2005 2012 2015
Major country groupings
Total emerging 48.6 22.2 13.7 12.0 67.3 447 31.2 279
and developing countries
Middle-income countries 51.1 20.6 11.8 9.9 71.3 44.3 28.8 25.0
Low-income countries 67.2 55.1 415 375 83.6 81.7 73.2 69.8
ILO regions (excluding developed countries)
Africa 48.8 40.0 32.8 29.8 69.0 65.6 59.8 57.8
Arab States 7.8 5.0 4.1 4.6 311 22.2 19.4 22.0
Asia and the Pacific 59.4 23.2 12.7 10.4 80.1 48.8 31.2 26.4
Europe and Central Asia 2.8 3.6 1.9 1.5 8.8 9.0 5.5 4.7
Latin America and the Caribbean 9.1 6.6 3.7 3.5 20.5 14.6 8.6 8.2

Note: Country coverage is different from tables 1.2 and 1.3 as is the reference population. Data refer to persons aged
15 and over. 2015 values are estimated.

Source: October 2015 update of the model in Kapsos and Bourmpoula (2013).

In emerging and developing countries, the poor tend to hold vulnerable jobs

In terms of employment status among the working poor, table 1.3 highlights that in emerging and devel-
oping countries, own-account workers and contributing family workers made up nearly three-quarters
of the extreme working poor (close to a quarter of total poverty) in 2012. Only 7 per cent of the poor
were wage and salaried workers (compared with 21 per cent in the case of the non-poor). In addition,
extreme poverty rates among own-account workers and contributing family workers were three times
those of wage and salaried workers or employers. In fact, less than 10 per cent of wage and salaried
workers (6.3 per cent) and employers (8.1 per cent) lived in extreme poverty, compared with 21.7 per
cent of own-account workers and 24.3 per cent of contributing family workers. Nearly one-third of all
women were employed as contributing family workers, which was roughly 10 percentage points higher
than for men, for both the poor and the non-poor.*

1. Poverty and the world of work: A global overview of trends 13



In developed countries, the poor are more likely to be unemployed
and less likely to be in wage and salaried employment

Unlike in emerging and developing countries, the incidence of unemployment is relatively high among
the poor in developed countries.” In 2012, this translated into relatively high poverty rates of 42.7 per
cent among the unemployed compared with a total average poverty rate of 22 per cent when deter-
mined on a per capita basis. Wage and salaried workers were less affected by relative poverty than
the self-employed. Among the self-employed, the poverty incidence ranges from 16.8 per cent among
employers to 25.8 per cent among contributing family workers. Similar trends are observed when

examining Eurostat data, which use an equivalent income approach (box 1.3).

The at-risk-of-poverty rate in the EU by labour market status

According to Eurostat data (which are
based on relative poverty at 60 per cent of
the median disposable equivalized house-
hold income, i.e. on an adult equivalent
scale rather than a per capita approach),
the at-risk-of-poverty rate among those in
employment stood at a relatively low 9.5 per
cent in 2014 — up from 8.5 per cent in 2009
(table 1.5). However, there was a consid-
erable difference between employees and
other employed within this category. In fact,
for the category of other employed, the rate
was above 22 per cent in 2014, compared
with 7.4 per cent for employees.

The at-risk-of-poverty rate remained higher
for those not employed, reaching 23.4 per
cent in 2014. Yet, across this group, the
risk of poverty also varied considerably.
For instance, in 2014 almost half of the
unemployed people in the EU found them-
selves below the poverty line, compared

Table 1.5

with 27.3 per cent and 12.7 per cent of the
inactive (other than retired) and the retired,
respectively. In addition, the at-risk-of-pov-
erty rate among the unemployed varied con-
siderably across EU Member States in 2014,
ranging from 27.4 per cent in Denmark to
over 67 per cent in Germany.

It is important to keep in mind that these
figures refer to the incidence of poverty
relative to the 60 per cent of median
income level and, as such, they are sen-
sitive to changes in incomes at both
the bottom of the distribution and at the
median. Taking out the latter effect — i.e.
fixing the benchmark median income at
pre-crisis level — may give a better picture
of the absolute change in the living stand-
ards of the poor. Indeed, the at-risk-of-pov-
erty rate “anchored” at the 2008 median
income level rises to 18.9 per cent in 2014,
up from 15.9 in 2009.

At-risk-of-poverty rate in the EU by most frequent activity

in the previous year (percentages)

Total population
Employed
Employees
Other employed
Not employed

Unemployed
Inactive (other than retired)
Retired

2001 2009 2014
15 15.5 16.5
8 8.5 9.5

6 6.4 7.4
17 21.0 22.5
23 23.0 23.4
41 45.4 47.4
25 259 27.3
16 15.6 12.7

Note: Figures refer to the population aged 16 years and over. Data for 2001 refer to the EU-25, whereas those
for 2009 and 2014 refer to the EU-27 and EU-28, respectively. Relative poverty threshold of 60 per cent of

median household equivalent disposable income.

Source: ILO calculations based on Eurostat.
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Most of the working poor are employed in agriculture and rural areas

Poverty in emerging and developing countries is predominately a rural phenomenon, although not
exclusively (Lipton and Ravallion, 1993; Odhiambo and Manda, 2003). In 2012, 88 per cent of the
extreme working poor were in rural areas (table 1.6). In fact, extreme poverty rates were four times
higher in rural areas than in urban areas. And the rural/urban divide becomes even more apparent
when considering poverty rates for people in employment. Nearly 20 per cent of people employed in
rural areas were living in extreme poverty, compared with just over 4 per cent in urban areas (rising
to 48.5 per cent and 13.9 per cent, respectively, when considering extreme and moderate poverty).
In developed countries, the majority of the working-age population live in urban areas. However, the
incidence of poverty across inactive, unemployed and employed, was slightly higher in rural areas than
in urban areas.

The trends in emerging and developing countries are partially a reflection of the sectors in which the
poor are employed. According to estimates based on 43 emerging and developing countries, nearly
two-thirds of all the working extreme poor were employed in agriculture (figure 1.1) — the figure de-
clined somewhat (to nearly 60 per cent) when considering moderate and extreme poverty together.
The share of the poor in agriculture was also broadly consistent across gender, albeit slightly higher
for men than for women.

In terms of rates of poverty, a quarter of those employed in agriculture were in extreme poverty, com-
pared with just 12 per cent of those employed in industry, and only 7 per cent of those employed in
services. The strong incidence of poverty in agriculture is a common feature of all developing regions
(table 1B.4 in appendix B).

Table 1.6

Distribution of poverty and poverty rates by area of residence, 2012 (percentages)

Emerging and developing countries Developed countries
Population groups Area Extreme poor Non-poor Extreme Non-poor Poor Non-poor
(<$1.90PPP (= $1.90 PPP and moderate poor (= $3.10 PPP (relative)
per day) per day) (< $3.10 PPP per day) per day)
Inactive Rural 88.5 62.6 84.6 53.6 20.8 19.1
Urban 11.5 374 15.4 46.4 79.2 80.9
Unemployed Rural 68.1 30.5 60.5 25.2 25.8 23.4
Urban 319 69.5 395 74.8 74.2 76.6
Employed Rural 88.6 57.4 84.4 48.0 21.4 16.9
Urban 11.4 42.6 15.6 52.0 78.6 83.1
Wage and salaried Rural 875 46.7 83.3 40.9 19.1 16.5
Urban 12.5 588 19.7 59.1 81. 83.5
Self-employed Rural 89.2 70.2 86.0 60.3 314 19.8
Urban 10.8 29.8 14.0 39.5 68.6 80.2
Inactive Rural 19.5 49.2 32.4
Urban 5.0 16.9 29.9
Unemployed Rural 17.6 41.0 45.1
Urban 4.2 133 42.0
Employed Rural 19.7 48.5 18.2
Urban 4.1 13.9 14.3
Wage and salaried Rural 11.3 31.2 15.9
Urban 1.6 7.1 13.6
Self-employed Rural 25.4 60.1 30.2
Urban 8.8 27.3 18.9

Note: The relative poverty rate for developed countries is defined as the share of those with an income below 60 per cent of the national median household
income. Consumption and income are calculated on a per capita basis. Based on 103 countries (66 emerging and developing countries and 37 developed
countries).

Source: ILO calculations based on national household surveys.
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Extreme poverty by broad economic sector of employment
in emerging and developing countries, 2012 (percentages)
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Note: Extreme poverty is defined as per capita income of less than $1.90 PPP per day. Based on 43 countries (excluding
developed countries). See note to table 1B.4 in appendix B for a list of countries.

Source: ILO calculations based on national household survey data.

The poor are disadvantaged in terms of skilled occupations*

Based on a smaller set of countries (due to limitations in data availability), the evidence shows that the
working poor tend to hold jobs that require low skills (figure 1.2, panel A and table 1B.5 in appendix B).
In fact, in 2012, in the 17 emerging and developing countries for which detailed estimates were avail-
able, 43 per cent of workers in extreme working poverty were employed in occupations that typically
require low skills, i.e. equivalent to primary education or less. In contrast, among the non-poor, only
18 per cent worked in occupations that required low skills. Not surprisingly, the rate of extreme pov-
erty among the low skilled, at 26.2 per cent, was more than double and nearly ten times the rates for
medium and high-skilled workers, respectively (figure 1.2, panel B).

Extreme poverty by skill level in emerging and developing countries, 2012 (percentages)

Panel A. Employment share by skill level, Panel B. Extreme poverty rate hy skill level
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Note: Extreme poverty is defined as a per capita income of less than $1.90 PPP per day. Based on 17 countries. Africa (4):
Egypt, Ghana, Namibia, South Africa; Asia and the Pacific (5): Bhutan, Cambodia, India, Pakistan, Thailand; Latin America
and the Caribbean (6): Plurinational State of Bolivia, Brazil, Costa Rica, El Salvador, Guatemala, Paraguay; and Europe and
Central Asia (2): Serbia; Turkey.

Source: ILO calculations based on household survey data.

* Analysis carried out by Evangelia Bourmpoula.
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C. Income sources of the poor

While the previous section examined the labour market position of the poor, this section looks at their
sources of income. This analysis is important because it sheds light on the kind of policy levers needed
to reduce poverty. It therefore paves the way for the discussion of income gaps in Chapter 2, and also
for Part Il, which considers the various potential policy avenues in some detail.

More specifically, this section examines the extent to which the poor, both moderate and extreme,
depend on labour and non-labour incomes for their livelihoods. The major income sources considered
in this section are wage and salaried income, income from self-employment, including production
for own consumption,** capital™ or investment income (rents, profits, dividends), private/community
transfers (inter-household transfers, alimony, remittances) and social transfers (contributory, e.g. re-
tirement pensions and unemployment insurance benefits; and non-contributory, e.g. child allowances,
unemployment assistance and social pensions).

For the purposes of the analysis, income sources are analysed for the extreme poor, which includes
households living below the threshold of 30 per cent of the median income adult equivalent scale
in developed countries or $1.90 PPP per capita per day in emerging and developing countries; and
the moderate poor, which includes households living between the thresholds of 30 per cent and
60 per cent of the median income adult equivalent scale in developed countries or between $1.90 and
$3.10 PPP per capita per day income in emerging and developing countries.

The poor rely less on labour income than the non-poor,
and more on social transfers, especially in developed countries

The share of labour income in total household income is highest for the non-poor, lower for the mod-
erate poor, and is lowest for the extreme poor (figure 1.3). The share of labour income in total income of
the poor is seen to be particularly high in emerging and developing countries for which data exist. Non-
poor households largely rely on labour income, while poor households depend upon multiple sources
of income to meet their consumption and material needs. These sources of income include: income
from social transfers (contributory and non-contributory), income from private transfers (including
remittances, alimony) and capital income. However, there is significant cross-country heterogeneity
among the households regarding their dependence on different sources of income.

Among moderately poor households, the share of labour income in total household income is lower
than that of non-poor households in developed countries and Central and Eastern European (CEE)
countries, ranging between 20 per cent (Ireland) and 66 per cent (the United States). In the Southern
European countries (Greece, Italy, Portugal and Spain), labour income constitutes over 40 per cent
of the total household income. Contributory social transfers are the second most important source of
income for such households in these countries, and non-contributory social transfers only make up
a comparatively small part of their incomes. Among the Nordic countries (Finland, Iceland, Norway
and Sweden) there is a large variation in the contribution of labour income to household income. In
Finland, non-contributory social transfers are the most important source of income for moderately
poor households, followed by contributory social transfers. In Sweden and Norway, contributory and
non-contributory social transfers constitute about 60 per cent of the household income for moderately
poor households, with the share of non-contributory social transfers being almost twice that of con-
tributory transfers in Sweden (figure 1.3, panel B)." In CEE countries, contributory social transfers are
an important source of income in all the countries except Hungary, Poland and Slovakia, followed by
non-contributory social transfers and private transfers.

In the emerging and developing countries the picture is quite varied across the different regions. Labour
income constitutes more than 80 per cent of the income in Asia, while in Latin America it ranges
between 36 per cent (Uruguay) and 88 per cent (Plurinational State of Bolivia) of the total income for
moderately poor households. In Africa it ranges between 34 per cent (South Africa) and 92 per cent
(Ghana). In Turkey, labour income constitutes about 75 per cent, while in Jordan it is about 32 per
cent. In Asian countries and in Rwanda and Ghana in Africa, private transfers are the next most im-
portant source of income and comprise about 4-10 per cent of the household income. In South Africa,
non-contributory social transfers (52 per cent) and private transfers are also an important source of
income for poor households. In Jordan, non-contributory social transfers and capital are the most
important source of income for the poor. In Latin America, the contribution of other sources of income
is quite varied: non-contributory social transfers are predominant in Brazil, Mexico and Uruguay, while
private transfers are important in Honduras (figure 1.3, panel B).
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Sources of income of households by poverty status, latest year available (percentages)

Panel A. Non-poor households
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Source: ILO calculations based on household surveys (see appendix C, table 1C.1).
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Figure 1.4

Sources of income of female-headed households by poverty status, latest year available (percentages)

Panel A. Non-poor households
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The share of labour income in total household income is lower for extremely poor households than for
moderately poor households in all the countries. In the developed and CEE countries, these households
also have a much lower share of contributory social transfers. However, non-contributory social trans-
fers account for a comparatively higher share. In emerging and developing countries, labour income
constitutes a lower share of total income for extremely poor households than for moderately poor
households. However, labour income still forms the most important income source for these house-
holds, except in Brazil, South Africa and Uruguay (where non-contributory social transfers dominate),
and Egypt and Jordan (where non-contributory social transfers and capital income are the most im-
portant source) (figure 1.3, panel C).

The sources of income for male-headed households resemble those of the overall households, as
presented in figure 1.3, whereas for female-headed households the share of labour income in total
household income is lower in comparison for non-poor, moderately poor and extremely poor house-
holds in most countries, regardless of the region. In particular, in developed countries, female-headed
moderately poor households have a higher dependency on contributory and non-contributory social
transfers and private transfers than their male-headed counterparts (figure 1.4, panel B). Extremely
poor female-headed households in these countries also have higher shares of contributory social
transfers and private transfers (figure 1.4, panel C). In CEE countries, female-headed moderately
poor households rely to a lesser extent on non-contributory social transfers than male-headed ones,
but to a much larger extent on contributory social transfers (figure 1.4, panel B). Similarly, among
the extremely poor households in CEE countries, the male-headed ones depend to a large extent on
non-contributory social transfers, while the female-headed ones rely on a combination of contributory
and non-contributory social transfers and private transfers (figure 1.4, panel C). In Latin American,
Asian and African countries, female-headed households tend to depend more on private transfers than
male-headed ones, regardless of their income level. However, they rely more on a mix of labour income,
non-contributory social transfers and private transfers when they are moderately or extremely poor.

Across the different work types, households with a household head in permanent/formal employment"’
have a higher proportion of labour income than those with a head working in a temporary/informal job
or who is self-employed, regardless of the region and income levels (see appendix D and figure 1D.1).
Also, the share of labour income in total income is lower for moderately poor households than for non-
poor households across all three work categories. Nevertheless, in almost all countries and across all
work categories, labour income remains the most important income source, and is supplemented by
contributory, non-contributory and private transfers. Among the moderately poor households with an
unemployed head, non-contributory transfers play a much larger role than contributory social transfers
in most of the countries across the different regions, except for some of the developed countries (e.g.
Austria, Belgium, Greece, Ireland, Italy, Malta, Portugal and Spain). In addition to non-contributory
social transfers and private transfers, labour incomes from other household members constitute a
substantial part of the household income in Latin American, Asian and African countries.

The analysis for this report has also looked at how labour and non-labour income have contributed
to the change in the incidence of poverty, the size of the poverty gap and the severity of poverty over
the past decade (see appendix E). It shows that, irrespective of the poverty measure, contributory
social transfers are an important factor in reducing poverty in developed countries. In emerging and
developing countries, depending on the country, it is labour incomes (both wages and from self-em-
ployment), private transfers and non-contributory social transfers that are important factors in reducing
poverty. However, this does not imply that labour incomes and social security alone are sufficient to
reduce poverty. Labour income is an important factor, which indicates that there has to be access to
opportunities to work, as well as an enabling environment, while at the same time it is equally important
that the basic needs of workers, such as access to proper shelter, adequate food, water, sanitation,
health care and education are also met. Limited access to basic needs can effectively constrain the
capabilities of poor households. This requires a strong focus on more sustainable social, economic and
institutional structures, which could generate jobs and provide social protection to workers.
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D. Non-income dimensions of poverty

Though income is important, poverty is often a product of both monetary and non-monetary factors.
Households might have an income that is above the poverty level, but they can still be deprived of
sufficient food and be malnourished, lack decent housing and sanitation, and have inadequate access
to safe drinking water and services such as education and health. Looking at a number of different
poverty dimensions'® and their interlinkages could therefore help in designing policies that can create
an enabling framework for tackling poverty. This section briefly describes some of the non-monetary
forms of poverty and their indirect implications for work.

Hunger and malnutrition:
The most destitute dimensions of poverty

It is estimated that about 795 million people in the world suffered from undernourishment in 2014-16
(FAO, IFAD and WFP, 2015). Most of these live in developing countries, and particularly in areas vul-
nerable to consecutive droughts. In sub-Saharan Africa, one in four people remain undernourished,
and although the prevalence rate has come down by 10 percentage points over the past two decades,
the number of undernourished people has not declined (ibid.). In South Asia — Bangladesh, India and
Pakistan — little progress has been made with regard to reducing undernourishment over the past two
decades and hunger continues to be a major issue (ibid.).

Availability and access to food are key in addressing the issues of malnutrition and hunger around the
world, especially in the low-income countries. The dramatic rise in food prices over the past decade
and economic volatility have put a strain on households and have had an adverse impact on their
employment and incomes, especially since a large proportion of their incomes is typically spent on
food (ILO, 2011 and 2015a). There is no doubt that food security is linked to economic growth and
employment, since the health of the population is an important determinant of workforce productivity.
Undernourishment can constrain workers’ capabilities and it has been estimated that poor diets of
workers “may cost countries up to 20 per cent in productivity loss” (ILO, 2015a, p. 3).

Therefore, efforts are required (i) to improve access to food at affordable and stable prices, and (ii) to
ensure access to decent opportunities to work. To ensure that food is available at affordable prices,
food subsidies can be a useful means of income support, to help boost the purchasing power of the
poor (see table 1F.1). However, universal subsidies often have substantial leakages to the non-poor
population, which undermines the extent of their pro-poor impact.'® The creation of decent work in
the agricultural sector and in rural areas entails increased investment in agriculture (e.g. expansion of
irrigation). Increases in productivity and improvements in the ratios of food crops to cash crops would
help to improve food security and contribute to the much needed employment growth (see Chapter 5
for a detailed discussion). The agriculture-led broad-based economic development with forward and
backward linkages could also spur growth of decent work to tackle poverty.
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Lack of shelter, drinking water and sanitation
amplify the vulnerability of the poor

The increase in urbanization over the past decades has created a major challenge for housing in urban
areas, with the majority of the poor often without access to adequate housing. Housing is fundamental
to the health and well-being of people and the right to adequate housing is embedded in the United
Nations Universal Declaration of Human Rights and in the International Covenant on Economic, Social
and Cultural Rights (WHO and UN-Habitat, 2016). People living in poor or inadequate housing condi-
tions are particularly vulnerable to disease and lack resilience to natural disasters. Furthermore, making
repairs to housing entails financial expenditure (putting additional pressure on already tight budgets)
and can also lead to a loss in working time and income, particularly when household members use their
own labour to carry out the work. In a sample of household survey data, insecure dwellings (classified
in this context according to construction materials®®) were found to account for between 2 per cent
(Uruguay) and 32 per cent (Ghana) among non-poor households; between 10 per cent (Uruguay) and
60 per cent (Rwanda) among moderately poor households; and between 6 per cent (Uruguay)
and 82 per cent (Rwanda) among extremely poor households.

Around 2.4 billion people lived without access to improved sanitation in 2015, of whom almost 40 per
cent practised open defecation (UNICEF and WHO, 2015). Sanitation is fundamental to the world’s
health, education and productivity. In particular, open defecation sustains the vicious cycle of disease
and poverty and is associated with higher levels of child mortality, undernutrition and monetary pov-
erty, as well as large inequalities between the rich and poor (WHO and UNICEF, 2014). The situation
is particularly severe in sub-Saharan Africa and southern Asia, where around 70 per cent and 53 per
cent of the population, respectively, do not have access to improved sanitation (ibid.). Improved sani-
tation is linked to fewer health problems, which reduces time spent sick or taking care of the sick and
increases time for productive activities.

Fetching water is another important aspect of access to water and sanitation. Not only does this chore
reduce time for productive/income-related activities, it also reduces the time and energy that could
otherwise be spent at school or other activities. It is often the responsibility of women and young girls,
causing them physical and health problems due to the weight they carry and raising their vulnerability
to physical and sexual violence while fetching water from distant places (UNICEF and WHO, 2015). In
a number of countries where survey data are available, the proportion of extremely poor households
fetching water from outside their dwelling is substantial (61 per cent in India, 81 per cent in Cambodia,
84 per cent in Viet Nam and 98 per cent in Rwanda).

Between 2010 and 2012, around 1.1 billion people worldwide had no access to electricity, and a further
2.9 billion relied on biomass for cooking and heating (World Bank, 2015). Biomass, like other pollutant
cooking fuels,? poses serious health risks, particularly of a respiratory nature, and may account for as
many as 4.3 million deaths per year (WHO, 2016). Households, especially poor ones, often do not have
a choice as to which type of cooking fuel to use given their economic situation. An analysis based on
household survey data showed that biomass and pollutant cooking fuels are often used by extremely
poor households (between 7 per cent in Egypt and Uruguay and almost 100 per cent in Rwanda),
implying that their members, especially women, are directly exposed to harmful fumes. This exposure
to fumes can result in health problems, which in turn reduces an individual’s productivity, implying
less income for the household. The collection of firewood and other biomass fuels is time-consuming
and is often done by women and girls. For example, in India, based on 2011/12 household survey
data, around 50 per cent of households who collected biomass fuels did so from a place that was at
a distance of 30 minutes, while 15 per cent took an hour or more to reach the collection area. The
collection of firewood could easily take up half a day, thus depriving those involved of being engaged
in productive or other activities.
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Access of the poor to public health provisions

Inadequate access to public health provisions can constrain the productivity of the poor and reduce
the purchasing power of household budgets, leading to a health poverty trap (Mclntyre et al., 2006).
Health-care spending for iliness disproportionately impacts poor households (Wagstaff, 2002), forcing
them to cut their expenditure on other necessities, such as food, and to forgo productive activities, thus
perpetuating the cycle. The analysis for this report again confirms that the poor experience severe con-
straints in access to public health provisions. A key outcome indicator for health is the child mortality
rate. For the bottom quintile, child mortality was significantly higher than for the rest of the population,
for all countries reported, except the Syrian Arab Republic and the Maldives. Both the highest mortality
rates and the largest differences were found in sub-Saharan Africa, notably in Cameroon and Guinea,
although wide gaps were also found in Asia, notably in India and Pakistan (see appendix F, figure 1F.1).

Inadequate access to education

Education is one of the main instruments for lifting people out of poverty, such that the lack of
access constitutes a deprivation and a dimension of poverty. Given the widespread sectoral shifts in
employment, away from agriculture and towards low- and high-skilled services, education is one of
the most central assets for finding work. Education also has intergenerational effects for households,
helping to break the chains of poverty that have lasted across generations.

Household data on selected countries show that children from poor households are more likely to have
lower attendance rates than their non-poor counterparts. Brazil has very low non-attendance rates for
both poor and non-poor children, which is partly an achievement of the Bolsa Familia social welfare
programme, which includes school attendance as a requirement to receive benefits. Attendance rates
are also found to be improved by the provision of subsidized or free school meals, as evident in India
and Uruguay. However, improvements in attendance rates do not always mean that the education that
is imparted is of good quality. Studies have shown that while conditional cash transfers have helped
in improving attendance rates, they have not necessarily addressed supply-side issues relating to the
quality of educational facilities and pupil-to-teacher ratios (Stampini and Tornarolli, 2012). In general,
there are a number of reasons why children do not attend school, such as paid work, household tasks
(unpaid family help), financial problems, health problems, lack of access to educational facilities or
lack of interest in education as they do not see it as beneficial for future work. These issues are quite
complex and require a number of structural and supply-side problems to be addressed, which could
help in ending intergenerational poverty.

Overall, this section has shown that the poor often suffer from deprivations that extend beyond
monetary measures and that non-monetary poverty affects those both above and below the monetary
poverty line. Despite this, it shows that all these non-monetary dimensions of poverty still dispropor-
tionately impact the poorest. Accordingly, this section emphasizes the importance of treating poverty
as a multifaceted phenomenon and stresses the importance of pursing policies that improve access
to basic needs and opportunities for all.
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E. Concluding remarks

This chapter has provided an overview of recent trends in poverty based primarily on standard
income-based poverty lines. Within this framework, the chapter has presented the labour market de-
terminants and components of poverty and, in doing so, it has underlined the importance of productive
employment and decent work in achieving the goals of the post-2015 Development Agenda, notably the
goal of ending poverty “in all its forms everywhere” (SDG 1). The chapter has shown that improving the
quality of employment and incomes of the poor is central to tackling poverty in a sustainable manner.

In particular, the chapter has found that the vast majority of the poor — across the range of country
groupings — are of working age. Yet, the poor either do not have jobs or are engaged in low-paid
employment, such as own-account or unpaid family work which is typically low skilled. This makes it
difficult for the working poor to improve their working conditions (e.g. within agriculture, where close
to two-thirds of the poor are economically engaged), or to find quality employment, acquire a career
and thus move out of poverty. Poor households in emerging and developing countries are found to rely
more on labour incomes (both from wage employment and self-employment) and, to a lesser degree,
on private transfers and non-contributory social transfers. Meanwhile, the poor in developed countries
are most reliant on social protection (an issue investigated in more detail in Chapter 2).

Addressing decent work deficits, therefore, is essential for ending poverty. This will require a strong
focus on creating sustainable social, economic and institutional structures that can improve existing
working conditions, support quality job creation and ensure the provision of social protection floors. It
will also entail providing supportive policies to enable individuals to improve their own labour market
outcomes and creating an enabling environment for employers, allowing them to promote decent work
(these policies are addressed in Chapters 3, 5 and 6). Yet, decent work is not enough. It has to be ac-
companied by broader policies, policies that tackle the non-monetary dimensions of poverty, including
the lack of access to adequate housing, food and essential services. As emphasized in Chapter 4,
decent work is essentially a rights-based agenda.

That said, decent work can help promote these broader pro-poor policies. To start with, the cre-
ation of decent jobs will broaden the funding base for key government interventions and institutional
build-up. Similarly, empowering workers and entrepreneurs — especially those that wish to innovate
and respond to the needs of the poor — will help to strengthen the voice of the most vulnerable. In
this regard, decent work can become a powerful driver of policies that aim to end poverty in all its
dimensions.
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Appendix A. Regional, country and income groupings

Africa

Northern Africa
Algeria

Egypt

Libya

Morocco

Sudan

Tunisia

Western Sahara

Sub-Saharan Africa

Angola

Benin

Botswana

Burkina Faso

Burundi

Cameroon

Cabo Verde

Central African Republic

Chad

Comoros

Congo

Congo, Democratic Republic
of the

Cote d’Ivoire

Djibouti

Equatorial Guinea

Eritrea

Ethiopia

Gabon

The Gambia

Ghana

Guinea

Guinea-Bissau

Kenya

Lesotho

Liberia

Madagascar

Malawi

Mali

Mauritania

Mauritius

Mozambique

Namibia

Niger

Nigeria

Réunion

Rwanda

Sao Tome and Principe

Senegal

Seychelles

Sierra Leone

Somalia

South Africa

South Sudan

Swaziland

Tanzania, United Republic of

Togo

Uganda

Zambia

Zimbabwe

Americas

Latin America

and the Caribbean

Antigua and Barbuda

Argentina

Bahamas

Barbados

Belize

Bolivia, Plurinational State of

Brazil

Chile

Colombia

Costa Rica

Cuba

Dominica

Dominican Republic

Ecuador

El Salvador

French Guiana

Grenada

Guadeloupe

Guatemala

Guyana

Haiti

Honduras

Jamaica

Martinique

Mexico

Netherlands Antilles

Nicaragua

Panama

Paraguay

Peru

Puerto Rico

Saint Kitts and Nevis

Saint Lucia

Saint Vincent and the
Grenadines

Suriname

Trinidad and Tobago

United States Virgin Islands

Uruguay

Venezuela, Bolivarian
Republic of

Northern America
Canada
Greenland

United States

Arab States

Bahrain

Irag

Jordan

Kuwait

Lebanon

Oman

Qatar

Saudi Arabia

Syrian Arab Republic
United Arab Emirates
West Bank and Gaza Strip
Yemen

Asia and the Pacific

Eastern Asia

China

Hong Kong, China

Japan

Korea, Democratic People’s
Republic of

Korea, Republic of

Macau, China

Mongolia

Taiwan, China

South-Eastern Asia

and the Pacific

Australia

Brunei Darussalam

Cambodia

Cook Islands

Fiji

French Polynesia

Guam

Indonesia

Kiribati

Lao People’s Democratic
Republic

Malaysia

Marshall Islands

Micronesia, Federated
States of

Myanmar

Nauru

New Caledonia

New Zealand

Palau

Papua New Guinea

Philippines

Samoa

Singapore

Solomon Islands

Thailand

Timor-Leste

Tonga

Tuvalu

Vanuatu

Viet Nam

Southern Asia
Afghanistan

Bangladesh

Bhutan

India

Iran, Islamic Republic of
Maldives

Nepal

Pakistan

Sri Lanka
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Europe and Central Asia

Northern, Southern

and Western Europe

Albania

Andorra

Austria

Belgium

Bosnia and Herzegovina

Channel Islands

Croatia

Denmark

Estonia

Finland

France

Germany

Greece

Iceland

Ireland

Italy

Latvia

Liechtenstein

Lithuania

Luxembourg

Macedonia, the former
Yugoslav Republic of

Malta

Monaco

Montenegro

Netherlands

Norway

Portugal

San Marino

Serbia

Slovenia

Spain

Sweden

Switzerland

United Kingdom

Eastern Europe
Belarus

Bulgaria

Czech Republic
Hungary

Moldova, Republic of
Poland

Romania

Russian Federation
Slovakia

Ukraine

Central and Western Asia
Armenia
Azerbaijan
Cyprus
Georgia

Israel
Kazakhstan
Kyrgyzstan
Tajikistan
Turkey
Turkmenistan
Uzbekistan
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Developed countries
(high income)

Andorra

Antigua and Barbuda
Argentina
Australia

Austria

Bahamas

Bahrain

Barbados
Belgium

Brunei Darussalam
Canada

Channel Islands
Chile

Croatia

Cyprus

Czech Republic
Denmark
Equatorial Guinea
Estonia

Finland

France

French Guiana
French Polynesia
Germany

Greece
Greenland

Guam

Hong Kong, China
Hungary

Iceland

Ireland

Israel

[taly

Japan

Korea, Republic of
Kuwait

Latvia
Liechtenstein
Lithuania
Luxembourg
Macau, China
Malta

Martinique
Monaco
Netherlands
Netherlands Antilles
New Caledonia
New Zealand
Norway

Oman

Poland

Portugal

Puerto Rico

Qatar

Russian Federation
Réunion

Saint Kitts and Nevis
San Marino

Saudi Arabia
Seychelles
Singapore

Slovakia

Slovenia

Spain

Sweden

Switzerland

Taiwan, China
Trinidad and Tobago
United Arab Emirates
United Kingdom
United States

United States Virgin Islands

Uruguay
Venezuela, Bolivarian
Republic of

Emerging countries
(middle income)

Armenia

Bangladesh

Bhutan

Bolivia, Plurinational State of

Cameroon

Cabo Verde

Congo

Cote d’Ivoire

Djibouti

Egypt

El Salvador

Georgia

Ghana

Guatemala

Guyana

Honduras

India

Indonesia

Kenya

Kiribati

Kyrgyzstan

Lao People’s Democratic
Republic

Lesotho

Mauritania

Micronesia, Federated States
of

Moldova, Republic of

Morocco

Myanmar

Nauru

Nicaragua

Nigeria

Pakistan

Papua New Guinea

Philippines

Samoa

Sao Tome and Principe

Senegal

Solomon Islands

Sri Lanka

Sudan

Swaziland

Syrian Arab Republic

Tajikistan

Timor-Leste

Ukraine

Uzbekistan

Vanuatu

Viet Nam

West Bank and Gaza Strip

Western Sahara

Yemen

Zambia

Albania

Algeria

Angola

Azerbaijan

Belarus

Belize

Bosnia and Herzegovina

Botswana

Brazil

Bulgaria

China

Colombia

Cook Islands

Costa Rica

Cuba

Dominica

Dominican Republic

Ecuador

Fiji

Gabon

Grenada

Guadeloupe

Iran, Islamic Republic of

Iraq

Jamaica

Jordan

Kazakhstan

Lebanon

Libya

Macedonia, the former
Yugoslav Republic of

Malaysia

Maldives

Marshall Islands

Mauritius

Mexico

Mongolia

Montenegro

Namibia

Palau

Panama

Paraguay

Peru

Romania

Saint Lucia

Saint Vincent and the
Grenadines

Serbia

South Africa

Suriname

Thailand

Tonga

Tunisia

Turkey

Turkmenistan

Tuvalu

Developing countries
(low income)

Afghanistan

Benin

Burkina Faso

Burundi

Cambodia

Central African Republic

Chad

Comoros

Congo, Democratic Republic
of the

Eritrea

Ethiopia

The Gambia

Guinea

Guinea-Bissau

Haiti

Korea, Democratic People’s
Republic of

Liberia

Madagascar

Malawi

Mali

Mozambique

Nepal

Niger

Rwanda

Sierra Leone

Somalia

South Sudan

Tanzania, United Republic of

Togo

Uganda

Zimbabwe

26 World Employment and Social Outlook 2016 — Transforming jobs to end poverty



Appendix B. Distribution of the poor and non-poor and poverty rates

Table 1B.1

Regional and total population decomposition, emerging and developing countries, <$1.90 PPP, 2012

Employed
Wage Own- Contributing
and account family Unemployed Inactive
Total <15  Total salaried Employers workers workers Other 15-64 15-64 65+
1. Distribution of the poor and non-poor populations
Total Total 100 26.1 36.9 18.5 1.5 12.8 4.0 0.1 1.7 29.5 5.9
Poor 100 38.3 30.4 7.1 0.7 16.6 5.9 0.2 0.9 25.9 4.5
Non-poor 100 23.6 38.2 20.8 1.7 12.0 3.7 0.1 1.8 30.2 6.2
Africa Total 100 40.2 33.1 9.9 1.3 14.7 71 0.2 2.0 204 4.3
Poor 100 47.7 29.7 3.0 0.4 17.4 8.8 0.2 1.2 17.4 4.0
Non-poor 100 36.6 34.7 13.1 1.7 13.4 6.3 0.2 2.4 219 4.5
Latin America Total 100 26.3 43.9 28.4 2.3 10.2 2.4 0.6 2.5 19.4 1.9
and the Poor 100 453 270 6.2 1.3 10.2 59 35 33 20.8 36
LA Non-poor 100 254 446 294 23 102 22 05 25 19.4 81
Arab Total 100 39.0 23.2 15.8 1.1 5.7 0.1 0.4 3.0 31.2 3.6
States™ Poor 100 51.6 18.3 7.9 0.4 9.3 0.0 0.8 3.3 24.4 2.4
Non-poor 100 38.7 23.3 16.0 1.1 5.6 0.2 0.4 2.9 314 3.7
Asia Total 100 22.3 37.2 19.2 1.5 13.0 3.5 0.0 1.3 33.3 5.9
:nd_tf!w Poor 100 32.7 31.0 9.4 0.9 16.4 4.2 0.0 0.6 30.8 49
aciiic Non-poor 100 205 383 209 16 124 34 0.0 15 338 6.0
Europe Total 100 220 36.0 24.9 1.1 5.9 4.0 0.1 3.6 28.2 10.3
and Central Poor 100 308 276 6.0 0.2 12.4 7.8 1.2 6.3 322 3.2
gsia Non-poor 100  21.8 362 252 11 5.8 3.9 0.1 3.5 28.1 10.4
2. Poverty rates hy sex
Total Total 16.7 24.5 13.7 6.4 8.1 21.7 24.3 241 8.7 14.6 12.8
Male 16.5 24.0 134 6.7 8.3 21.1 23.4 27.4 9.6 14.8 13.1
Female 16.9 249 14.3 5.8 7.7 22.8 25.0 219 7.8 14.5 12.6
Africa Total 320 380 28.8 9.8 9.7 37.9 39.7 31.7 18.8 21.3 29.4
Male 31.8 383 256 9.3 76 38.8 375 28.5 19.3 31.2 30.8
Female 32.2 37.7 32.8 10.9 16.7 36.9 41.4 33.2 18.4 25.1 28.0
Latin America Total 4.4 1.6 2.7 1.0 2.6 4.4 10.9 23.3 5.9 4.7 2.0
and'the Male 4.4 7.6 3.0 1.1 2.7 5.0 12.8 32.0 6.1 4.0 2.2
VEIHL CED] Female 45 77 24 07 23 34 95 173 57 5.0 19
Arab Total 2.6 34 20 1.3 0.9 4.2 5.0 2.9 2.0 1.7
States™ Male 25 34 1.9 14 09 33 37 35 17 14
Female 2.6 34 2.8 0.3 7.5 7.9 0.6 2.1 1.9
Asia Total 151 222 126 1.4 9.3 19.1 18.3 0.5 6.3 14.0 12.7
and the Male 149 214 131 77 97 19.4 18.1 05 79 13.1 12.4
L Female 153 230 116 68 73 181 185 04 45 144 129
Europe Total 1.5 2.1 1.1 0.4 0.3 3.1 2.9 12.4 2.6 1.7 0.5
and Central  pjgle 15 2.0 1.1 0.4 0.2 3.1 3.2 115 3.1 19 05
LR Female 15 21 12 04 0.8 3.2 2.7 13.1 1.9 1.6 0.4
* Arab States: global estimates based on three countries and not representative of the region. Note: Based on 66 emerging and developing countries. “...”: no data
available.

Source: ILO calculations based on national household survey data.
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Table 1B.2

Regional and total population decomposition, emerging and developing countries, <$3.10 PPP, 2012

Employed
Wage Own-  Contributing
and account family Unemployed Inactive

Total <15 Total salaried Employers workers workers Other 15-64 15-64 65+

Total Total 100 260 37.0 187 1.5 12.6 4.0 0.1 17 29.4 5.9
Poor 100 341 322 88 1.0 166 5.7 0.1 0.9 279 48

Non-poor 100 206 402 254 1.9 10.0 2.8 0.1 2.2 304 6.6

Africa Total 100 401 331 9.9 1.3 147 7.1 0.2 2.0 20.5 43
Poor 100 460 308 46 0.6 16.8 8.6 0.2 1.4 178 40

Non-poor 100 327 360 16.6 2.1 12.0 5.2 0.2 2.7 239 47

Latin America Total 100 263 439 284 2.3 10.2 2.4 0.7 2.5 19.4 7.9
and the Poor 100 433 293 100 1.3 10.8 5.1 2.0 3.0 20.1 43
LD G Non-poor 100 241 458 307 2.4 10.2 2.0 0.5 2.4 19.3 8.3
Arab Total 100 390 232 158 11 5.7 0.1 0.4 3.0 31.2 3.6
States* Poor 100 477 199 107 0.4 8.2 0.0 0.6 3.1 26.8 2.5
Non-poor 100 372 239 169 1.3 5.2 0.2 0.4 2.9 32.1 39

Asia Total 100 222 373 195 1.5 12.8 3.4 0.0 1.4 33.3 5.9
and the Poor 100 294 329 10.2 1.2 16.8 48 0.0 0.7 319 5.1
L Non-poor 100 171 404 261 1.8 10.0 2.5 0.0 1.9 343 6.4
Europe Total 100 217 362 252 11 5.9 3.9 0.1 3.5 28.1 10.4
and Central Poor 100 348 251 8.2 0.4 9.4 6.7 0.4 5.0 30.2 5.0
LR Non-poor 100 209 369 26.3 11 5.6 3.7§ 0.1 34 28.0 10.7
Total Total 40.0 525 349 187 263 52.6 57.7 39.6 22.5 38.0 327
Male 399 520 357 202 @ 271 53.7 58.6 417 25.6 36.3 33.2

Female 402 531 334 162 235 50.2 56.9 38.1 19.1 38.8 32.2

Africa Total 559 641 520 26.0 269 64.1 67.7 58.9 39.7 48.6 52.0
Male 555 642 480 261 @ 23.2 64.3 67.5 56.3 39.8 52.9 53.4

Female 564 640 572 257 391 64.0 679 60.1 39.6 46.3 50.5

Latin America Total 112 185 75 4.0 6.5 11.8 24.1 34.2 13.6 11.6 6.2
and the Male 1.2 185 81 46 6.7 131 27.0 421 14.9 9.6 6.7
L Female 11.3 184 66 30 6.0 9.9 22.0 28.8 12.3 12.4 5.8
Arab Total 173 211 148 117 6.8 24.6 1.8 23.5 18.1 14.8 12.0
States* Male 171 207 149 132 6.9 216 2.5 22.3 21.4 126 11.6
Female 175 216 143 33 55 365 0.9 26.4 5.7 15.4 123

Asia Total 416 551 368 21.8 311 54.6 57.8 3.1 19.7 39.9 36.3
and the Male 414 541 387 233 324 56.3 58.6 34 25.4 36.2 357
FEGIE Female 418 562 329 192 257 497 57.1 2.8 137 416 36.9
Europe Total 59 95 41 1.9 2.1 9.5 10.1 175 8.3 6.3 2.9
and Central e 58 91 40 21 2.1 9.3 109 165 10.1 6.8 2.8
LEE Female 60 99 42 16 2.1 9.8 9.7 183 6.1 6.1 2.9

* Arab States: global estimates based on three countries and not representative of the region. Note: Based on 66 emerging and developing countries.

Source: ILO calculations based on national household survey data.
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Table 1B.3

Population decomposition, developed countries, 60 per cent of median household income, 2012

1. Distribution of the poor and non-poor populations

Total Total 100 171 44,9 39.0 1.1 3.9 0.6 0.3 3.6 18.0 16.4
Poor 100 279 30.6 24.9 0.8 39 0.7 0.3 7.1 24.9 9.5
Non-poor 100 140 489 429 1.2 39 0.6 0.4 2.7 16.0 18.4

2. Poverty rates by sex

Total Total 22.0 35.9 15.0 14.0 16.8 22.0 25.8 17.5 42.7 30.4 12.7
Male 21.7 35.9 15.4 14.3 17.9 22.2 27.2 17.8 44.5 28.5 12.3
Female 22.2 36.0 14.5 13.7 13.8 21.8 25.0 17.2 40.7 315 13.0

Note: Based on 37 developed countries. Poverty measures calculated on a per capita basis.

Source: ILO calculations based on national household survey data.

Table 1B.4

Distribution of the poor and non-poor and poverty rates among emerging
and developing countries by sector, 2012 (percentages)

Distribution of the poor

Agriculture 65.2 5.5 58.3 26.6 52.4 18.1
Industry 16.0 215 18.3 224 19.3 23.0
Services 18.8 42.9 23.4 51.0 28.3 58.8
Poverty rate

Agriculture 24.7 59.1 82.7

Industry 11.8 35.1 58.0

Services 7.3 283 443

Note: Based on 43 developing and emerging countries (Africa (18): Benin, Burkina Faso, Cameroon, Congo, Egypt, Gabon, Ghana, Mali, Morocco, Mozambique,
Namibia, Niger, Nigeria, Senegal, Sierra Leone, South Africa, Togo and Uganda; Arab States (1): Jordan; Asia and the Pacific (9): Bhutan, Cambodia, India, Indonesia,
Pakistan, Philippines, Thailand, Timor Leste, Viet Nam; Latin America and the Caribbean (11): Bolivia, Plurinational State of, Brazil, Colombia, Costa Rica, El Salvador,
Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay; and Europe and Central Asia (4): Armenia, Serbia, Tajikistan, Turkey).

Source: ILO calculations based on national household survey data.

Table 1B.5

Skill level classification

High skilled (1) Legislators, senior officials and managers; Second stage of tertiary education (leading to an
(2) Professionals; (3) Technicians and associate advanced research qualification);
professionals or first stage of tertiary education, first degree

(medium duration);
or first stage of tertiary education (short or medium
duration) (14 years and more)

Medium skilled (1) Clerks; (2) Craft and related trades workers; Post-secondary, non-tertiary education;
(3) Plant and machine operators and assemblers; or upper secondary level of education;
(4) Service workers and shop and market sales or lower secondary level of education (9 to 12 years)

workers; (5) Skilled agricultural and fishery workers

Low skilled Elementary occupations Primary level of education (6 years)
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Appendix C. Income sources of the poor

Different components of income used for the analysis

Labour income

Other sources

Social transfers

Wages + bonuses

Income from self-employment + own production

Capital / investment: rents, shares, profits, dividends

+
=4 Community or private transfers: inter-household transfers, alimony, remittances
= Contributory: retirement pensions, unemployment insurance

+

Non-contributory: child allowance, unemployment assistance, social pensions

= Total household income

Source: Authors’ definitions based on the literature.

Table 1C.1

Data sources and limitations

Country Data source Years covered

Austria, Malta EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2007, 2013

Bulgaria, France, Greece, Italy, Latvia, EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2006, 2013

Lithuania, Portugal, Romania

Cyprus, Czech Republic, Estonia, Finland, EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2005, 2013

Hungary, Iceland, Ireland, Luxembourg,

Netherlands, Norway, Poland, Slovakia,

Sweden, United Kingdom

Belgium EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2005, 2011

Slovenia EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2005, 2012

Spain EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2006, 2011

Switzerland EU Statistics on Income and Living Conditions (EU-SILC), Eurostat 2007, 2012

Bolivia, Plurinational State of Encuesta de Hogares, Instituto Nacional de Estadisticas, 2005, 2013
Estado Plurinacional de Bolivia

Brazil Pesquisa Nacional por Amostra de Domicilios (PNAD), Instituto Brasileiro 2005, 2013
de Geografia e Estatistica (IBGE)

Cambodia Cambodia Socio-Economic Survey (CSES), National Institute of Statistics, 2007, 2012
Ministry of Planning, Cambodia

Egypt Household Income, Expenditure and Consumption Survey (HIECS), 2004/05, 2012/13
obtained through the Economic Research Forum (ERF)

Ghana Ghana Living Standards Survey (GLSS), Ghana Statistical Service 2005/06, 2011/12

Honduras Encuesta Permanente de Hogares de Propésitos Mdultiples (EPHPM), 2006, 2013
Instituto Nacional de Estadistica (INE) Honduras

India India Human Development Survey (IHDS) 2004/05, 2011/12

Jordan Household Income and Expenditure Survey (HEIS), obtained through the 2006, 2010
Economic Research Forum (ERF)

Mexico Encuesta Nacional de Ingresos y Gastos de los Hogares (ENIGH), Instituto 2006, 2014
Nacional de Estadistica y Geografia (INEGI)

Philippines Family Income and Expenditure Survey (FIES), Philippine Statistics Authority 2003, 2009

Rwanda Integrated Household Living Conditions Survey (EICV), National Institute 2005/06, 2011
of Statistics of Rwanda

South Africa General Household Survey and Labour Force Survey, Statistics South Africa 2007, 2012

Turkey Income and Living Conditions Survey, Turkish Statistical Institute 2005, 2011

Uruguay Encuesta Continua de Hogares, Instituto Nacional de Estadisticas 2006, 2014

United States of America Consumer Expenditure Survey, Bureau of Labor Statistics (BLS) 2005, 2012

Viet Nam Household Living Standard Survey (HLSS), General Statistics Office of Viet Nam 2006, 2010

Note: The authors are particularly grateful for data provided by Eurostat and the Turkish Statistical Institute. The responsibility for all conclusions drawn
from these data and other sources listed above lies entirely with the authors.
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Data limitations and related methodological issues

In a comparative analysis across countries with completely different data sources, there are a number
of potential data limitations and methodological issues. Some of these relate to the comparability of
data across countries: the method used to collect the data, the way in which the data are reported, and
the variables collected — all of which can differ by country, while others relate to comparability across
time and disaggregation differences.

In the case of European countries, EU-SILC data have been used. Even though this data set is harmonized
to a degree — all countries are asked to provide the same set of “target variables” to Eurostat — the
methods of data collection and reporting can differ substantially by country (see Wolff et al., 2010).
For example, some countries use register data while others collect data using country-specific surveys.

This directly links to the second issue, the variables collected. Not all countries collect all variables
required for a complete analysis of each income component presented in figure 1C.1. For example,
South Africa lacks information on capital income. This lack of data prevents a complete analysis in
some parts of section C.

The third issue relates to the way in which the data are treated or harmonized. As Verma and Betti
(2010) note, for the EU-SILC data set there is no standardized procedure across countries regarding the
manner in which negative, zero and very large values are treated. The United States is the only country
in the sample that already provides top- and bottom-coded variables. However, top or bottom coding of
income variables leads to lower inequality figures. On the other hand, the presence of some very high
or very low values on the income variables can affect the precision of results. In order to take account
of both these issues, households were deleted on a case-by-case basis by looking at the distributions of
the income variables, although generally not more than ten households per country-year were deleted.

A fourth issue relates to the comparability across time periods. As countries adapt their survey meth-
odologies over time there can be changes in variables, additions of new variables or omissions of
previously existing variables. In countries where any such changes are observed, efforts were made to
be as consistent as possible over time.

A final issue relates to the disaggregation of income components. For example, with regard to social
transfers, Eurostat requests that countries provide aggregate variables for the EU-SILC database. It
follows the approach of the European System of Integrated Social Protection Statistics (ESSPROS; see
Eurostat, 2008), in which social benefits are classified by function rather than by the basis on which a
person is eligible for benefits (contributory vs. non-contributory schemes). However, from 2013 the ap-
proach has been changed and it is possible to distinguish between contributory and non-contributory
as well as means-tested or non-means-tested benefits (EU-SILC 2014) in most countries. Similarly, in
the data sets for Egypt and Jordan (provided by the Economic Research Forum, ERF) it is not possible
to distinguish between contributory and non-contributory social transfers. As a result, in some cases,
this leads to a mix of contributory and non-contributory benefits, and it becomes difficult to separate
the effects.
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Appendix D. Income sources of the poor
by employment status

If the income sources of the poor are looked at by employment status of the head of the household,
in developed and CEE countries there is a higher dependence on non-contributory social transfers in
households whose heads are permanent or temporary workers, while capital income is also important
for households headed by a self-employed worker. In Latin American, Asian and African countries,
non-contributory social transfers and private transfers play an important role across the different work
types (figure 1D.1, panels A, B and C). Among households with an unemployed head, in developed and
CEE countries there is more dependence on non-contributory social transfers, except in a few countries
(Austria, Belgium, Ireland, Malta and Spain). In emerging and developing countries, non-contributory
transfers and private transfers are a substantial part of household incomes (figure 1D.1, panel D).

Figure 1D.1

Sources of income by employment status of the head of the household,
extremely poor households, latest year available (percentages)
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(cont’d)

Figure 1D.1

Panel C. Self-employed
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Source: ILO calculations based on household surveys (see appendix C, table 1C.1).
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Appendix E. Change in poverty

This appendix analyses the contribution of labour and non-labour income to changes in the incidence
of poverty, the size of the poverty gap and the severity of poverty over the past decade. The analysis
is done for all poor households. This helps to identify differences across regions in labour and social
policies that may help households to rise above the poverty line.

For the analysis, country-level microdata are relied upon, from household surveys such as income
and expenditure surveys or other similar types of survey. The database consists of 44 countries from
different regions of the world (28 from Europe/North America; five from Latin America; seven from Asia
and Central Asia; four from Africa). For each country, two years are analysed, one from the mid-2000s
and the other being the most recent year for which comparable data are available.

Methodology

To analyse the contributions of different factors to the changes in different poverty measures within
countries over two time periods, the decomposition method of Azevedo et al. (2013) is used. This
methodology allows for the analysis of the contribution of labour incomes and non-labour incomes
(which is further subdivided into different income components) to the changes in different measures
of poverty. It also allows a quantification of the contributions of different factors to changes in pov-
erty across countries. Three different measures of poverty are used: FGT,, which is the incidence of
poverty; FGT,, which is the poverty gap (i.e. the distance of the incomes of the poor from the poverty
line); and FGT,, which is the severity of poverty (giving higher weight to those further away from the
poverty line).

The starting point of this methodology is that any measure of poverty depends on the cumulative den-
sity function F (+) of income across households:

O0=¢(FXY (Y2 - ¥x)))

where Y'is the total household income per capita, comprising f'= 1, ..., K different income sources y,,
such that Y=Z_’,ily,-. Following Barros et al. (2006), the distribution of income is simulated by changing
each of the income sources one at a time. Given that the distributions of household income for periods
0 and 1 are known, a counterfactual distribution for period 1 can be generated by substituting the
observed level of a given income source for period O. For each counterfactual distribution, the poverty
measure is calculated. These counterfactuals can be interpreted as the level of poverty that would
have prevailed in the absence of a change in the given indicator. For instance, to see the impact of the
change in the distribution of income source 1, we compute 6, where the value for y, is substituted by
its value in period O, 3:

0, =p(FY G ys - » 7))

The effect of the change in income source 1 can then be calculated as 6,— 6. Similarly, the contribution
of each income component to the change in poverty can be computed, as shown in table 1E.1. The
assignment of values from period O to period 1 uses a rank-preserving transformation. In particular,
households are ordered by their household income, and then the average value of each income source
for each quantile in period O is assigned to each household in the same quantile in period 1.

Table 1E.1

Proposed methodology along one possible path

O=¢(FY(yi,y2 > Yx))) Initial poverty rate

é, =d(FY D5 ---»Vx))) Contribution of income source 1: 6,—6

6 =$F X G J -+ 1)) Contribution of income source 2: 6,6,
é,(zyi(F(Y(le,j)z S 9))) Contribution of income source K: f— 6.,
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The computation as suggested in table 1E.1 is path-dependent; the effect of an income source de-
pends on the ordering of the sources. With K income sources, there are K! potential decomposition
paths. In order to address this path-dependency, we calculate the decomposition for all possible paths
and take the average of the effect (Shapely, 1953; Shorrocks, 2013). Whereas the problem of path-
dependency can be addressed this way, one caveat remains: as one element at a time is changed,
the counterfactuals are not the results of an economic equilibrium, but rather a fictitious exercise that
suffers from equilibrium-inconsistency.

Using this methodology, we analyse the contribution of labour incomes and non-labour incomes, which
are further subdivided into different income components. Depending on which measure of poverty is
used, this analysis allows us to quantify each factor’s contribution to the change in the incidence of pov-
erty (FGT,), and also to the change in the poverty gap as well as the change in the severity of poverty.

Findings

The results of the analysis of the changes in the incidence of poverty (FGT,) for poor households
since the mid-2000s are presented in figure 1E.1, panel A. Looking first at the developed countries,
in the countries in which a decline in poverty incidence was observed, wages contributed the most in
Norway and (though to a lesser extent) in France, the Netherlands and Sweden. In all four countries,
contributory social transfers made the second biggest contribution. Contributory social transfers were
the most important for reducing the incidence of poverty in Austria, Malta and Switzerland. In Finland,
self-employment incomes were the most important factor, followed by contributory social transfers.
There are large differences between the developed countries with regard to the contribution of con-
tributory social transfers to reducing poverty ratios. These differences are due to the diversity of the
social protection systems, and the demographic, social and institutional structures in these countries.

Among the CEE countries, in all countries except for Poland, contributory social transfers contributed
the most to the decline in poverty incidence. In Poland, wage and self-employment income contributed
the most to poverty reduction. Non-contributory social transfers were an important factor in Estonia
and Slovakia.

In all Latin American countries where the incidence of poverty declined (Plurinational State of Bolivia,
Brazil and Uruguay), wages contributed the most. In these countries, regular revisions of minimum
wages have induced average real wages to rise, which has helped to reduce poverty (ILO, 2015b).
The other sources of income that contributed to the decline were self-employment incomes in the
Plurinational State of Bolivia; non-contributory social transfers in Brazil; and contributory social trans-
fers in Uruguay. In Asian countries, wages contributed the most in Cambodia, and wages and self-
employment incomes in India and Viet Nam, which have observed a decline in the incidence of poverty
over the past decade. In the Asian countries, social transfers only played a very small role in reducing
poverty incidence. In Jordan, wages, capital incomes and non-contributory social transfers contributed
most to the decline in poverty, while in Turkey it was wages and contributory and non-contributory
social transfers. In Africa, the factors were varied: in South Africa, wages contributed the most to
the decline in poverty, followed by non-contributory transfers; in Ghana, wages and self-employment
income contributed the most; while in Egypt and Rwanda there was no dominant factor — it was a
combination of labour and non-labour incomes that contributed to the decline (figure 1E.1, panel A).

In countries where the incidence of poverty (FGT,) increased, irrespective of the region, labour incomes
(wages and self-employment) were the most important contributing factor, except in Honduras and
Luxembourg. Some of the Southern European countries (Greece, Portugal, Spain) and Ireland have
observed a decline in real wages since the crisis of between 2 per cent and 5 per cent per year on
average, particularly affecting the low-paid workers and increasing their vulnerability to poverty (OECD,
2014). However, social transfers (both contributory and non-contributory) have had a moderating
effect, as a result of which the impacts are lower in all countries except for Greece, the Philippines
and the United States. In Greece, the effect of contributory social transfers was quite small due to the
cuts in social protection expenditure; in the Philippines, private transfers played an important role in
moderating the effects and as a result the incidence of poverty only increased marginally; and in the
United States, self-employment incomes, private transfers and non-contributory social transfers had a
very small poverty-reducing effect (figure 1E.1, panel A).
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Decomposition of the change in poverty (<60% of median income/<$3.10 per day),
mid-2000s to latest year available (percentages)

Panel A. FGT, — headcount ratio
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Looking at FGT,, which measures the gap between the incomes of the poor and the poverty threshold,
the gap was reduced in about half of the developed countries (figure 1E.1, panel B). These are the
same set of countries in which a reduction in the incidence of poverty (FGT,) was observed, except
for Iceland and the United Kingdom. The factors that contributed to the reduction in the poverty
gap are quite varied among these countries: contributory social transfers played an important role
in most countries; wages played an important role in France, the Netherlands, Norway and Sweden;
and self-employment incomes played an important role in Finland. Capital income also contributed
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Panel C. FGT, — poverty severity index
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Source: ILO calculations based on household surveys (see appendix C, table 1C.1).

to reducing the poverty gap in France. The role of non-contributory social transfers was an important
factor in Iceland, Malta and the United Kingdom, while the importance of private transfers was quite
limited in these countries.

Among the CEE countries the poverty gap (FGT;) reduced in all countries except Slovenia (figure 1E.1,
panel B). The countries that observed a decline in the poverty gap had also observed a decline in the
incidence of poverty. In all the countries except Poland the most important factor contributing to the
reduction in the poverty gap was contributory social transfers. In Poland, labour incomes, largely wages
and self-employment incomes, contributed to reducing the poverty gap. All developing and emerging
countries under analysis except for Mexico experienced a reduction in the poverty gap. Labour in-
comes (wages and self-employment) played an important role in reducing the poverty gap in all these
countries, except for the Philippines, where private transfers were the dominant factor, and Honduras
and South Africa, where non-contributory transfers were the most dominant factor. Private transfers
also played an important contributing role in India, Rwanda and South Africa. Non-contributory social
transfers were an equally important factor in reducing the poverty gap in Brazil, Egypt, Honduras,
Jordan, the Philippines, Rwanda, South Africa and Turkey.

In countries where the poverty gap increased, it was due to labour incomes, largely wages; except
in Mexico, where self-employment incomes also contributed to the increase (figure 1E.1, panel B).
Social transfers (both contributory and non-contributory) were important in equalizing the effects in
all countries.

Looking at changes in the severity of poverty (FGT,), there was a decline in fewer than half of the
developed countries (figure 1E.1, panel C). In Finland, the most important contributing factor was
self-employment incomes; in Malta, Sweden, Switzerland and the United Kingdom, it was contributory
social transfers; in Norway, it was solely wage incomes; in France and Sweden, wages, capital incomes
and contributory social transfers were important factors. Non-contributory social transfers were also
an important factor in reducing the severity of poverty in Iceland, Malta and the United Kingdom. In
most of the CEE countries there was a reduction in the severity of poverty. Contributory social transfers
were an important factor contributing to this decline in all these countries. In Poland, contributory
social transfers, wages and self-employment incomes played important roles. Non-contributory social
transfers contributed to reducing the severity of poverty in Bulgaria, Estonia and Slovakia.
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All emerging and developing countries except for Mexico saw a reduction in the severity of poverty.
Wages played an important role in reducing the severity of poverty in all countries. Self-employment
incomes were also important in the Plurinational State of Bolivia, Ghana, India, Rwanda and Viet Nam.
Capital income was important in Jordan, while private transfers were important in India, the Philippines,
Rwanda and South Africa. Non-contributory social transfers were the most important factor in Brazil,
Honduras and South Africa, and were also important in Egypt, Jordan, the Philippines, Rwanda and
Turkey. In countries where the severity of poverty index (FGT,) increased, it was due to the decline in
wages in most countries except for Iceland and Mexico, and social transfers (both contributory and
non-contributory) played an important role in moderating the effects. Generally, the results regarding
the decomposition of the severity of poverty index (FGT,) are very similar to those for the poverty gap

index (FGT,).

Appendix F. Non-income dimensions of poverty

Table 1F.1

Impacts of food subsidies on poverty reduction
Country Year Subsidy

programme
and product

Indonesia’ 2010  Raskin (rice)

Philippines’ 2009  NFA (rice)

Irag® 2007 PDS
(a basket
of goods*)

Egypt® 2005 i. Ration
cards
(sugar, oil,
rice and
tea)

ii. Baladi
bread

Note: ' Poverty rate at < $1.90 2011 PPP per day.

2 Poverty rate at <$1.25 2005 PPP per day.

Expenditure
(% of GDP)

0.25
(2010)

0.05
(2009)

3.30
(2011)

1.70
(2005)

Description of the programme

Eligible households can
purchase a maximum of 15 kg
per month at 75%-80% less
than the market price.

The NFA (National Food
Authority) sells rice about
20% cheaper than non-NFA
ordinary rice. NFA rice
subsidies are universal with
unlimited purchase.

The PDS is an in-kind ration
card system through which
the government provides a list
of subsidized commodities to
almost 20% of the population.

i. In 2005, ration cards
allowed about 60% of Egyptian
households to buy set quotas
of specific commaodities at
subsidized prices from specific
outlets.

ii. Baladi bread is sold at

5 piasters (about $0.01)

per loaf, with no entitlement
restrictions and distribution is
on a first-come, first-served
basis.

? Poverty rate at moderate poverty line defined in World Bank (2007).

4 In 2007, this included wheat flour, rice, sugar, vegetable oil, chickpeas, white beans, lentils, tea, milk (powdered), salt, soap, detergent, infant formula (powdered),

weaning cereal, tomato paste and white flour, 16 items in total.

Source: Indonesia: ILO calculations (for expenditure as a percentage of GDP); Philippines: ILO calculations and IMF, 2011 and Philippines National Food Authority,
2016 (for expenditure); Iraq: ILO calculations and Sdralevich et al., 2014 (for expenditure); Egypt: World Bank, 2007.
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Under-five mortality rates, latest year available (per 1,000 live hirths)
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Notes

10.

40

All surveys (most of which are income or expend-
iture surveys) are nationally representative, with the
exception of that from Argentina, which only covers
urban areas.

The chapter also takes into consideration the di-
verse set of country contexts and attempts, to
the extent possible (based on data availability), to
employ different measures of poverty depending on
the ILO classification of countries.

SDG 1 comprises five targets, which include: the
headcount measure of poverty according to the
extreme poverty rate (target 1.1); poverty in all its
forms according to national definitions (target 1.2);
appropriate social protection systems and coverage
and measures for all, including floors (target 1.3);
and equal rights to economic resources and access
to basic services (target 1.4) (ILO, 2015b). The
breadth of these targets reflects the multidimen-
sionality of poverty, particularly with regard to social
exclusion.

This extreme poverty threshold of $1.25 per day in
2005 PPPs is subject to revision and change, for
instance with updated PPP conversion rates or con-
sumer price indices, which can significantly alter
estimates of poverty (Deaton, 2010). The estimates
are in 2011 PPPs.

In section C, several relative poverty lines are used,
including 30 per cent and 60 per cent of median
disposable household income.

Similar findings were observed by region, in the
Americas, Europe and Central Asia. In Asia and
Africa, however, multidimensional poverty meas-
ures tended to be higher than monetary poverty
measures.

Emerging countries correspond to middle-income
countries in World Bank income classification.
Developing countries correspond to low-income
countries and developed countries to high-income
countries. See country regional and income group-
ings in Appendix A.

The difference in poverty rates between ILO calcu-
lations and OECD or Eurostat proportions of people
at risk of poverty stands not only on the different
set of countries considered but also in the different
method used to determine the consumption of
income per person, namely per capita basis or per
adult equivalent.

Same source as for table 2.

Results by sector and by level of skill are based on
a more limited set of countries. Estimates of poverty
rates by broad sector are based on 43 developing
and emerging countries, and those by level of skill
are based on 17 countries.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Eurostat (poverty measures based on equivalized
median household income).

Contributing family workers represented 29.0 per
cent of female employment and 13.5 per cent of
male employment among the extreme poor and,
respectively, 15.5 per cent of female employment
and 6.8 per cent of male employment among the
non-poor. ILO calculations based on household
survey data covering 66 emerging and developing
countries.

A higher share of the poor are unemployed, at 7 per
cent of their population, compared to the non-poor
at under 3 per cent.

This includes income and own production from
both agricultural and non-agricultural work.

The monetary revenues included in capital income
are those that are regular in nature. One-time rev-
enues or receipts (cash inheritances, capital gains,
gambling, lottery, etc.) are not included in this
analysis. “Stocks” or “assets” are not considered
as such in this analysis and only income flows are
covered.

In Iceland, non-contributory and contributory social
transfers constitute a smaller proportion of the total
household income than in other Nordic countries,
and labour income constitutes the most important
source of income (figure 1.3, panel B).

For all countries, two groups of employees are dis-
tinguished. For European countries, the distinction
is between permanent and temporary employees;
for emerging and developing countries, the distinc-
tion is between formal and informal employees.

There are a number of approaches to measuring
poverty from a multidimensional perspective. The
Multidimensional Poverty Index (MPI; Alkire and
Santos, 2010) uses ten indicators for the three di-
mensions of poverty — education, health and living
standards - to identify the multidimensionally poor.
Another index that is frequently used in the context
of multidimensional poverty is the Human Develop-
ment Index (HDI; Anand and Sen, 1994). While the
level of analysis for the MPI is the household, the
HDI appraises the achievements in the key dimen-
sions of human development (long and healthy life,
access to knowledge and decent standard of living)
on the national level.

However, given the scale of these programmes (for
instance, nine out of 28 subsidy programmes — both
for food and fuel — examined by the IMF (2008)
had costs of over 3 per cent of GDP), the adminis-
trative and financial costs of shifting to a targeted
programme may not be an option.
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20. Materials used for the construction of walls, roofs

21.

and floors of dwellings were classified into solid and
weak. Dwellings with walls and/or roof constructed
with weak materials were classified as insecure.
The type of floor was recorded in case information
on either the wall or the roof was missing. Examples
of weak wall materials are mud, poor-quality wood,
cardboard, and wattle and daub. Solid wall ma-
terials include burned bricks, cement, concrete and
tiles. Solid roof materials include tiles, metal and
concrete slabs. Weak roof materials include straw,
palm leaves and poor-quality wood.

“Biomass” includes wood, dung and crop residues
or by-products. Kerosene/paraffin and coal/char-
coal are classified as “pollutants”. Gas, biogas and
electricity are classified as “non-pollutants”, as they
produce significantly lower emissions for the end
user.
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Addressing
the Income gap

Introduction

This chapter discusses the income gap, an estimate of how much additional income from labour and
how much additional spending on social protection would be needed, at a minimum, to eliminate
poverty. The chapter examines how the income gap varies depending on the demographic and labour
market position of the poor. This analysis is essential for understanding the relative importance of a
number of policy tools, notably social protection and employment policies, which will be reviewed in
detail in Part Il of this report.

Eliminating poverty, however, calls for a broad range of policies such as governance arrangements,
access 1o basic services and well-designed rural development strategies, which cannot be directly
captured through an analysis of the income gap. With these limitations in mind, this chapter provides
estimates of the income gap for countries at different levels of economic development (section A). The
main determinants of income gaps are then described (section B). In particular, the extent to which
poor households are primarily affected by high demographic and economic dependency ratios or by
decent work deficits is assessed; such an analysis should be helpful in the process of formulating
the most appropriate combination of policy responses. Based on the assessment of individuals’ and
households’ demographic and economic characteristics, section C discusses different cases where,
as part of combined policies, social protection or improved labour incomes might play a major role in
filling the income gap, and section D concludes.
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A. Estimating the income needed to eliminate poverty

The amount of income needed to eliminate extreme poverty in emerging
and developing countries represents less than 1 per cent of global income

Estimates conducted for the purposes of this report suggest that, in 2012, US$120 billion would have
been needed to eliminate extreme poverty in the world (box 2.1)." The income gap for eliminating ex-
treme poverty represents 0.16 per cent of total income available in the world and 0.31 per cent of total
income available in emerging and developing countries, but over 5 per cent in developing countries
alone. Although the income gap seems small when viewed from a global standpoint, it still represents
a relatively high proportion of countries’ government expenditure and social protection budgets in
emerging and developing countries (table 2A.1, appendix A).?

To eliminate both extreme poverty and moderate poverty (defined as incomes or consumption expend-
iture below $3.10 purchasing power parity (PPP) per day), nearly US$600 billion would be needed
(table 2A.2, appendix A). This represents 0.8 per cent of global income, 1.7 per cent of the income
available in emerging and developing countries, 1.4 per cent in emerging countries and 21 per cent
of gross domestic product (GDP) in developing countries alone. The amount of income needed to
eliminate poverty (defined at $5 PPP per day) is in excess of US$2 trillion.

In developed countries, the income needed to bring all the poor above the relative poverty line® (defined
as 60 per cent of median household income) is estimated at US$850 billion, or 1.7 per cent of the total
income of developed countries in 2012 (table 2A.4, appendix A). This amount represents 4.2 per cent

of total government expenditure and 7.8 per cent of public social protection expenditure.*

Estimates of the global income gap

46

The global income gap or global aggre-
gate poverty gap is the minimum amount
of income needed to bring all poor people
out of poverty. It is estimated as the sum of
the differences for all poor people between
their current per capita expenditure on
consumption or income (depending on the
country) and the respective poverty lines.
The global income gap therefore provides
a minimum estimate of the amount by
which labour incomes and social protection
transfers should increase to end poverty,
based on a static perspective. The term
“minimum” means that, as far as social
protection transfers are concerned, the
interpretation of this gap is only reason-
able if the transfers could be made per-
fectly efficiently, which is highly implausible
(Haughton and Khandker, 2009). The ana-
lysis of the income gap takes on board the
depth of poverty (or distance to the poverty
line) not assessed when considering pov-
erty rates for different groups. The estimate
of the income gap for different population
groups (such as in figure 2.2) considers the
distance to the poverty line for each indi-
vidual below the poverty line according to
her or his demographic and labour market
position.

The analysis of the gap — total and for
population groups — is based on national
household surveys from 103 countries rep-
resenting close to 85 per cent of the world
population from the different regions, in-
cluding 37 developed countries. Data for
the majority of countries (more than 80 per
cent) refer to the period 2010-13.

The resulting distribution of the income gap
for the different population groups (chil-
dren less than 15 years old, employed aged
15-64 by employment status, unemployed,
inactive able and unable to work and per-
sons aged 65 and over) calculated for each
country for the latest year available was
applied to the 2012 data adjusted on the
World Bank’s interactive computational tool,
PovcalNet (World Bank, 2016a) and extrapo-
lated to the world and regional populations.

The comparison of the estimated total
income gap presented in this report — based
on extrapolated results from 103 coun-
tries — with derived estimates from the
broader set of countries available in the World
Bank PovcalNet database, highlights a differ-
ence of less than 0.02 per cent of GDP for
the global income gap to end extreme pov-
erty, the World Bank estimate being higher.
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Table 2.1

Global income gap, by region and level of the poverty line, 2012 (percentages)

Distribution (%) Income gap (% of GDP) Income gap (% government expenditure)
$1.90 $3.10 $5 Relative  $1.90 $3.10 $5 Relative  $1.90 $3.10 $5 Relative
PPP PPP PPP PPP PPP PPP PPP PPP PPP
Emerging 88.6 96.5 98.1 0.31 1.65 5.72 1.46 1.27 24.34
and developing
Africa 48.6 36.1 28.8 1.67 5.85 15.82 9.03 31.30 82.97
Latin America 6.3 4.6 4.8 0.10 0.36 1.28 0.35 1.27 4.58
and the
Caribbean
Arab States 0.1 0.4 1.2 0.03 0.44 4.41 0.08 1.03 10.33
Asia 33.3 55.0 62.6 0.19 1.49 B.7S 0.74 5.84 22.55
and the Pacific
Europe and 0.2 0.4 0.7 0.01 0.09 0.53 0.04 0.30 1.76
Central Asia
Rural 85.8 84.1 80.7 0.27 1.39 4.61 1.25 6.11 19.64
Urban 14.2 15.9 19.3 0.04 0.26 1.10 0.21 1.16 4.70
Emerging 75.7 82.5 86.3 0.25 1.40 5.05 1.14 6.02 20.95
Developing 24.3 17.5 13.7 5.48 20.75 55.95 25.57 101.36  279.62
Developed 11.4 3.5 1.9 0.02 0.03 0.05 1.67 0.04 0.06 0.12 4.15
Rural 20.1 19.0 20.0 15.0 0.00 0.01 0.01 0.25 0.01 0.01 0.02 0.62
Urban 79.9 81.0 80.0 85.0 0.02 0.02 0.04 1.42 0.03 0.05 0.10 3,58
World 100 100 100 100 0.16 0.80 2.74 0.72 3.49 11.63
Rural 76.7 80.9 79.1 0.12 0.65 217 0.55 2.82 9.19
Urban 23.3 19.1 20.9 0.04 0.15 0.57 0.17 0.67 244

Note: Global and regional estimates based on 103 countries representing close to 85 per cent of the world population. See appendix A for detailed regional aggregates
and appendix G for data sources. Extreme poverty is defined as the share of those with per capita income or consumption below $1.90 PPP per day; extreme and
moderate poverty is defined as the share of those with per capita income or consumption below $3.10 PPP per day; the relative poverty line for developed countries
refers to 60 per cent of median household income or consumption expenditure.

Source: ILO calculations based on national household survey data.

This global picture masks significant differences both between and within countries (see country re-
sults in appendix B).> Emerging and developing countries account for almost 90 per cent of the global
income gap for eliminating extreme poverty and Africa alone accounts for 48.6 per cent (table 2.1).
Asia, however, represents b5 per cent of the global income gap for eliminating both extreme and
moderate poverty and more than 60 per cent when the per capita poverty line is fixed at $5 PPP per
day. Rural areas represent nearly 85 per cent of the global income gap for eliminating both extreme
and moderate poverty in emerging and developing countries and 15 per cent of the income gap in
developed countries.

The income gap represents over half of social protection budgets
in many emerging and developing countries

Eliminating poverty through social transfers alone cannot be considered as the solution (ILO, 2001 and
2003) and would represent a major challenge. Indeed, the total cost of eliminating extreme poverty
represents more than half of total expenditure on public social protection (illustrated by the black line in
figure 2.1, panel A) in nearly one out of three emerging and developing countries, in 60 per cent of the
countries in Africa and in 85 per cent of low-income countries.® On average, the income gap for elim-
inating both extreme and moderate poverty represents nearly 70 per cent of total spending on social
protection in the emerging and developing countries for which data are available (figure 2.1, panel B).
The figure comes to 73 per cent in Asia and 163 per cent in Africa.
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Total income gap and expenditure on public social protection, 2012 (percentage of GDP)

Panel A. Extreme poverty in emerging and developing African and Asian countries (<$1.90 PPP per capita per day)
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Panel B. Extreme and moderate poverty in emerging and developing countries (<$3.10 PPP per capita per day)
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Note: Panel A, in countries on the right side of the red line, the estimated income gap to eliminate extreme poverty in emerging and developing
African and Asian countries is superior to the actual total public investment in social protection. In countries on the right side of the black line
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Source: ILO calculations based on national household survey data for the income gap and ILO (2015a); OECD (2015a); ADB (2015); Eurostat

(2015a) for social protection expenditure data.

High demographic and economic dependency ratios are important determinants of poverty

The analysis of the composition of the income gap by age group and economic status confirms the
importance of demographic factors as major determinants of poverty (figure 2.2). Children under 15,
people aged 65 and over and people aged 15-64 outside the labour force represent nearly 70 per cent
of the global income gap for eliminating both extreme and moderate poverty.

Child poverty accounts for 32 per cent of the income gap in emerging and developing countries.
Employed people, whether in emerging and developing or in developed countries, represent 30 per
cent of the total gap; the self-employed (employers, own-account workers and contributing family
workers) account for more than 80 per cent of the income gap associated with working poverty in
low- and lower-middle income countries.
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Composition of the total income gap (extreme and moderate poverty:
<$3.10 PPP per capita per day), 2012 (percentages)

Total

Developing countries

High income
Upper-middle income
Lower-middle income

Low income

0 20 40 60 80 100

Children (<15) [l Wage and salaried workers (15-64) [l Self-employed (15-64)
Il Unemployed 15-64 Inactive 15-64 [l 65+

Note: Global estimates based on 103 countries representing close to 85 per cent of the world population. Detailed country
data are available in appendix B and global estimates in appendix A.

Source: ILO calculations based on national household survey data.

People aged 65 and over represent 5.3 per cent of the total income gap to end extreme and moderate
poverty in emerging and developing countries and 8.5 per cent in developed countries for the relative
poverty line of 60 per cent of median income. People with disabilities and unable to work (identified
in national household surveys as those with disability being outside of the labour force and unable
to work because of their disability) represent 0.5 per cent of the total income gap in emerging and
developing countries for extreme and moderate poverty and 5.2 per cent in developed countries for
the relative poverty line of 60 per cent of median income. Altogether, the minimum financial implica-
tions of measures to eliminate extreme and moderate poverty for these two groups, which should be
able to count on social protection — ensured either through previous employment or their eligibility for
tax-financed social protection schemes — represent 0.08 per cent of GDP in emerging and developing
countries (at $3.10 PPP per capita per day) and 0.2 per cent of GDP in developed countries (for the
relative poverty line).

For most other groups, including children (through an improvement in their parents’ working condi-
tions), ending poverty requires a combination of increased labour incomes and social transfers. The
extent of the need for income from social protection in these groups depends on the economic depend-
ency ratio in the household and on current working conditions of the labour income earners. It also
depends on employment opportunities for people in the household able and willing to work. All these
factors determine the potential for a real improvement in labour incomes and their effective impact on
poverty reduction for all household members.

Working poor people may benefit from decent working conditions and still be below the poverty line,
not because they earn less than the poverty line but because they share this labour income with many
dependants. In such situations, social protection might be the sole or best answer at least in the short
run. Section B analyses the socio-demographic and economic features of individuals and households
in which the poor are living, which are both important elements to be kept in mind in the discussion,
in section C, of what could be an appropriate mix of social protection policies and policies that boost
labour incomes from the point of view of individuals’ needs and features.
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B. Demographic and economic dependency ratios
and decent work deficits

First, poor people live in larger households with a limited number
of members with labour incomes

Poverty is strongly affected by household size and composition (OECD, 2009a). Compared to the non-
poor, the poor tend to live in relatively large households, often without access to paid employment and
in particular to wage and salaried employment, placing a heavy burden on labour income earners.” On
average, people in extreme or moderate poverty live in households that have 6.2 persons, compared
to 5.0 persons for the non-poor (table 2.2).2

Globally, one-quarter of the extreme and moderate poor live in households without labour income
earners, compared to 15 per cent for the non-poor.” The deficit of labour income earners of working age
in poor households is common to all regions, whatever the level of development or poverty lines. The ex-
treme poor in emerging and developing countries live in households with on average 25 per cent of their
working age members in paid employment (see box 2.2) compared to a proportion of 35.3 per cent for

Table 2.2

Size of household and percentage of household members in paid employment, latest year available

Average household size % of household members % of household members % of household members

in paid employment in wage and salaried own-account workers or
employment employers
Poor Non-poor Poor Non-poor Poor Non-poor Poor Non-poor

Extreme poverty: <$1.90 PPP per capita per day

Emerging and developing countries 1.2 5.7 25.3 35.3 10.3 19.6 15.0 15.7
Africa 8.4 6.4 19.8 27.8 4.8 11.2 15.0 16.6
Latin America and the Caribbean 5.9 4.4 17.3 419 6.1 29.4 11.2 12,5
Arab States 11.4 8.0 16.7 22.8 9.0 16.0 7.7 6.8
Asia and the Pacific 7.1 5.7 28.1 36.5 12.4 20.3 15.7 16.2
Europe and Central Asia 7.2 4.4 20.1 35.1 9.2 28.7 11.2 6.6
Developed countries 3.4 3.4 15.4 441 10.4 39.2 5.4 5.0
Americas 3.6 35 8.8 47.8 7.8 43.0 19 5.0
Asia and the Pacific 4.3 4.2 333 445 24.4 40.0 8.9 4.6
Europe and Central Asia 3.0 31 16.1 41.6 9.3 36.5 7.1 5.1
World average 6.5 5.2 23.4 37.0 10.3 23.4 13.1 13.6
Extreme and moderate poverty: <$3.10 PPP per capita per day

Emerging and developing countries 6.8 5.5 27.0 37.1 1.4 22.2 15.6 15.0
Africa 79 5.9 21.3 30.2 5.7 13.8 15.6 16.5
Latin America and the Caribbean 5.8 4.3 21.7 431 10.2 30.6 11.5 12.5
Arab States 10.5 7.6 17.5 23.4 10.5 16.8 7.0 6.6
Asia and the Pacific 6.6 515 29.5 38.3 13.1 23.1 16.4 15.2
Europe and Central Asia 6.5 4.2 216 36.1 10.6 30.1 11.3 6.2
Developed countries 3.7 3.4 19.6 44.2 13.0 39.3 6.9 5.0
Americas 3.9 3.5 10.0 47.9 8.4 431 2.1 5.0
Asia and the Pacific 4.7 4.2 35.0 44.6 26.3 40.0 8.8 4.6
Europe and Central Asia 3.3 31 22.8 41.7 13.3 36.6 9.7 5.1
World average 6.2 5.0 25.6 38.5 1.7 25.5 13.9 13.0
Relative poverty: <60 per cent of median household income

Developed countries 4.0 3.2 28.4 46.9 23.0 41.9 5.6 5.1
Americas 4.2 3.2 29.1 53.0 25,3 47.7 4.0 5.4
Asia and the Pacific 4.6 4.2 339 44.6 27.8 40.0 6.1 4.6
Europe and Central Asia 3.7 3.0 26.9 434 20.4 384 6.6 5.0

Note: Global estimates based on 103 countries representing close to 85 per cent of the world population. Weighted by total population. Paid employment includes
wage and salaried employment, own-account workers and employers. See appendix G for detailed data sources.

Source: ILO calculations based on national household survey data.
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the non-poor (see Chapter 1, section D). Lack of paid employment among poor households is even more
striking in developed countries. Considering the relative poverty line of 60 per cent of median household
income, the proportion of people in paid employment is 28.4 per cent for the poor and 46.9 per cent
for the non-poor.”® In all regions, both developed and developing, poverty is associated with a deficit of
wage and salaried employment. Indeed, the incidence of wage and salaried employment is 2.5 times
higher among the non-poor than among the poor.

Definition of terms

Demographic dependency ratio: the demo-
graphic dependants include those under the
age of 15 (child dependency) and over the age
of 64 (old-age dependency). The productive
part is made up of the population considered
to be of working age, between 15 and 64 years.
The ratio is expressed as a percentage. Total
demographic dependency ratio = (number
of people aged 0-14 and those aged 65 and
over)/number of people aged 15-64 x 100.
A high demographic dependency ratio may be
an increased burden on the income earners
within households and in a country.

Economic dependency ratio (EDR): this is based
on the actual activity status of the household
members rather than on their ages. A first ver-
sion is calculated as the ratio of the household
members outside the labour force (children,
inactive aged 15-64 and people aged 65 and
over) to those actually working or unemployed
aged 15-64. A second and third versions
consider the ratios between those outside
employment or outside paid employment and
those in employment or in paid employment
aged 15-64. Hence the EDR measures the
number of inactive household members for each
active member or, alternatively, in its second
and third versions, the number of non-working
household members or non-labour income
earners to household members in employment
or in paid employment (15-64 years old).

Persons in employment are defined as all those
of working age who, during a short reference

period, were engaged in any activity to produce
goods or provide services for pay or profit (see
below). Persons in employment are wage and
salaried workers and the self-employed. Self-
employed persons include employers, own-ac-
count workers and contributing family workers.

Paid employment in this chapter includes all
persons in employment except contributing
family workers.

For pay or profit refers to work done as part of
a transaction in exchange for remuneration pay-
able in the form of wages or salaries for time
worked or work done, or in the form of profits
derived from the goods and services produced
through market transactions, specified in the
most recent international statistical standards
concerning employment-related income (ILO,
2013a). Contributing family workers are included
as part of the employed, as persons who work for
pay or profit payable to the household or family
in market units operated by a family member
living in the same or in another household.

Permanent contracts are defined as open-
ended contracts, or as contracts of unlimited
duration (ILO, 2015¢). They are considered as
more secure as they allow visibility regarding
the future evolution of work and income. Such
arrangements still cover more than 50 per cent
of all wage and salaried workers but just above
one out of four workers (including both wage
and salaried workers and those in self-employ-
ment) (ILO, 2015b).

Second, the poor face significant working-time deficits

The proportion of workers working short hours for pay or profit (less than 35 hours per week) or very
short hours (less than 20 hours per week)' is systematically higher among the poor compared to the
non-poor. This is true for both wage and salaried workers and for the self-employed, in both emerging
and developing (figure 2.3, panels A and B) and developed countries (figure 2.3, panels C and D).

In emerging and developing countries, low rates of unemployment and the absence of unemployment
protection in the majority of countries™ tend to be associated with high levels of informal employment
and widespread time-related underemployment (Heshmati, Maasoumi and Wan, 2015). The lack of
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Short hours of work and poverty in emerging, developing and developed countries, latest year available (hours per week)
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Note: Global weighted estimates based on 82 countries (47 emerging and developing countries and 37 developed countries) representing more than 75 per
cent of total employment (74 per cent in emerging and developing countries and 85 per cent in developed countries). The Arab States are not represented
in the figure as they have a representation of less than 50 per cent. Hours of work refer to usual hours of work from all jobs when available, otherwise from
main and second jobs. Panels A and B: common poverty line of $3.10 PPP per day and per capita; panels C and D: relative poverty line of 60 per cent of
median household disposable income or household expenditure on consumption. The population of reference covers people in employment aged 15-64.
Data are for the latest year available, which ranges between 2005 and 2013. One-fourth of the country data refer to 2005-09 and nearly 60 per cent of
country data are for 2012 or 2013.

Source: ILO calculations based on national household survey data.
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access to piped water and the reliance on firewood as a source of energy affect the poor more than the
non-poor (see Chapter 1, section D). Time poverty underscores the capabilities of the poor and their
opportunities for time spent of work for pay or profit (Chant, 2010). Over 35 per cent of the working
poor in extreme or moderate poverty work less than 35 hours per week for pay or profit (taking into
account all their usual jobs), compared to 27 per cent of the non-poor. The poor in self-employment
are particularly badly hit by short working hours: more than half (54 per cent) usually work less than 35
hours per week, compared to 19 per cent of wage and salaried workers below the poverty threshold.”

In the case of developed countries, it is the wage and salaried workers, rather than the self-employed,
who are most affected by short working hours. Evidence from selected developed countries shows an
increase in the prevalence of very short hours of work and the associated increase in the incidence
of working poverty" and exclusion from coverage by employment-related social protection benefits'
(ILO, 2015b).

In developed, emerging and developing countries alike, it is women in particular who work short or
very short hours for pay or profit, often for low pay. At the same time they face longer working days,
when both paid and unpaid work are considered. Women are more time-poor than men (Chant, 2010).
Indeed, gender gaps in the distribution of unpaid household and care work also mean that women
are more likely to work shorter hours for pay or profit (ILO, 2016a). In developed countries, more than
50 per cent of all working poor women work less than 35 hours per week for pay or profit and more
than one-fourth work less than 20 hours per week. These proportions are higher among wage and
salaried workers™® and in all cases exceed the proportions observed among the non-poor. In emerging
and developing countries, those affected the most are self-employed women."”

In Asia, the poor are also subject to excessive working hours

While the practice of working excessive hours can improve earning potential and career prospects,
it can also expose workers to safety and health risks (ILO, 2011a and 2011b; Lee, McCann and
Messenger, 2007). Working hours tend to be more polarized for the poor than for the non-poor, whose
working hours tend to cluster around standard working hours, in line with national regulations. In
addition to being more likely to be in underemployment, the poor in emerging and developing countries
are also more likely than the non-poor to face the risks associated with excessive hours without having
the opportunity to gain from those extra hours.

Asia is the region where the phenomenon of excessive working hours is most common, in particular
for wage and salaried workers (figure 2.4; ILO, 2016a; Clean Clothes Campaign, 2014). In the emerging
and developing countries of Asia and the Pacific, almost 60 per cent of the extreme and moderate poor
in wage and salaried employment routinely work more than 48 hours per week and more than 22 per
cent work more than 60 hours per week (figure 2.4, panels A and B). In other regions, the proportion of
working poor who work excessive hours is typically lower than in Asia. Outside developing Asia, 27 per
cent on average of the extreme and moderate working poor work more than 48 hours compared to
36 per cent of the non-poor.

The characteristics of workers working excessive hours are significantly different in developed coun-
tries (figure 2.4, panels C and D). The differences are more marked between employment statuses
than between the poor and the non-poor. The self-employed below the poverty threshold are the most
exposed to long working hours. One-third of the working poor in self-employment work more than
48 hours per week compared to 11.7 per cent of the poor in wage and salaried employment. National
regulations primarily cover those who have an employment contract. The self-employed do not usu-
ally fall under the scope of working-time regulations resulting in a higher proportion of self-employed
working excessive hours compared to those in wage employment. Even though not all wage and sal-
aried workers in developed countries benefit fully from such protection, the protection of their rights
is still more effective than in the developing world where informal employment is widespread among
wage and salaried workers, especially among the poor (ILO, 2013b and 2015a; Vanek et al., 2014).
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Figure 2.4

Excessive hours of work and poverty in emerging, developing and developed countries,
latest year available (hours per week)
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Note: Global weighted estimates based on 82 countries (47 emerging and developing countries and 37 developed countries) representing more than 75 per
cent of total employment (74 per cent in emerging and developing countries and 85 per cent in developed countries). The Arab States are not represented in
the figure because of a representation of less than 50 per cent of total employment in the region. Hours of work refer to usual hours of work from all jobs when
available, otherwise from main and second jobs. The population of reference covers people in employment aged 15—64. Data are for the latest year available,
which ranges between 2005 and 2013. One-fourth of the country data refer to 2005-09 and nearly 60 per cent of country data are for 2012 or 2013.

Source: ILO calculations based on national household survey data.
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Third, jobs of the poor are often less protected than those of the non-poor

Employees without a permanent employment contract are often found to have less job stability and
lower pay than those in regular full-time employment.’® In addition, they suffer frequent periods of un-
employment, which leads to sharp income fluctuations that endanger their economic self-sufficiency.
Without exception, workers in unregulated, insecure employment arrangements, who are more likely
to work without a contract and even more likely to work without a permanent contract, are also those
most likely to be among the working poor. This is because such employment arrangements offer less
pay (ILO, 2015¢). Without a formal employment contract, workers are more vulnerable to the non-appli-
cation of employment laws and regulations and are also more likely to face difficult working conditions.

In 34 emerging and developing countries for which relevant data are available, poor wage and salaried
workers are three times less likely to have a permanent contract than their non-poor counterparts.
Where extreme poverty is concerned, less than 8 per cent of the extreme poor have a permanent
contract compared to more than 30 per cent of the non-extreme poor. As for extreme and moderate
poverty, 10 per cent of the poor in wage and salaried employment compared to 33 per cent of the
non-poor have a permanent contract. The poor and non-poor fare better in urban areas, where the
proportion of regulated and secure employment is significantly higher. In emerging and developing
countries, at $3.10 PPP per day, less than 10 per cent of the poor in wage and salaried employment
work under a permanent employment contract in rural areas compared to 23 per cent in urban areas.
The proportions for non-poor are 21 per cent in rural areas and 39 per cent in urban areas.

In 33 developed countries with data, the working poor are also the ones who are more often found
in temporary employment. Around 66 per cent of the wage and salaried poor have a permanent
employment contract, compared to 81 per cent of non-poor (figure 2.5).

Permanent contracts among wage and salaried workers: comparison between poor and non-poor
(extreme and moderate poverty: <$3.10 PPP per capita per day), latest year available (percentages)
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Source: ILO calculations based on national household survey data.
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Fourth, poor people are less covered hy employment-related social protection

Affiliation to social protection gained through employment often depends on an explicit contract in
formal enterprises or on a formally defined employment relationship between a dependent worker and
an employer (ILO, 2013c). As noted above, in emerging and developing countries only a minority of
workers, especially among the poor, are covered by formal employment contracts that would normally
entitle them to social protection (figure 2.6, panel A).*° The high incidence of non-standard forms of
employment among the poor — which includes widespread time-related underemployment — is a major
factor behind the lack of social protection coverage (ILO, 2015b).%°

Less than 8 per cent of the working extreme or moderate poor contribute to a pension scheme in
emerging and developing countries, compared to 37.2 per cent of the non-poor? (figure 2.6, panel B).
In rural areas, 7.0 per cent of the working poor and 17.4 per cent of the non-poor are affiliated to
a pension scheme in emerging and developing countries. The proportions are three to four times
higher in urban areas. Everywhere those proportions are higher for wage and salaried workers than
for other employment statuses. With the exception of a few countries (in particular in Latin America
or in developed countries), most self-employed workers do not contribute to a pension scheme. In
emerging and developing countries, on average 15.9 per cent of the extreme and moderate poor in
wage and salaried employment contribute to a pension scheme, compared to less than 3 per cent of
the self-employed.?

In developed countries the poor also face significant deficits in coverage by contributory social protec-
tion gained through employment. At the relative poverty line of 60 per cent of median income, less than
half of the working poor contribute to a pension scheme, compared to 81.8 per cent of the non-poor.
The worst affected are the poor in self-employment. Among the working poor, affiliation rates of the
self-employed are 4.5 times lower than for wage and salaried workers (figure 2.6, panel B). Affiliation
rates are also more than four times higher among the self-employed above the poverty threshold.

Affiliation rates among the extreme and moderate working poor are more than 20 per cent in Argentina,
Brazil, Chile, Costa Rica and Uruguay,” including, notably, the self-employed. This was brought about
by addressing several of the main determinants of non-coverage. Besides the extension of legal cov-
erage to groups previously not covered (ILO, 2015b), of particular interest for the working poor, sev-
eral approaches were adopted. Some focused on reducing the cost of affiliation to social security,?
offering flexible rules and procedures, and manageable financing mechanisms to make this coverage
effective; others aimed at increasing productivity® (ILO, 2014d). For own-account workers and small
and micro-enterprises with profits or sales below a certain level, reducing the cost of formalization
often resulted in simplifying registration procedures, combining social protection contributions and
fiscal obligations into a single package® (ILO, 2015b). For undeclared employees, including irregular
migrant workers, incentives in the form of reductions in social contributions for recruitment have been
adopted in several European countries and in Argentina,” for example. There are clear limitations in
extending contributory social protection to the poor, owing to the obvious lack of capacity to contribute.
To be effective among the poor, extension of the coverage by contributory schemes often requires
contributions to be subsidized, as is the case in the extension of health insurance coverage. This also
needs to be accompanied by the establishment of non-contributory schemes as part of the setting up
of national social protection floors (ILO, 2014a and 2014c).

Fifth, the deficit in employment-related social protection is partially compensated
by the development of non-contributory schemes or other mechanisms dissociated
from the employment relationship

Considering all types of social protection benefits, either in cash or in kind, contributory and non-
contributory, the proportion of the poor relying on social protection benefits® is on average lower than
that of the non-poor. Based on a set of 30 emerging and developing countries (representing nearly
70 per cent of the population in the developing world), 47.3 per cent of the poor received some social
protection benefits, compared to 56.8 per cent of the non-poor (figure 2.7, panel A).
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Figure 2.6

Affiliation to contributory social protection (pension mainly), poor and non-poor workers,
latest year available (percentage of total employment)

Panel A. Comparison of affiliation rates for the poor and non-poor
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Note: Contribution to social protection (at least for pensions). Panel A: Dark red dots for developed countries refer to the relative poverty line of
60 per cent of median disposable household income or consumption expenditure following a per capita basis and orange dots for emerging and
developing countries refer to the extreme and moderate poverty line of $3.10 PPP per capita per day. Any dot above the diagonal means that the
proportion of the non-poor contributing to social protection (at least for pensions) is higher than the proportion among the poor. Country names
associated with ISO3 codes and detailed data sources are presented in appendix G. Panel B: Global estimates based on 66 countries representing
70 per cent of total employment. The population of reference covers people in employment aged 15-64. Data are for the latest year available,
which ranges from 2007 to 2013. More than 65 per cent of country data are for 2012 or 2013.

Source: ILO calculations based on national household survey data.

On the other hand, in 21 out of 30 emerging and developing countries the proportion of the extreme
and moderate poor receiving benefits is higher than the proportion of the non-poor benefiting from
social protection. The situation is totally different regarding the extreme poor. In that case the proportion
of the poor receiving benefits exceeds the proportion of the non-poor in only 14 out of 30 countries,
which could be considered an indication of the difficulties of public institutions and networks to effec-
tively reach the poorest of the poor.
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Moreover, the poor receive a small share of the spending on social protection, significantly lower than
their representation in the population.” On average the extreme and moderate poor, who constitute
42.0 per cent of the total population, receive 21.1 per cent of the total social protection benefits ex-
penditure (figure 2.7, panel B). The amount of social protection benefits received by the poor is on
average seven times lower than the amount per beneficiary for the non-poor.

Some countries have very limited social protection provisions and associated resources for the poor in
particular but also for the non-poor. This characterizes most African countries with available data. For
instance, coverage of the poor is less than 10 per cent in Cameroon, Ethiopia, Ghana, Malawi, Nigeria,
Sudan, Uganda and Zambia; coverage of the non-poor is barely any higher. Those countries combine
the highest poverty incidence (more than 60 per cent®), a limited investment in social protection
(usually less than or around 5 per cent of GDP) and among the lowest proportion of social protection
resources going to the poor, compared to their representation in the population. In Ethiopia, Malawi,
Uganda, the United Republic of Tanzania and Zambia, extreme and moderate poverty rates are greater
than 70 per cent but the benefits received by the poor represent in some cases less than 25 per cent
of the total amount of social protection benefits.

South Africa stands apart as one of the few exceptions. There, nearly 90 per cent of the extreme and
moderate poor receive social protection benefits, compared to 50-60 per cent of the non-poor. As in
other middle-income countries from Latin America or Eastern Europe and Central Asia, in South Africa
the incidence of poverty is lower than in most low- and middle-income countries. More importantly, the
proportion of those living below the poverty line and receiving social protection benefits is greater than
60 per cent and higher than the proportion of beneficiaries among the non-poor. What characterizes
these countries is the broader scope of their national social protection systems, the significant amount
of resources invested in social protection and, over recent decades, the extension of social protection
through mechanisms coping with high informality or low activity rates (ILO, 2015b).*

In developed countries, for the relative poverty line of 60 per cent of median household income,
79.7 per cent of the poor receive some kind of social protection benefits, compared to 67.8 per cent
of the non-poor.¥ The significantly higher coverage of the poor in Australia, Chile and Uruguay, and
also in the United States and some Eastern European countries (Croatia, the Czech Republic, Poland
and the Russian Federation), demonstrates deliberate strategies adopted by governments to extend
coverage to the poor, and to redesign social protection systems to concentrate resources on targeted
benefits (figure 2.7, panel C). With the exception of Australia and Chile,* social protection benefits
are not reaching the poor in accordance with their proportion of the population: 21 per cent of the
population living below the relative poverty threshold receive less than 12 per cent of total social pro-
tection benefits expenditure. In developed countries, the poor receive on average 2.8 times less social
protection benefits than the non-poor.

Sixth, contrasting impacts of social protection on poverty prevention and reduction

Social protection benefits play an important role in preventing and reducing poverty. The correlation
between higher spending on social protection and lower poverty rates is positive. However, significant
differences regarding the impact on poverty of social protection can be observed across countries with
similar levels of spending on social protection (figure 2.8). The main factors for the varying impacts
include: societies’ objectives of social protection® (such as income maintenance versus poverty re-
duction); the difference in coverage and levels of benefits received by th