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Preface

The world has been profoundly affected by the COVID-19 pandemic. More than a million lives have been
lost, social and economic activity has been disrupted, and the livelihoods and well-being of millions of
people worldwide are threatened. The ILO has estimated that the equivalent of 345 million full-time
jobs were lost in the third quarter of 2020." In spite of the promising development of vaccines, the crisis
is far from over.

This year's ILO Global Wage Report - the seventh in the series - presents the emerging empirical evidence
of the effects of the crisis on wages. Part I of the report documents a downward trend in the level and/or
growth rate of average wages in two thirds of the countries for which data from 2020 were available.
Ten years ago the second report in this series looked at wage policies at the time of the global financial
and economic crisis.? This time - much more so than during the 2008-10 period - governments have
taken unprecedented action to counteract the economic and labour market impact, including through
temporary wage subsidies, extending social protection and providing support to keep businesses
afloat. Likewise, central banks across the world have intervened with expansionary monetary policies
to stimulate economies. These measures have allowed millions of wage earners to retain all or part of
their incomes.

Despite these measures, the economic and employment consequences of the COVID-19 crisis are likely
to exert further downward pressure on wages in the near future. Hence, if economies are to return to
a path towards sustained and balanced economic growth, wage developments will need to take into
account the need both for incomes and aggregate demand to be supported and for enterprises to remain
successful and sustainable. Constructive social dialogue will be key to success in achieving this goal.

In March 2020 the UN Secretary-General called for action to mitigate the impact of the pandemic on
people’s livelihoods and well-being. He also emphasized the need to build back better. If we are to lay
the foundations for a “better normal”, integrated policy responses will be required that focus on people
and on what they need in order to build, or rebuild, their livelihoods and make a decent life. The 2019
ILO Centenary Declaration for the Future of Work, with its human-centred agenda, speaks directly to
this need.

Part II of the Global Wage Report follows up on the ILO Centenary Declaration’s call for “an adequate
minimum wage, statutory or negotiated”. It provides an empirically based description of minimum
wage policies across the world and shows how minimum wages, when well-designed and applied, can
become an effective tool to protect workers from unduly low wages while also reducing inequality.

Currently, 90 per cent of ILO Member States have minimum wage policies in place, either statutory or
negotiated through collective bargaining. However, 266 million wage earners are paid less than the
minimum wage, either because they are not legally covered or because of non-compliance. The report
analyses the characteristics of minimum wage and sub-minimum wage earners and finds that women,
young workers, workers with lower education, rural workers, and workers with dependent children are all
over-represented. These are some of the groups most vulnerable to the current labour market crisis and
minimum wages should play a vital role in enabling them to weather such difficult times. Unfortunately,
minimum wages are not always set at adequate levels or in consultation with the social partners and are
not always adjusted regularly.®> Most of the workers receiving less than the minimum wage are in the
informal economy where they are not protected, or only partly so, by legal and regulatory frameworks.

' ILO, ILO Monitor: COVID-19 and the world of work. Sixth edition, 2020.
2 1LO, Global Wage Report 2010/11: Wage policies in times of crisis, 2010.
3 As provided for under the ILO’s Minimum Wage Fixing Convention, 1970 (No. 131).
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This highlights the need for minimum wages to be accompanied by measures to formalize the informal
economy, if they are to achieve their full potential as a policy device.

Part III of the Global Wage Report suggests a number of policy measures that can help implement
minimum wages effectively. Together with the empirical evidence presented earlier in the report, these
are intended to provide policymakers, social partners, academics and stakeholders with a valuable
source of information and contribute to the urgently needed, human-centred recovery from COVID-19
in the world of work. Appropriate and time-bound wage policies will play an important role in achieving
this goal, and the ILO stands ready to provide its support to Member States.

4“76/&

Guy Ryder
ILO Director-General
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Executive summary

» Part |. Recent trends in wages

In the four years preceding the COVID-19 pandemic (2016-19), global wage growth fluctuated
between 1.6 and 2.2 per cent; when China is excluded from the sample, real wage growth in those
four years fluctuated at a lower level, between 0.9 and 1.6 per cent. In advanced G20 economies,
real wage growth fluctuated between 0.4 and 0.9 per cent, while rising more rapidly - between 3.5 and
4.5 per cent annually - in emerging G20 countries. Between 2008 and 2019, real wages more than
doubled in China. Among advanced G20 economies, wage growth accelerated the most (by 22 per cent)
in the Republic of Korea, followed by Germany (15 per cent). By contrast, real wages declined in Italy,
Japan and the United Kingdom.

In the first half of 2020, as a result of the COVID-19 crisis, a downward pressure on the level
or growth rate of average wages was observed in two thirds of the countries for which recent
data are available; in other countries average wages increased, largely artificially as a reflection
of the substantial job losses among lower-paid workers. In times of crisis, average wages can be
significantly skewed by sharp changes in the composition of employment - what is known as the “com-
position effect”. In Brazil, Canada, France, Italy and the United States, average wages have been rising
markedly because of job losses mainly affecting those at the lower end of the wage scale. In contrast,
a downward pressure on average wages has been observed in Japan, the Republic of Korea and the
United Kingdom. In countries where strong job retention measures have been introduced or extended
to preserve employment, surges in unemployment have been moderated, such that the effects of the
crisis may have been more apparent through a downward pressure on wages than through massive
job losses.

The impacts of the crisis on total wages have fallen differently on men and women, the latter
being disproportionately affected. Looking at a selection of European countries, the report estimates
that without the payment of wage subsidies, workers would have lost 6.5 per cent of their total wage
bill between the first and second quarters of 2020. For women, the total wage bill would have declined
by 8.1 per cent, compared to a decline of 5.4 per cent for men. Such a discrepancy was mainly caused
by reduced working hours, more than by the difference in the number of lay-offs. The wage bill lost as
a result of the drop in working hours was 6.9 per cent for women compared to 4.7 per cent for men.

The crisis disproportionately affected lower-paid workers, thereby increasing wage inequalities.
Studies have shown that in many countries, reductions in hours worked have impacted lower-skilled
occupations - in particular those in elementary work - more than higher-paying managerial and pro-
fessional jobs. For selected European countries, the report estimates that without wage subsidies the
lowest-paid 50 per cent of workers would have lost an estimated 17.3 per cent of their wages, which
is much more than the estimated 6.5 per cent decline for all workers. Consequently, the share of the
total wage bill received by those in the bottom 50 per cent of the wage distribution - a measure of in-
equality - would have fallen by about 3 percentage points, from 27 to 24 per cent on average of the total
wage bill, while the share of the upper half of the distribution would have risen from 73 to 76 per cent.

' When most of those who lose their jobs are low-paid workers, this automatically increases the mean wages of remaining employees.

15
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However, temporary wage subsidies have enabled many countries to compensate part of the
wage bill that would have been lost, and to lessen the effect of the crisis on wage inequality.
Many countries across the world have either introduced or expanded existing wage subsidies in order
to safeguard jobs during the crisis. In a selection of ten European countries for which data are available,
the report estimates that wage subsidies have permitted to compensate 40 per cent of the total wage
bill loss, including 51 per cent of the wage bill loss caused by the reduction in working hours. Wage
subsidies have also permitted to moderate the effects of the crisis on earnings inequalities because
the main beneficiaries were those who have been more severely hit by the crisis, namely workers in
lower-paying jobs.

With a view to supporting low-paid workers, many countries with regular minimum wage adjust-
ments went ahead with planned increases in the first half of 2020. Analysis reveals that in the
60 countries that adjust minimum wages on a regular basis, all the adjustments scheduled for the first
quarter of 2020 took place as expected, whereas 6 out of 9 countries that usually adjust in the second
quarter kept to the scheduled adjustment date, in the midst of the crisis. Among the 87 countries that
adjust minimum wages irregularly, 12 increased their minimum wages in the first half of 2020 - a lower
number than in the previous year. This suggests that the COVID-19 crisis may have induced some
governments to postpone potential adjustments this year.

» Part ll. Minimum wages and inequality

Turning its focus to the topic of minimum wages, the report shows that minimum wages, statutory
or negotiated, exist in 90 per cent of the 187 ILO Member States. Minimum wage systems differ
widely across countries and range from simple to very complex. Globally, around half of the countries
that have a statutory minimum wage have a single national minimum wage rate; the other half have
more complex systems with multiple minimum wage rates, determined by sector of activity, occupation,
age of employee or geographical region. Different systems are compatible with the Minimum Wage
Fixing Convention, 1970 (No. 131), which calls for a broad scope of application, full consultation with
the social partners, levels that take into account the needs of workers and their families and economic
factors, adjustments from time to time, and measures to ensure effective application.

Globally, an estimated 327 million wage earners are paid at or below the applicable hourly
minimum wage. This figure represents 19 per cent of all wage earners, and includes 152 million
women. Although, in absolute number, more men than women earn minimum wages or less, women
are over-represented among this category of workers: while women make up 39 per cent of the world’s
employees paid above the minimum wage, they represent 47 per cent of the world's sub-minimum and
minimum wage earners.

The extent to which a minimum wage may reduce wage and income inequality depends on at least
three key factors: the “effectiveness” of minimum wages, the level at which minimum wages are
set, and the characteristics of minimum wage earners. Although the primary purpose of minimum
wages is to protect workers against unduly low pay, minimum wages can also contribute to reducing
inequality under certain conditions. The first condition comprises the extent of the /legal coverage and
the level of compliance - which, when combined, may be called the “effectiveness” of minimum wages.
Second, the level at which minimum wages are set plays a crucial role. Finally, the potential of minimum
wage systems for reducing inequality depends on the structure of a country’s labour force, particularly
whether workers with low labour incomes are wage workers or self-employed, and the characteristics
of the beneficiaries of the minimum wage - in particular, whether they live in low-income families.
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The effectiveness of minimum wages

Out of the estimated 327 million wage earners who are paid at or below the minimum wage,
266 million wage earners around the world earn less than existing hourly minimum wages, either
because they are not legally covered or because of non-compliance. The groups most frequently
excluded from legal coverage of minimum wage systems are agricultural workers and domestic workers.
The report shows that, as of 2020, an estimated 18 per cent of countries with statutory minimum wages
exclude either agricultural workers, domestic workers or both from minimum wage regulations. One
of the most significant indicators of non-compliance is a high incidence of informality, which poses a
major challenge for the rights of workers generally, including for the enforcement of minimum wages.
In countries with high levels of informality, if minimum wages are to be effective, they need to be ac-
companied by measures to encourage formalization. Other measures include, for example, targeted
labour inspections, awareness-raising campaigns, as well as efforts to raise productivity. Indeed, low
productivity is one of the drivers of informality and has repercussions for the level of non-compliance
with minimum wage legislation.

The adequacy of minimum wage levels

As prescribed by the Minimum Wage Fixing Convention, 1970 (No. 131), setting an adequate
minimum wage level should involve social dialogue and take into account the needs of workers
and their families as well as economic factors. Results show that minimum wages are set, on average,
at around 55 per cent of the median wage in developed countries and at 67 per cent of the median
wage in developing and emerging economies. Among developed countries, a large majority of coun-
tries have minimum wages set somewhere between 50 per cent and two thirds of the median wage.
In developing and emerging economies, minimum-to-median wage ratios range from 16 per cent in
Bangladesh to 147 per cent in Honduras. Globally, the median value of gross minimum wages for 2019 is
equal to US$486 PPP per month, meaning that half of the countries in the world have minimum wages
set lower than this amount and half have minimum wages set higher. Some countries have minimum
wages below the poverty line.

Sufficiently frequent adjustment is crucial to maintain minimum wages at an adequate level,
and a very low level often reflects failure to adjust rates regularly over time. In practice, only
54 per cent of countries with statutory minimum wages adjusted their minimum wages at least every
two years during the period 2010-19. At the global level, 114 countries out of the 153 for which data
are available (approximately 75 per cent) have seen their minimum wages grow in real terms between
2010 and 2019. Real annual minimum wage growth was, on average, 1.1 per cent in Africa, 1.8 per cent
in the Americas, 2.5 per cent in Asia and 3.5 per cent in Europe and Central Asia.

The characteristics of minimum wage earners

Globally, the majority of wage earners paid at or below the hourly minimum wage are located
in the lower tail of the distribution of household incomes, but the characteristics of minimum
wage earners vary by country and by region. In Europe, for instance, on average, 69 per cent of all
sub-minimum and minimum wage earners are in the lower half of the income distribution. In addition,
sub-minimum and minimum wage earners located in poorer households are more likely to be older
and living as single parents with dependent children than those located in richer households. However,
in Africa only 52 per cent of all sub-minimum and minimum wage earners are in the lower half of the
income distribution. In developing countries, many workers with low incomes are self-employed rather
than wage earners. This points to the fact that wage employment tends to increase average household
income, and that in developing countries minimum wages should be accompanied by measures to create
wage employment for workers in poor households.
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Women are generally over-represented among low paid workers and the literature shows that,
in many cases, minimum wages can narrow pay gaps between men and women. In all regions, the
proportion of women among those earning the minimum wage or less is larger than their share among
those earning more than the minimum wage. Similarly, young workers (aged under 25), workers with
lower education levels and rural workers are all over-represented, indicating that minimum wages can
also reduce pay gaps between these and other groups. Regarding labour characteristics, the report
shows that sub-minimum and minimum wage earners are more likely to have temporary contracts and
part-time jobs than those paid at higher levels; they also, on average, work more hours.

Results from a simulation exercise

Using micro data for a set of 41 countries covering Africa, Asia, Europe and Latin America, and
for which wage and income information were available, simulations suggest that, whatever the
measure of inequality used, in practically all the countries studied, improving the legal coverage
and the compliance with the minimum wage and raising the level, for example, up to two thirds of
the median have the potential to reduce income inequality. Looking at the Palma ratio (the income
share of the top 10 per cent divided by the income share of the bottom 40 per cent), when both full
compliance and an increased level are assumed, inequality declines by between 3 and 10 per cent in a
majority of countries. However, in low- and middle-income countries, where informal work is prominent,
if full compliance with the minimum wage does not extend to wage employees in informal jobs, the
potential reduction of inequality becomes much lower.

While in some countries minimum wage systems may already be achieving most of their inequal-
ity-reducing potential, in others there is room for improvement. For instance, in some countries,
such as Ecuador and Hungary, the potential for reducing income inequalities through an increase in
compliance is relatively high. In another set of countries including Estonia, Uruguay and Viet Nam, there
is a high potential for reducing income inequalities through an increase in the minimum wage level,
taking into account the needs of workers and their families as well as the economic factors. Whether
by increasing effectiveness through measures aimed at strengthening enforcement, formalizing jobs
or broadening legal coverage, or by setting adequate levels through a balanced and evidence-based
approach, policy measures can go a long way towards ensuring that minimum wage systems achieve
their full potential.

» Part lll. Wage policies
for a human-centred recovery

Adequate and balanced wage policies, arrived at through strong and inclusive social dialogue, are
needed to mitigate the impact of the crisis and support economic recovery. In the near future, the
economic and employment consequences of the COVID-19 crisis are likely to exert massive downward
pressure on workers' wages. In this context, adequately balanced wage adjustments, taking into account
relevant social and economic factors, will be required to safeguard jobs and ensure the sustainability
of enterprises, while at the same time protecting the incomes of workers and their families, sustaining
demand and avoiding deflationary situations. Adjustments to minimum wages should be carefully
balanced and calibrated. While adjusting rates to compensate for price inflation may be essential for
ensuring that low-paid workers and their families are able to maintain their living standards, in the
particular circumstances of some countries it may be difficult or risky to implement larger increases.
Collective bargaining that takes into account the particular circumstances of specific enterprises or sec-
tors is best placed to strike the right balance, and to re-evaluate the adequacy of wages in some mostly
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female-dominated low-paid sectors which have proved to be essential and of high social value during
the current crisis. Wage subsidies, which have played a large role in mitigating the impact of the crisis
by protecting enterprises and workers, may need to be prolonged in the second wave of lockdowns,
taking into account cost implications.

In planning for a new and better “normal” after the crisis, adequate minimum wages - statutory
or negotiated - could help to ensure more social justice and less inequality. The 2019 ILO Centenary
Declaration for the Future of Work, which calls for a human-centred approach to the future of work,
emphasizes the importance of adequate minimum wages, statutory or negotiated. The empirical ana-
lyses presented in Part II of this report show that when minimum wages are set at an adequate level,
legally cover those employees most likely to be in low-paid jobs, and are well-enforced, they not only
help protect workers against unduly low pay but also contribute to reducing inequality. The details of
what constitutes an adequate minimum wage, including an adequate level thereof, should be agreed at
national level through evidence-based social dialogue, in line with the Minimum Wage Fixing Convention,
1970 (No. 131). Furthermore, to be most effective, minimum wages must be accompanied by other policy
measures that support the formalization of the informal economy, the creation of paid employment
and the growth of productivity among sustainable enterprises. Minimum wages are only one in a set
of policies - which include social protection and fiscal policies - that can be used to promote economic
growth with social justice.
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> 1

Introduction

The year 2020 has been marked by the outbreak of the COVID-19 pandemic, which rapidly gener-
ated an unprecedented global economic and labour market crisis with large losses in employment
and working hours. As of November 2020, more than 45 million confirmed COVID-19 cases had been
reported around the world, along with more than 1.1 million deaths from the disease.' The pandemic
put enormous pressure on public health services and their employees, a majority of whom are women,
and many of whom became infected by the virus. As the virus spread around the world, so did its eco-
nomic repercussions. Workplaces were closed, enterprises were shut down, and millions of workers
lost all or part of their incomes for weeks or months. The scale of these effects is evidenced by the
estimated 12.1 per cent loss in working hours globally - equivalent to 345 million full-time jobs - for the
third quarter of 2020 in comparison to the fourth quarter of 2019 (ILO 2020a). A 10.7 per cent decline in
global labour income - equivalent to US$3.5 trillion - has been estimated for the period covering the first
three quarters of 2020 in comparison with the same period of 2019. Workers in the informal economy
suffered particularly badly: it is estimated that 1.6 billion informal economy workers - 76 per cent of
world’s informal employment - experienced significant impacts from the crisis (ILO 2020b).?

Many countries implemented an unprecedented range of policy measures, without which the
economic and labour market impact of the crisis would have been far worse. Wage subsidies and
income support measures were complemented by more general measures to stimulate the economy
and prevent large-scale bankruptcies: these included fiscal and monetary policies as well as targeted
measures such as the establishment of credit facilities, the postponing of tax payments and social se-
curity contributions, and the deferral of enterprises’ rent and utility bills. Initiatives were taken to extend
protection to a large number of vulnerable workers and enterprises. However, notwithstanding a number
of initiatives taken in support of workers and enterprises in the informal economy, in most countries
wage subsidies or credits were directed towards the formal economy (Fasih, Patrinos and Shafiq 2020).

In these exceptional circumstances, what have been the effects of the COVID-19 crisis on wages,
and to what extent have wage subsidies and other policy measures contributed to the stability
of workers' wages and incomes? To document recent trends in wages, this report relies, to the extent
possible, on data collected and published by national statistical offices. Some national statistical offices
implemented new survey methods to assess the impact of the crisis on labour markets. In other coun-
tries, however, data are published only after a relatively long time lag, such that the exact impact of
COVID-19 on wages in these contexts remains unknown. The scarcity of national statistics across the
world also makes it difficult to make an accurate assessment of the impact of wage subsidies and other
policy measures on wage trends. This report accordingly relies on a variety of sources and uses a com-
bination of methodologies, including simulations based on models and assumptions that are described
in the report and its appendices.

' World Health Organization (WHO) Coronavirus Disease (COVID-19) Dashboard, https://covid19.who.int/.

2 In this report, the terms “wage employees” and “wage earners” are used interchangeably to denote all paid employees, irrespective
of their contractual arrangements, in both the formal and the informal economy.
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> 2

The global economic
and labour market context

» 2.1 The economic context

After decelerating between 2017 and 2019, global economic growth collapsed in 2020 under the
impact of the COVID-19 pandemic, with gross domestic product (GDP) falling more sharply in
advanced economies than in emerging economies (see figure 2.1). Isolation measures, lockdowns
and widespread enterprise closures - implemented to allow healthcare systems to cope and to slow
the spread of the virus - have inflicted high economic costs. Different countries have faced different
combinations of domestic disruption, falling external demand, capital outflows and plunging com-
modity prices (World Bank 2020a). In October 2020, the International Monetary Fund (IMF) projected
that the global economy, having grown by 2.8 per cent in 2019, would contract by 4.4 per cent in 2020.
In advanced economies, the IMF expected a much steeper decline of 5.8 per cent, contrasting with a
smaller but still substantial contraction of 3.3 per cent in emerging economies. While some expect a
strong rebound in 2021, there remains much uncertainty surrounding this forecast. The IMF warns
that the diverse impacts on low-income households will be particularly acute, imperilling the significant
progress made in reducing extreme poverty in the world since the 1990s (IMF 2020a).

Not all industries have been equally affected by the lockdown. The sectors hardest hit include
wholesale and retail trade, accommodation and food services, and other sectors in which women tend
to be over-represented. It has been estimated that the hardest-hit sectors account for 40 per cent of all
female employment, compared to 36.6 per cent for men (ILO 2020c). In low-income countries, moreover,
informal employment accounts for up to 80 per cent of total employment in these hardest-hit sectors (ILO
2020d). Other industries, such as the banking sector and e-commerce, have either been less seriously
affected or have seen an increase in activity. It has also been observed that small and medium-sized
enterprises have been, on average, more adversely affected than very large companies (OECD 2020a).
The effects were particularly devastating for micro and small enterprises, which employ over 95 per
cent of the 1.6 billion informal economy workers that have been significantly affected (ILO 2020b).

Overall price inflation has tended to decline, particularly in advanced economies (see figure 2.2).
Although price inflation has changed relatively little in emerging economies, it fell substantially in
advanced economies in 2019 and particularly in 2020. This means that in advanced economies, for
those workers whose wages maintained their nominal value, real wages have declined only a little. In
emerging economies, however, a constant nominal wage level implies a substantial decline in real wages.
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» Figure 2.1 Annual average economic growth, 2006-20 (GDP in constant prices) (percentages)
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» 2.2 Labour markets across the world

Economic lockdowns and the temporary closure of millions of workplaces have had enormous
effects on labour markets across the world, disproportionately affecting lower-paid workers. As
countries, one after another, closed down non-essential economic activities, huge numbers of workers
felt the impacts. In the United States of America, the Bureau of Labor Statistics estimated that, before
the lockdown, about 20 per cent of workers were employed in the six sectors most directly affected by
these measures.? Furthermore, the shut-down policies disproportionately affected lower-paid workers.*
Estimates by the Bureau of Labor Statistics show that nearly 54 per cent of jobs in the sectors shut down
were located in the bottom 20 per cent of the national wage distribution. Although workers in shut-down

sectors represented 20 per cent of total employment in the

country, their wages accounted for only about 12 per cent of

PV The shut-down po”c]es total wages - showing that their wages were well below the

disproportionately affected

national average.

In some countries, the detrimental effects of lockdown

|Ower_paid Worke rs. measures on employment were quick to emerge, gener-

ally taking the form of substantial reductions in working

hours or job losses. For the second quarter of 2020, the ILO
has estimated that losses of working hours have reached 15.2 per cent in Asia and the Pacific, 15.6 per
cent in Africa, 16.9 per cent in the Arab States, 17.5 per cent in Europe and Central Asia, and 28 per
cent in the Americas, with a global average of 17.3 per cent (ILO 2020a). The International Trade Union
Confederation has reported in its fourth global COVID-19 survey that companies in 87 of the 100 sur-
veyed countries are laying off workers because of the crisis (ITUC 2020). Although not all laid-off workers
may be available to seek other employment during the current particular circumstances, spikes in un-
employment have appeared in many high-income countries, while other countries have fared better (ILO
2020c¢). Significant job losses are also observed in emerging countries, where unemployment benefits
generally have limited coverage.

Among the workers who continued to work (in both essential and non-essential activities), many
shifted to teleworking arrangements. One important measure taken by governments across the
world to contain the spread of COVID-19 was to encourage those who can work from home to do so.
As a result, by mid-April 2020, 59 countries had implemented teleworking for non-essential public
employees, and many privately employed staff and their companies followed suit (ILO 2020e). For many
other workers, however, including those in sectors such as manufacturing, health, supermarkets or the
packaging of goods for delivery, teleworking arrangements were not possible. Evidence from the IMF
suggests that young people, workers without tertiary education, those with non-standard contracts
and those working in smaller firms or at the bottom end of the earnings distribution are least able
to telework (Brussevich, Dabla-Norris and Khalid 2020). For the large majority of the workforce in de-
veloping countries who work in the informal economy, for example street vendors and waste-pickers,
teleworking was never an option.

3 These were: restaurants and bars, travel and transport, entertainment, personal services, parts of retail (such as department
stores and car dealers) and parts of manufacturing (such as aircraft and car manufacturing). See United States, US Bureau of
Labor Statistics (2020).

4 US data suggest that lay-offs and reductions in working hours have caused an estimated wage reduction of 26 per cent for workers
in the lower half of the distribution between mid-March and mid-April 2020, while the corresponding reduction is estimated at
1 per cent for higher wage earners. See Berman (2020).



iStock.com/wildpixel

Global Wage Report 2020-21. Wages and minimum wages in the time of COVID-19
2. The global economic and labour market context

The adverse impact on workers’ incomes and poverty has been huge and, overall, the crisis has
disproportionately affected groups in vulnerable situations. The ILO estimated that in the first month
of the crisis, the overall earnings of informal workers globally may have declined by up to 60 per cent.
This drop in turn is estimated to have led to significant increases in the numbers of working poor across
the world. In particular, it is estimated that relative poverty among workers in the informal economy
worldwide may have increased from 26 per cent to 59 per cent over the first month of lockdown (ILO
2020b). World Bank projections suggest the COVID-19 crisis could imperil progress made in poverty
reduction by pushing between 71 million and 100 million people into extreme poverty in 2020, thereby
increasing the global extreme poverty rate for the first time since 1998 (World Bank 2020b). Groups
in vulnerable situations, such as migrant workers - amounting to 164 million worldwide - have been
among the hardest hit (ILO 2020f; UN Women 2020). Young people have also suffered dispropor-
tionately, as 40 per cent of them were working in the
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hardest-hit sectors and 77 per cent were in informal jobs

(ILO 2020g). With youth unemployment across the world " The impaCtS Of the CriSiS

already three times as high as that of adults, the current

economic and jobs crisis is seriously complicating future have fa||en differenﬂy on men

employment prospects for the world’s youth (ILO 2020h). )
and women, the latter being

The impacts of the crisis have fallen differently on

men and women, the latter being disproportionately ispro po rtionate|y affected in

affected in many ways which could widen gender

gaps in the labour market and possibly wipe out the TNy WaysS which could widen
gender gaps in the labour market.

progress made over the past few years. First, women
represent a high proportion of workers in essential ser-
vices and front-line occupations, accounting for more
than 70 per cent of health and social workers. Second, larger proportions of women than of men work in
the hardest-hit sectors; thus they have experienced greater job losses, as indicated by recent employment
statistics in Australia, Canada, Colombia, Japan, the Republic of Korea and the United States. ILO esti-
mates have also highlighted that 55 million domestic workers, of whom around two thirds are women,
were significantly affected by job losses or reductions in working hours and earnings (ILO 2020i). Third,
women rely more than men on informal employment in more than 90 per cent of sub-Saharan African
countries, 89 per cent of countries in South Asia and almost 75 per cent of Latin American countries.
Furthermore, women have also suffered from the unequal sharing of household work, exacerbated by
the increased child-care needs during the pandemic (ILO 2018a; ILO 2020c).
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» 2.3 Policy measures

During lockdown, many governments took unprecedented actions to counteract the economic
and labour market effects of the crisis,’ although the scale of measures varied widely (IMF 2020b).
According to one estimate, the countries of the G20 together spent more than US$7,600 billion, approx-
imately 11.2 per cent of their GDP, on fiscal measures to counteract the social, economic and financial
impacts of the crisis (Segal and Gerstel 2020). The largest component of fiscal support was the provision
of financial assistance to keep businesses alive (OECD 2020b). This took various forms, such as direct
government spending and forgone revenue, loans and credits, and tax relief for enterprises, including
on their social security contributions. Fiscal interventions have also proved essential in many countries
for implementing strong job retention measures, ranging from the prohibition of dismissals to large-
scale work-sharing programmes, the expansion of unemployment benefits and wage subsidies (see, for

example, Cheng 2020). International institutions have also made

significant responses. Furthermore, recognizing the record levels

PV Particula r|y relevant of publicindebtedness reached by most emerging and developing

economies, which leave limited room for fiscal interventions, G20

to wage trends, numerous countries have announced debt service suspension as of 1 May

2020 (World Bank 2020c). Central banks have also intervened on

countries implemented 2 massive scale.
tempora ry wage subsidies Particularly relevant to wage trends, numerous countries

implemented temporary wage subsidies to safeguard jobs

tO Safeg Uard jObS dU ring during the crisis (ILO 2020j). Wage subsidies include all types of

the crisis.

transfers to employers or employees intended to cover all or part
of the eligible individual's wage or non-wage employment costs.
Some countries, such as New Zealand, designed wage subsidies as
a lump sum; in numerous other instances (including, for example, Denmark, Germany and Switzerland),
wage subsidies covered a percentage of workers’ pay, up to a specified ceiling. Where wage subsidies
existed, they were used by large numbers of enterprises employing millions of workers. In France, by the
beginning of July, more than 1 million establishments had applied for chémage partiel (partial activity)
to help pay the wages of more than 14 million workers, representing 56 per cent of all employees in
the country (France, Ministry of Labour, Employment and Economic Inclusion 2020a; for figures on
salaried employment, see France, Ministry of Labour, Employment and Economic Inclusion 2020b). In
Switzerland, at the end of April 2020, the corresponding scheme covered 1.9 million employees, or 37 per
cent of all wage workers (Government of Switzerland, Federal Council 2020). In the United Kingdom
of Great Britain and Northern Ireland, the proportion of furloughed workers in businesses that have
not permanently stopped trading was estimated at 29.2 per cent in the week ending 28 June (United
Kingdom, Office for National Statistics 2020).

° The ILO provides a comprehensive summary of these policy measures in a section of its website entitled “COVID-19 and the
World of Work: Country Policy Responses”, https://www.ilo.org/global/topics/coronavirus/country-responses/lang--en/index.htm.
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Wage trends before and
during the COVID-19 crisis

» 3.1 Global and regional average wages
before the crisis

How were wages across the world evolving before the crisis? Figure 3.1 shows that in the four
years preceding the pandemic, global real wage growth fluctuated between 1.6 and 2.2 per
cent; when China is excluded from the sample, real wage growth in those years before the crisis
fluctuated at a lower level, between 0.9 and 1.6 per cent. As in previous editions of the Global Wage
Report, these data refer to real monthly average wages. Real monthly wage growth is calculated as
the change in nominal monthly wages net of changes in the cost of living as measured by the relevant
national price index, usually the consumer price index. Because the report uses monthly wages, rather
than the less widely available hourly wages, fluctuations reflect changes in both hourly wages and the
average number of hours worked. The global and regional estimates are weighted averages that take
into account the total numbers of employees in different countries. The estimates in figure 3.1 are based
on data from 136 economies, up to the year 2019 for many of them.®

Figure 3.2 presents estimates of annual average real wage growth for the G20 countries, showing
that in the four years before the crisis real wage growth fluctuated between 0.4 and 0.9 per cent
in the advanced economies in this group, and at higher levels - between 3.5 and 4.5 per cent - in
the emerging economies.’” Overall, the estimate of wage growth in the G20 is very similar to the global
estimate in figure 3.1 - which is not very surprising, since the G20 countries account for some 60 per
cent of the world’s wage employees, and produce about three quarters of world GDP.

© Not all countries have published data up to 2019. The full data set and methodology for calculating global and regional estimates
are available on the ILO Global Wage Report website (www.ilo.org). See also ILO (2018b, Appendix I).

7 The division of G20 countries into “advanced G20" and “emerging G20” is based on IMF groupings. The G20 includes 19 countries,
as the aggregate entity of the EU is excluded.

29



In the four years preceding
the pandemic, global real wage
growth fluctuated between

1 .6 and 2'2 per cent

mmmmmmmmmmmmmmmmmmmm
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P Figure 3.3 Annual average real wage growth by region, 2006-19 (percentage)
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The regional perspective displayed in figure 3.3 shows that in the few
years before the crisis, real wages increased most rapidly in Asia and
the Pacific and in Eastern Europe, and much more slowly in Northern
America and in Northern, Southern and Western Europe. Workers
in Asia and the Pacific enjoyed the highest real wage growth among all
regions over the period 2006-19, with China, India, the Republic of Korea,
Thailand and Viet Nam leading the way. By contrast, real wage growth
has been fluctuating between zero and around 1 per cent in Northern
America (Canada and the United States) and in Western Europe, albeit
with an upward trend within that range over the past two years. In Latin
America and the Caribbean, real wage growth also started to bounce
back after 2016, nudging above the 1 per cent mark in 2018 before falling
slightly again in 2019. In Africa, real wage growth started to recover in
2019 after a sharp decline in 2017 and 2018 as a result of persistent infla-
tionary pressure there. The estimates shown in figure 3.3 for the Arab
States are only tentative, owing to severe data constraints in that region.

Regional differences in wage growth largely reflected differences
in economic indicators, which varied considerably by region. In the
few years up to 2019, economic growth remained higher in emerging
economies in Asia than in other regions of the world, despite slowing yet
robust GDP growth in China. Inflation also varied considerably among
regions. In 2019, it was highest in sub-Saharan Africa and in the Middle
East and northern Africa, having increased in all emerging economies
except sub-Saharan Africa over the previous three years.

» 3.2 Wages and productivity indices
before the crisis

Figure 3.4, which shows the evolution of real wage indices since 2008
in advanced and emerging G20 countries, reveals wide variations
in patterns of wage growth in the years before the COVID-19 crisis.
Among advanced economies, wage growth accelerated most rapidly (by
22 per cent) in the Republic of Korea, followed by Germany, where wage
growth was near zero in 2008 and 2009 and only moderate in the period
2010-13, but thereafter accelerated, leading to a 15 per cent increase
in real wages over the whole period 2008-19. By contrast, real wages
declined in Italy, Japan and the United Kingdom. Among emerging G20
countries China stands out, with a constant rise in wages, which more
than doubled over the period as a whole; but all countries in this group
except Mexico experienced significant positive growth in average real
wages over this period. Nevertheless, in spite of that more rapid wage
growth, the level of average wages in emerging economies remains sub-
stantially lower than that in advanced G20 economies. Converting all G20
countries’ average wages into US dollars using purchasing power parity
(PPP) exchange rates yields a simple average wage of some US$3,780
per month in advanced economies and about US$1,850 per month in
emerging economies.
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PV Inthe few years
before the crisis, real
wages increased

most rapidly in Asia
and the Pacific and in
Eastern Europe, and
much more slowly in
Northern America and
in Northern, Southern
and Western Europe.

PV In China,
real wages more
than doubled
over the period
2008-19.
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To date, the ILO Global Wage Report has focused on identifying changes in wages over time within
countries rather than comparing wage levels across countries, because the definitions of these
statistics vary widely. For example, some countries include bonuses in the calculation of earnings,
while others exclude them. Consequently, in view of the differences in definitions and the absence of
data on wages that are harmonized across countries, it is impossible to derive fully comparable statistics.
Country-level data on average wages, however, are shown in Appendix L.

In the last 20 years, a gap was observed between wage growth and productivity growth, par-
ticularly in some high-income countries. Sustainable wage growth over long periods is only possible
when there is significant productivity growth. Figure 3.5 shows the indices of average real wages and
labour productivity in 52 high-income countries between 1999 and 2019. Labour productivity is meas-
ured as GDP per worker; both the real wage index and the real productivity index are calculated as
weighted averages (so that large countries influence the figure more than smaller countries) and are
shown in relation to the base year of 1999. Overall, it may be seen that labour productivity (+21.8 per
cent) increased more rapidly than real wages (+14.3 per cent) between 1999 and 2019. In the period
2016-17 productivity declined slightly while wages rose slightly. Over those two years the gap nar-
rowed by about 2 per cent; thereafter, productivity started
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to rise again more quickly than wages, so that over the

years 2018-19 the gap widened again by 2 per cent. Overall, 4 4 In the |aSt 20 years

the decoupling of wages from labour productivity explains

why labour income shares (the share of labour compensa- 3 gap was observed between

tion in GDP) in many countries remain substantially below

those of the 1990s. wage growth and productivity
growth, particularly in some

high-income countries.
» 3.3 The impact of k

the COVID-19 crisis
on wages in 2020

At the same time as demands emerged for additional data in the quest to understand the impact
of the COVID-19 crisis on wages, the pandemic made it more difficult for national authorities to
collect statistics (ILO 2020k; ILO 2020I). The extent of these difficulties varied with the specific con-
text, infrastructure and capacities of individual countries. Restrictions on movement during lockdowns
forced many countries to suspend face-to-face interviews, which are still the main way to collect data
for labour force surveys. Countries have reacted in various ways, for example by shifting to telephone
interviews, implementing rapid response surveys, and turning to novel data sources and experimental
methods. Even so, the impact of the crisis in many places around the world remains unknown. Even
regular wage statistics are in many places published only months or even years after they were collected.
It is thus only in the coming months and years that the world will obtain a full picture of the impact of
the crisis on wages and labour markets.

There is abundant case study evidence of workers having to accept - at least temporarily - shorter
hours and/or wage cuts. According to Adams-Prassl et al. (2020), among respondents in the sample
who still had a paid job in early April, 35 per cent (United States), 30 per cent (United Kingdom) and
20 per cent (Germany) reported having had lower earnings in March than in January and February. In
Argentina, where the Government enforced a generalized prohibition on dismissing workers without just
cause during the crisis, a collective agreement identified a set of emergency measures, including a 25 per
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cent cut in the wages of workers in shut-down sectors for 60
days from 1 April 2020, with a view to saving jobs (Sindicato
Empleados de Comercio de Junin 2020). Similarly, in Chile
the proportion of businesses that have reached agreement
with workers to reduce wages temporarily in order to pre-
serve employment increased from 6.6 per cent in April 2020
to 8.4 per cent in July 2020, and to over 15 per cent in some
sectors.? In Ethiopian urban areas, nominal average wages in
the private sector fell by about 6 per cent between February
and August 2020 (ILO, JCC and Ethiopoll 2020). In India, recent
evidence suggests that formal workers’ wages have been cut
by 3.6 per cent, while informal workers have experienced a
much sharper fall in wages of 22.6 per cent (Estupifian and
Sharma 2020). Among other countries, Paraguay implemented
temporary wage cuts in the public sector in order to allocate
more funds to the public health system to combat the virus
(Gamba, 2020). In Uruguay, a 20 per cent temporary wage cut
for public officials earning above a specific level contributed to
funding spending related to fighting COVID-19, while Burkina
Faso has announced a plan to divert part of the salaries of
some civil servants to finance the response to the crisis (Garcia-
Escribano and Abdallah 2020).

Early data from national statistical offices show that around
two thirds of countries for which short-term statistics are
available® showed decreasing wages or slower average
wage growth, while in other countries average wages took
a surprising jump in the statistics - mostly reflecting a
“composition effect” due to the loss of lower-paying jobs.
In times of crisis, average wages can be substantially skewed
by the “composition effect” which arises from changes in the
composition of employment. When most of those who lose
their jobs are low-paid workers, this automatically increases
the mean of wages of remaining employees. To make sense of
the country-level wage data, the report documents the evolu-
tion of the overall unemployment rate on the one hand, and
indices of nominal and real average wages on the other. To
facilitate comparison with the pre-crisis period, an average
wage index is constructed, with the year 2019 serving as the
index reference period (2019 = 100). Although unemployment
estimates might be subject to some bias, owing to the diffi-
culty of undertaking an active job search during lockdown
or discouragement among unemployed people in the face of

& Instituto Nacional de Estadistica, Chile: https://www.ine.cl/docs/default-source/
sueldos-y-salarios/boletines/espa%C3%B1ol/base-anual-2016-100/m%C3%B-
3dulo-covid-19-ir-icmo/bolet%C3%ADn_covid_amijj.pdf?sfvrsn=alad46ead_12.

° Countries were selected mainly on the basis of the availability of recent
average wage statistics that cover at least the first half of 2020, thereby per-
mitting examination of the first impacts of the COVID-19 crisis on the labour
market. Although recent average wage statistics for the second quarter of 2020
for countries in Africa were not available when the present section was com-
piled, these figures, along with those for other G20 economies, are presented
in the Global Wage Report 2020/21 infographics (www.ilo.org).


https://www.ine.cl/docs/default-source/sueldos-y-salarios/boletines/espa%C3%B1ol/base-anual-2016-100/m%C3%B3dulo-covid-19-ir-icmo/bolet%C3%ADn_covid_amjj.pdf?sfvrsn=a1a46ea9_12
https://www.ine.cl/docs/default-source/sueldos-y-salarios/boletines/espa%C3%B1ol/base-anual-2016-100/m%C3%B3dulo-covid-19-ir-icmo/bolet%C3%ADn_covid_amjj.pdf?sfvrsn=a1a46ea9_12
https://www.ine.cl/docs/default-source/sueldos-y-salarios/boletines/espa%C3%B1ol/base-anual-2016-100/m%C3%B3dulo-covid-19-ir-icmo/bolet%C3%ADn_covid_amjj.pdf?sfvrsn=a1a46ea9_12
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unprecedented job losses, the unemployment rate generally
increases as jobs are lost."

Figure 3.6 provides some striking examples of a “composi-
tion effect” in Brazil, Canada, France, Italy, Norway and the
United States, where average wages have been rising mark-
edly at the same time as unprecedented job losses. In the
United States, where most states had implemented lockdown
measures by the end of March 2020, significant labour market
effects were noticeable as early as April 2020, a month marked
by an unprecedentedly sharp increase in unemployment, which
hit 14.7 per cent while the real average wage index jumped to
106.6. Compared to the average wage for the year 2019, real
average wages were around 7 per cent and 4 per cent higher
in, respectively, April 2020 and July 2020, because in the latter
months it was the least qualified workers who experienced the
largest unemployment increases. Specifically, for the month
of April 2020, unemployment rose by 14.4 percentage points
among those with “less than a high school diploma”, com-
pared to 5.9 percentage points among those with a “bachelor’s
degree and higher”." (For more on the impact of the composi-
tion effect in the United States, see box 3.1.) A similar pattern
is evident in Canada, where unemployment rose sharply from
March 2020, reaching a high of 14 per cent in May, while the
index of real average wages increased from 101.5 in March
2020 to 110.7 in May 2020, indicating that the average real
wage for the latter month is around 11 per cent higher than the
average real wage for 2019. Similarly, in Brazil, the index of real
average wages peaked at 107.3 in the second quarter of 2020,
an increase accompanied by a slight rise in unemployment as
the virus accelerated and anti-COVID measures were tight-
ened. In Norway, meanwhile, a smaller composition effect is
evident, possibly due to a proportionally smaller increase in
unemployment. Although the unemployment rate has fallen
in France and Italy during the COVID-19 crisis because of diffi-
culties in undertaking an active job search, an unprecedented
number of workers have lost their employment and conse-
quently average wages have increased owing to the compo-
sition effect.

% Use of the unemployment rate to highlight the effects of the crisis has been
motivated by the fact that this labour market indicator is much more acces-
sible than the employment-to-population ratio and other measures of labour
under-utilization. In many countries, while employment figures were falling, the
unemployment rate has risen. For instance, in Chile, when the employment rate
fell by around 20.5 per cent in the second quarter of 2020, the unemployment
rate increased by 49 per cent. The same trend is evident in many other coun-
tries. In contrast, in France and Italy the unemployment rate fell after the start
of the crisis, because only a small portion of those who lost their jobs were
actively looking for new jobs during lockdown (see, https://www.insee.fr/fr/
statistiques/46415984#titre-bloc-1).

" Data from US Bureau of Labor Statistics, average weekly earnings of all
private sector employees, seasonally adjusted.

PV High wage growth
captured in aggregate
measures should not
be seen as indicative
of a recovering or a
strong labor market.

» The Illusion of Wage Growth
Crust et al. 2020


https://www.insee.fr/fr/statistiques/4641598#titre-bloc-1
https://www.insee.fr/fr/statistiques/4641598#titre-bloc-1
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P Figure 3.6 The “composition effect” in selected countries, illustrated

Average wage index, 2019 = 100

Average wage index, 2019 = 100

Average wage index, 2019 = 100

by average wage indices and unemployment rates, 2019 and 2020

Notes: (a) Brazil: average income from the main job, usually received per month, for persons 14 years and older; unemployment rate for
persons 14 years and older. (b) Canada: average weekly earnings including overtime for all employees, industrial aggregate excluding
unclassified businesses; unemployment rate overall. (c) France: labour cost index - wages only (hourly wage index), all industries;
unemployment rate (unemployment as defined by the International Labour Organization) for persons 15 years and older, France excluding
Mayotte, seasonally adjusted. (d) Italy: gross earnings per full time equivalent unit index, only industry and services are covered, excluding
public administration and defence, and compulsory social security, seasonally adjusted; unemployment rate for persons 15 years and older,
seasonally adjusted. (e) Norway: average monthly earnings, whole country and all industries; unemployment rate persons aged 15-74.

(f) United States: average weekly earnings of all employees in the private sector, seasonally adjusted; civilian unemployment rate for
persons 25 years and older, seasonally adjusted.

Sources: (a) Instituto Brasileiro de Geografia e Estatistica. (b) Statistics Canada. (c) Institut national de la statistique et des études )
économiques (INSEE), Agence centrale des organismes de sécurité sociale (ACOSS), Direction de I’Animation de la recherche, des Etudes
et des Statistiques (DARES). (d) Istituto nazionale di statistica (Istat). (e) Statistics Norway. (f) US Bureau of Labor Statistics.
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» Box 3.1 Wage cuts and wage freezes in the United States

A study using the longitudinal nature of administra-
tive payroll data (Cajner et al. 2020) shows the impact
of the composition effect on base wages (contractual
earnings per paid period, excluding variation in hours
worked and special payments) in the United States by
comparing the evolution of the average base wage of
all workers in the sample (which reflects changes in the
number and profile of workers) with the evolution of
the average base wage of a given worker over time. The
result, shown in figure B3.1.1, shows that the increase
in average wages in the full sample is entirely attrib-
utable to the composition effect. When the sample
is restricted to a given worker employed across the
period, wage growth is approximately zero.

The authors also found that wage cuts and wage
freezes were much more common in 2020 than in
2019. While only 1.6 per cent of the workers who
were employed with a given firm in both March and
June 2019 were affected by a wage cut in that year,
that share had more than trebled to 6.2 per cent in
2020. When the sample was restricted to include only
firms that normally adjust their base wages in March,
April, May or June, many more wage freezes occurred
in 2020 (58 per cent of their employees) than in 2019
(36 per cent of their employees). While the likelihood of
a wage freeze was high across the wage distribution,
the probability of a pay cut was higher for more highly
paid workers.

P Figure B3.1.1 Trend in US base wages, controlling for selection, February-june 2020
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Notes: The figure shows trends in weekly wages during the beginning of the pandemic recession. The blue line shows
average base wages across all employed workers; the red line controls for selection by measuring the base wage

of a given worker over time. All data are weighted so that the primary sample from Automatic Data Processing, Inc.
matches aggregate employment shares by 2-digit industry cross business size.

Figure B3.1.2 Probability of base wage cut (a) and freeze (b) in 2019 and 2020 by base wage

quintile sample: Workers at firms that usually adjust wages in March-june

(a) Probability of base wage cut

(b) Probability of base wage freeze
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Notes: The figure shows the probability of a wage cut (a) or wage freeze (b) for different wage quintiles. (a) The sample
includes all workers employed with the same firm in both March and June. (b) The sample is restricted to firms that
made 75% of their annual wage changes for their employees in 2019 during March, April, May and June.

Source: Cajner et al. (2020).
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Figure 3.7 Examples of downward pressure on wages in selected countries in Europe

(a) Finland (b) Germany
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In contrast, figure 3.7 shows the downward pressure on wages in a selection of countries in
Europe where increases in unemployment have been much less sharp and/or sustained, possibly
because of the existence of stronger job retention schemes. The United Kingdom provides the
clearest example of such a drop in average wages, which began in February 2020 and then accelerated
in March and April, while the unemployment rate remained stable despite the crisis. This situation
can be explained by the fact that employees who benefited from the national job retention (furlough)
scheme, under which the Government paid 80 per cent of wages, were not considered as unemployed
even though their working hours were reduced to zero. Consequently, the real average wage index fell
to 97.9 in April 2020, indicating a 2.1 per cent decrease in the average wage compared to that for 2019.
Similar situations may be noted in other European countries, including Finland, the Netherlands, Spain
and Sweden. In Finland, for example, the wage indices fell sharply in April and May 2020 at the same
time as unemployment rose, albeit temporarily. In Germany, smaller wage growth can be observed
between the first and the second quarters of 2020, compared to 2019. These findings suggest that
labour market adjustments have also taken place, at least in some of these countries, in the form of
downward pressure on wages.

Figure 3.8 highlights the same downward pressure on wages in other regions: specifically, the
Americas, and Asia and the Pacific. In Chile and Mexico, in contrast with the trends observed in
2019, average wage indices fell in April and May 2020 - by about 1.5 per cent in both countries - as
unemployment rates rose. In Viet Nam, quarterly labour market data show that between the first and
the second quarters of 2020 real average wages declined by 10.5 per cent (the index fell from 102.9 to
92.4), while a generally stable unemployment rate exceptionally increased by 0.5 percentage points,
highlighting a pronounced effect of the COVID-19 crisis in a country where wages may have served
as the main labour market adjustment variable. A similar pattern can be observed in Malaysia, where
a relatively larger increase in unemployment of 1.1 percentage points between March and April 2020
has been accompanied by a steep fall in average wages of 2.1 per cent in real terms and 4.8 per cent
in nominal terms in April. Thanks to falling prices from April, the drop in the purchasing power of
nominal average wages - which are 4 per cent lower than the average for 2019 - has been moderate.
Finally, in Japan and the Republic of Korea, two countries that were among the first to be affected by
the virus, unemployment rates increased very slightly from the first quarter of 2020 while decreases
in wages were less marked. In Japan, a downward pressure on wages is identifiable between January
and March 2020, a period that saw a much smaller increase in wages than the corresponding period
in 2019. Likewise, the fall in average wages for May 2020 has been sharper than that for 2019. A similar
scenario is observable in the Republic of Korea, where wages fell more sharply between January and
February 2020 than in the same period of 2019.

In other countries, notably Denmark and Romania, there are no identifiable effects of the crisis
on wages, as can be seen in figure 3.9. In Romania, despite a rise in unemployment, no impact on
wages has been evident. The same is true for Denmark possibly because of its solid labour relations
along with strong collective bargaining, which may have contributed to effectively cushioning workers
against the impacts of the crisis.

In advanced G20 economies, on average, real average wages increased by 2.6 per cent at the end
of the second quarter of 2020, owing to unprecedented changes in the composition of employment
in many countries, especially the United States. Using available recent data from national statistical
offices, figure 3.10 compares annual wage growth in 2020 and 2019, estimated on the same basis for
both years, with the aim of providing an idea of the effect the crisis could have on annual wage growth
in advanced G20 countries. Estimates suggest that annual real wage growth will be negative or at least
weaker in four out of the nine advanced G20 countries. However, real average wages would increase by
2.6 per cent on average, owing to unprecedented job losses that have automatically increased average
wages for the remaining employees in many countries, especially the United States.
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» Figure 3.8 Examples of downward pressure on wages in selected countries
in the Americas, and Asia and the Pacific
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(a) Chile (b) Japan
105 12 102 3
o
o
S = <
(o)}
@ - N / 0]
102 103 & 100 A TN - 2 3
= 3 N :
< o <
3 = .i :
3 (] =}
—~ [e)} ~
99 8 = & o8 1 3
/ o o o
s ® =2
E g E
g
<
96 6 96 0
222222223 33388 2222222222338 8
S~ =~ = B A o TR BB 5 o & AN
5855352325383 85885385 58555525883 85855¢85
B Unemploymentrate — Real average wages — Nominal average wages
(c) Malaysia (d) Mexico
107 6 128 6
o
=
c Il c
3 o 3
3 3 3
103 “2 . 116 £ 2
g g g
3 2 3
[0} - [0}
3 (] 3
- (o)) ~
99 2 3 2104 2 g
o o o
S S
g ¢ E
g
<
95 0 92 0
CCUHUOUUEEEEEEEEREER DD UUPEHEEEEEEEER
TR ERB R z B AR il z B AR
58525532882 85883¢85 58525532882 85883¢85
(e) Republic of Korea (f) Viet Nam
120 5 109 3
o
=}
c I c
=] o 3
3 3 3
110 3 R103 2 3
o S )
< o <
3 2 3
[0} = [0]
3 () 3
S =
100 o z 97 1 9
® ) o
g g g
g
<
90
222223338 S S Q12019 Q22019 Q32019 Q42019 Q12020 Q22020
S8 5 522222838255 2>¢
Ef=sg=s2353280z2a2282sc==2

Notes: (a) Chile: real and nominal remuneration indices, 15 years and over; unemployment rate, 15 years and over. (b) Japan: contractual
cash earnings establishments with five or more employees; OECD unemployment rate. (c) Malaysia: average salaries and wages per
employee in manufacturing sector, 15 years and over; unemployment rate, 15 years and over. (d) Mexico: index of real average wages per
person employed and per hour worked in manufacturing sector; OECD unemployment rate. (e) Republic of Korea: total gross wage, all
businesses with one or more employees; overall unemployment rate. (f) Viet Nam: average monthly earnings; overall unemployment rate,

working age.

Sources: (a) Chile, Instituto Nacional de Estadisticas. (b) Ministry of Health, Labour and Welfare of Japan. (c) Department of Statistics
Malaysia. (d) Mexico, Instituto Nacional de Estadisticas y Geografia. (e) Statistics Korea. (f) General Statistical Office of Viet Nam.



43

» Figure 3.9 Countries where the COVID-19 crisis has had no apparent effect on wages
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P Figure 3.10 Comparison of nominal and real average wage growth in 2020 and 2019,
advanced G20 countries (percentage)
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Notes: Available short-term wage statistics from national statistical offices are used to estimate annual wage growth for 2020 and 2019

on the same basis. Recent wage statistics cover at least the first half of 2020. Australia: average weekly earnings, original series, full time
adults, total earnings; Canada: average weekly earnings including overtime for all employees, industrial aggregate excluding unclassified
businesses; France: labour cost index - wages only (hourly wage index), all industries; Germany: index of agreed monthly earnings,
including extra-payments, whole economy; Italy: gross earnings per full time equivalent unit index, only industry and services are covered,
excluding public administration and defence, and compulsory social security; Japan: contractual cash earnings establishments with five

or more employees; Republic of Korea: total gross wage, all businesses with one or more employees; United Kingdom: average weekly
earnings, whole economy; United States: average weekly earnings of all employees in the private sector.

Sources: ILO and national statistical offices of the respective countries.
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> 4

The impact of the crisis
in Europe

Looking at the impact of the COVID-19 crisis on European countries, unprecedented job losses
and reduction in working hours could lead to an estimated total wage bill loss of 6.5 per cent
on average (before taking account of wage subsidies), a drop mainly driven by the reduction in
working hours (figure 4.1). The decline in the total wage bill is smaller than the decrease in the total
number of hours actually worked in those countries (-11.4 per cent) because the lowest-paying jobs
are the ones that have been most severely hit by the fall in employment and hours. Furthermore, while
many employees have lost their earnings because of lay-offs, it appears that, in all the selected countries,
reduced working hours have been the primary means by which the labour market has coped with this
crisis. Consequently, the wage bill losses caused by lay-offs (-1 per cent) are smaller than those attrib-
utable to reductions in working hours (-5.5 per cent), suggesting that policy measures implemented to
safeguard jobs have managed to contain the negative impacts of the crisis on employment. The largest
wage bill losses - in excess of 10 per cent - have been estimated in Ireland, Portugal, and Spain. At
the opposite end of the sample, workers in Croatia, Luxembourg, the Netherlands and Sweden have
suffered the lowest wage bill losses, smaller than 3 per cent.
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P Figure 4.1 Total wage bill loss, and wage bill loss owing to reduced working hours
and to employment loss, selected European countries, between first and second quarters
of 2020 (percentage)
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» Figure 4.2 Total wage bill losses, by country and by gender, selected European countries,

between first and second quarters of 2020 (percentage)
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4. The impact of the crisis in Europe

Given the disproportionate employment impacts of the crisis on women, who represent a high
proportion of workers in essential services and front-line occupations and are over-represented
in the hardest-hit sectors, the total wage bill loss is estimated to be much greater for women
(-8.1 per cent) than for men (-5.4 per cent) (figure 4.2). In all European countries, women's propor-
tion of the wage bill has been hit more severely by the unprecedented job losses and the reduction
in working hours that have occurred as a result of the COVID-19 crisis.

Such a discrepancy was mainly caused by the difference in the wage .

bill loss due to reduced workings hours. While the average difference PV Given the

in wage bill losses caused by lay-offs was smaller than 0.4 percentage d t t

points between women and men, the average wage bill loss due to |Spropor IOnate

the drop in workings hours was 6.9 per cent for women compared to i

4.7 per cent for men. The largest differences between women and men em ployment Im paCtS
are observed in Belgium, France, Germany, Portugal, Slovakia and the  Of the crisis on women,
United Kingdom. In contrast, the differences are smaller in Croatia,

Latvia, Lithuania and Slovenia. the total wage bill loss

Looking at the impact of the crisis on wage inequality in European |5 estimated to be much
countries, the estimated share of the total wage bill received by

those at the bottom 50 per cent of the wage distribution has fallen reater for women
by 3.3 percentage points in Europe, indicating that the crisis has

altered the wage distribution in favour of the highest-earning (_81 per Cent) than for
workers, thereby increasing earnings inequality. Figure 4.3 shows _

the percentage of the total wage bill accounted for by individuals at men ( 54 per Cent)'
the bottom 50 per cent of the wage distribution before and after the

outbreak of the pandemic within each of the four groupings of European countries. That percentage
was greatest in Northern European countries and smallest in Western European countries. Following

the onset of the crisis, it is evident that those with wages below the median experienced a reduction

in their share of the total wage bill within each group, with the smallest decrease being observed in
Northern European countries and the largest in Southern Europe. This outcome reflects the fact that
workers in lower-skilled occupations, and in particular those in elementary work, were more likely to
experience job losses and reduction in working hours following the start of the pandemic, whereas those

in typically higher-paying managerial and professional jobs were less likely to be affected by the crisis.

» Figure 4.3 Share of the total wage bill received by those at the bottom 50 per cent
of the wage distribution, four groups of European countries, first and second quarters
of 2020 (percentage)
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Notes: Northern Europe = Denmark, Finland, Norway, Sweden; Southern Europe = Croatia, Greece, Italy, Malta,
Portugal, Spain; Western Europe = Austria, Belgium, France, Germany, Ireland, Luxembourg, Netherlands,
Switzerland, United Kingdom; Eastern Europe = Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland, Romania,
Serbia, Slovakia, Slovenia.

Source: EU-SILC (2018); data from national statistical offices.
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Partl. Recenttrendsinwages

Pursuing further the analysis of the impact of the crisis on
inequality, figure 4.4 shows an increase, in all European
countries, in the P90/P10 ratio of the total wage bill, which
suggests that wage inequality has increased in Europe
overall since the start of the pandemic. This indicator refers
to the ratio of the share of the total wage bill earned by those in
the highest decile of the wage distribution to the share earned
by those in the lowest decile; figures are presented here for
the first quarter of 2020 (before the start of the pandemic)
and the second quarter (after the onset of the pandemic). The
higher the ratio is, the more wage inequality there is. While
before the crisis the ratio ranged between 4.2 in Romania
and 25.5 in Bulgaria, by the second quarter of 2020 the range
was between 5.0 in Romania and 36.1 in Spain. The P90/P10
is estimated to increase by 21.1 per cent on average, which
indicates that the crisis could significantly exacerbate wage
inequality in Europe. For all countries in the sample, inequality
as measured in this way would increase following the start of
the pandemic. The countries with the highest estimated rise
in inequality as measured by the percentage increase in the
P90/P10 ratio are Ireland, Portugal and Spain. At the opposite
end, Croatia, Denmark, Luxembourg, Norway, Sweden and
Switzerland have experienced increases in the P90/P10 ratio
that are smaller than 10 per cent.

iStock.com/AndreyPopov

PV The analysis of

the impacts of the crisis
suggests that wage
inequality has increased
in Europe overall since
the start of the pandemic.



P Figure 4.4 Ratio of 90th percentile of the wage distribution to 10th percentile,
selected European countries, first and second quarters of 2020
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V'V Wage subsidies have been widely used throughout
Europe to prevent massive lay-offs and have permitted
to compensate around half of the wage bill loss caused
by the reduction in working hours, thereby mitigating
the increase in inequality.

Wage subsidies have been widely used throughout Europe to prevent massive lay-offs and have
permitted to compensate around half of the wage bill loss caused by the reduction in working
hours, thereby mitigating the increase in inequality. Most European countries have either introduced
or expanded existing wage subsidies to cover all employees or those who were unable to work owing
to lockdown measures. For a selected sample of ten European countries with detailed information on
wage subsidy schemes, figure 4.5 shows how such job retention measures have permitted to lessen
the effects of the crisis on the decline of the wage bill, along with the increase in inequality. On average,
while 6.4 per cent of the wage bill would have been lost following a reduction in working hours in those
ten selected countries, only 3.1 per cent of the wage bill was eventually lost after taking into account
wage subsidies, which suggests that around 51 per cent of the wage bill losses caused by reduction
in working hours have been saved by wage subsidies. Wage subsidies have also permitted to mitigate
the impact of the crisis on earnings inequality in those countries by reducing the decline in the share
of the total wage bill received by those at the bottom 50 per cent of the wage distribution from 3.7 to
1.7 percentage points. Even though the lockdown measures meant that for many industries production
and services came to a halt, the relatively small reductions in the total wage bill, after taking account
of wage subsidies, suggest that the combination of job retention measures, along with home working,
have permitted many parts of the European economy to continue to function.

» Figure 4.5 (a) Wage bill loss due to reduction in working hours (before and after wage subsidies);
(b) Share of the total wage bill received by those at the bottom 50 per cent of the wage distribution
(before and after wage subsidies) (percentage)
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Sweden and Switzerland.

Source: EU-SILC (2018); Eurostat.
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Minimum wage
adjustments in 2020

How have countries adjusted their minimum wages in 20207? In the light of current economic diffi-
culties, have countries decided to postpone or cancel adjustments to minimum wages for 2020? Using
information collected on minimum wage adjustments over the past ten years for 149 countries with a
statutory minimum wage, figure 5.1 shows the number of countries that have adjusted their minimum
wages in the first and second quarters of 2020. Of all the countries, only two countries had already
planned not to review minimum wage levels in 2020, including Angola, which undertakes a minimum
wage adjustment every two years in March, and which last made an increase in 2019; and Bangladesh,
which revises the minimum wage every five years and last did so in December 2018. Leaving aside
the two named exceptions, at least 147 countries might adjust their minimum wage in 2020. Most of
these (59.2 per cent) have irregular adjustment schedules; the remainder (40.8 per cent) have a regular
adjustment planned at some point in the course of 2020.
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V¥ Among countries adjusting minimum wages
irreqularly, 13.8 per cent (12 out of 87 countries) have
increased their minimum wage in 2020 compared

to around 20 per cent between 2017 and 2019.

» Figure 5.1 Overview of minimum wage adjustments in 2020 (first and second quarters of 2020)

Minimum wage
adjustments in 2020

(information for
149 countries)
Not scheduled Potential

(2 out of 149 countries) adjustment
(Angola, Bangladesh) (147 out of 149 countries)

Irregular adjustment Regular adjustment

(59.2%) (40.8%)
(87 out of 147 countries) (60 out of 147 countries)

13.8% have adjusted | |

(12 out of 87 countries) 85% should adjust 15% should adjust
(median increase of 11.1% ) in the first quarter in the second quarter
(51 out of 60 countries) (9 out of 60 countries)
100% have adjusted No delay or freeze  66.7% have adjusted 33.3% have delayed
(57 out of 51 countries) (0 out of 51 countries) (6 out of 9 countries) or frozen
(median increase of 6.7%) (median increase (3 out of 9 countries)
0f 6.2%) (Bolivia, Mozambique,
Myanmar)

Notes: For increases in the minimum wage (in nominal terms), median estimates are preferred to average estimates because of extreme
values. The estimates exclude China, India, the Philippines, South Africa and the Bolivarian Republic of Venezuela.

Source: ILO minimum wage database.

Among countries adjusting minimum wages irregularly, 13.8 per cent (12 out of 87 countries) have
increased their minimum wage in 2020 compared to around 20 per cent between 2017 and 2019.
This suggests that the crisis may have induced some countries to postpone a potential adjustment
this year. For example, in Peru, the authorities have cancelled a minimum wage increase, explaining
the change with reference to the deterioration in economic conditions (Gestién, 2020). It is interesting
to note that among the countries that make irregular adjustments, only some Indian states,' Algeria
and Sudan have adjusted since the first quarter, by which point the COVID-19 pandemic had become
a major concern.

2 The states of Bihar, Chhattisgarh, Goa, Gujarat, Karnataka, Madhya Pradesh, Tamil Nadu, Uttarakhand and Uttar Pradesh adjusted
their minimum wage rates on 1 April 2020. See Jha (2020).
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Moving on to those countries that adjust minimum wages on a regular basis, analysis reveals
that all the adjustments regularly scheduled for the first quarter did occur in 2020 as expected,
whereas 67 per cent of those usually adjusting in the second quarter (in the midst of the crisis)
have stuck to the scheduled adjustment date. In investigating the occurrence of adjustments in
relation to the threat posed by the COVID-19 crisis, it makes sense to pay close attention to the pointin
the year at which adjustments are usually made. Figure 5.1 identifies two distinct categories of coun-
tries: first, those where revision of the minimum wage level would be expected to take place in the first
quarter (that s, in 2020, before the severity of the crisis became fully apparent); and second, those where
adjustment is usually made in the second quarter (in 2020, at the height of the crisis). The information
summarized in figure 5.1 suggests that the great majority

of regular adjustments occur in the first quarter (51 out

53

of 60 countries; that is, 85 per cent of those countries that

make regular adjustments). Only 9 out of 60 countries ~ PP7  A|| the adjugtments

adjust regularly in the second quarter. Therefore, ignoring

the adjustment calendar for these countries could lead regularly scheduled for the first

to seriously misleading inferences, underestimating the

proportion of countries that have cancelled or delayed quarter dld occur in 2020 as

minimum wage adjustments and thereby obscuring the expected Whereas 67 per cent
9

negative impact of the crisis.

Countries that have decided to stick to their sched- Of thOS@ usually adeSting in the

uled minimum wage adjustment in the second quarter Second quarter (In the mIdSt

include New Zealand, North Macedonia, the Republic

of Moldova, the United Kingdom and the Bolivarian of the Crigis) have stuck to the

Republic of Venezuela, as well as some parts of

Canada.” In some of them, there were calls for the scheduled adeStment date.

planned adjustment to be delayed or cancelled. This was

particularly the case in New Zealand, where many voices

were raised arguing strenuously that the entry into force of the revised minimum wage should be
postponed, citing the daunting challenges COVID-19 poses for the economy. These arguments did not,
however, prevent the Government from implementing the adjustment on 1 April 2020, on the basis that
this would allow workers to spend more, which in turn would help the economy (Small 2020). Similarly,
in the United Kingdom, the minimum wage has been increased as it is scheduled to do each year on
1 April, again despite some calls for a postponement (Atkinson 2020).

On the other hand, as can be seen in figure 5.1, three of the nine countries that were supposed to
adjust their minimum wages in the second quarter - the Plurinational State of Bolivia, Mozambique
and Myanmar - have opted for a delay or a freeze. In the Plurinational State of Bolivia, while workers
were demanding a 15 per cent increase in the minimum wage, the Government decided that the issue
should be dealt with after the COVID-19 crisis, arguing that the immediate priority was to stabilize jobs
(Montes 2020). A similar situation in Mozambique called forth the same arguments; here, negotiations
on a possible adjustment, which usually occurs every year in early April, were suspended (Euronews
2020). In Myanmar, discussions on raising the minimum wage have been postponed for at least three
months owing to COVID-19 (Wathan 2020).

'3 Seven out of the 13 provinces and territories of Canada have adjusted their minimum wage in 2020 (after the first quarter): see
Government of Canada, 2020.
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P Figure 5.2 Percentage increases in nominal minimum wages,

comparing 2020 adjustments with most recent previous adjustments
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It is worth noting that in other countries, delayed increases or freezes in minimum wages because
of the COVID-19 crisis have taken place at the local or sectoral level. For example, in the Punjab region
of India, the local Government reversed its order announcing a minimum wage increase (Jha 2020). In
Costa Rica, while minimum wages were increased in January 2020 across the board, the Government
decided to suspend the increase for civil servants, arguing that the money should be used to address
more urgent matters raised by the COVID-19 crisis. However, the Attorney-General has since issued
an opinion opposing that decision and has ordered the Government to implement the increase as
originally planned (Costa Rica, Ministry of Finance 2020). In certain other countries, such as Cyprus and
the Maldives, the initial implementation of a new national minimum wage has been put on hold (Aiham
2020; Miadhu 2020). In El Salvador, negotiations on the next adjustment of the minimum wage have
been suspended because of the pandemic.

Calculations of the extent to which minimum wages have been increased during the pandemic
suggest a median rise of 11.1 per cent for countries making irregular adjustments and 6.7 per
cent for those that make regular adjustments. It is possible that while some countries might opt to
cancel or postpone this year’s adjustments, others might prefer to make at least a reduced increase,
albeit lower than what it would have been in the absence of COVID-19. The largest increases in minimum
wages in 2020 so far have been made by countries that adjust their minimum wages irregularly - pos-
sibly because in these countries revisions generally take place after an interval of several years, so that
each rise tends to be substantial.

A comparison of this year’s planned and actual increases with the immediately previous adjust-
ments reveals that countries that have adjusted their minimum wages during the crisis have
not given in to the temptation of making reduced increases. Figure 5.2 shows that minimum wage
increases implemented in the first quarter of 2020 (a median rise of 6.3 per cent) are comparable to
those made in the same quarter in the most recent previous adjustment (a median rise of 5 per cent).
Looking at regular adjustments in the second quarter, a slightly greater increase is observed in 2020
(a median of 6.2 per cent in 2020 against 4.6 per cent for the immediately previous adjustment). Three
countries with a regular adjustment schedule have increased minimum wages in the second quarter
of 2020 more than previously at the same period: these are Canada (Quebec), North Macedonia and
the United Kingdom.
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Many policies implemented around the world to avoid mass lay-offs

while protecting workers’ incomes, among them wage subsidies, 'V Many policies

have used the minimum wage as a benchmark. As noted above,

wage subsidies have been paid to eligible companies, supporting the imp|emented around

preservation of jobs for a certain period. In many instances, these contri- .
butions by public authorities to the payment of wages have been made the WO rld tO aV0|d
at the level of a minimum wage or some proportion of it: for example,
in the Cook Islands, Croatia and Latvia the subsidy is 75 per cent of

of the minimum wage, depending on the level of turnover loss; and in

mass lay-offs while
the minimum wage; in Poland, 50 per cent, 70 per cent or 90 per cent protecting Workers’

Timor-Leste, 50 per cent of the minimum wage. In other countries, the incomes, among them

government has contributed up to a certain percentage of employees’

wages, while setting a limit which varies from twice the minimum wage in Wage Su b5|d 1es, have

Argentina to 2.5 times the minimum wage in Luxembourg and 4.5 times
the minimum wage in France (ILO 2020j). The adequacy and relevance of

used the minimum

the level of minimum wages are therefore of decisive importance to the Wage as a benchmark

success and effectiveness of these measures to preserve employment.
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and inequality
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» 6

Introduction

The unprecedented global economic and labour market crisis triggered by the COVID-19 pandemic
is likely to have hurt vulnerable groups and put many families at risk of falling into poverty.
Consequently, the threat of increased poverty and inequality is more than ever a concern for social
justice. Itis, therefore, crucial to strengthen measures aimed at protecting workers at risk and to design
policies that prevent poverty and inequality levels from rising further. In this respect, adequate minimum
wage systems could serve as a particularly valuable tool. The primary objective of a minimum wage is
to protect workers against unduly low pay. However, many countries have recognized the additional
potential of a minimum wage to promote equality by increasing workers’ remuneration and improving
the living conditions of those at the lower end of the wage distribution (ILO 2014a).

Past experience can offer useful insights into the potential of minimum wages as a policy option
to overcome some of the adverse effects of the current crisis. Back in June 2009, following the
international financial and economic crisis, the Global Jobs Pact adopted by the ILO outlined a series
of measures to mitigate the impact of that crisis on society and employment. Among other things, it
proposed that “[glovernments should consider options such as minimum wages that can reduce poverty
and inequity, increase demand and contribute to economic stability” (ILO 2009, 11) and called for the
regular adjustment of minimum wages to avert deflationary wage trends. The Global Jobs Pact also
affirmed the relevance of the international labour standards on wages “to prevent a downward spiral
in labour conditions and build the recovery” (ILO 2009, 7), making explicit reference to the Minimum
Wage Fixing Convention, 1970 (No. 131). More recently, the ILO Centenary Declaration for the Future
of Work has emphasized the importance of strengthening labour market institutions and protecting
workers through, among other things, the implementation of “an adequate minimum wage, statutory
or negotiated” (ILO 2019, 5).
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PV The ILO Centenary Declaration

for the Future of Work calls for

the implementation of “an adequate
minimum wage, statutory or negotiated”.

In the current exceptional circumstances, it appears timely for governments and the social part-
ners to review recent experiences with minimum wages. The central role of social dialogue in the
setting of minimum wages, emphasized in Convention No. 131, has acquired particular urgency in the
current situation. In support of such social dialogue, the present report identifies the conditions under
which minimum wages can help to provide adequate labour protection and reduce inequality, and pre-
sents the results of recently conducted empirical analysis of the potential impact of minimum wages
on poverty and inequality. The first main chapter in Part II (Chapter 7) begins by reviewing how many
countries have minimum wage systems. It then provides global estimates of how many wage workers
earn the minimum wage or less, and discusses some of the different minimum wage systems in place
around the world. Finally, it identifies three conditions under which minimum wages can best reduce
inequality and contribute to social justice: (a) broad legal coverage and compliance with minimum wage
legislation (which may be summarized under the concept of “effectiveness”); (b) an adequate minimum
wage level; and (c) beneficiaries who are at the lower end of the wage and income distributions. The
subsequent chapters discuss these three conditions in turn. Part II concludes with new empirical findings
on the potential impact of minimum wages on poverty and inequality. Policy implications are discussed
at greater length in Part III of the report.
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Minimum wages
and their potential
to reduce inequality

» 7.1 How many countries have
minimum wage systems?

Minimum wages exist in 90 per cent of ILO Member States (see figure 7.1). In 6 per cent of countries,
minimum wages are negotiated, that is, they are set exclusively or primarily through binding collective
agreements. In a much larger share of countries (84 per cent), minimum wages are statutory, which
means that they are set by governments, with or without consultation with the social partners (see
figure 7.2). In a number of those countries, statutory minimum wages coexist with higher collectively
agreed minimum wages in particular industries or enterprises. Box 7.1 provides further clarification on
what exactly is counted as a minimum wage for the purpose of these estimates.

From a regional perspective, the Arab States comprise the region where minimum wages are used
the least (see figure 7.3). Statutory or negotiated minimum wages exist in all European and Central
Asian countries, and in most countries in the Americas, Africa, and Asia and the Pacific. In Europe and
Central Asia, nine countries - Austria, Denmark, Finland, Iceland, Italy, Norway, San Marino, Sweden
and Switzerland’ - rely exclusively or primarily on collectively agreed minimum wages. In the Americas,
94 per cent of countries have statutory minimum wages, the only exceptions being Cuba and Saint Lucia.
In Cuba, minimum wages apply only to state-funded units.? In Africa, minimum wages exist in 47 of
the region’s 54 countries, notable exceptions including Egypt and Ethiopia. Out of those 47 countries,
only Namibia and Zimbabwe rely exclusively or predominantly on collectively agreed minimum wages.
In Asia and the Pacific, 31 ILO Member States have implemented minimum wage systems, all of these
being statutory. In the Arab States region, minimum wages exist in 7 out of 11 countries, namely in

' In Switzerland, some statutory minimum wages apply, but only in a limited number of cantons; domestic workers are covered
by a statutory minimum wage at the federal level. However, for the majority of employees who are covered, wage floors are set
through collective bargaining.

2 In Cuba, all enterprises are publicly owned but some - unidades presupuestadas (state-funded units) - are run by the Government,
while others are run by private entities.
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» Box 7.1 What counts as a minimum wage?

How is a minimum wage defined? The ILO defines
the concept of a minimum wage as “the minimum
amount of remuneration that an employer is required
to pay wage earners for the work performed during
a given period, which cannot be reduced by collective
agreement or an individual contract” (ILO 2014a, 33).
This means that minimum wages must have the force
of law.

Minimum wages can be statutory or negotiated. The
above definition implies that minimum wages can be
set by governments (statutory) or can result from a
collective agreement between employers’ and workers'
organizations (negotiated) that is made legally binding.
This definition does not necessarily require the exist-
ence of an extension mechanism, which applies the
negotiated agreement to an entire sector or country;
the requirement is only for negotiated minimum wages

to be legally binding on the parties. While Finland
legally extends the provisions of many collective agree-
ments to entire industries, in other countries - such as
Denmark, Sweden or Switzerland - collective agree-
ments are binding only on those parties that sign them.

Countries with wage floors that apply only to the
civil service/public sector are not counted as having
a minimum wage. The wages of public or civil servants
around the world are regulated by pay scales set
through administrative law or arrangements, most of
which fall outside the scope of minimum wage laws.
This means that all public sector workers are normally
covered by pay scales that act as de facto wage floors.
Counting those countries that have only public sector
wage floors as having a minimum wage would make
little sense, as it would effectively result in including all
countries in the world in that category.

Iraq, Jordan, Kuwait, Lebanon, Oman (where only nationals are covered), Qatar (a recent addition) and
the Syrian Arab Republic. No minimum wage exists in Bahrain, Saudi Arabia, the United Arab Emirates
or Yemen. Across the Arab States, as shown in figure 7.3, the share of wage
workers residing in countries without minimum wage systems is around 52 per
cent. In contrast, even though 14 per cent of countries in Asia and the Pacific
do not have a minimum wage, the share of the region’s wage earners residing
in such countries is below 0.5 per cent, since the countries in question are rel-
atively small. At the global level, around 3.1 per cent of wage earners reside in
countries without minimum wage systems, which is equivalent to approximately
57 million wage workers.

57 million

wage earners reside
in countries without
minimum wage systems

When countries are grouped by income level, it may be observed that,

even in low-income countries, a vast majority have adopted a minimum wage system. Indeed,
figure 7.4 shows that only 13 per cent of low-income countries do not have a minimum wage. In the
other income groups this proportion stands at 9 per cent. Negotiated minimum wages are markedly
more frequent in high-income countries, 16 per cent of which have minimum wages set by legally
binding collective agreements.

In recent years, there has been a positive trend in the development of minimum wages, with
many countries adopting new minimum wages or strengthening existing minimum wage sys-
tems; an initiative has also been launched to promote adequate minimum wages in the EU
Member States. Since 2010, countries such as Cabo Verde, Germany, Malaysia, Myanmar, Suriname
and - most recently - Qatar have adopted a minimum wage system. The ILO has provided several of
these countries with technical assistance and is continuing to do so for others that have signalled their
intention to introduce a minimum wage system, such as the Maldives® and Ethiopia. Existing minimum
wage systems often evolve and change over time. Countries that have strengthened an established

3 A minimum wage may come into effect in the Maldives by the end of 2021, since the Economic Committee of the country's par-
liament approved the necessary amendments to the Employment Act in August 2020 (South Asia Monitor 2020).



P Figure 7.1. Distribution of minimum
wage systems around the world

Note: This figure covers only ILO
Member States. Countries labelled as
“Collective bargaining” are those where
minimum wages are set exclusively

or predominantly through negotiated
collective agreements. Countries where
the minimum wage applies only to the
public sector are classified together with
the countries that have no minimum
wage (see box 7.1).

Source: ILO minimum wage database.
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» Figure 7.2 Minimum wages, statutory, negotiated or absent, global and by region, 2020 (percentage)
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» Figure 7.3 Proportion of wage earners residing in countries where no minimum wage exists,
global and by region, 2020 (percentage)
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minimum wage system include India, which has extended minimum wage coverage through a national
universal minimum wage (wage floor) stipulated in the recently enacted Code on Wages (August 2019)*
and South Africa, where a national minimum wage floor came into effect on 1 January 2019. In 2020,
the European Commission has launched a two-stage consultation with the European Social Partners
to take forward an initiative to ensure that every worker in the EU is entitled to a fair minimum wage
(European Commission 2020).

Social dialogue is at the heart of an adequate minimum wage system. Although a majority of ILO
Member States set minimum wages only after consultation with employers’ and workers’ organizations,
or with their full participation, such consultations are in practice not always effective. Different mech-
anisms are used around the world to set and adjust minimum

65

wages. These include minimum wages set by public authorities

without an obligation to consult the social partners, as in the " SOCia| dia|0gue iS
Plurinational State of Bolivia and Kyrgyzstan; minimum wages

set and adjusted in national parliaments, as in Luxembourg and at the heart of an adequate

the United States; minimum wages set through national collective
agreements, as in Belgium; and minimum wages set after con-
sultation with the social partners (either separately or within the
framework of minimum wage commissions) or directly by tripartite bodies, as in Argentina, France,
Kenya and many other countries. However, while the legislation of most countries provides for con-
sultation with, or involvement of, the social partners in some form or other, the relevant provisions are
not always effective. For many countries, one future priority in efforts to achieve adequate minimum
wages should be to improve these consultation mechanisms.

* The Indian Economic Survey 2018-19, whose results were published in July 2019, acknowledged the complexities of the Indian
minimum wage system and called for it to be overhauled.

minimum wage system.
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» 7.2 How many workers earn
the minimum wage or less?

Globally, an estimated 327 million wage earners are paid at or below the applicable hourly
minimum wage (figure 7.5). This is equivalent to 19 per cent of all wage earners, and includes
152 million women. These estimates are based on microdata for a sample of 72 countries, covering
an estimated 73 per cent of all the wage employees in the world.> The number of wage employees
earning less than the minimum wage is defined in the data as all those earning less than 95 per cent
of the minimum wage value; wage employees earning the minimum wage are defined as those earning
between 95 and 105 per cent of the minimum wage value. The methodology is further elaborated in
box 7.2. These global and regional figures provide an estimate of the number of direct and - in the
case of those earning below the minimum wage - potential beneficiaries of minimum wage systems.

Excluding the Arab States, for which insufficient data are available to generate reliable estimates,
it may be seen that the proportion of wage earners below or at the minimum wage is highest in
Africa and lowest in Europe and Central Asia. In Africa, the share of employees earning the minimum
wage or less is estimated at 24 per cent, which translates into 32 million employees, of whom 11 million
are women. In absolute terms, however, Asia and the Pacific has the largest number of employees
earning the minimum wage or less, with an estimated 160 million employees in that situation, including
72 million women. In the Americas, the proportion of employees paid at or below the minimum wage is
estimated at 22 per cent, which is equivalent to 76 million employees, of whom 38 million are women.
In Europe and Central Asia, 17 per cent, or 58 million, of employees are paid at or below the minimum
wage, of whom 30 million are women.

At the global level, although more men than women earn minimum wages or less, women are
over-represented in this category: while women make up 39 per cent of the world’s employees paid
above the minimum wage, they represent 47 per cent of the world’s sub-minimum and minimum
wage earners. Figure 7.6 shows that, in all regions, the proportion of women among those earning
the minimum wage or less is larger than their share among those earning more than the minimum
wage. For instance, in Asia and the Pacific, while women represent 45 per cent of employees earning
the minimum wage or less, only 36 per cent of employees receiving more than the minimum wage are
women. The lower absolute number of women at or below the minimum wage in some regions is a
reflection of their generally lower labour force participation.

The literature suggests that minimum wages can make a significant contribution towards nar-
rowing gender pay gaps. The link between minimum wages and reduced gender pay gaps has been
observed in numerous countries. For example, one study showed that gender wage gaps among pro-
duction workers in Indonesia were reduced by an increase in minimum wages, with different impacts
depending on workers’ education levels and the employing firm’s position in the wage distribution
(Hallward-Driemeier, Rijkers and Waxman 2017). Another study found that a minimum wage increase
in Poland significantly reduced the gender wage gap between 2006 and 2010, especially among young
workers (Majchrowska and Strawiriski 2018). In urban China, research has established that the reduc-
tion of the gender wage gap over the long term, especially among the low-paid, is attributable to the
implementation of a minimum wage policy (Li and Ma 2015). Finally, a study on the impact of the intro-
duction of minimum wages in the United Kingdom and Ireland (Bargain, Doorley and Van Kerm 2019)
found that while the existence of a wage floor narrowed the gender pay gap in Ireland, there was no
effect in the United Kingdom.

® For details of the microdata sources, see Appendix V.
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327 million

wage earners are paid at or below
the applicable hourly minimum wage

» Figure 7.5 Number of wage earners below or at the hourly minimum wage, global and by region, 2019
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Globally

327 million wage earners are paid at or below -
the minimum wage, representing 19% of all the wage earners.
Of these, 152 million are women.

Note: The percentages in parentheses indicate the proportion of wage workers in each region who earn the minimum wage or less. The global
estimates include results for the Arab States in which approximately 1 million wage earners are estimated to receive the minimum wage or less.
However, results for the Arab States are not shown because there are not enough data to produce reliable estimates for that region.

Source: ILO estimates.
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PV Women are over-represented among minimum
and sub-minimum wage earners. The literature
suggests that minimum wages can make a significant
contribution towards narrowing gender pay gaps.

» Box 7.2 Methodology for estimating the global and regional numbers

of wage earners paid at or below the minimum wage

Using microdata for a set of 72 countries along with
information on minimum wages retrieved from the
ILO minimum wage database, we estimated the
following shares of wage earners for all the countries
in the sample:

» Share of wage earners below the minimum wage:
wage earners earning less than the minimum wage
are defined as those receiving a wage per hour that
corresponds to less than 95 per cent of the minimum
wage level. Because we estimate the hourly wage for
each worker, we are able to consider all workers, both
full- and part-time, in a single group.®

» Share of wage earners earning the minimum
wage: wage earners earning the minimum wage are
defined as those receiving a wage that is between
95 and 105 per cent of the minimum wage level.

» Share of wage earners above the minimum wage:
wage earners earning more than the minimum wage
are defined as those receiving a wage that is over
105 per cent of the minimum wage level.

By applying this classification to the ILO’s national esti-
mates for 2019 of the total number of employees for
each of the countries covered, we arrived at the abso-
lute number of wage earners falling into each of the
above-mentioned categories.

In order to ensure global coverage, we imputed values
for the countries where minimum wages exist but for
which microdata were not available. To that end, we used
the regional average share of each of the categories of
wage earners defined above and applied it to the ILO’s
2019 estimates of the total number of employees for
each country.

The same procedure was followed to obtain the share
of women falling into each category.

Table B7.2.1 provides information on the coverage of the
microdata by region, showing the extent to which actual
microdata, as opposed to imputed values, were used
to estimate the share of minimum and sub-minimum
wage earners. Globally, we were able to estimate the
number of minimum and sub-minimum wage earners
in 72 countries, covering an estimated 73 per cent of all
the wage earners in the world.

» Table B7.2.1 Microdata coverage of the global estimate

ation covered | % of employees covered | No. of countries covered
16 13 1

Africa

Americas 89 92 15
Arab States 6 4 1
Asia and the Pacific 60 76 14
Europe and Central Asia 78 78 31

2 All data sets used provide enough information to identify the hourly wage that workers receive. Most countries specify the minimum wage per month.
For these countries, we estimated the corresponding hourly minimum wage by dividing the monthly minimum wage by the average number of weeks
per month and then by the specific number of hours worked per week by a full-time worker in that country. See Appendix III for more details on the

treatment of the data.



» Figure 7.6 Share of women among employees earning the minimum wage
or less, and above the minimum wage, global and by region, 2019 (percentage)
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Note: The dark blue bar represents the share of women among employees who earn the minimum wage or less,
while the blue bar represents the share of women among employees who earn more than the minimum wage.
This means that globally, for example, among wage earners receiving the minimum wage or less, 47 per cent are
women and 53 per cent are men, while among wage earners paid more than the minimum wage, 39 per cent are
women and 61 per cent are men. Results for the Arab States are not included because there are not enough data
to produce reliable estimates for that region.

Source: ILO estimates.
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» 7.3 How do statutory minimum wage systems
differ across countries?

Although they exist in a large majority of countries in the world, minimum wage systems differ
widely across countries and range from simple to very complex. Some countries have only one
minimum wage that applies to all employees in the country; others have several minimum wage rates,
determined by sector of activity, occupation, age of the employee or geographical region. As pointed
out in the ILO Minimum Wage Policy Guide, simple systems are easier to operate, communicate and
enforce, but offer less scope to take into account the particular circumstances of different regions or
sectors within a country (ILO 2016). Conversely, more complex systems can be better tailored to the
circumstances of different sectors or regions, but require more institutional capacity to administer.
Systems that are overly complex tend to be less effective, and may in some instances interfere with
collective bargaining between workers and employers.

Globally, around half of the countries that have a statutory minimum wage have a single national
minimum wage rate; the other countries have more complex systems (see figure 7.7). In Europe,
for example, countries such as France, Greece, Slovenia and Spain all have single national minimum
wages that apply to all parts of the country and all (or almost all) sectors and groups of workers. Other
countries with single national minimum wages include Algeria, Ghana and Nigeria in Africa; Argentina,
Colombia and Peru in Latin America; and Nepal, the Republic of Korea and Sri Lanka in Asia and the
Pacific. Another group of countries, including Canada, China, India, the Russian Federation and the
United States, have more complex systems of minimum wages characterized by multiple rates.

-
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There is a higher prevalence of multiple rates in Africa, the Americas and Asia and the Pacific than
in Europe and Central Asia. Figure 7.8 shows that while only 31 per cent of countries (13 countries) in
Europe and Central Asia have more than one rate, 61 per cent of countries (20 countries) in the Americas
and 53 per cent of countries (24 countries) in Africa have multiple minimum wage rates. However, it is
worth mentioning that these statistics exclude countries in which minimum wages are set by collective
agreements, a practice that is more prevalent in European countries than in other regions. Significantly,
23 per cent of countries (7 countries) in Asia and the Pacific have highly complex minimum wage systems
characterized by more than 50 rates. This level of complexity often occurs when occupational rates are
combined with sectoral and/or geographical rates. Figures 7.9 and 7.10 show the global and regional
distribution of single and multiple minimum wage rates, differentiated by the criteria of application.

/1
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» Figure 7.7 Numbers of minimum wage rates

around the world, 2020

Note: This figure covers only ILO
Member States with a statutory
minimum wage. Countries in grey
include those that are not ILO
Member States, those with minimum
wages established by collective
bargaining and those with no
minimum wage.

Source: ILO minimum wage database.
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P Figure 7.10 Distribution of single

P Figure 7.9 Map showing global
distribution of single and multiple
minimum wage rates, 2020
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Among countries with multiple rates, some have different rates for different sectors of employment.
In Africa, as many as 14 countries, representing 31 per cent of the countries with statutory minimum
wages, have sectoral minimum wages. Most of these countries, including Burkina Faso, Chad, Cote
d'Ivoire, Madagascar, Mali, Morocco, Senegal and Togo, have two rates: one rate for agriculture (SMAG)
and one rate for all other sectors (SMIG).® In Latin America, countries such as Ecuador, El Salvador,
Guatemala, Honduras and Nicaragua have a multiplicity of sectoral rates ranging from three broad
groupings in Guatemala to 21 more specific categories in Ecuador. In Asia and the Pacific, Bangladesh
is one of the few examples where minimum wages are set entirely according to industry. In Europe and
Central Asia, North Macedonia has a lower rate for workers in the textile and leather industry, while
Romania has a separate rate for workers in the construction sector.

In some cases, countries have different minimum wage rates for different geographical areas,
which may be regions, provinces or cities. These differences may reflect significant regional differences
in the cost of living, economic development and the labour market situation within a single country.
Countries where minimum wage levels differ only by region include Canada, China, Malaysia, Portugal,’
the United States and Viet Nam. In the United States, a national minimum wage floor is combined with
the scope to set higher regional rates. Here, as shown in figure 7.11, the federal minimum wage is set at
US$7.25 per hour and has not been adjusted since 2009. However, as at 2020, 29 states along with the
District of Columbia, Guam and the Virgin Islands have minimum wages set above the federal minimum
wage, ranging from US$8.25 per hour in Guam to US$15 per hour in the District of Columbia. In China,
on the other hand, there is no national minimum wage floor and minimum wage levels are set by local
governments. Figure 7.12 shows that, in 2019, the minimum wage was 65 per cent higher in Shanghai,
where the rate is highest, than in Qinghai, where it is lowest. Although in some provinces, such as Beijing,
Shanghai or Tianjin, there is only one minimum wage rate, in the majority of the provinces there are
multiple minimum rates. For instance, in Guangdong Province there are 5 different rates covering 21
municipalities. In Canada, similarly, each province and territory sets its own minimum wage and there
is no national minimum wage floor.

In some countries, different rates are set for different types of jobs, skill levels or age categories.
In Europe, 14 per cent of countries set different minimum wages according to occupation, skill level or
age. For example, in Ireland, Luxembourg, the Netherlands and the United Kingdom, different minimum
wages apply to different age categories. Other countries have a multiplicity of occupational rates.
Costa Rica, for example, has 14 occupational rates, 5 set in the form of daily rates and 9 as monthly
rates (figure 7.13).

® The abbreviations refer to the French acronyms for, respectively, salaire minimum agricole garanti (minimum wage for agricultural
workers) and salaire minimum interprofessionnel garanti (interoccupational minimum wage).

7 In Portugal, a different minimum wage rate exists for the regions of Azores and Madeira.
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Finally, in some countries occupational rates are combined with sectoral and/or geographical
rates, leading to systems that are more complex with a multiplicity of rates. These so-called mixed
systems are found in 20 countries around the world, including Brazil, India, Indonesia, the Russian
Federation and South Africa. As in the case of regional rates, these systems are sometimes combined
with a national minimum wage floor. The examples of countries with mixed systems listed above are
illustrated in figures 7.14-7.18. Other countries where minimum wage rates vary by region and sector
include Japan, Pakistan and the Philippines.

» In Brazil (figure 7.14), each state has been allowed since 2000 to autonomously determine its
own minimum wage above the national level, which was set at 998 Brazilian reais in 2019.
Currently, five states, all located in the south-east of the country, have adopted higher minimum
wages. States can also establish different rates for different categories of workers. For example,
in 2019, in Rio de Janeiro there were nine different rates, ranging from 1,238 reais for agricultural
workers to 3,159 reais for lawyers. In Parana there were six different rates; in Rio Grande, five; in Sdo
Paulo, three; and in Santa Catarina, four.

» In India (figure 7.15), before the recent reform aimed at extending coverage of the minimum
wage through a universal national “floor wage” and reducing the number of rates, each state
used to set different minimum wage rates for employees in each occupation and in “scheduled”
employment. This gave rise to over 1,915 occupational minimum wage rates across state spheres
and 48 minimum wages in the central sphere, according to the Economic Survey 2019-20 (India,
Ministry of Finance 2020), which covered two thirds of all wage earners. The implementation of the
Code on Wages will reduce the number of rates to a minimum of 4 and a maximum of 12 per state
(Estupifian, Satpathy and Malick 2020), and is intended to make the wage-setting process in India
more efficient and dynamic.

» InIndonesia (figure 7.16), there is no national minimum wage floor and the setting of minimum
wages is decentralized, allowing for the establishment of minimum wages by province and
district. Many provinces have set a basic minimum wage that applies to all sectors (ILO 2015).
However, provinces are entitled to set separate minimum wages for each sector. Several provinces
have set sectoral minimum wages for agriculture, utilities, and the mining, manufacturing, forestry
and rubberware industries, among others, which has led to a multiplicity of minimum wage rates
that vary considerably.

» In the Russian Federation (figure 7.17), there is a federal minimum wage that applies to all
groups of workers, irrespective of age, occupation or industry. Since September 2007, regions
have the right to define their own regional minimum wages, which may be sector-specific, as long
as they are above the federal threshold.

» In South Africa (figure 7.18), before the introduction of the national minimum wage of 20 South
African rand per hour in 2019, rates were set only for different occupations within a limited
number of sectors and for three geographical zones. Figure 7.18 provides a visual summary of the
effects of the newly implemented national minimum wage in selected occupations. It is also worth
noting that pay in some sectors (especially domestic and agricultural work) will take some time to
reach the wage floor of 20 rand per hour.
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» Figure 7.11 The minimum wage system in the United States (minimum levels by state, 2005-20)

The minimum wage in the United States is set by US When the state and federal minimum wages differ, the
labour law and a range of state and local laws. Since higher wage prevails. As of January 2020, 29 states
24 July 2009, the federal minimum wage is US$7.25 and the District of Columbia paid a minimum wage
per hour. higher than the federal minimum wage.
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» Figure 7.12 The minimum wage system in China (minimum levels by province, 2010-19)
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» Figure 7.13 The minimum wage system in Costa Rica (minimum levels by occupation, 2010-20)
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» Figure 7.14 The minimum wage system in Brazil (minimum levels by state, 2008-19)

Since 2000, Law 103 allows regions (states) to set The Brazilian minimum wage sets the floor for
their own minimum wage levels, but always above wages; it is used to be adjusted annually by a
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» Figure 7.15 The minimum wage system in India (minimum levels by state, 2008-19)
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» Figure 7.16 The minimum wage system in Indonesia (minimum levels by state, 2010-19)

The minimum wage system in Indonesia involves While some provinces have one single rate that
tripartite consultations at national and local levels applies to all districts, most have multiple rates. No
and is characterized by its extreme heterogeneity. prevailing national minimum wage exists. Since 2015,
There are about 250 different rates that are defined all rates are being adjusted by a formula combining
for districts within provinces. the inflation rate and the rate of growth of GDP.
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» Figure 7.17 The minimum wage system in the Russian Federation (minimum levels by occupation, 2008-20)
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P Figure 7.18 The minimum wage system in South Africa
(minimum levels, selected sectors, by region, before and after 2019)
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South Africa has multiple minimum wages,
according to sectors, occupations and regions.

In some industries, bargaining councils and/or
sectoral determinations regulate minimum wages
for employees.
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from March 2020.
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» 7.4 Three conditions to be met
if minimum wages are to reduce inequality

Is there evidence of minimum wages reducing inequality and, if so, under what conditions can
this effect be maximized? A growing body of literature has emerged over the past two decades
examining the empirical evidence for the link between minimum wages and income inequality. Most
analysts seem to agree that wage floors have the capacity to reduce both wage and income inequality
in advanced economies and developing countries alike. The literature review summarized in box 7.3
provides evidence that, for the most part, minimum wages can have an equality-enhancing effect by
bolstering the relative earnings of low-paid employees, albeit to different degrees. As is clear from the
previous section, minimum wage systems vary widely across countries and can be highly complex. A
similarly wide variation can be observed in the structures of the labour markets in which minimum

wages are implemented.

» Box 7.3 The empirical link between minimum wages and income inequality

In the United States, many studies have found that
minimum wages contribute to reducing inequality. For
example, Card and Krueger (1995) found that increases in
the federal minimum wage halted and temporarily reversed
the trend of growing income inequality in the United States
from the late 1960s onwards. Another study (Lee 1999) used
consumer population data from 1979 to 1989 to examine
how the declining purchasing power of the minimum wage
influenced income inequality, and found that the erosion
of the minimum wage explained at least 70 per cent of
the growth in inequality, for both men and women. More
recently, Engelhardt and Purcell (2018) investigated the
impact of the minimum wage on annual earnings inequality
in the United States from 1981 to 2016. They found that a
typical increase in the minimum wage was associated with a
13.2 per cent increase in annual earnings for minimum wage
earners, resulting in a reduction in inequality by 1.85 per cent
in the bottom tail of the annual earnings distribution. These
results are in line with those of Levin-Waldman and Lerman
(2017), who found that US states with higher minimum
wages were less likely to experience higher levels of income
inequality. A further study (Dube 2019) used a different esti-
mation strategy to assess the impact of minimum wages on
inequality in the United States. Specifically, by estimating
family income elasticities with respect to the minimum wage,
the author found robust evidence to support the notion that
higher minimum wages lead to increases in income at the
bottom end of the family income distribution, thereby re-
ducing income inequality as well as alleviating poverty.

In Europe, several studies have found that the erosion of
minimum wages is correlated with considerable increases
in overall inequality (Beramendi and Rueda 2014; Checchi
and Garcia-Pefialosa 2008). According to Jaumotte and Osorio
Buitron (2015), in the Netherlands over the period 1980-2010,

a 16.5 per cent decrease in the minimum wage contributed to
a 2.4 per centincrease in inequality, as measured by the Gini
coefficient. In Romania, Militaru et al. (2019) conducted an
income distribution analysis based on two simulations using
household survey data from 2013. Both approaches led to
similar findings, indicating that the minimum wage tended
to reduce wage inequality - especially for women, who are
over-represented among lower-paid employees - and that
household disposable incomes become less unequal when
the minimum wage increases.

Some studies have suggested that the relationship
between the minimum wage and inequality is non-
linear. One of these (Litwin 2015) calibrated an econometric
model, controlling for a broad range of determinants of in-
equality, to investigate the role of minimum wages using
a panel of 17 member countries of the Organisation for
Economic Co-operation and Development (OECD) over
the period 1980-2010. Although the study concluded that
increases in the minimum wage caused income inequality
to decrease, the estimated relationship was non-linear.
Indeed, the author highlights that when minimum wages
are set beyond a “maximum effectiveness value”, equitable
returns diminish and the positive effects of minimum wages
start to be reversed. Similarly, Karakitsios and Matsaganis
(2018) find that inequality decreases when minimum wages
are increased, but that the redistributive effect is mark-
edly weaker when the minimum wage is set above an
optimal level.

While a similar picture can be observed in developing
countries, an additional concern for many of these is
the prevalence of the informal economy. In some cases,
informality represents up to 80 per cent of a country’s
workforce, meaning that large numbers of workers may
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The remainder of this section and the following three chapters (Chapters 8-10) focus on three
key factors that influence the extent to which a minimum wage may realize its full redistributive

potential:

> The first factor comprises the extent of the legal coverage and the level of compliance - which, com-
bined, may be called the “effectiveness” of minimum wages. Although minimum wages are almost
ubiquitous, in many instances the legal coverage is too restricted and excludes those most in need of
labour protection, such as domestic workers, agricultural workers, home workers and other groups
of workers at the bottom end of the wage distribution. In such instances, minimum wages may
help to reduce inequality and poverty, but their impact is constrained by the fact that a large pro-
portion of workers are not covered by the minimum wage (see, for example, Marinakis and Bueno
2014; Gindling 2018). The other determinant of the effectiveness of a minimum wage - and thus of
its potential impact on inequality - is the level of compliance, which in turn is closely related to the
level of informality in a country. Indeed, where informality is high and labour inspection services are
weak, non-compliance rates may soar. This is particularly the case in low-income countries, where
sub-minimum wage earners are mostly workers in the informal economy (see section 8.3 below).

» Box 7.3 (cont'd)

be excluded from any minimum wage support. At the same
time, the capacity for enacting and enforcing labour laws,
including those relating to minimum wages, tends to be
weaker in developing countries. However, in some cases the
implementation of a minimum wage in the formal sector
can trigger wage increases in the informal sector through
the so-called “lighthouse effect”, thereby reducing income
inequality. This has been demonstrated by a panel study
of 19 Latin American countries over the period 1997-2001
(Kristensen and Cunningham 2006). The authors found that
minimum wages increased pay at the bottom end of the
earnings distribution and were generally associated with
lower dispersion of earnings, since minimum wages lifted
earnings in both the formal and informal sectors. Another
study focusing on Latin American countries (Cornia 2012)
highlighted that increases in legally mandated minimum
wages over the previous decade had reduced the dis-
parity between minimum and average earnings, tending
to equalize the distribution of earnings across the informal
and formal sectors.

Empirical evidence from emerging economies suggests
that minimum wages can effectively reduce inequality
in these countries. One study of Brazil (Engbom and Moser
2018) developed an equilibrium search model to assess the
impact of an increase in the minimum wage on the disper-
sion of earnings. The study used the estimated model to
evaluate the distributional effects of an increase in the real
minimum wage by 119 per cent over the period 1996-2012.
The authors found that this increase explained a large
decline in earnings inequality. Meanwhile, employment and
output fell only modestly as workers reallocated to more
productive firms. In a study using household data from
urban Mexico to analyse the contribution of the decline in
the real value of the minimum wage to earnings inequality

from the late 1980s to the 2000s, Bosch and Manacorda
(2010) found not only robust evidence of a negative rela-
tionship between the real value of the minimum wage and
earnings inequality in Mexico, but also that essentially all of
the growth in inequality at the bottom end of the income
distribution could be explained by the steep decline in the
minimum wage. In China, Lin and Yun (2016) investigated
the relationship between the minimum wage and the rise
in earnings inequality over the period 2004-09 using city-
level minimum wage panel data and representative China
household survey data. Interestingly, the authors found con-
vincing evidence that increasing the minimum wage reduces
inequality by closing the earnings gap between the median
and bottom deciles.

Other contributors in the literature are less convinced by
the potential impact of the minimum wage in reducing
income inequality. In New Zealand, for instance, Alinaghi,
Creedy and Gemmell (2019) examined the potential impact of
an increase in the minimum wage on inequality and poverty
using a microsimulation model, which also allows for the
effects of that increase on labour supply. The results sug-
gest that the increased minimum wage had only a marginal
impact on the dispersion of the income distribution. The
authors argue that this finding, which is consistent across
several measures of inequality, can be explained by the
composition of household incomes: many minimum wage
earners are secondary earners in high-income households,
while many low-income households have no wage earners
at all. A study of Colombia between 1984 and 2001 (Arango
and Pachon 2004) found that the minimum wage improved
the earnings only of those in the middle and upper parts of
the income distribution. This, however, appears to be a result
of the high value of the minimum wage.



33

Global Wage Report 2020-21. Wages and minimum wages in the time of COVID-19
PartIl. Minimum wages and inequality

» Second, the /level at which minimum wages are set also plays a crucial role. Adequate minimum wage
levels are required to ensure “a just share of the fruits of progress to all, and a minimum living wage
to all employed and in need of such protection”, as emphasized in the Declaration of Philadelphia
(ILO 1944, Article I1I(d)), without jeopardizing employment and the survival of sustainable enterprises.
Setting an adequate minimum wage level is thus a balancing act between the needs of workers
and their families on the one hand, and economic factors on the other. When minimum wages are
set too low in relation to economic factors and the level of productivity in a country, they may fail
to reduce wage inequality and may also fail to provide workers and their families with a decent
standard of living. In contrast, rates that are too high in relation to the prevailing economic factors
and labour productivity may lead to widespread non-compliance and/or reduce the demand for
formal employment, pushing workers into the informal economy, with potentially negative impacts
on income equality and poverty.

» Third, the potential of minimum wage systems to reduce inequality depends on the structure of a
country’s labour force and the characteristics of the beneficiaries of the minimum wage, and particularly
on whether these live in low-income households. Some minimum wage sceptics have argued that
minimum wage earners in some countries tend to be “secondary earners” or very young people who
supplement the primary sources of income in relatively well-off households. If a significant propor-
tion of minimum wage earners do indeed live in well-off households, this would imply that minimum
wages have only a limited potential to reduce income inequality by increasing the incomes of poor
households. Moreover, in low-income countries where a majority work in the informal economy,
the poorest households may not have many wage earners. Self-employment is the main form of
employment in the informal economy, and labour incomes in the informal economy tend to be even
lower for the self-employed than for wage employees. In such circumstances, most individuals in
low-income households may be own-account workers in the informal economy. In these contexts a
minimum wage policy may not be able to significantly compress the income distribution and reduce
poverty unless accompanied by efforts to generate wage employment and reduce informality.

The above three factors points towards a set of policy implications, summarized in figure 7.19,
which governments and social partners may wish to take into account in their deliberations;
these factors are discussed further in the next sections of this report. In particular, these factors
point to the necessity of (a) adopting effective minimum wage systems with broad legal coverage and
measures to promote compliance; (b) setting adequate minimum wage levels that take into account
both the needs of workers and their families, and the economic factors prevailing in a country, and
that are adjusted from time to time to reflect changes in the cost of living and other economic condi-
tions; and (c) ensuring that minimum wages are accompanied by measures that seek to generate wage
employment, higher productivity and the formalization of the informal economy. Many of these aspects
are reflected in international labour standards, such as the Minimum Wage Fixing Convention (No. 131)
and Recommendation (No. 135), 1970, and the Transition from the Informal to the Formal Economy
Recommendation, 2015 (No. 204). Other important aspects, however, such as the need to increase the
productivity of low-paying enterprises and improve the skills of low-paid workers, are beyond the scope
of these particular instruments.

PV In developing countries, a minimum wage
policy may not be able to significantly compress
the income distribution and reduce poverty
unless accompanied by efforts to generate
wage employment and reduce informality.
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» Three key factors

¥ Legal coverage and the level of compliance
PV The level at which minimum wages are set

WWV The structure of a country’s labour market
and the characteristics of the beneficiaries

P Figure 7.19 Under what conditions can a minimum wage policy
significantly reduce income inequality?

Increased effectiveness The minimum wage Minimum wage earners
through broad coverage is set at an are located at the lower end
and compliance adequate level of the income distribution

Policy implications

Increased legal coverage

Increased compliance

Balanced and evidence-based minimum wage setting
Regular adjustment

Transition from the informal to the formal economy
Creation of wage employment

Measures to increase productivity
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» 8

The effectiveness
of minimum wages: Legal
coverage and compliance

» 8.1 How many wage workers
earn less than the minimum wage?

Broad legal coverage and compliance are key determinants of the effectiveness of a minimum
wage. Unfortunately, an estimated 266 million wage earners worldwide earn less than the hourly
minimum wage in place in their countries - either because they are not legally covered, or because
of non-compliance. While figure 7.5 in the preceding chapter showed that 327 million wage earners
are paid below or at the minimum wage, figure 8.1 further down focuses on wage earners who earn
less than the minimum wage. As this figure shows, 266 million wage earners around

the world, representing some 15 per cent of all wage employees, earn less than the

minimum wage. In terms of regional differences, the proportion of workers earning ?‘
less than the minimum wage is highest in Africa at an estimated 21 per cent, or
28 million workers. However, the region with the largest absolute number of people
in this situation is Asia and the Pacific, where an estimated 134 million wage
earners (16 per cent of the region’s total) receive less than the minimum
wage. In the Americas, the corresponding share is estimated
at 17 per cent (58 million employees), while in Europe and
Central Asia it stands at
around 13 per cent (45 million)
of the region’s employees.
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266 million

wage earners around the world are estimated
to earn less than existing minimum wages -
either because they are not legally covered,
or because of non-compliance.

P Figure 8.1 Number of wage earners paid less than the hourly minimum wage, global and by region, 2019

Europe and

ey ? ‘ Central Asia
>~ = : Total: 45 million (13%)
: / Women: 24 million Asia

Men: 21 million .g:
and the Pacific
2\
o g\‘\\“w Total: 134 million (16%)

>
, t ;g ‘ Women: 62 million
Americas r “ b v Men: 72 million
Total: 58 million (17%) ‘ SNy ’ . ,
Women: 29 million o ¢ \%\ L&
Men: 29 million k4 Africa \ | \' ) .{)‘

Total: 28 million (21%) \\ #ﬁ .

Women: 10 million WK e
Men: 18 million ~e. wk" ",
| —— ‘ ;
w/ |
Globally /
266 million wage earners are paid below the minimum wage, e

representing 15% of all wage earners.

Note: The percentages in parentheses indicate the proportion of wage workers in each region who earn less than the minimum wage.
The global estimates include results for the Arab States in which approximately 1 million wage earners are estimated to receive less than
the minimum wage. However, results for the Arab States are not shown because there are not enough data to produce reliable estimates

for that region.

Source: ILO estimates.



92

>

Global Wage Report 2020-21. Wages and minimum wages in the time of COVID-19
PartIl. Minimum wages and inequality

» 8.2 The legal coverage of minimum wage systems

While some minimum wage systems provide legal coverage for all wage employees, others have
multiple exceptions or cover only limited groups of workers in particular industries or occupa-
tions. To date, the two groups most frequently excluded from the legal coverage of minimum wage
systems are agricultural and domestic workers. Who exactly is excluded varies from country to country,
but other groups often excluded are employees of family businesses and/or small enterprises, appren-
tices and trainees, and workers with disabilities (ILO 2014a). When not excluded, these groups of wage
earners are often subject to specific minimum wage rates that tend to be lower than those applied to
other categories of workers (see box 8.1 on domestic workers). As agricultural and domestic workers
are among the most frequently excluded categories of workers, our illustrative analysis in this section
focuses on these two groups.

As of 2020, around 18 per cent of countries (29 countries) with statutory minimum wages exclude
agricultural workers, domestic workers or both categories from minimum wage regulations.
Of these, seven countries - namely, Bangladesh, Cambodia, Jordan, Lebanon, Pakistan, Sudan and the
Syrian Arab Republic - exclude both agricultural and domestic workers. Five other countries - namely,
the Plurinational State of Bolivia, Cyprus, Samoa, Timor-Leste and the United States - exclude all or
some agricultural workers while including domestic workers. The remaining 17 countries - China, the
Dominican Republic, El Salvador, the Gambia, Guinea-Bissau, Honduras, Indonesia, Japan, Malaysia,
Mozambique, Nepal, Oman, Peru, the Republic of Korea, Sri Lanka, Thailand and Tunisia - exclude

domestic workers while including agricultural workers (figure 8.2).

Box 8.1 Domestic workers

Domestic workers earn some of the lowest wages
among all employees, typically being paid around
40 per cent of average wages, although the level
relative to average wages varies between 63.8 per
cent in Honduras (2006) and just 14 per cent in
Botswana (2005-06). Such workers are also frequently
excluded from minimum wages and other labour
protections - ILO estimates for 2011 suggest that,
overall, some 22.4 million domestic workers (42.6 per
cent of the total) are not covered by any minimum wage
provisions. In some cases, they are excluded explicitly,
while in others either they are excluded from the scope
of the definition of an employee, or private households
fall outside the scope of the definition of a workplace.
Even where domestic workers do enjoy minimum wage
protection, their minimum wage level is often set below
that of the national minimum wage. ILO data for 2011
show that 3.1 million domestic workers (5.9 per cent of
the total) are covered by a minimum wage that is lower
than that applied to other workers (ILO 2013).

The low valuation of domestic work and its wide-
spread exclusion from minimum wage protection are
often attributed to pervasive social norms that treat
such work not as real work but, rather, as unskilled
labour and a natural part of a woman'’s role as an
unpaid worker in the home. To address the exclusion
of domestic workers and promote decent work in
that sector, the Domestic Workers Convention, 2011
(No. 189), calls on ILO Member States to extend pro-
tections to domestic workers equal to those enjoyed by
other workers. Article 11, in particular, calls on Member
States to ensure that domestic workers enjoy minimum
wage coverage, where such coverage exists, and that
remuneration is established without discrimination
based on sex. Since the adoption of Convention No. 189,
many countries have introduced or increased minimum
wages for domestic workers, or have sought to improve
compliance with existing legislation among households
employing domestic workers. (For more information on
policies and practices, see the forthcoming ILO report
on domestic work, to be published in 2021.)
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Extending minimum wages to cover domestic workers can contribute to reducing inequality. The
low wages of domestic workers, along with the large number of members in their households on average,
means that domestic workers' households make up a significant proportion of the bottom 40 per cent
of the total population in many countries. Ensuring an effective minimum wage for domestic workers
can therefore reduce such inequality. For instance, a study in Cabo Verde shows that single household
earners who are domestic workers receive less labour income per capita than single earners in other
economic sectors; the disparity is especially marked for female domestic workers (Cabo Verde Ministry
of the Economy and ILO 2017). The net take-home pay of a domestic worker was just slightly above
that of agricultural workers, and a little more than 50 per cent of the average wage. The minimum
wage was extended to domestic workers in an effort to improve their working conditions. If there
were compliance with minimum wage legislation in respect of domestic work, wage inequality would
decrease significantly. Given that most domestic workers (80 per cent) are women, the application of
minimum wages to this sector would also serve to reduce gender pay gaps, particularly at the bottom
of the wage distribution (ILO 2013). Where domestic workers are largely migrants, a minimum wage
that is applicable to the whole sector, regardless of migration/residency status, can also serve to reduce
inequalities between migrant and non-migrant workers.

iStock.com/FG Trade
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» Figure 8.2 Map showing where domestic
and/or agricultural workers are excluded
from minimum wage policies, 2020

Bahamas
Note: This figure covers only ILO Member States
with a statutory minimum wage. Countries in
grey include those that are not ILO Member
States, those with minimum wages established
by collective bargaining, and those with no
minimum wage.

s ominican Republic

_Barbados

Source: ILO minimum wage database.

PV An estimated 18 per cent of countries

(29 countries) with statutory minimum wages
exclude either agricultural workers, domestic
workers or both from minimum wage requlations.
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» 8.3 Non-compliance and the informal economy

High rates of non-compliance also reduce the effectiveness of minimum wages. Non-compliance
has negative consequences not only for workers and their families, whose rights are violated, but also
for compliant employers, as it gives non-compliant enterprises an illegitimate cost advantage. Rates
of non-compliance vary widely across countries and depend on many factors, such as the design of
minimum wage policies, the structure of the system (including the number of rates in place), the level
of the rate(s), the level and efficiency of consultation with employers’ and workers' organizations, and
the use of appropriate implementation measures. On the last point, there are a number of implementa-
tion measures that can be put in place in order to increase compliance with minimum wage legislation.
These include targeted labour inspections, information and awareness-raising campaigns, capacity-
building activities for employers’ and workers’ representatives, channels enabling workers to claim
their rights through individual complaints as well as collective action, sanctions that act as a deterrent
to non-compliance, monitoring and responsible purchasing practices within global supply chains, and
public employment programmes that pay minimum wages (ILO 2016).

One of the most significant indicators of non-compliance is a high incidence of informality, which
poses a major challenge for the rights of workers generally, including for the enforcement of
minimum wages. Across the world, 2 billion workers, representing 61.2 per cent of the world’s employed
population, are in informal employment (ILO 2018a). This includes not only the many millions of own-
account workers but also an estimated 724 million wage workers - among them, many domestic workers,
casual workers and workers in microenterprises. A common characteristic of these workers is that they
are not recognized or sufficiently protected, in law or in practice, under the relevant legal and regulatory
frameworks, and as a result tend to face a higher degree of vulnerability (ILO 2002). Informal workers
are likely to lack labour rights such as access to collective bargaining, and in consequence tend to suffer
poor working conditions, including pay below the minimum wage. It is thus clear that in countries
with high levels of informality, if minimum wages are to be effective, they need to be accompanied by
measures to encourage formalization.

High rates of informal employment undermine the role of minimum wages in protecting women
against gender-based wage discrimination. Informal wage workers, particularly women, earn on
average substantially less than formally employed workers. On a worldwide basis, the average earnings
of workers in informal wage employment are 62 per cent of the average earnings of wage workers in
the formal economy. This disparity has significant consequences at the low end of the wage distribution,
where those paid minimum wages are normally found. There are significant gender-specific variations
in this overall picture. As illustrated in figure 8.3, a woman employee in informal employment earns on
average 47 per cent of the average monthly wage of a man in formal employment, whereas a man in
informal wage employment earns 66 per cent of the wage of a formally employed man, and a woman
in formal employment is paid on average 79 per cent of her male counterpart’s wage. The average
monthly wages of informally employed women workers are lowest, compared to those of men in formal
wage employment, in developing countries.
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P Figure 8.3 Ratio of average monthly wages of women in formal and informal wage
employment, and of men in informal wage employment, to the average monthly
wage of men in formal employment

Formal | MEN (Ref)

1.0

1.00

e World
Developing
e Emerging

e Developed

Informal | WOMEN 0.79 > Formal | WOMEN

Informal | MEN

Note: Global estimates are weighted by the number of employees. The figure has been prepared using data
from 92 countries representing 81 per cent of global employment (66 per cent of total employment in developing
countries, 87 per cent in emerging economies and 65 per cent in developed countries). The ILO’s common
operational definition of informal employment was applied (see ILO 2018a, box 2).

Source: ILO calculations based on microdata sets from national household surveys.

Efforts to raise productivity are also necessary to promote compliance. Low productivity is one
of the drivers of informality and has repercussions for the level of non-compliance with minimum
wage legislation. Low earnings in the informal economy often reflect the low productivity of informal
employment. The vast majority of enterprises in the informal economy are small units. Over 75 per cent
of total informal employment takes place in businesses employing fewer than ten workers (ILO 2018a;
Bonnet, forthcoming). On average, labour productivity in enterprises in the informal economy is less
than half that of enterprises in the formal economy (OECD and ILO 2019). This reflects to some extent
the low levels of education among both business owners and employees in enterprises in the informal
economy. Other factors that explain these productivity gaps include a lack of access to financial ser-
vices, which results in capital constraints on informal enterprise and operation below the efficient scale
of production; and a lack of access to business development services, markets and key public goods.
Without measures to raise productivity at the less productive end of the economy, there is a risk that
too many enterprises will find it impossible to comply with minimum wage legislation.
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» O

The level of minimum wages

» 9.1 What is an adequate level of minimum wage?

The second main factor that determines the impact of a minimum wage on inequality is the level
at which it is set. Setting and adjusting this level are perhaps among the most challenging parts of
operating a minimum wage policy, and should be done with full participation of the social partners
and through evidence-based social dialogue. If set too low, minimum wages will have little effect in
protecting workers and their families against unduly low pay or poverty. If set too high, compliance will
be poor and/or there will be adverse employment effects. Setting an adequate minimum wage level
between these two extremes is not an easy task, and has to take into account the social and economic
context of the country, as well as the number of rates that are in place. In order to ensure an adequate
minimum wage - an aspect that is singled out in the ILO Centenary Declaration for the Future of Work
(ILO 2019) - the Minimum Wage Fixing Convention, 1970 (No. 131), calls for a balanced and evidence-based
approach to setting minimum wage levels which considers, on the one hand, the needs of workers and
their families and, on the other, economic factors. An appropriate balance between these two sets of
considerations is essential to ensure that minimum wages are adapted to the national context, and that
both the effective protection of workers and the development of sustainable enterprises are considered.

What are the existing levels of minimum wages around the world? While this question seems
simple enough, in some cases the answer turns out to be quite complex, and comparison across
countries must be made with caution. First of all, given the complexity of some of the minimum
wage systems reviewed in Chapter 7, one crucial question concerns which rate should be selected as
indicative in countries where multiple minimum wage rates exist. Second, there are many ways in which
minimum wage levels can be analysed. Overall, measurements of the levels can be divided into two
broad groups: absolute (monetary values) and relative (comparing the level of the minimum wage with
the wage distribution in the country). In terms of absolute measures, the next section presents gross
minimum wage levels in both nominal US dollar values and in constant purchasing power parity (PPP)
values.? The use of PPP values, which take into account the different purchasing power of minimum
wages across countries, makes it possible to draw some comparisons between countries and also in
relation to international poverty lines set by the World Bank.? As for relative measures, section 9.2
presents the levels of minimum wages relative to the median wage (that is, the wage in the middle of
the distribution) and the average (mean) wage in each country.

& The PPP conversion factor is the number of units of a country’s currency required to buy the same amounts of goods and ser-
vices in the domestic market as US$1 would buy in the United States. This conversion factor is for private consumption (that s, it is
calculated on the basis of household final consumption expenditure). For most economies, PPP figures are extrapolated from the
2011 International Comparison Program (ICP) benchmark estimates or imputed using a statistical model based on the 2011 ICP.
For 47 high- and upper-middle-income countries, conversion factors are provided by Eurostat and the OECD.

° These poverty lines are set in terms of individual daily income levels. The three of interest here are US$1.9 per day, which is
the poverty line typical of the world’s poorest countries; US$3.2 per day, the corresponding threshold for lower-middle-income
countries; and US$5.5 per day, the equivalent figure for upper-middle-income countries.
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The gross minimum wage is used for all the analyses in the next section. However, it should be
noted that gross minimum wages can significantly deviate from net minimum wages in some
countries. One of the interesting features of the Minimum Wage Fixing Convention, 1970 (No. 131), lies
in its particular concern for workers' living conditions: in Article 3 it emphasizes the necessity of taking
into consideration the needs of workers and their families, including the cost of living and the relative
living standards of other social groups. In this sense, the minimum wage should provide individuals with
sufficient income to guarantee a decent living and a satisfactory level of social inclusion. It is important
to consider the net levels of minimum wages because, to satisfy their immediate needs, individuals can
only use that part of their wages that remains available to them after the payment of income taxes,
social security contributions and any other levies. Accordingly, box 9.1 highlights practices regarding
income taxation and social security contributions in 42 countries representing all parts of the globe
and all country income levels.

iStock.com/gece33
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Looking beyond the gross values of minimum wages
allows us to obtain a more accurate picture of the extent
to which a given level of wages could cover the needs of
workers and their families.? In general, minimum wages
are defined as gross amounts and are accordingly subject
to personal income taxes. Although social security contri-
butions are not the same as income taxation - because they
provide the employee with various cash or in-kind benefits
in the event of life's hazards - they nevertheless reduce the
take-home pay. Taking into account social security contribu-
tions, which are generally compulsory, further refines the

» Box 9.1 Personal income taxation and social security contributions for minimum wage earners

process of calculating the net monthly disposable income of
minimum wage earners.” Figure B9.1.1 provides the decom-
position of the gross minimum wage for a single individual
with no children, highlighting the part that remains after
income taxation and social security levies, the take-home
minimum wage. These estimates are based on accessible
tax information for 42 selected countries representing all
parts of the globe (figure B9.1.1(a)) and all country income
levels (figure B9.1.1(b)). Figure B9.1.2 shows the rates at
which income tax and social security contributions are
levied for the individual countries in the sample.

» Figure B9.1.1 Decomposition of gross minimum wage in a sample of 42 countries,
by (a) region and (b) country income level, 2019 (percentage)
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Note: Estimates are for a single individual with no children.

Source: ILO calculations based on accessible tax information for 42 countries.
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P> Figure B9.1.2 Personal income tax and social security contributions for a single
minimum wage earner with no children (% of gross minimum wage), 42 countries, 2019
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MW = minimum wage. PIT = personal income tax. SSC = social security contributions.

Note: The difference in totals is due to rounding of the estimates. Malawi, the Russian Federation and Ukraine are the only
countries in the sample where employees are exempted from social security contributions. For the following countries, the
calculation of personal income tax takes into account the tax credits for which minimum wage earners are eligible (sources
are given in parentheses): Australia (Australian Taxation Office n.d.); Greece (OECD 2019b), Kenya (Ernst and Young Global
2019); Mexico (OECD 2019b); Netherlands (OECD 2019b); New Zealand (Inland Revenue n.d.); Turkey (PwC 2019); United States,
California (US Department of Agriculture, National Finance Center 2019).

Source: For social security contributions: ISSA (n.d.).
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» Box 9.1 (cont’'d)

Taking into account only income taxation, the net
minimum wage is what is left after personal income
tax alone is deducted from the gross minimum wage.
Defined in this way, net minimum wages for a single
minimum wage earner with no children range from
almost 100 per cent of the gross minimum wage in
low-income countries to 95 per cent in high-income
countries, the global average being around 97 per
cent. However, the ratio is much lower in some coun-
tries, particularly those with flat-rate taxes. In terms
of regional differences, the lowest net minimum wages
are observed in Europe and Central Asia, where they
amount to around 91 per cent of the gross minimum
wage, while Africa and the Americas have the highest
ratio at around 99 per cent in both cases. Employees in
Asia and the Pacific “capture” 97 per cent of their gross
minimum wage after deduction of personal income tax.
There is no personal income taxation in the Arab States,
which explains the net minimum wage of 100 per cent
in the region’s countries. This same level of 100 per cent
after allowing for personal income tax is achieved in 25
other countries, because minimum wage earners - being
at the bottom end of the income distribution - are offered
various tax deductions, tax credits and even tax exemp-
tions. Moreover, lower personal income tax rates have
also helped to improve net minimum wages in countries
that use progressive taxation, which is the case for 84 per
cent of the countries in the sample. Conversely, a flat-rate
income tax appears to be detrimental to minimum wage
earners, as suggested by the significant variation in net
minimum wages between flat-rate and progressive tax-
ation systems: 92 per cent and 98 per cent of the gross
minimum wage, respectively. Countries using flat rates
for personal income tax include the Plurinational State of
Bolivia, Bulgaria, Hungary, Jamaica, Mauritius, the Russian
Federation and Ukraine.

In order to arrive at the whole picture it is necessary
to take into consideration social security contributions
as well as personal income tax. Take-home minimum
wages are obtained by deducting employees’ contri-
butions from net minimum wages. Again, for a single
minimum wage earner with no children, Europe and
Central Asia levies the highest social security contribu-
tions on minimum wages and therefore exhibits the
lowest take-home minimum wages at around 81 per cent
of the gross minimum wage (figure B9.1.1(a)).© This ratio
is considerably below the global average of 88 per cent.
“Capturing” about 90-92 per cent of their wages after

income taxes and social security contributions, minimum
wage workers in Africa, the Americas and the Arab States
have the highest take-home minimum wages. Turning
to differences across country income groups, one may
observe less stark variations, with high-income coun-
tries averaging a ratio of 86 per cent as the take-home
minimum wage, whereas the average ratio for middle-in-
come countries is around 89 per cent. However, these
average figures hide considerable variations within the
groups, especially within the high-income group, where
take-home ratios range from 66 per cent in Hungary to
92 per cent in the Netherlands and the US state of Georgia,
and 93 per cent in Bahrain and Oman (figure B9.1.2).

Interestingly, although social security contributions
are capped and a flat rate is generally used to cal-
culate them, they nevertheless account for around
three quarters of the total levies on minimum wages
(income tax plus social security contributions). That
share ranges from 54 per cent in Europe and Central Asia
to 93 per centin the Americas and 100 per cent in the Arab
States. It averages 73 per cent in Asia and the Pacific and
86 per cent in Africa. Yet, social security contributions are
generally levied at a flat rate, with no deductions or credits
(direct reductions of the amounts owed).? In addition,
in more than half of the countries in the sample, social
security contributions are calculated on the basis of a
capped amount.® The Social Security (Minimum Standards)
Convention, 1952 (No. 102), stipulates, in Article 71, that
social security contributions should be levied in a manner
that “avoids hardship to persons of small means” and
takes into account their economic situation.

Consequently, there is considerable room for im-
proving the livelihoods of minimum wage earners
through income tax and social security policies. While
income tax policies could introduce more progressive
rates for the taxing of personal income and avoid flat
rates, social security measures could take the form of
reductions subsidized by the government or achieved by
cross-subsidization within the social security system. Such
reductions could also benefit employers by helping to
lessen labour costs for minimum wage workers, acceler-
ating the transition to formality and improving minimum
wage compliance rates. The shortfall in revenue resulting
from such measures could be compensated for by raising
the caps used to calculate social security contributions,
following an evidence-based approach which ensures that
high earners’ productivity is not impaired.

@ Early studies on the taxation of minimum wage earners include a chapter in the OECD’s Taxing Wages report covering 2005-06 (OECD 2007)
and its precursor working paper. The author of the latter observed that minimum wage earners face considerable fiscal burdens (Immervoll
2007). Similar conclusions were reached by Marx, Marchal and Nolan (2012), who focused on European countries and the United States, and
compared netincome packages at the minimum wage level depending on family situations.

® Financial measures in support of low-income households, such as exist in many countries, could also raise the monthly disposable income.
However, such measures need to be treated with great caution, as the uptake of such benefits is limited, even in developed countries. See

Dubois and Ludwinek (2015).

¢ Itis important to note that the heavier burdens of social security contributions observed in Europe and Central Asia are generally associated

with higher social protection floors and coverage (ILO 2017).

4 Except in the Netherlands, where employees can reduce their social security liabilities by a certain fraction of their tax credits.

¢ This is the case in 25 of the selected 42 countries: Argentina, Bahrain, Plurinational State of Bolivia, Brazil, Bulgaria, France, Germany, Greece,
India, Indonesia, Japan, Kenya, Kuwait, Malaysia, Mauritius, Mexico, Morocco, Niger, Oman, Senegal, Thailand, Turkey, United Kingdom, United

States, Viet Nam.
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» 9.2 At what level are minimum wages set?

Absolute levels

Globally, the median value of gross minimum wages for 2019 is US$486 (PPP) per month, meaning
that half of the countries in the world have minimum wages set lower than this and half have
minimum wages set higher. The full range of monthly minimum wages extends from US$5 (PPP) in
Uganda to US$2,433 (PPP) in Luxembourg. If these levels are compared with the World Bank inter-
national poverty lines, one may observe that five countries have minimum wage levels that are below
the extreme poverty line, which is currently defined as US$1.90 (PPP) per person per day. Eight coun-
tries have minimum wages set at a level below the poverty line of US$3.2; this number increases to
18 countries if one takes the threshold of US$5.5.

USS486 PPP/month

Globally, the median value of gross minimum
wages for 2019 is equal to US$486 PPP per month,
meaning that half of the countries in the world
have minimum wages set lower than this

and half have minimum wages set higher.

In Africa, the median value of the monthly minimum wage is US$220 (PPP), with values ranging
from US$5 (PPP) in Uganda to US$767 (PPP) in the Seychelles (figure 9.1). The highest minimum
wages are found in the Seychelles, Libya, Morocco and South Africa; the lowest in Uganda, Burundi
and Rwanda. In these three last countries, minimum wages are set at a level that does not provide an
income matching even the extreme poverty line of US$1.90 per day (figure 9.1). In Eswatini, the Gambia
and Malawi, rates are below the poverty line of US$3.2 per day, while in several more countries, the
minimum wage does not reach the higher poverty line of US$5.5 per day.

In the Americas, the median value of the monthly minimum wage is US$668 (PPP), with values
ranging from US$289 (PPP) in Mexico to US$1,612 (PPP) in Canada (figure 9.2). The highest minimum
wages are found in Canada and the United States, the lowest in Mexico, Haiti and Jamaica. All the
countries in the Americas have minimum wages set above the three international poverty lines when
converted to PPP values.
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» Figure 9.1 Gross monthly minimum wage levels in Africa, 2019 (US$ actual and PPP values)

800

600

400

200

_ g e
B MW in PPP 2019 =
B MwinUsD 2019
(-}
— PLUS$1.9 (PPP) 3
— PLUS$3.2 (PPP)
— PLUS$5.5 (PPP)
n
T o R
n uwn
< >
S 3 o
<
™
~
o (]
<
(3]
N
n B
° & 8
T 28 9 %
R sLLE
DO < o By
PV B S N
S 5 8 N9 o
o~ (=]
N

57
174
181
183
189
192

119

0
-
-

R

N B - -

9]

Nﬁ‘_

N
~
[

n N ~
= g

55 ||
p5 ||
F68| |
F68| |
=01 |
=81 |
—d"‘
=
[ 132 |
112
=125
112 |
(=31
[S=SE=110 |
I E—
el 1

—
L1102
[y 102
—
—
—
—
—
—

198 |
112
4 |

o lo s BN
Al
N Oy P
- W
M 5 M = 'S 3 & @ U'% @ M O C O %=~ 0= ¢c @ @ @ 35 QT OMCM UV O VW O M @ M M M@ C VW @@ O © WV
T 2T E£E5378 20=0c5 2060l CcC B ET LS HEBODEDTDLEOLIE>2 Ut 6389 >0
c c B T wDc 2 45w o o0 O P o o o o £ ¢ S8 S oo coasrE 8 o=
S - = o (=) (7] scu [ < o =
g;'ﬂggm-ﬂz'iaw-::'-;';mg m.ngm‘g;auogggszggg'gmm':'{ie_.g
3225829 0gxY9< ECc V0 SNZ 585 YS5o8SsELTFOIY I8 9
w © x T ~ — o O m©c O ] s = >
> o T X T & Q o T 2 T s 5 [
c s £ U358 £ 5 =38 3 = ] 2
3 & 5 a=2h = ] s S )
o E > @ @
<o a =3
= 'c ~ w
C s &
+« N
c c <
U © o
[ o

MW = minimum wage. PL = poverty line. PPP = purchasing power parity.

Note: The data refer to national minimum wage rates where they exist. For countries with multiple minimum wage rates, the rate selected
refers to: the national minimum wage floor where it exists; the urban rate where there are different rates in urban and rural areas; the
industrial rate (e.g. SMIG) when different rates apply to industrial and agricultural workers (e.g. SMIG/SMAG systems); the rate for unskilled
workers or the lowest occupational category where rates differ by skill level or occupation; the rate applied to domestic enterprises where
there are different rates for domestic and foreign enterprises; the lowest regional rate when there are different rates in different regions
and no national minimum wage floor exists; the rate applied to small enterprises when rates vary depending on firm size; and the rate for
the manufacturing sector when rates differ by sector (if multiple rates exist within the manufacturing sector, the lowest rate is selected).
For more information, see Appendix IL.

Source: ILO minimum wage database for the minimum wage levels, International Monetary Fund's World Economic Outlook database
(Oct. 2020) for the PPP conversion rates and World Bank’s World Development Indicators (Oct. 2020) for the exchange rates.
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» Figure 9.2 Gross monthly minimum wage levels in the Americas, 2019 (US$ actual and PPP values)
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MW = minimum wage. PL = poverty line. PPP = purchasing power parity.

Note: The data refer to national minimum wage rates where they exist. For countries with multiple minimum wage rates, the rate selected
refers to: the national minimum wage floor where it exists; the urban rate where there are different rates in urban and rural areas; the
industrial rate (e.g. SMIG) when different rates apply to industrial and agricultural workers (e.g. SMIG/SMAG systems); the rate for unskilled
workers or the lowest occupational category where rates differ by skill level or occupation; the rate applied to domestic enterprises where
there are different rates for domestic and foreign enterprises; the lowest regional rate when there are different rates in different regions
and no national minimum wage floor exists; the rate applied to small enterprises when rates vary depending on firm size; and the rate for
the manufacturing sector when rates differ by sector (if multiple rates exist within the manufacturing sector, the lowest rate is selected).
For more information, see Appendix IL.

Source: ILO minimum wage database for the minimum wage levels, International Monetary Fund's World Economic Outlook database
(Oct. 2020) for the PPP conversion rates and World Bank’s World Development Indicators (Oct. 2020) for the exchange rates.
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In Asia and the Pacific, the median value of the monthly minimum wage is US$381 (PPP), with
values ranging from US$48 (PPP) in Bangladesh to US$2,166 (PPP) in Australia (figure 9.3). In this
region, one may observe a distinct split between developed and developing economies, with four devel-
oped countries, namely Japan, the Republic of Korea, New Zealand and Australia standing out with higher
minimum wage levels, ranging from US$1,348 (PPP) to US$2,166 (PPP) per month. Minimum wages in
most other countries of the region are set between US$200 (PPP) and US$800 (PPP) per month. The
only country in Asia and the Pacific whose minimum wage does not reach even the lowest international
poverty line is Bangladesh. Note, however, that higher rates apply in the garment sector in Bangladesh.

» Figure 9.3 Gross monthly minimum wage levels in Asia and the Pacific, 2019 (US$ actual and PPP values)
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MW = minimum wage. PL = poverty line. PPP = purchasing power parity.

Note: The data refer to national minimum wage rates where they exist. For countries with multiple minimum wage rates, the rate selected
refers to: the national minimum wage floor where it exists; the urban rate where there are different rates in urban and rural areas; the industrial
rate (e.g. SMIG) when different rates apply to industrial and agricultural workers (e.g. SMIG/SMAG systems); the rate for unskilled workers or the
lowest occupational category where rates differ by skill level or occupation; the rate applied to domestic enterprises where there are different
rates for domestic and foreign enterprises; the lowest regional rate when there are different rates in different regions and no national minimum
wage floor exists; the rate applied to small enterprises when rates vary depending on firm size; and the rate for the manufacturing sector when
rates differ by sector (if multiple rates exist within the manufacturing sector, the lowest rate is selected). For more information, see Appendix II.

Source: ILO minimum wage database for the minimum wage levels, International Monetary Fund’s World Economic Outlook database
(Oct. 2020) for the PPP conversion rates and World Bank’s World Development Indicators (Oct. 2020) for the exchange rates.
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9. The level of minimum wages

In Europe and Central Asia, the median value of the monthly minimum wage is US$1,043 (PPP),
with values ranging from US$47 (PPP) in Georgia to US$2,433 (PPP) in Luxembourg (figure 9.4).
The highest minimum wages are found in Luxembourg, Ireland and Germany; the lowest in Georgia,
Kyrgyzstan, Tajikistan and the Republic of Moldova. In Georgia, the minimum wage is set at a level
that does not provide an income matching even the extreme poverty line of US$1.90 per day, while in
Kyrgyzstan the minimum wage falls short of the second international poverty line of US$3.2 per day.

P Figure 9.4 Gross monthly minimum wage levels in Europe and Central Asia, 2019 (US$ actual and PPP values)
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MW = minimum wage. PL = poverty line. PPP = purchasing power parity.

Note: The data refer to national minimum wage rates where they exist. For countries with multiple minimum wage rates, the rate selected
refers to: the national minimum wage floor where it exists; the urban rate where there are different rates in urban and rural areas; the industrial
rate (e.g. SMIG) when different rates apply to industrial and agricultural workers (e.g. SMIG/SMAG systems); the rate for unskilled workers or the
lowest occupational category where rates differ by skill level or occupation; the rate applied to domestic enterprises where there are different
rates for domestic and foreign enterprises; the lowest regional rate when there are different rates in different regions and no national minimum
wage floor exists; the rate applied to small enterprises when rates vary depending on firm size; and the rate for the manufacturing sector when
rates differ by sector (if multiple rates exist within the manufacturing sector, the lowest rate is selected). For more information, see Appendix II.

Source: ILO minimum wage database for the minimum wage levels, International Monetary Fund’s World Economic Outlook database
(Oct. 2020) for the PPP conversion rates and World Bank’s World Development Indicators (Oct. 2020) for the exchange rates.
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P Figure 9.5 Gross monthly minimum wage levels in the Arab States, 2019 (US$ actual and PPP values)

AU B mwin PPP 2019
B MwinUsD 2019
— PLUS$1.9 (PPP)
1500 — PLUS$3.2 (PPP)
— PLUS$5.5 (PPP)
1000
500
0

Kuwait Iraq Jordan Lebanon Oman
(nationals only)
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Note: The data refer to national minimum wage rates where they exist. For countries with multiple minimum wage rates, the rate selected
refers to: the national minimum wage floor where it exists; the urban rate where there are different rates in urban and rural areas; the
industrial rate (e.g. SMIG) when different rates apply to industrial and agricultural workers (e.g. SMIG/SMAG systems); the rate for unskilled
workers or the lowest occupational category where rates differ by skill level or occupation; the rate applied to domestic enterprises where
there are different rates for domestic and foreign enterprises; the lowest regional rate when there are different rates in different regions
and no national minimum wage floor exists; the rate applied to small enterprises when rates vary depending on firm size; and the rate for
the manufacturing sector when rates differ by sector (if multiple rates exist within the manufacturing sector, the lowest rate is selected).
For more information, see Appendix II.

Source: ILO minimum wage database for the minimum wage levels, International Monetary Fund’s World Economic Outlook database
(Oct. 2020) for the PPP conversion rates and World Bank’s World Development Indicators (Oct. 2020) for the exchange rates.

In the Arab States, the median value of the monthly minimum wage is US$738 (PPP), with values
ranging from US$401 (PPP) in Kuwait to US$1,570 (PPP) in Oman, where the minimum wage, how-
ever, applies only to nationals (figure 9.5). In Iraq and Jordan, monthly minimum wage levels are set
at, respectively, US$659 (PPP) and US$738 (PPP), while in Lebanon the minimum wage is set slightly
higher, at US$885 (PPP) per month. In Qatar a new minimum wage covering all employees - including
domestic workers - was set in 2020 at 1,000 Qatari riyals, equivalent to roughly US$275, if food and
accommodation are provided by employers, and at 1,800 riyals (approximately US$495) if they are not
(ILO 2020m).

When comparing minimum wage levels across countries, the rate selected for the comparison in
countries that have multiple minimum wages can make a significant difference. This is illustrated
by figures 9.6 and 9.7, which show the gap between the lowest and highest rates in selected countries
with multiple minimum wages. In figure 9.7, which displays minimum wages in US dollars (PPP), one
may observe that the ranges of minimum wage rates often overlap across countries, and that minimum
wages may be significantly higher within the same country in certain regions and/or highly skilled
occupations. For instance, the minimum wage for a hospital administrator in Kerala (India) is higher in
US dollar PPP terms than the minimum wage in Okinawa (Japan). Similarly, a lawyer in Rio de Janeiro
(Brazil) is entitled to a minimum wage that exceeds the federal minimum wage in the United States.
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P Figure 9.6 Highest and lowest minimum wages in selected countries with multiple rates, 2019 (US$ actual values)
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Source: ILO minimum wage database for the minimum wage levels and World Bank’s World Development Indicators (Oct. 2020)
for the exchange rates.

P Figure 9.7 Highest and lowest minimum wages in selected countries with multiple rates, 2019 (US$ PPP values)
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Relative levels

Differences in minimum wage levels reflect not only national policy decisions but also, to a large
extent, differences among countries in their level of economic development and average wage
levels. In order to evaluate the level of minimum wages relative to national economic and social circum-
stances, a relative measure is used. The statistical indicator most frequently used for this purpose is
the ratio of the minimum wage to the median wage (sometimes called the “Kaitz index”). An alternative
measure is the ratio of the minimum to the mean wage. In both advanced and developing economies,
the ratios of the minimum to the mean or median wage has become an increasingly prominent con-
sideration in setting or revising the level of minimum wages. Debates frequently revolve around the
question of which level of these ratios is most appropriate in a given country's circumstances in order
to maximize the social and economic benefits of a minimum wage while minimizing possible adverse
employment or inflation effects. However, caution is required when making and interpreting cross-
country comparisons of such ratios because different countries have different labour market structures
and different ways of computing mean or median wages. In addition, as noted above, some countries
have multiple minimum wage rates, which complicates the calculation of these indicators. Hence, while
cross-country indicators can be useful in evaluating minimum wage levels at national level, they should
be complemented by more refined country-specific analysis. Using available microdata, this section of
the report provides estimates of the ratio of the minimum wage to the median and mean wages for a
sample of 60 developed and developing countries from all regions of the world.

Globally, results shows that minimum wages are set, on average, at around 55 per cent of the
median wage in developed countries and at around 67 per cent of the median wage in developing
and emerging economies. Among the countries for which data are available, one may observe that
minimum-to-median ratios vary from 16 per cent in Bangladesh to as high as 147 per cent in Honduras
(figure 9.8), and that the median value of these ratios is equal to 59 per cent. The ratios of minimum to
mean wages are systematically lower because mean wages are higher than median wages. On average,
ratios based on the mean wage are 26 per cent lower than ratios based on the median wage. This dif-
ference is greater in developing and emerging economies than in developed countries. In developed
countries, ratios based on the mean wage are, on average, 19 per cent lower than ratios based on the
median wage. In emerging and developing economies, by contrast, ratios based on the mean wage
are, on average, 30 per cent lower than ratios based on the median wage, reflecting higher inequality.

Among developed countries, a large majority of countries have minimum wages set somewhere
between 50 and 65 per cent of the median wage. In figure 9.9, which shows estimates for countries
with available data, one may observe that minimum-to-median wage ratios range from 40 per cent in
Czechia to 71 per cent in Hungary. Apart from a few additional exceptions such as Estonia and Uruguay,
where minimum-to-median ratios are below 50 per cent, or Chile and Portugal, where minimum-to-
median ratios are higher than 65 per cent, all other countries have minimum wages set somewhere
between 50 and 65 per cent of the median wage.

In developing and emerging economies, minimum-to-median wage ratios range from 16 per cent
in Bangladesh to 147 per cent in Honduras (figure 9.8). In this group of countries, one may observe
significant differences across countries with, for instance, minimum wages set at 30 per cent of the
median wage or less in Bangladesh, Viet Nam and Mongolia, and above the median in Guatemala,
Turkey and Honduras. Developing and emerging economies are also characterized by a greater differ-
ence between the ratio based on the median wage and the ratio based on the mean wage. This differ-
ence is particularly large in Cameroon, Sierra Leone and Guatemala. In Sierra Leone, for instance, the
minimum-to-median wage ratio is 87 per cent, while the minimum-to-mean wage ratio is 20 per cent.

' For more information on the methodology, see Appendix III; for details of the microdata sources, see Appendix V.
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P Figure 9.8 Minimum wage level relative to median and mean wage,
selected developing and emerging economies (percentage)
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Note: Years are given in parentheses. Countries marked with an asterisk (*) are those with multiple minimum wage rates, for which
minimum-to-median and minimum-to-mean ratios have been calculated using a weighted average of the minimum-to-median and
minimum-to-mean ratios of these multiple rates. For more details, see Appendices Il and V.

Source: ILO estimates based on microdata.

» Figure 9.9 Minimum wage level relative to median and mean wage,
selected developed countries, 2017 (percentage)
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Note: Data refer to the year 2017 unless another date is given in parentheses. Countries marked with an asterisk (*) are those with multiple
minimum wage rates, for which minimum-to-median and minimum-to-mean ratios have been calculated using a weighted average of the
minimum-to-median and minimum-to-mean ratios of these multiple rates. For more details, see Appendices Il and V.

Source: ILO estimates based on microdata.
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While there is no single ideal benchmark value for the ratio of minimum to median or mean wages,
these ratios can nevertheless be indicative of minimum wage levels that are either too low to
substantially reduce inequality or too high to be widely enforceable. National minimum wages set
at less than half the median wage will leave many workers with relatively low pay, while rates close to
or in excess of the median wage are likely to be impossible to comply with for many enterprises (by
definition, when the median wage is below the minimum wage, more than half of all workers are paid
less than the minimum). At what relative level the minimum wage should be set, however, remains a
matter of national circumstances and preferences.

It is widely considered that workers in high-income countries who are paid less than 60 per cent
or two thirds of the median wage can be classified as “low-paid”;"" however, this threshold may
not be very relevant in emerging economies. In the latter, where median wages are lower and there
is often a higher degree of wage inequality than in high-income countries, the wage distribution is
often characterized by a compressed distribution up to the median and a very long upper tail, with top
earners earning much more than the median. This means that the wage of a median earner is often
very low in emerging economies, and in such circumstances a minimum wage set at 60 per cent of the
median may well be too low to allow a decent living. This explains, at least in part, why some emerging
economies have higher minimum-to-median wage ratios than most developed economies.

" See, for example, the OECD definition of low pay in OECD (2020c); and also Ioakimoglou and Soumeli (2002).
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» 9.3 The frequency of adjustment

Sufficiently frequent adjustment is crucial to maintain minimum wages at an adequate level, and
a very low level often reflects failure to adjust rates regularly over time. Indeed, the Minimum Wage
Fixing Convention, 1970 (No. 131), stipulates that, to maintain their relevance, minimum wages should
be “adjusted from time to time” (Article 4). Failure to do so may lead to an erosion of the purchasing
power of workers who earn the minimum wage when prices of goods and services are rising, or to
more wage inequality when the general level of wages is increasing more rapidly than the minimum
wage. Therefore, the accompanying Minimum Wage Fixing Recommendation, 1970 (No. 135), expands
on Convention No. 131 by stating that “[m]inimum wage rates should be adjusted from time to time to
take account of changes in the cost of living and other economic conditions” (Paragraph 11). In prin-
ciple, this revision can take place “either at regular intervals or whenever such a review is considered
appropriate in the light of variations in a cost-of-living index” (Paragraph 12). Regular adjustments also
prevent sudden and large jumps in minimum wage rates, which can make it challenging for enterprises
to absorb the cost increases.

The analysis carried out for this report indicates that 85 countries, together representing around
54 per cent of countries with statutory minimum wages, adjusted their minimum wages at least
every two years on average during the period 2010-19 (figure 9.10). Around half of these adjusted their
minimum wage rates at least every year: this was,
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for example, the case in Australia, the Plurinational

State of Bolivia, Brazil, China, Colombia, Costa " 54 per Cent Of cou ntries Wlth

Rica, France, Ghana, Japan, Malta, Mexico, the

Netherlands, New Zealand, Poland, the Republic Statutory minimum wages adjusted

of Korea, Romania, Slovakia, Slovenia, Turkey, the

United Kingdom, Uruguay and Viet Nam. Another their minimum wages at least every

large set of 49 countries adjusted their minimum
wages every three to five years, including Algeria,
Cote d'Ivoire, Cyprus, India, Nigeria and Sri Lanka.
A further 20 countries adjusted their minimum wages less frequently, and there is evidence to suggest
that a significant number of these have not adjusted their minimum wage at any point in the past ten
years. This has been the case, for example, in Burundi, Rwanda and Uganda - the very same countries
in which minimum wage rates are very low, as highlighted in the previous section. In the United States,
while some states have adjusted their minimum wage more recently, the federal rate has not been
adjusted since July 2009, leading to an erosion of its real value (see also figure 7.11 in Chapter 7).

Since 2010, countries with statutory minimum wages have adjusted their minimum wages, on
average, every 3.1 years (figure 9.11). However, the frequency of adjustment varies across regions:
on average, countries in Europe and Central Asia are adjusting their minimum wages every 1.9 years,
while in Africa the average interval is 4.7 years and in Asia and the Pacific it is 2.7 years. In the Americas
and in the Arab States, countries are adjusting their minimum wages on average every 2.9 years and
every 3.6 years, respectively.

When countries are grouped by income level, it becomes apparent that, on average, high-income
countries adjust their minimum wages more frequently than countries in lower income groups
(figure 9.12). While minimum wages were adjusted, on average, every 2.0 years in high-income coun-
tries, the corresponding interval was 5.1 years in low-income countries. In upper-middle-income
and lower-middle-income countries, meanwhile, adjustments were made, on average, every 2.5 and
3.7 years, respectively.

two years during the period 2010-19.
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» Figure 9.10 Map showing frequency

of adjustment of the minimum
wage, 2010-19

Note: This map shows adjustments of
minimum wage rates at the most highly
aggregated level possible, that is, at

the national level or, where no national
rate exists, using an average of regional
adjustment frequencies. For countries
that have adopted a minimum wage after
2010, the frequency of adjustment is
calculated using the years between the
implementation and 2019.

Source: ILO minimum wage database.
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» 9.4 How have minimum wages evolved over time?

Although in some countries the lack of adjustment has resulted in stagnant nominal minimum
wages, in a large majority of countries around the world minimum wages have increased in nom-
inal terms over the past ten years. However, this does not necessarily mean that they increased in
real terms, as they may have increased at a lower rate than inflation. Figure 9.13 illustrates the relative
evolution of nominal and real minimum wages in selected countries across regions. (Similar estimates
were provided for the countries covered in figures 7.11-7.17 in Chapter 7.) As may be seen, regular adjust-
ments of minimum wages in Australia, Japan and Viet Nam resulted in steady increases in real minimum
wages. In contrast, the lack or irregularity of adjustments in Burkina Faso, Georgia and Uganda, for
example, has resulted in falling real minimum wages. In Tunisia and in Trinidad and Tobago more
regular adjustments were undertaken, but they were not sufficient to compensate for increases in
prices, resulting in a decline in real minimum wages. In Greece and, to a lesser extent, Spain, one may
observe the effect of freezing or even reducing the minimum wage after the financial crisis of 2009.
These examples highlight the importance of monitoring the level of the minimum wage over time.

At the global level, 114 out of the 153 countries for which data are available (approximately 75 per
cent) have seen their minimum wages grow in real terms between 2010 and 2019. In 13 of these,
including Bulgaria, Cambodia, Iraq, Lithuania, Nigeria and Sierra Leone, the real minimum wage has
more than doubled over this period. Taking into account all countries, both those in which real minimum
wages have increased and those in which real minimum wages have decreased, the global average
annual growth of real minimum wages over the decade was 2.3 per cent. This overall figure masks
significant regional differences: the annual growth of real minimum wages was, on average, 1.1 per
cent in Africa, 1.8 per cent in the Americas, 2.5 per cent in Asia and the Pacific, 3.5 per cent in Europe
and Central Asia, and 5.5 per cent in the Arab States (figure 9.14).
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P Figure 9.13 Evolution of nominal and real minimum wages, selected countries,
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Asia and the Pacific

Viet Nam A 453.6% Pakistan A 185.2%
2000 2000
1500 1500
1000 1000 -A
500 500
0 0 J
- m n ~ o - m un ~ [2)] - m un ~ (<)) - m wn ~ (<)}
] S S ] S S S S ) ) S S S ] S ) S ) ) )
N o~ N (3] o~ [3\] o o N N N o (] [} ~N N o~ [} N (]
Australia A 21.1% Japan A 22.5%
200 200
150 150
100 100
50 50
0 0
- m un ~ o - m wn ~ [} - m wn ~ o - m wn ~ (<)}
S 8 8 8 8 & & & & o S 8 8 8 8 & & & & o
~N N N ~N ~N N ~N ~N ~N ~N N ~N ~N ~N N N N N N N
Europe and Central Asia
Spain A 46.4% Georgia ¥ 19.7%
150 150 _
100 100
0 0
- m un ~ o - m un ~ [2)] - m un ~ (<)) - m wn ~ (<)}
S 8 8 8 8 & & & & o e &8 8 8 8 & & & & o
o~ o o o o~ (3] N N N o N o N [} N ~N N N N N
Greece A 0.7% France A 5.2%
150 150

100 100

50

2003
2005
2007
2009
201
2013
2015
2017
2019
o &
2001
2003
2005
2007
2009
2011
2013
2015
2017
2019

-
o
o
~N

Note: Blue = nominal; dark blue = real. For Japan, data refer to the weighted national averages calculated by the national statistical office.
The triangle and its associated percentage, refers to the overall growth of the real minimum wage between 2001 and 2019.

Source: ILO minimum wage database for the minimum wage level and International Monetary Fund’s World Economic Outlook database
(Oct. 2020) for inflation (end of period consumer prices).



Global Wage Report 2020-21. Wages and minimum wages in the time of COVID-19
9. The level of minimum wages

» Figure 9.14 Average annual growth of real minimum wages,
global and by region, 2010-19 (percentage)
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the Pacific Central Asia

Note: For countries that have adopted a minimum wage after 2010, the annual growth of real minimum wage is
calculated using the years between the implementation and 2019.

Source: ILO minimum wage database for the minimum wage level and International Monetary Fund’s World
Economic Outlook database (Oct. 2020) for inflation (end of period consumer prices).

Figures 9.15-9.19 below present estimates of average annual growth of real minimum wages between
2010 and 2019 for countries grouped by region, and compare these with estimates of annual average
growth in labour productivity.

In Africa, between 2010 and 2019, real minimum wages increased in 28 countries and decreased
in 16 countries (figure 9.15). Among the countries that have experienced an increase in real minimum
wages, the highest growth was observed in Sierra Leone, Nigeria and the Democratic Republic of the
Congo, with average annual increases of, respectively, 28.7 per cent, 8.2 per cent and 7.3 per cent.
The sharpest declines in real minimum wages were observed in Liberia and Burundi, with average
annual decreases of, respectively, 14.2 per cent and 8.2 per cent. Considering minimum wages in
relation to labour productivity, one may see that in 14 countries growth in real minimum wages
and labour productivity growth are similar.”? In 13 other countries, minimum wage growth exceeds
labour productivity growth.” However, 17 countries failed to increase their minimum wages in line
with productivity growth.

'2 For the purposes of this section, growth of real minimum wages and labour productivity growth are considered to be similar if
the difference does not exceed 1.5 percentage points.

3 This total includes countries where real minimum wages have decreased less than labour productivity.
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» Figure 9.15 Average annual growth of real minimum wages and labour productivity
in Africa, 2010-19 (percentage)
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Note: For countries that have adopted a minimum wage after 2010, the annual growth rates are calculated using the years
between the implementation and 2019.

Source: ILO minimum wage database for the minimum wage level and International Monetary Fund’s World Economic Outlook
database (Oct. 2020) for inflation (end of period consumer prices).
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In the Americas, between 2010 and 2019, real minimum wages increased in 24 countries and
decreased in 8 countries (figure 9.16). Average annual increases in this region range from 0.3 per cent
in Paraguay to 9.1 per cent in the Plurinational State of Bolivia. For countries where the real minimum
wage has fallen, the average annual decreases range from 0.1 per cent in Trinidad and Tobago to 1.7 per
cent in the United States. In this region, 16 countries have experienced similar levels of minimum wage
and labour productivity growth and 10 countries higher minimum wage growth than labour productivity
growth, while in 6 countries minimum wages failed to keep pace with labour productivity.

» Figure 9.16 Average annual growth of real minimum wages and labour productivity
in the Americas, 2010-19 (percentage)
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between the implementation and 2019.

Source: ILO minimum wage database for the minimum wage level and International Monetary Fund’s World Economic Outlook
database (Oct. 2020) for inflation (end of period consumer prices).
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In Asia and the Pacific, between 2010 and 2019, real minimum wages increased in 22 countries
and decreased in 8 countries (figure 9.17). Among the countries that have experienced an increase in
real minimum wages, the highest average annual increases were observed in Viet Nam (11.3 per cent),
the Lao People’s Democratic Republic (10.1 per cent) and Cambodia (9.7 per cent). The largest decreases
in real minimum wages were observed in Bangladesh and Sri Lanka. In 20 countries in the region the
growth of real minimum wages kept pace with or exceeded labour productivity growth, whereas in
10 countries the growth of real minimum wages was lower than labour productivity growth.

» Figure 9.17 Average annual growth of real minimum wages and labour productivity
in Asia and the Pacific, 2010-19 (percentage)
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Note: For countries that have adopted a minimum wage after 2010, the annual growth of real minimum wage is calculated using
the years between the implementation and 2019. For Japan, data refer to the weighted national averages calculated by the national
statistical office.

Source: ILO minimum wage database for the minimum wage level and International Monetary Fund’s World Economic Outlook
database (Oct. 2020) for inflation (end of period consumer prices).
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» Figure 9.18 Average annual growth of real minimum wages and labour productivity
in the Arab States, 2010-19 (percentage)
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Note: For countries that have adopted a minimum wage after 2010, the annual growth rates are calculated using
the years between the implementation and 2019.

Source: ILO minimum wage database for the minimum wage level and International Monetary Fund’s World
Economic Outlook database (Oct. 2020) for inflation (end of period consumer prices).

In the Arab States, between 2010 and 2019, real minimum wages increased in all countries that
have a statutory minimum wage except Kuwait (figure 9.18). In Kuwait, the real minimum wage
declined by an annual average of 1.1 per cent. In the other countries of the region, annual average
increases ranged from 0.6 per cent in Lebanon to 17.8 per cent in Iraq. In all countries of the region
except Kuwait, the growth of real minimum wages exceeded labour productivity growth over this period.

In Europe and Central Asia, between 2010 and 2019, real minimum wages increased in 36 coun-
tries and decreased in 6 countries (figure 9.19). This means that 86 per cent of countries in the region
experienced an increase in real minimum wage: the highest share of any region. The annual average
increases range from 0.2 per cent in the Netherlands to 18.1 per cent in Uzbekistan. On the other hand,
there are some countries in which real minimum wages have declined: these decreases range from an
annual average of 2.7 per cent in Georgia to 0.1 per cent in Belgium. In the Republic of Moldova, the
real minimum wage decreased marginally. In almost half of the countries in this region, growth in real
minimum wages and labour productivity growth are similar. Additionally, in 15 countries minimum wage
growth exceeded labour productivity growth, and only 8 countries failed to increase minimum wages
in line with labour productivity.

It is clear from figures 9.15-9.19 that, in many countries, increases in the real value of minimum
wages are not very well aligned with growth in labour productivity. There may be good reasons
for this misalignment. For example, if minimum wages were very low to start with, policymakers and
the social partners may have decided to “correct” this situation by raising the rate above and beyond
the increase in productivity. Conversely, some countries may have decided to “correct” a high minimum
wage downwards by moderating increases in the rate despite rising labour productivity. In principle,
however, it is desirable to set minimum wages at an adequate level, and then adjust the rates roughly
in line with increases in the cost of living and in labour productivity growth.
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» Figure 9.19 Average annual growth of real minimum wages and labour productivity
in Europe and Central Asia, 2010-19 (percentage)
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» 10

The beneficiaries
of minimum wages

»10.1 Do minimum wage earners live
in poor families?

The characteristics of those who receive the minimum wage constitute one of the three key fac-
tors on which the potential of minimum wage systems for reducing inequality depends. As noted
in section 7.4, one of the primary conditions that must be fulfilled if the minimum wage is to help to
reduce inequality and poverty has to do with where those earning the minimum wage or below are
situated in the income distribution. Wages and household income are two separate but related concepts.
While wages refer to gross remuneration in cash and in kind paid to employees, household income is
measured at the household level, and includes all income received by the household or by its individual
members. Wages are a key source of household income, but they are not the only one - sometimes they
are not even the main source. In addition, because income is measured at the household level, ranking
households from richest to poorest (in terms of household income) requires not only information on total
household income, but also information on the size of the household. For example, an annual household
income of US$6,500 is not the same for a single-person household as it is for a household with two
adults and three children (ILO 2014b, 77). Therefore, sub-minimum and minimum wage earners can be
located in poor or rich families, depending on the amount of income coming from other sources and/
or from the other family members and also on the size of the family. It is clear that if minimum wage
earners are located in relatively well-off households in the upper tail of the income distribution, any
attempt at increasing either compliance with, or the level of, the minimum wage would fail to reduce
inequality or poverty. However, evidence suggests that this is not the case to any appreciable extent.

The evidence suggests that the majority of those paid at or below the minimum wage are located
in the lower tail of the income distribution (figure 10.1). In Europe, on average, 69 per cent of all
sub-minimum and minimum wage earners are located in the lower half of the income distribution. In
Asia, results based on the four countries for which data are available suggest that the corresponding
share is similar, at around 70 per cent; and in Latin America, based on the average of the six countries
studied, the figure is 66 per cent. In Africa, sub-minimum and minimum wage earners appear to be
more evenly distributed across the income distribution, only 52 per cent of them being located in the
lower half of the income distribution.
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The majority

of those paid at or below the minimum
wage are located in the lower tail
of the income distribution.
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How do those earning at or below the minimum wage who are located in the poorest households
differ from the minority of those earning low wages but living in better-off families? Figure 10.2
shows that in Europe, sub-minimum and minimum wage earners located in the top income deciles
are more likely to be young and slightly more likely to be women, and that their incomes do not seem
to contribute significantly to the total labour income of their households. In contrast, sub-minimum
and minimum wage earners located in the poorest households are more likely to be older and living
as single parents with dependent children, and to account for a significant share of the total labour
income in their households. Figures 10.3-10.5 provide similar analyses based on the available data for,
respectively, Latin America, Asia and Africa. Figure 10.3 shows that the findings for Latin America are
similar to those for Europe. Among those Asian and African countries for which data are available, the
results, presented in figures 10.4 and 10.5 respectively, are more heterogeneous.
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» Figure 10.1 Distribution of wage earners across income deciles, by region (percentage)
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» Figure 10.2 Characteristics of minimum and sub-minimum wage earners by income decile,
Europe (weighted averages) (percentage)
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Note: (a) Share of workers aged 16-20 among all wage earners paid at or below the minimum wage, by income decile.

(b) Share of women among all wage earners paid at or below the minimum wage, by income decile. (c) Share of single-parent
workers with dependent children paid at or below the minimum wage, by income decile. (d) Share of household labour income
generated by wage earners paid at or below the minimum wage, by income decile. The estimates are based on data from

27 countries available in the EU-SILC database. For more information, see Appendix V.

Source: ILO estimates.

P Figure 10.3 Characteristics of minimum and sub-minimum wage earners by income decile,
Latin America (weighted averages) (percentage)
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workers with dependent children paid at or below the minimum wage, by income decile. (d) Share of household labour income
generated by wage earners paid at or below the minimum wage, by income decile. The estimates are based on data from six
countries: Plurinational State of Bolivia, Chile, Ecuador, Guatemala, Guyana, Uruguay. For more information, see Appendix V.

Source: ILO estimates.
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» Figure 10.4 Characteristics of minimum and sub-minimum wage earners by income decile,
Asia (weighted averages) (percentage)
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Note: (a) Share of workers aged 16-20 among all wage earners paid at or below the minimum wage, by income decile.

(b) Share of women among all wage earners paid at or below the minimum wage, by income decile. (c) Share of single-parent
workers with dependent children paid at or below the minimum wage, by income decile. (d) Share of household labour income
generated by wage earners paid at or below the minimum wage, by income decile. The estimates are based on data from four
countries: Cambodia, Mongolia, Myanmar, Viet Nam. For more information, see Appendix V.

Source: ILO estimates.

P Figure 10.5 Characteristics of minimum and sub-minimum wage earners by income decile,
Africa (weighted averages) (percentage)

(@ (b)
25 45
105 22.8 394 41.2 41.6
: 4.
20 174 18.2 158 5 17.2 20 304 595 34.0 34.0
g 15 - 15. 149 1541 g
< 10 <
Z 2 15
wv [Vp]
) []
0 0
D2 D4 D5 D6 D7 D8 D9 D10 D1 D2 D4 D5 D6 D7 D8 D9 D10
(©) (d)
16 14.7 12

Share (%)
Share (%)

12

99 99 8
8 7.3 7.2

4
4 30 23 3.2 1s I
3 08 05
0 . . . N -
D1 D2 D3 D2

D4 D5 D6 D7 D8 D9 D10 D4 D5 D6 D7 D8 D9 D10

Note: (a) Share of workers aged 16-20 among all wage earners paid at or below the minimum wage, by income decile.
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»10.2 The demographic characteristics
of minimum wage earners

The literature shows that as well as reducing income inequality across households, minimum wages
can also reduce pay gaps between men and women (section 7.2), and between different groups in
society. The extent to which they are able to do this depends, among others, on which group benefits
the most from a minimum wage policy. While gender gaps represent one of today’s greatest sources of
inequality (Atkinson and Bourguignon 2015), in many countries differences between other groups, for
example between migrants and nationals, also contribute to growing inequality, with migrants making
up a relatively large proportion of low-income households. In addition, spatial inequalities, particularly
between rural and urban areas, may also contribute to a growing sense of fracture in many societies.
Most studies on income inequality focus on the inequality between all households in a country (known
as “vertical inequality”). However, policies that seek to reduce inequality may fail unless they recognize
that inequality also exists between population groups (known as “horizontal inequality”: see Stewart
2005). Particular dynamics of inequality appear where people belong to multiple disadvantaged groups.
The notion of “intersectionality” captures the complex way in which inequalities based on different
personal characteristics overlap and accumulate. Examining the demographic characteristics of people
paid at or below the minimum wage can, therefore, shed light on the potential of minimum wage policy
to narrow existing gaps between groups and thus contribute to a reduction of horizontal inequalities.

When the characteristics of sub-minimum and minimum wage earners are compared with those
of employees paid above the minimum wage, it can be seen that women, young workers (aged
under 25), workers with lower education and rural workers are all over-represented (figure 10.6).
Young workers, for example, make up only 11 per cent of those paid above the minimum wage and 21 per
cent of those paid at or below the minimum wage. However, this also implies that almost 80 per cent
of sub-minimum and minimum wage earners are aged over 25, and almost half of them have children.
These results suggest that, contrary to certain assumptions, sub-minimum and minimum wage earners
are not mostly young individuals living with their parents; on the contrary, many of them have families
of their own to support. It is also apparent that in Northern, Southern and Western Europe, and in North
America, migrant workers are over-represented among sub-minimum and minimum wage workers.

PV ltis also apparent that in Northern,
Southern and Western Europe, and in
North America, migrant workers are
over-represented among sub-minimum
and minimum wage workers.
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» Figure 10.6 Demographic characteristics of sub-minimum and minimum wage earners
compared with those paid above the minimum wage, global and regional estimates (percentage)
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see Appendix V.
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» 10.3 The labour market characteristics
of minimum wage earners

At the global level, sub-minimum and minimum wage earners are more likely to have temporary
contracts than those paid at higher levels; on average, they also work more hours (figure 10.7).
An estimated 46 per cent of those paid at or below the minimum wage worldwide are employed on
temporary contracts; 14 per cent of them work part-time. Sub-minimum and minimum wage earners
work on average 47 hours per week. In comparison, among employees earning more than the minimum
wage, 28 per cent are on temporary contracts, 9 per cent are on part-time contracts, and they work
on average 44 hours per week. Similar trends can be observed in all regions, with just two exceptions:
in Northern, Southern and Western Europe regarding working hours, and in Africa with respect to the
shares on part-time contracts. Indeed, in Northern, Southern and Western Europe, sub-minimum and
minimum wage earners work on average approximately 33 hours per week, while those earning more
than the minimum wage work on average 39 hours per week. In Africa, the proportion of workers on
part-time contracts is approximately twice as high among those earning above the minimum wage.

With respect to the occupational distribution, a large majority of sub-minimum and minimum
wage earners work in lower- and middle-skilled occupations (figure 10.8). In particular, compared
with employees paid above the minimum wage, minimum and sub-minimum wage earners are over-rep-
resented among craft workers and machine operators, as they are also among clerical, sales and skilled
agricultural workers, elementary occupations and domestic workers. At the global level, the aforemen-
tioned occupations account for an estimated 89 per cent of all minimum and sub-minimum wage earners,
whereas only 65 per cent of employees paid above the minimum wage work in these occupations.

As for the sectoral distribution, globally, around 52 per cent of minimum and sub-minimum wage
earners are employed in agriculture, mining, manufacturing, construction and trade (figure 10.9).
Estimates also suggest that, almost everywhere across the regions, those paid at or below the minimum
wage are more likely than employees earning more than the minimum wage to work in agriculture,
trade, food and accommodation, and other private services.

PV Sub-minimum and minimum wage earners
are more likely to have temporary contracts
than those paid at higher levels; they also,

on average, work more hours.
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» Figure 10.7 Labour market characteristics of sub-minimum and minimum wage earners
compared with those paid above the minimum wage, global and regional estimates
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Source: ILO estimates.



134

» Figure 10.8 Occupational classification (ISCO-08) of sub-minimum and minimum wage earners
compared with those paid above the minimum wage, global and regional estimates (percentage)
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» Figure 10.9 Sectoral distribution of sub-minimum and minimum wage earners compared
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> 11

Results from
a simulation exercise

» 11.1 Data and methodology

Using micro data for a set of 41 countries in Africa, Asia and the Pacific, Europe and Latin America
and the Caribbean for which wage and income information was available, this chapter explores
the redistributive potential of the minimum wage by presenting the results of a simulation exer-
cise on the impact of two different minimum wage scenarios on indicators of income inequality
and poverty. The two scenarios simulate, respectively: (1) an increase in the number of workers receiving
the minimum wage, which is assumed to be achieved through full compliance and full coverage among
wage employees (although full compliance may never be a completely realistic scenario, the simula-
tion provides evidence on the maximum extent to which inequality and poverty might potentially be
reduced through better coverage and compliance); and (2) an increase in both the coverage (to reach full
compliance among wage employees) and the level of the minimum wage, with the latter increasing to a
certain proportion of the national median wage. More specifically, the two scenarios are based on the
following underlying hypotheses (for more details, see Appendix IV):

> The first scenario assumes full compliance with, and full coverage of, the existing hourly minimum
wage, meaning that all wage employees observed in the data who are paid below the minimum
wage are assigned the minimum wage with respect to the number of hours they work. Using
the hourly minimum wage rate allows the inclusion of all workers irrespective of whether they are
full-time or part-time workers. However, in countries where the minimum wage is excessively high
relative to the median wage, assuming full compliance does not seem realistic. Therefore, in coun-
tries where the minimum wage exceeds 67 per cent of the median wage, the decision was taken to
simulate a situation of full compliance by increasing the wage of employees earning less than 67 per
cent of the median up to the exact value of 67 per cent of the median wage (which in these cases is
lower than the existing minimum wage). In addition, and in order to account for the possibility of an
adverse employment effect, the scenario assumes an “employment penalty” of 1 per cent for each
increase of 10 per cent in the total wage bill as a result of full compliance with, and full coverage of,
the minimum wage." This assumption is justified by the fact that most empirical studies that have
found an effect on employment arising from an increase in the minimum wage assess that effect as
ranging from 1 to 2 per cent for each increase of 10 per cent in the minimum wage (see, for example,
Neumark and Wascher 2008). In the rest of the report, this first scenario is referred to as the “full com-
pliance scenario”, even though in certain cases it may also assume an increase in the legal coverage.

" The term “total wage bill among wage employees” provides an approximation of the total labour costs (in terms of wages)
incurred by the employers of wage workers.
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» The second scenario combines the assumption of full compliance and full coverage with an
assumption that the level of the minimum wage increases in some countries. This scenario
assesses the impact of an increase in the minimum wage up to 67 per cent (two thirds) of the median
wage in countries in which it is lower. The selection of this level is based on the fact that low-wage
jobs are usually defined as those that pay less than two thirds of the national median wage. Two steps
were taken to operationalize these assumptions. First, in countries where the existing minimum wage
is below 67 per cent of the median, the hourly wage was increased to 67 per cent of the median for
all wage workers whose earnings currently fall below that benchmark, automatically leading to a situ-
ation of full compliance with the minimum wage. Second, in countries where the existing minimum
wage is already set above 67 per cent of the median wage, the minimum wage was not increased
and full compliance was assumed up to the level of 67 per cent of the median wage. For these coun-
tries, the first and second scenarios are, therefore, identical, implying that there is no space for an
increase in the level of the minimum wage when it is already set above 67 per cent of the median.
This scenario also assumes that there is an employment penalty of 1 per cent for each increase of
10 per cent in the total wage bill.

The results of this simulation exercise enable a better understanding of the conditions under which
minimum wages can reduce income inequality. It should be emphasized that the selection of 67 per
cent of the median as a benchmark is not meant to indicate an optimal minimum wage level, but simply
to facilitate analysis of the potential effect of a change in minimum wage levels while assuming levels
that are credible and realistic with respect to the shape of the wage distribution (that is, in relation to
the median wage). The estimates were used to create a typology of countries according to the potential
of their minimum wage systems to reduce income inequality. An in-depth analysis of the characteristics
of selected countries is carried out to shed further light on the conditions under which minimum wages
could fully realize their redistributive potential.

» 11.2 Results on income inequality
and relative poverty

Results from the simulations suggest that, regardless of the measure of inequality used, in practi-
cally all the countries studied, reaching a situation of full coverage and compliance, and increasing
the level of the minimum wage to 67 per cent of the median, does have the potential to reduce
income inequality. Figure 11.1 shows the impact of the two simulations on four different measures of
income inequality. When analysing income inequality, the first question that arises has to do with how
such inequality is to be measured. Various measures of inequality exist, and each of them is likely to
be affected differently by a change in compliance with, or in the level of, the minimum wage. For the
purposes of this report it has been decided to present the percentage changes in the Palma ratio, the
Gini coefficient,” the D9/D1 ratio and the D8/D2 ratio, all of which are measured using the ranking of
households in terms of their household income per capita. The Palma ratio refers to the income share
of the top 10 per cent of the distribution divided by the income share of the bottom 40 per cent. The
D9/D1 ratio refers to the income share of the top 10 per cent divided by the income share of the bottom
10 per cent. Similarly, the D8/D2 ratio refers to the income share of the top 20 per cent divided by the

> The Gini coefficient measures the extent to which the distribution of income among individuals or households within an economy
deviates from a perfectly equal distribution. A Gini coefficient of 0 represents perfect equality; one of 100, perfect inequality. See
the definition of the Gini index in the OECD’s online Glossary of Statistical Terms.
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» Figure 11.1 Potential impact of two simulated minimum wage scenarios on income inequality,
selected countries: (a) % change in Palma ratio; (b) % change in Gini coefficient;
(c) % change in D9/D1 ratio; (d) % change in D8/D2 ratio
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P Figure 11.2 Potential impact of two simulated minimum wage scenarios on poverty,
selected countries: (a) % change in relative poverty among households; (b) % of people
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income share of the bottom 20 per cent.' It is clear from figure 11.1, when looking at the effect on the
Palma ratio and the Gini coefficient, that increases in compliance with, coverage of, and level of, the
minimum wage have the potential to reduce income inequality in almost all of the countries studied.
When considering the effect of both minimum wage scenarios on the D9/D1 and D8/D2 ratios, the
same conclusion can be drawn for all countries except Niger, Malawi and, to some extent, the United
Republic of Tanzania. For example, in the case of Niger, both the D9/D1 and D8/D2 ratios suggest that
full compliance and coverage increase inequality among households. The fact is that in Niger, as in many
other sub-Saharan countries, wage employees are usually located in the higher deciles of the house-
hold income distribution, while workers in the lower deciles are more likely to be own-account workers
or contributing family workers. Thus, a scenario based on full compliance with, and coverage of (or a
higher level of), the minimum wage results in an increase in earnings at higher deciles, including D9
and D8, while leaving the bottom two deciles of the household income distribution almost unchanged.

However, the redistributive potential of the minimum wage varies greatly across countries and
between the two minimum wage scenarios. Looking at the Palma ratio and assuming a scenario
of full compliance, the results range from a decline of almost 0 per cent in Czechia to 11 per cent in
Malawi. In contrast, when both full compliance and an increased level are assumed, the results range
from a decline of 0.8 per cent in Cote d'Ivoire to one of around 13 per cent in Malawi. For instance, full
compliance with the hourly minimum wage in Spain would reduce the Palma ratio by 5 per cent and the
Gini coefficient by almost 3 per cent, while in Croatia the same scenario would reduce both the Palma
ratio and the Gini coefficient by a mere 0.2 per cent or so (figure 11.1). The differences between the two
scenarios highlight the varying redistributive potential of increasing the level of the minimum wage. In
Estonia, for example, full compliance would reduce the Palma ratio by 3.8 per cent (and the Gini coeffi-
cient by 1.7 per cent), while full compliance with an increased minimum wage level set at 67 per cent of
the median wage would reduce the Palma ratio by 10 per cent and the Gini coefficient by 4.8 per cent.
On the other hand, in some countries, such as Hungary, Guatemala, France or Portugal, full compliance
would reduce income inequality - the Palma ratio declining in these countries by between 2 and 7 per
cent - but the relatively high level of the minimum wage relative to the median wage suggests that there
is little scope for reducing inequalities by applying the second scenario, that is, by raising the minimum
wage level so that it reaches 67 per cent of the median.

The simulation exercise also suggests that, in the overwhelming majority of countries studied,
minimum wages have the potential to reduce relative poverty. Using the proportion of households
living on less than half the median income as an indicator of relative poverty, the simulation provides
estimates of the potential impact of minimum wages on relative poverty. Figure 11.2 shows the per-
centage change in relative poverty along with the share of the population living in households that
experience an increase in their total income as a result of the simulated changes on the minimum wage.
In Estonia, for instance, an increase of the minimum wage level to 67 per cent of the median wage,
combined with full compliance, would increase the income of more than 35 per cent of the population
and result in a reduction of 17 per cent in the share of households living in relative poverty. In Hungary,
full compliance with the existing minimum wage would increase the income of around 24 per cent of
the population and lead to a reduction of 24 per cent in the share of households living on less than
half of the median income. In Guatemala, an increase in compliance with a minimum wage level equal
to 67 per cent of the median would reduce the household poverty rate by 8 per cent. While these are
significant reductions in poverty levels, in other countries the estimated impact is much smaller. For
instance, in Croatia, Czechia and Slovenia the same scenario would lead to higher income for approxi-
mately 22-23 per cent of the population but result in only modest changes in relative poverty. In most
of the African countries analysed, the scenario would in fact result in an increase of relative poverty.
This may be explained by the fact that in these countries members of the poorest households are not
paid wages but derive their income from own-account and contributing family work.

'® The D9/D1 and D8/D2 ratios are classic measures of income inequality which can be calculated using either the threshold values
that separate the deciles or the share of income within the deciles. We estimated both alternatives and observed just small differences
between them. It was decided to report the ratios between income shares to enable a more consistent comparison with the Palma ratio.
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» 11.3 Country examples

In some countries, such as Guatemala, Ecuador and Hungary, the potential for reducing income
inequalities through an increase in compliance is relatively high. Indeed, looking at the changes in
the Palma ratio, the reduction in income inequality would exceed 4.5 per cent in all three aforementioned
countries, even reaching 9.5 per cent in the case of Guatemala. In general, these three countries have
a relatively high level of minimum wages and relatively high shares of wage earners paid below the
minimum wage. In addition, a majority of these sub-minimum wage earners are located in the lower tail
of the income distribution (see figures 11.3-11.5). For example, in Guatemala, where the minimum wage
exceeds the median wage, the minimum-to-median ratio being 105 per cent, more than half (54 per
cent) of wage earners are paid at or below the minimum wage (figure 11.3(a)). Of those workers, 59 per
cent are located in the bottom 40 per cent of the income distribution (figure 11.3(b)). Ecuador exhibits
similar characteristics, with a minimum-to-median wage ratio of 88 per cent and a share of minimum
and sub-minimum wage earners of 38 per cent (figure 11.4(a)). However, in Ecuador, sub-minimum
wage earners are more evenly distributed across deciles than in Guatemala (46 per cent of them being
located in the bottom 40 per cent of the distribution). This may explain why the potential impact of
increased compliance on the Palma ratio is twice as large in Guatemala as in Ecuador. Another interesting
example, this time from Europe, is Hungary (figure 11.5). In this country, the minimum wage is set at
71 per cent of the median wage, a relatively high level in relation to the national wage structure. The
share of sub-minimum and minimum wage earners is also relatively high, standing at 26 per cent of
all employees, of which 6 per cent are paid approximately the minimum wage and 20 per cent are paid
less than the minimum wage. In addition, a large majority of these workers - 63 per cent - are located
in the lower tail of the income distribution and they account for 31 per cent of the actively employed
population in the first decile (figure 11.5(d)). Looking at the income generated at the household level
in Hungary, wages account for 28 per cent of the total income of households located in the first decile,
with 15 per cent coming from men’s wages and 13 per cent from women'’s wages (figure 11.5(c)).

In another set of countries including, among others, Estonia, Viet Nam and Uruguay, the potential
for reducing income inequalities through a combination of full compliance and an increase in the
minimum wage level is relatively high. In fact, in these countries the redistributive potential of an
increase in level combined with full compliance is more than twice as large as the potential of the “full
compliance only” scenario (figure 11.2). These countries are often characterized by relatively low levels
of minimum wages and a significant share of sub-minimum wage earners located in the lower part of
the income distribution (figures 11.6-11.8). For example, in Estonia the minimum wage is set at 43 per
cent of the median wage, and 11 per cent of wage earners are paid the minimum or below. Furthermore,
63 per cent of minimum and sub-minimum wage earners are located in the four lower deciles of the
distribution (figure 11.6). Similarly, in Viet Nam, where the minimum wage is set at around 28 per cent
of the median, 72 per cent of minimum and sub-minimum wage earners are located in the four lowest
deciles (figure 11.7). Similar characteristics are observed in Uruguay (figure 11.8).
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P Figure 11.3 Guatemala (Kaitz index = 105%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.4 Ecuador (Kaitz index = 88%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.5 Hungary (Kaitz index = 71%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.6 Estonia (Kaitz index = 43%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)

(@ (b)

Below minimum wage
. At minimum wage

. Above minimum wage
(up to twice) 12

9 9

6 6 4

. Above minimum wage

(more than twice) D1 D2 D3 D4 D5 D6 D7 D8 D9 D10

Below minimumwage  [I] Atminimum wage

. Above minimum wage (up to twice) . Other non-wage workers

(c) 100 (d) 100
75 75
£ 50 < 50
25 >
0

0 D1 D2 D3 D4 D5 D6 D7 D8 D9 D10

D1 D2 D3 D4 D5 D6 D7 D8 D9 D10
. Out of the labour force . Unemployed . Non-wage workers

. Share from other household income sources Wage earners
. Share from wages for men . Share from own-account work for men Below minimum wage . At minimum wage (up to 105%)

. Share from wages for women . Share from own-account work for women . Above minimum wage (up to twice) . Above minimum wage (more than twice)

Source: ILO estimates.




146

P Figure 11.7 Viet Nam (Kaitz index = 28%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.8 Uruguay (Kaitz index = 44%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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11. Results from a simulation exercise

Significantly, for certain other countries, one obtains contrasting results depending on which
measure of income inequality is considered. Although in all countries increases in compliance with,
and levels of, minimum wages have the potential to reduce the Palma ratio and the Gini coefficient, in
some cases these policy measures would lead to very modest falls, or even to increases, in the D9/D1 and
D8/D2 ratios. This is particularly the case in low-income countries such as Niger, the United Republic of
Tanzania and Malawi, which are characterized by high levels of self-employed working in the informal
economy. In Niger, for example, the share of wage employees is very low across the whole income
distribution but especially in the lowest deciles (figure 11.9). In addition, sub-minimum and minimum
wage earners are not concentrated in the lower tail of the income distribution. Therefore, changes in
minimum wage levels or compliance would not have much effect on the income of the households in
the lowest deciles. Figure 11.10 shows broadly similar findings for the United Republic of Tanzania. In
the Plurinational State of Bolivia, the D9/D1 and D8/D2 ratios fall only very slightly in both scenarios
(figure 11.11) - again, because minimum and sub-minimum wage earners do not live in the poorest
households: as it can be observed only a small share of them are located in the first decile (figure 11.11(d)).

Finally, in countries where minimum wages are already at levels close to the simulation exer-
cise’s benchmark and compliance is already relatively high, the two minimum wage scenarios
would have a smaller effect in terms of reducing inequality. For example, in Poland, Chile and
Portugal, where minimum wages are set at, respectively, 63 per cent, 66 per cent and 70 per cent of
the median wage, and the share of wage earners paid below the minimum wage is relatively small, the
scope for further increases in the redistributive effects of the minimum wage is expected to be limited
(figures 11.12-11.14).
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P Figure 11.9 Niger (Kaitz index = 37%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.10 United Republic of Tanzania (Kaitz index = 47%): (a) distribution of wage earners by group; (b) distribution of
workers across deciles of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.11 Plurinational State of Bolivia (Kaitz index = 66%): (a) distribution of wage earners by group; (b) distribution of
workers across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)

(@) (b)

Below minimum wage
7] Atminimum wage

. Above minimum wage

(up to twice) 4 13 15 15 14 15

[l Above minimum wage

(more than twice) D1 D2 D3 D4 D5 D6 D7 D8 D9 D10

Below minimumwage [ At minimum wage

. Above minimum wage (up to twice) . Other non-wage workers

(c) 100 (d) 100
75 75
R 5 ) 50
25
25
0
0 D1 D2 D3 D4 D5 D6 D7 D8 D9 D10

D1 D2 D3 D4 D5 D6 D7 D8 D9 D10
[ outofthelabourforce [l Unemployed [l Non-wage workers

. Share from other household income sources Wage earners

. Share from wages for men . Share from own-account work for men Below minimum wage . At minimum wage (up to 105%)

[l share from wages forwomen [Jl] Share from own-account work for women I Above minimum wage (up to twice) [l Above minimum wage (more than twice)

Source: ILO estimates.

P Figure 11.12 Poland (Kaitz index = 63%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.13 Chile (Kaitz index = 66%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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P Figure 11.14 Portugal (Kaitz index = 70%): (a) distribution of wage earners by group; (b) distribution of workers
across decile of household income; (c) income sources by decile; (d) labour market status by decile (percentage)
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PartIl. Minimum wages and inequality

» 11.4 The importance of formalizing
the informal economy

The simulations presented so far do not distinguish between formal and informal employment,
yet almost 40 per cent of wage employees across the world hold jobs classified as informal
employment. Accordingly, this section distinguishes between formal and informal employment in a
selection of countries in order to highlight the importance of achieving full compliance with minimum
wage policies among all wage employees, including those in informal employment, in pursuit of reducing
working poverty and household inequality.” Compared to workers in formal employment, workers who
hold informal jobs are more likely to suffer from non-compliance with respect to a minimum wage and,
at the same time, less likely to be adequately protected. This final subsection estimates the possible
impact of the minimum wage on inequality in conditions of full compliance - or full compliance at a
higher level - for both formal and informal employees.

The starting point is to determine where formal and informal wage employees are situated across
the household income distribution in each region. Figure 11.15 shows that for all three regions
considered - Latin America and the Caribbean, Asia and the Pacific, and Africa - informal employment
accounts for a significant proportion of all employed workers. Latin America and the Caribbean has a
lower share of informal employment than Asia and the Pacific or Africa. In all three regions, informal
employment decreases significantly with increasing affluence of households, while the proportion of
formal employment increases. It can also be seen that a large proportion of wage employees who earn
at or below the minimum wage hold informal jobs, and many of them live in low-income households.

In the lowest decile of the income distribution in Latin America and the Caribbean, 23.8 per cent
of all workers are wage employees; of these, 62.3 per cent are in informal employment and earn
at or below the minimum wage. In subsequent deciles - the second, the median and the ninth deciles,
to give just a few examples - the proportions of wage employees in informal employment at or below
the minimum wage are, respectively, 61, 34.1 and 6.4 per cent. Non-wage informal employment accounts
for 40.3 per cent of all employment in the region.

As for Asia and the Pacific, almost all wage employees in the first decile are in informal work
and receive earnings at or below the minimum wage; however, in this bottom decile, non-wage
informal employment predominates, with wage employment accounting for only 8.5 per cent of
all workers. The proportion of wage employees increases as one moves up the income distribution,
and despite the fact that a substantial number of these continue to be wage employees in informal
employment, the great majority receive earnings above the minimum wage. Thus, among economies
in Asia and the Pacific for which data are available, 60.7 per cent of all wage employees are informal
workers; of these, 16.5 per cent earn at or below the minimum wage.

With regard to Africa, figure 11.15(a) shows that non-wage informal employment is the dominant
category across all income deciles. Only a small fraction of workers are classified as wage employees
in formal employment (13.5 per cent of all workers), and most of them are located in the top deciles
of the household income distribution. In this region, where 65.4 per cent of wage employees are in
informal employment, 38.5 per cent of these earn at or below the minimum wage, while non-wage
employment (formal and informal) accounts for 79.4 per cent of all employment in African countries
for which data are available.

7 The Transition from the Informal to the Formal Economy Recommendation, 2015 (No. 204), defines the informal economy as
“all economic activities by workers and economic units that are - in law or in practice - not covered or insufficiently covered by
formal arrangements”.
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PV Informal work is prominent in many
regions of the world and is significantly
coincident with non-compliance

with the minimum wage.

Figure 11.15 indicates that informal work is prominent in many regions of the world and that
it is significantly coincident with non-compliance with the minimum wage. This does not mean,
though, that a minimum wage policy has no effect on the earnings of employees in informal jobs. In
fact, it has been established empirically that in labour markets with significant levels of informality, the
determination of wages of workers in informal employment takes account of the level of the minimum
wage - a phenomenon known as the “lighthouse effect” (see box 11.1). However, figure 11.15 also
shows that employees with informal jobs are more likely to be at the low end of the wage distribution,
pursuing their livelihoods in poverty and under irregular conditions. As has been established by the
Transition from the Informal to the Formal Economy Recommendation, 2015 (No. 204),"® securing (at
least) a minimum wage for informal wage employees through the transition to the formal economy
would contribute to the improvement of their working and living conditions. In this sense, full compliance
with the minimum wage across informal wage employment should be considered as part of a strategy
that addresses informality by facilitating transition to formality.

Furthermore, as illustrated in figures 11.16-11.19, the achievement of full compliance with the
minimum wage across all wage employees can also have a considerable impact on the reduction
of inequality and poverty at the country level. Each of these four figures shows the results of the
simulations carried out as described in section 11.3, comparing the scenarios of full compliance (and
full compliance together with an increased minimum wage level) as applied (a) to all wage employees
and (b) only to wage employees in formal jobs. Evidently, the expected gains in reduced inequality
and household poverty become much smaller if full compliance with the minimum wage does not
extend to wage employees in informal jobs. In all three regions, when the simulations are calibrated
to apply full compliance with the minimum wage only to formal wage employees, the benefits of such
a scenario in terms of reducing inequality and household poverty at the country level clearly diminish.
For example, in Malawi the Gini coefficient declines by three points when full compliance applies to all
wage employees - whether formal or informal. However, given that informal employment in Malawi
accounts for 93 per cent of total employment, when full compliance with the minimum wage is applied
only to those holding formal jobs, the Gini coefficient declines by a mere 0.5 points. This final exercise
shows the importance of extending formal working arrangements to those with informal employment,
not only to improve their working conditions but also to reduce inequality and relative poverty.

'® The Recommendation was adopted in June 2015, at the 104th Session of the International Labour Conference. Paragraph 18
states: “Through the transition to the formal economy, Members should progressively extend, in law and practice, to all workers
in the informal economy, social security, maternity protection, decent working conditions and a minimum wage that takes into
account the needs of workers and considers relevant factors, including but not limited to the cost of living and the general level
of wages in their country.”
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» Figure 11.15 Distribution of workers (by employment status and formal/informal employment)
within deciles of the household income distribution, by region (percentage)
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Note: For Africa, estimates are based on five countries: Cameroon, Cote d'Ivoire, Malawi, Niger, United Republic of
Tanzania. For Asia, estimates are based on four countries: Cambodia, Mongolia, Myanmar, Viet Nam. For Latin America,
estimates are based on six countries: Plurinational State of Bolivia, Chile, Ecuador, Guatemala, Guyana, Uruguay. All
regional estimates are weighted averages. For more information, see Appendix V. The status of informal employment
reflects the recommendations established in the 17th International Conference of Labour Statisticians (ILO 2003).

The figures show individuals ranked according to their corresponding per capita household income as described in
Appendix IV. For each decile, the distribution of all workers (wage employees and non-wage employees) within that
decile is shown. Non-wage employees include employers, own-account workers and contributing family workers.

Source: ILO estimates.
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» Box 11.1 The “lighthouse effect” of minimum wages among workers in informal employment

A large body of empirical evidence indicates
that, contrary to the predictions of economic
theory, wages in the informal economy increase
following an upward adjustment of the minimum
wage in a country. Relevant studies include
(among many others): Boeri, Garibaldi and
Ribeiro (2010) for Brazil; Maloney and Mendez
(2004) for Colombia; Arias and Khamis (2008)
for Argentina; and Canelas (2014) for Ecuador.
This phenomenon is known as the “lighthouse
effect”,® and although there are several expla-
nations for its mechanism, all refer to the fact
that a minimum wage serves as a reference
price in the bargaining process of all workers
in the economy, including those in the informal
economy.” Consequently, when minimum wages
increase and the increase is moderate, the evi-
dence shows that average wages among wage
workers in informal employment also increase,
on average. Several explanations have been put
forward in an effort to understand the mech-
anism behind the lighthouse effect. For example,
if a country routinely employs the minimum
wage as an index to set all sorts of prices - inside
and outside the labour market - one would
expect wage bargaining in the informal economy
also to take the minimum wage as a reference
point. However, even if this were so, the mech-
anism would require firms that employ workers
in the informal economy to have monopsony
power and to acknowledge that fair remu-
neration is relevant in the production process
(Souza and Baltar 1980). One possible explan-
ation for the lighthouse effect suggests that the

“sorting of skills” between the formal and the
informal economy is an important determinant
for increasing wages among wage workers in
informal employment when the minimum wage
is increased: that is, the increase attracts some
workers working in the informal economy into
formal employment, thus reducing the supply of
labour in the informal economy. This movement
implies an increase of wages in the informal
economy that attracts workers with relatively
higher skills - compared to the skill mix in this
part of the economy before the increase - which
further increases average labour productivity.
Boeri, Garibaldi and Ribeiro (2010) used panel
data from Brazil to analyse the effects of the
increase in the minimum wage by 43 per cent
that occurred in Brazil in 1995. Their findings
indicate that the subsequent spillover effects of
the minimum wage on the sorting of workers
between formal and informal employment
increased labour productivity in the informal
economy, while the sorting itself was estimated
to have accounted for at least two thirds of the
increase in the average wage of wage workers
in informal employment.

It should be noted that most studies on the light-
house effect have been conducted in the context
of Latin America, where informality accounts for
about 50 per cent of the working population, of
whom at least half are wage employees. There
are a few studies on the lighthouse effect out-
side Latin America, including Rama (2001) for
Indonesia; Fang and Lin (2015) for China; and
Dinkelman and Ranchhod (2012) for South Africa.

? First described by Souza and Baltar (1980) as the efeito farol (lighthouse effect) in the Brazilian economy.

® As noted by De Soto (2002), informal workers are also organized and they are involved in certain bargaining processes
as part of wage determination in some areas of the informal economy.

¢ There are two reasons why most studies on the lighthouse effect are conducted using data from Latin America.

The first is the existence of appropriate data sets that help to identify the effect empirically. The second, and more
important, is that in emerging middle-income countries such as those in Latin America the proportion of wage
employees among informal workers is high (about 50 per cent), and therefore wage policies directed at wage
employees have a direct bearing on the wage structure of the informal economy. For example, in the Plurinational State
of Bolivia, Brazil, Costa Rica and Honduras, the informal economy accounts for 54 per cent, 31 per cent, 27 per cent
and 65 per cent of employment, respectively. Within these four countries’ informal workforce, 14 per cent, 28 per cent,
14 per cent and 64 per cent, respectively, are wage employees in informal enterprises or in private households. These
examplesillustrate how in Latin America informal wage employment is a significant element of the labour market,

and the existence of relevant data has enabled a substantial amount of research to be carried out on the lighthouse
effect. In other economies with significant levels of informality (low-income countries in particular), wage employment
is marginal and informal wage employees make up an almost negligible fraction of the informal economy (see ILO
2014c, for a definition of the different profiles of the informal economy; and ILO 2018a, for the most recent statistical

compendium on informality around the world).
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» Figure 11.16 Comparison of potential impact of two minimum wage policy scenarios in terms of % change
in Palma ratio when (a) all wage employees are affected by the policy; (b) only wage employees in formal

employment are affected (percentage)
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Source: ILO estimates; see the source note to figure 11.15.

» Figure 11.17 Comparison of potential impact of two minimum wage policy scenarios in terms of % change
in Gini coefficient when (a) all wage employees are affected by the policy; (b) only wage employees

in formal employment are affected (percentage)
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Source: ILO estimates; see the source note to figure 11.15.
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P Figure 11.18 Comparison of potential impact of two minimum wage policy scenarios in terms of proportion
of people living in households with increased income when (a) all wage employees are affected by the policy;
(b) only wage employees in formal employment are affected (percentage)
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Source: ILO estimates; see the source note to figure 11.15.
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» Figure 11.19 Comparison of potential impact of two minimum wage policy scenarios in terms of % change
in relative poverty among households when (a) all wage employees are affected by the policy;
(b) only wage employees in formal employment are affected (percentage)
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» 11.5 Conclusions from the simulation exercise

The simulation exercise conducted for this report shows that, in addition to their primary ob-
jective of protecting workers against unduly low pay, minimum wages have, in many cases, the
potential to reduce inequality and poverty. However, if this potential is to be fully realized, minimum
wages must be set and administered adequately. While in some countries minimum wage systems may
already be achieving most of their redistributive potential, in others there is room for improvement.
Whether by increasing the effectiveness of minimum wages through measures aimed at strengthening
enforcement and compliance, formalizing jobs, broadening legal coverage or setting adequate levels
by ensuring a balanced and evidence-based approach, policy measures can do much to ensure that
minimum wage systems achieve their full potential.

Our evidence also shows that, in comparison with formal wage employees, workers in the informal
economy are more likely to be located at the low end of the wage distribution, and their wages
are less likely to reach the level of an existing prevailing minimum wage. Thus, securing (at least) a
minimum wage for informal wage employees through transition to formality can help to improve their
working and living conditions, and should therefore be considered as part of a strategy to facilitate
transition to the formal economy along the lines of Recommendation No. 204.

iStock.com/Nattakorn Maneerat
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» 12

COVID-19 and the need
for adequate short-term
wage policies

As highlighted in Part I of this report, the COVID-19 pandemic has not only had major health con-
sequences: it is also seriously threatening the existence of countless numbers of businesses along
with the livelihoods of workers, increasing vulnerabilities, imperilling recent socio-economic pro-
gress in many areas, and very probably exacerbating inequalities. As the global economy collapses
in 2020, the impacts on both businesses and workers are immense. Businesses have been suffering from
precipitous falls in their revenues, leading to deteriorating productivity and many bankruptcies. With
unprecedented increases in unemployment and reductions in working time, workers’ jobs and earnings
are experiencing impacts more serious and more rapid than at any previous time. The pandemic has
contributed to the firstincrease in poverty recorded since 1998. Many of those who have been able to keep
their jobs have seen their pay frozen or cut, even where temporary wage subsidy schemes have helped to
replace some part of workers’ wages. Although rising average wages have been observed in some coun-
tries because of a composition effect, recent studies and estimates by national statistical offices, along
with much anecdotal evidence, have shown downward pressure on wages in the first half of 2020, a pres-
sure which could be reinforced in the foreseeable future if adequate policies are not swiftly implemented.

Those at the lower end of the wage scale and the most vulnerable workers have been among
the hardest hit, threatening to deepen inequalities. In the years before the crisis, income inequality
in many countries had either been increasing or remained at very high levels, with adverse social and
economic consequences. The COVID-19 crisis threatens to further increase these inequalities. Particularly
hard-hit workers include those in informal employment, migrants, young people, domestic workers and
workers with contracts that offer little protection. Women have also been disproportionately hit, a factor
that threatens to widen existing labour market inequalities to their detriment. In adopting short-term
responses to the crisis, particular attention should thus be devoted to the protection of those at the
“wrong end” of the inequality spectrum.

In this context, it is essential that adequate and balanced wage policies are adopted and imple-
mented, in the short term, through strong and inclusive social dialogue. In the coming months and
years, adequately balanced wage adjustments, taking into account relevant social and economic factors,
will be required to safeguard jobs while at the same time sustaining demand and avoiding deflationary
situations. Wage cuts or reductions in working time may be necessary in some enterprises or sectors
to avoid lay-offs and bankruptcies, particularly when temporary wage subsidies are phased out or
eligibility criteria for accessing them made more restrictive. However, generalized reductions in wages
or working time are likely to further increase the depth and duration of post-lockdown recessions by
depressing aggregate demand. Social dialogue, including collective bargaining, that takes into account
the particular circumstances of specific enterprises or sectors is best placed to strike the right balance
in deciding on appropriate action.
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During the COVID-19 crisis, adjustments to minimum wages should be carefully balanced and
calibrated, through full participation of the social partners and evidence-based social dialogue.
Criteria for adjusting minimum wages should take due account not only of the needs of workers and their
families, but also of economic factors. Thus, while it may be essential to ensure that low-paid workers
and their families are able to maintain their living standards by adjusting rates to compensate for price
inflation, in the particular circumstances of some countries it may be difficult or risky to implement
larger increases. This is particularly the case where minimum wages are already relatively high with
respect to median wages, and where employment and labour productivity have been severely affected
by the economic crisis triggered by the COVID-19 pandemic.

The current recession, the duration and extent of which are profoundly uncertain, is likely to
impede labour productivity growth, which is an essential element - together with the fair share
distribution of the fruits of progress to all - in delivering adequate wages. Where GDP per worker - a
standard measure of average labour productivity (the average value of goods and services produced by
an individual worker) - has been stronger, average wages also tend to be higher, as highlighted in PartI.
Productivity growth - of which the primary component is labour productivity - has been widely recog-
nized as being of crucial significance in lifting millions of people out of poverty through its contribution
to sustaining strong economic growth, creating employment, improving earnings and facilitating the
transition to the formal economy. However, while productivity growth across the world has been sluggish
since the 2007-09 financial crisis, it is likely to be damaged even more by the COVID-19 pandemic and
its unprecedented impacts. Building on lessons learned from past recessions, the World Bank advocates
urgent policy actions to avoid further falls in labour productivity and the consequent additional damage
to workers' employment and earn-
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With growing underemployment of labour and high levels of unemployment, massive state inter-
vention may be required to avoid a deflationary situation. It is important at this stage to emphasize
that the evolution of wages in the next few months or even years will not depend exclusively - or even
primarily - on wage policies. Indeed, in an environment of collapsing aggregate demand, enterprises
are unlikely to be able to pay increasing wages and may have no other option than to cut wages or dis-
miss workers. The extent to which countries decide and/or are able to stimulate the economy through
fiscal and monetary policy will thus play

an essential role in sustaining wages and
employment. Monetary policy, particu-

larly in the form of quantitative easing, VvV With grOWing Underemployment
seems already to be playing a prom' ¢ |ahoyr and high levels of unemployment,

inent role as a tool to reduce the cost of
lending, and is expected to continue to - magsjve state intervention may be required
do so in emerging and high-income coun-

tries until the end of 2020. Such decisions 0 @void a deflationary situation.

will have enormous consequences for

workers' wages in the years ahead.

The current crisis presents an opportunity to re-evaluate the adequacy of wages in some mostly
female-dominated low-paid sectors, which have proved to be essential and of high social value
during the crisis. In the light of the enormous pressure that the COVID-19 pandemic has placed on
workers in public health services, and the disproportionate risks of contamination faced by workers
in essential and front-line occupations, it may be time to improve the employment conditions of such
workers - most of whom are women - which would also contribute to limiting the effects of the crisis on
the gender pay gap, and could even reduce it. As noted in Part I of this report, the fact that the majority
of workers in these sectors are women has exposed them excessively and unfairly to the health and
economic consequences of the current crisis. Throughout the crisis, both during and after lockdowns,
these workers have been on the front line, providing populations with healthcare and ensuring their
continued access to food and basic goods, risking their lives and those of their families in the process.

Wage subsidies, which have played a large role in mitigating the impact of the crisis by protecting
workers’ jobs and incomes, may need to be prolonged to support the recovery of the economy.
As noted in Part I of this report, many countries have introduced wage subsidies, or extended and
strengthened their coverage, with the aim of helping businesses to retain their workforces and workers
to keep their jobs. Wage subsidies have not only supported the livelihoods of millions of workers by
maintaining a large portion of their earnings, thereby also helping to protect aggregate demand and
mitigate the recession; they have also enabled businesses to retain employees who already have the
necessary skills for their jobs, thus sparing them the time, cost and effort involved in searching for and
training new talent when the economy recovers. Wage subsidies have therefore been, in many countries,
a worthwhile investment that is helping economies to recover better. However, for such a measure to
be effective, the level of subsidized compensation must be adequate enough to meet the needs of
workers and their families. In many countries, the level of wage subsidies has been determined using
the prevailing minimum wage as a benchmark, thus reinforcing the need for adequate minimum wages.

PV Wage subsidies, which have played
a large role in mitigating the impact of
the crisis by protecting workers’ jobs and
incomes, may need to be prolonged to
support the recovery of the economy.
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» 13

After the crisis:
Adequate minimum wages,
statutory or negotiated

In 2019, the ILO adopted the Centenary Declaration for the Future of Work, which calls for a
human-centred approach to the future of work and, as part of this, for adequate wages for
workers. It calls on the ILO to “carry forward into its second century with unrelenting vigour its con-
stitutional mandate for social justice by further developing its human-centred approach to the future
of work, which puts workers' rights and the needs, aspirations and rights of all people at the heart of
economic, social and environmental policies”, and identifies the private sector as “a principal source of
economic growth and job creation”. The Declaration notes that “persistent poverty, inequalities, and
injustices ... in many parts of the world constitute a threat to those advances [in economic and social
progress] and to securing shared prosperity and decent work for all”. It also highlights the importance
of “harnessing the fullest potential of technological progress and productivity growth, including through
social dialogue, to achieve decent work and sustainable development, which ensure dignity, self-fulfil-
ment and a just sharing of the benefits for all” (ILO 2019).




/I 6 6 Global Wage Report 2020-21. Wages and minimum wages in the time of COVID-19
PartIII. Wage policies for a human-centred recovery

The ILO Centenary Declaration for the Future of Work emphasizes the importance of adequate
minimum wages, statutory or negotiated. The Declaration calls for the institutions of work to be
strengthened to ensure adequate protection of all workers, and reaffirms the continued relevance of
the employment relationship, while recognizing the extent of informality and the need to achieve tran-
sition to formality. In this context, all workers should enjoy adequate protections, taking into account
respect for their fundamental rights; maximum limits on working time; safety and health at work; and
“an adequate minimum wage, statutory or negotiated”. Wages are indeed a key dimension of the well-
being of workers and their families, and adequate minimum wages are an essential requirement for a
human-centred approach to the world of work.

In establishing adequate minimum wages, governments should make every effort to ensure the
full consultation and, as far as possible, the direct participation, on an equal basis, of the social
partners in the establishment and functioning of minimum wage systems. As emphasized in the ILO
Minimum Wage Policy Guide, such consultations can be effective only when they are openly conducted and
held before any decisions are taken by the public authorities (ILO 2016). This is because social dialogue
recognizes a common interest in the well-being of businesses and workers and their families, despite
the divergent views of the relevant actors on some occasions. For decision-makers, social dialogue is
also an important opportunity for obtaining useful information and for involving the relevant social
partners in an effective policy design. This improves ownership and buy-in from the social partners,
which will permit more successful implementation. Social dialogue is also crucially important in min-
imizing misunderstandings and tensions, thereby contributing to the maintenance and strengthening
of social and industrial peace. Furthermore, it is important to include independent experts and national
statistical offices in the social dialogue process. As the various participants in social dialogue need to
have advance access to relevant information in order to formulate their views, governments should
devote sufficient resources to the collection of statistics on wages and other relevant data.

Seeking to support planning for a new and better “normal”, this report has highlighted how ad-
equate minimum wages can contribute to more social justice and less inequality. The empirical
analyses presented in Part II have shown that minimum wages have the potential to reduce inequality.
Achieving these effects, however, requires that minimum wages legally cover those employees who
are most likely to be in low-paid jobs, including for example agricultural and domestic workers. It also

requires that minimum wages be set at an

adequate level relative to national circum-

Vy Seeking to support p|anning for stances, and that measures are taken to
« ’ . ensure compliance. The simulation exercise

a new and better “normal y this report presented in Part II, Chapter 11, shows that
h h h| ht C| h d t .. the combination of extended legal coverage
as lg lg e oW a equa e minimum to workers on low pay and improved compli-
Wages can Contribute tO more SOCia| ance, together with higher rates in countries
where minimum wages are low, always con-

jugt]ce and less inequa”ty_ tributes to reducing income inequality - even

taking into account a moderate adverse
employment effect. But the magnitude of the effects varies, depending in particular on the proportion
of workers on the minimum wage who are located in the lower parts of the income distribution, and
also on the share of minimum wage workers in the overall labour force. These factors in turn are closely
linked to countries’ level of development and the extent of informality in the labour market.

To be truly effective, however, minimum wages must be accompanied by the creation of formal
wage employment. This report has shown that where most low-income households rely on self-employ-
ment or wage employment in the informal economy, minimum wages will not be able to achieve their
full potential. Indeed, the report has shown that non-compliance is linked to the much broader issue
of informality. In recent years, several countries, especially in Latin America, have made significant pro-
gress in reducing informality among small enterprises and their workers through a multifaceted policy
mix incorporating the provision of incentives and information, along with the facilitation of registration
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and compliance (see, for example, Santiago et al. 2019). This trend
has also made minimum wage policy much more relevant to re-
ducing inequalities. The Transition from the Informal to the Formal
Economy Recommendation, 2015 (No. 204), provides guidance to

facilitate that transition.

The details of what constitutes an adequate minimum wage,
including an adequate level, should be agreed at the national
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WV To betruly effective,
minimum wages must

be accompanied by

the creation of formal
wage employment.

level through evidence-based social dialogue, in line with the

Minimum Wage Fixing Convention (No. 131). Although a majority of ILO Member States set minimum
wages only after consultation with employers’ and workers' organizations, or with their full participation,
in practice such consultations are not always effective. For many countries, improving these consultation
mechanisms should be a priority in working towards adequate minimum wages. Furthermore, while this
report has presented cross-country comparisons of the level of minimum wages in relation to median
or mean wages, social dialogue around minimum wage rates should be based on solid, country-specific
evidence about the needs of workers and their families, and on national economic factors. The needs of
workers and their families can be evaluated by estimating the cost of living for families of different sizes,
taking into account the costs of food, housing, education and health along with other important expendi-
tures (see box 13.1). Relevant economic factors include the level and evolution of productivity and prices,
and the capacity of sustainable enterprises to pay minimum wages while maintaining levels of employment.

Many workers around the world continue to suffer
from very low wages. An ILO project funded by the
Netherlands seeks to develop better indicators of the
needs of workers and their families, reflecting national
circumstances, and thereby to fill a knowledge gap and
strengthen the capacity of governments, the social
partners and enterprises to set wages that take into
account both social and economic factors.® The project
is being piloted in Costa Rica, Ethiopia, India, Indonesia
and Viet Nam.

The methodology being tested estimates the cost of
living on the basis of four categories of expenditure:

(1) The cost of food, calculated on the basis of a low-
cost diet that is suitable for the target population
in terms of composition and meets a standard
of calorie intake as defined by the WHO and the
Food and Agriculture Organization of the United
Nations (FAO).

(2) The cost of housing, calculated on the basis of a
basic dwelling of acceptable standard in the spe-
cific location. Following the United Nations Human
Settlements Programme (UN-Habitat), this is calcu-
lated using national and international standards on
characteristics of adequate housing, such as size,
quality of materials and amenities.

(3) The cost of health and education. A basic level of
education and health expenditure is calculated
on a basis similar to that used by the World Bank

» Box 13.1 Do minimum wages meet the needs of workers and their families?

in computing the non-food “basket” when con-
structing poverty lines. This element is estimated
relatively by taking the average monthly expend-
iture on health and education of the population
reference quintile that is closest to the calorie
standard used for the cost of food in (1) above.

(4) The cost of other essentials. All other expenditure
components (such as clothing and transport) are
aggregated into one group; as for (3), this element
is calculated relatively by taking the average
monthly expenditure on other essentials of the
population reference quintile that is closest to the
calorie standard used in (1) above.

This methodology thus combines absolute measures
for food and housing and relative measures for the
cost of health, education and other essentials - a com-
bination in line with the philosophy underlying the
Minimum Wage Fixing Convention, 1970 (No. 131).

The methodology would provide a framework that is
adaptable at the country level to reflect national cir-
cumstances and preferences, ensuring national owner-
ship by governments and the social partners. A central
element of minimum wage setting is social dialogue
and consultation with the social partners. Indeed, the
objective of the present methodology is to support gov-
ernments and/or the social partners in their efforts to
set adequate wages, taking into account both the needs
of workers and their families and also economic factors.

2 This technical cooperation project is entitled “Indicators and methodologies for setting adequate wages”.
For details, see https://www.ilo.org/global/topics/wages/projects/WCMS_742240/lang--en/index.htm.
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» Figure 13.1 Timeline of the ratification of the
Minimum Wage Fixing Convention, 1970 (No. 131)

1970 | Ecuador

1971 | Japan, Libya, Spain

1972 | Cuba, France, Syrian Arab Republic, Zambia

1973 | Australia, Cameroon, Mexico, Netherlands

1974 | Burkina Faso, Iraqg, Nepal

1975 | Romania, Sri Lanka

1976 | Egypt, Nicaragua, Yemen

1977 | Bolivia (Plurinational State of), Lebanon, Uruguay

1979 | Costa Rica, Kenya
1980 | Niger
1981 | Eswatini

1983 ‘ Brazil, Guyana, Portugal, United Republic of Tanzania

1988 ‘ Guatemala, Malta

1991 | North Macedonia

1992 | Slovenia

1993 | Azerbaijan, Bosnia and Herzegovina, Latvia
1994 | Lithuania

1995 | El Salvador

1999 | Chile

2000 | Republic of Moldova, Serbia
2001 | Republic of Korea

2002 | Antigua and Barbuda

2004 | Albania

2005 | Armenia

2006 | Central African Republic, Montenegro, Ukraine
2007 | Kyrgyzstan

2013 ‘ Morocco

2016 ‘ Malaysia

2018 | Bulgaria
Total | 54 ratifications

Source: ILO.

54 out of 187

Among the 187 ILO Member

States, just 54 countries have
ratified the Convention since
its adoption in 1970.

The evidence presented in this report reinforces the
importance of implementing the principles of the
Minimum Wage Fixing Convention, 1970 (No. 131).
Key principles of the Convention include: (1) a broad
scope of application, with exclusions kept to a minimum;
(2) full consultation with - or direct participation of - the
social partners, on a basis of equality, in the design and
operation of minimum wages; (3) setting minimum
wage levels that take into account both the needs of
workers and their families and also economic factors;
(4) adjusting the rates from time to time; and (5) appro-
priate measures to ensure the effective application of
minimum wages. These principles and good practices
are further developed in the ILO Minimum Wage Policy
Guide (ILO 2016), and in the report of the Committee
of Experts on the Application of Conventions and
Recommendations (ILO 2020n).

Although many countries have ratified Convention
No. 131 since its adoption, there remains scope for
further ratifications. Among the 187 ILO Member
States, just 54 countries have ratified the Convention
since its adoption in 1970 (see figure 13.1). The first
country to ratify it was Ecuador in 1970, followed by
Japan, Libya and Spain in 1971. In recent years, Morocco,
Malaysia and Bulgaria, respectively in 2013, 2016 and
2018, have joined the list of countries that have ratified
the Convention.
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» 14

A comprehensive set

of measures to reduce
inequality and cushion
the impacts of the crisis

Although Part II of this report has highlighted the role of minimum wages in reducing inequality,
meeting this objective requires more than just minimum wages; indeed, it calls for a comprehen-
sive approach, including the use of collective bargaining, measures against discrimination and
fiscal redistribution to ensure, in the words of the Declaration of Philadelphia, “a just share of the
fruits of progress to all” (ILO 1944). In recent years, research has shown that inequality tends to be less
pronounced in countries where a large number of workers are covered by collective agreements. Recent
evidence on OECD countries shows that there is greater wage inequality where there is low collective
bargaining coverage or when collective bargaining takes place predominantly at the enterprise level, and
lower wage inequality when workers are covered by sectoral agreements (OECD 2019a). In some coun-
tries, extension provisions are used, subject in principle to certain criteria and sometimes to “opt-out”
clauses, to apply the terms of collective agreements beyond their signatories, thereby extending the
agreements’ effects on inequalities to a larger share of the workforce.

In the light of the disproportionate impacts of the COVID-19 crisis on women and the significant
risks of further increasing existing inequalities to their detriment, wage policies are also an essen-
tial means of limiting the effects of the crisis on the gender pay gap. Achieving gender equality and
tackling gender discrimination at work through a transformative agenda are a key element of reducing
inequality overall. The Equal Remuneration Convention, 1951 (No. 100), aims to promote the application
of the principle of equal remuneration for male and female workers for work of equal value. Additionally,
the Discrimination (Employment and Occupation) Convention, 1958 (No. 111), calls for the elimination of
all discrimination on the basis of race, colour, sex, religion, political opinion, national extraction or social
origin, in respect of all aspects of employment and occupation, through the concrete and progressive
development of equality of opportunity in law and in practice.

As highlighted in target 10.4 of the United Nations Sustainable Development Goals (SDGs), to reduce
inequalities it is necessary to combine social security transfers with fiscal and wage policies. As this
report has shown, while more adequate minimum wages can contribute to reducing income inequality,
the magnitude of the effect is often limited. This is because income inequality is driven by many different
factors and cannot be appreciably reduced through one single policy measure. The analysis conducted
for this report indicates that in the lower deciles of the income distribution many people are unemployed,
underemployed, working in the informal economy or out of the labour force. This suggests that decisively
reducing inequality requires combined and coordinated interventions targeting both primary distribution
(incomes from employment and capital) and secondary distribution (through taxes and transfers), and
also through the provision of public services.
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» 15

Adequate wage policies
as an “accelerator”

of the Sustainable
Development Goals

Looking towards 2030, while the COVID-19 crisis has slowed and is even threatening to wipe out
recent progress towards achieving the United Nations 2030 Agenda for Sustainable Development,
adequate wage policies could make a significant contribution to countering its negative impacts.
The 2030 Agenda for Sustainable Development (UN 2015) notes with concern the “rising inequalities”
and the “enormous disparities of opportunity, wealth and power” that exist in the world. The reduction
of inequalities is thus identified as a central element of the 2030 Agenda, and this objective is reflected
in several of the interrelated SDGs. Wage policies are explicitly highlighted in SDG 10, which calls for
progressive reductions in “inequality within and among countries”, including through “fiscal, wage and
social protection policies”. But the importance of wages goes well beyond this single Goal.

Wage policies influence or connect with not just one but multiple SDGs. While there is an explicit
link with SDG 10, wages directly influence or connect with at least eight SDG targets under four different
Goals. Figure 15.1 and box 15.1 illustrate some of these links. These multiple connections reflect the fact
that wages influence the levels of income and consumption of households, and thus - as highlighted in
this report - levels of poverty and inequality. In addition, wages can shape household choices and the
ability of parents to invest in the education of their children. They can be an element of discrimination
against women; they influence the sustainability of enterprises and economic growth; and they are also
a factor in social, economic and political inclusion. Better wage policies may also contribute to the end
of hunger, to the eradication of child labour and to the employment objectives of the 2030 Agenda.

Adequate wage policies should therefore be part of any development strategy. While economic
and productivity growth are core elements of development objectives, wage policies can help translate
those improvements into the achievement of a broader set of interrelated SDGs. Box 15.1 illustrates
the synergies, and the strong forward and backward linkages - as well as feedback effects - that exist
among the various Goals and targets. Adequate wage policies can contribute to higher welfare, more
equity, and more inclusive patterns of growth and develop-

ment. To do so, however, wage policies need to be adapted

to the national context through social dialogue as wellas " Adequate Wage pO”CieS

institution building. Furthermore, wage policies should be

rooted in a “rights-based approach” to ensure universal should therefore be pa rt
access to the Goals and future sustainability.
of any development strategy.
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» Figure 15.1 Wages as an accelerator for achieving the Sustainable Development Goals

17.1 Strengthen domestic resource
mobilization, including through
international support to developing
countries, to improve domestic capacity
for tax and other revenue collection.

17.3 Mobilize additional financial
resources for developing countries

1.1 and 1.2 Bring more of the world’s population
above international and national poverty lines.

2.1 End hunger by 2030.

2.3 Double the agricultural productivity
and incomes of small-scale food producers.

from multiple sources. i
4.1 Ensure that all girls
and boys complete free,
equitable and quality

primary and secondary
education leading to
relevant and effective
learning outcomes.

Wages
as an accelerator
for achieving the SDGs

5.1 End all forms
of discrimination
against women.

- - - 8.1 Sustain per capita economic growth.
10.1 Progressively achieve and sustain

income growth of the bottom 40 per cent 8.5 Achieve full and productive employment and
of the population at a rate higher than decent work for all women and men, including for
the national average. young people and persons with disabilities, and

. equal pay for work of equal value.
10.2 Empower and promote the social,

economic and political inclusion of all.

10.4 Adopt policies, especially fiscal, 9.2 Promote inclusive and sustainable
wage and social protection policies, and industrialization and significantly raise
progressively achieve greater equality. industry's share of employment and

gross domestic product (GDP).

Source: ILO, based on UN (2015).
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Wages directly influence or connect with
eight SDG targets under at least four Goals;
indirectly, with over ten targets, very prob-
ably more.

Examples of direct links between wages and
SDG targets:

1.1 and 1.2 - Bring more of the world'’s
population above international and national
poverty lines.

5.1 - End all forms of discrimination
against women.

8.1 - Sustain per capita economic growth.

8.5 - Achieve full and productive employment
and decent work for all women and men,
including for young people and persons
with disabilities, and equal pay for work of
equal value.

10.1 - Progressively achieve and sustain
income growth of the bottom 40 per cent
of the population at a rate higher than the
national average.

10.2 - Empower and promote the social,
economic and political inclusion of all, irre-
spective of age, sex, disability, race, ethnicity,
origin, religion or economic or other status.

10.4 - Adopt policies, especially fiscal, wage
and social protection policies, and progres-
sively achieve greater equality.
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PartIII. Wage policies for a human-centred recovery

» Box 15.1 Wages and the Sustainable Development Goals

SDG targets indirectly influenced by wages:

2.1 - End hunger and ensure access by all
people, in particular the poor and people in
vulnerable situations, including infants, to safe,
nutritious and sufficient food all year round.

2.3 - Double the agricultural productivity
and incomes of small-scale food producers.

4.1 - Ensure that all girls and boys complete
free, equitable and quality primary and sec-
ondary education leading to relevant and
effective learning outcomes.

8.6 - Substantially reduce the proportion
of youth not in employment, education
or training.

8.7 - End all forms of child labour.

8.8 - Protect labour rights and promote
safe and secure working environments for
all workers, including migrant workers, in
particular women migrants, and those in
precarious employment.

8.10 - Strengthen the capacity of domestic
financial institutions to encourage and
expand access to banking, insurance and
financial services for all.

9.2 - Promote inclusive and sustainable
industrialization and significantly raise
industry’s share of employment and gross
domestic product (GDP), in line with national
circumstances, and double its share in least
developed countries.

> 8 targets, 4 Goals

While there is an explicit link with SDG 10,
wages directly influence or connect with
at least eight SDG targets under four

different Goals.
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15. Adequate wage policies as an “accelerator” of the Sustainable Development Goals

10.7 - Facilitate orderly, safe, regular and
responsible migration and mobility of
people, including through the implementa-
tion of planned and well-managed migra-
tion policies.

17.1 - Strengthen domestic resource mo-
bilization, including through international
support to developing countries, to improve
domestic capacity for tax and other rev-
enue collection.

17.3 - Mobilize additional financial resources
for developing countries from multiple sources.

Each of these targets is operationalized by
one or more indicators used to monitor pro-
gress towards the SDGs. These indicators
can be divided into four groups according to
the way in which they are related to wages:

Results: In these cases, wages are the
measurement of performance - that is,
changes in wages have a direct impact
on the evolution of the indicator, and pro-
gress or achievement is indicated by data
on wages. An example is indicator 10.4.1,
“Labour share of GDP".

Input: In this type of indicator, wages are a
means of achieving the target and directly
influence the performance of the indi-
cator. An example is target 1.1, “Eradicate
extreme poverty”: wages increase the pur-
chasing power of households, reducing
income insufficiency for the satisfaction
of basic needs.

Contributing: These indicators are
influenced by wages through an add-
itional channel or mechanism. Examples
include indicator 4.3.1, “Participation
rate of youth and adults in formal and
non-formal education and training in
the previous 12 months”, and indicator
10.2.1, “Proportion of people living below
50 per cent of median income”. Wage
increases can provide households with
sufficient means for parents to be able to
afford sending their children to school.

Process: These are indicators to which
wages are linked in a recursive way. The
evolution of the indicator has an impact
on wages, and changes in wages can also
be perceived as a by-product or conse-
quence of the evolution of the indicator.
An example is target 2.3, “Double the agri-
cultural productivity and incomes of small-
scale food producers”. Wage increases
enhance domestic demand in areas and
products where small-scale food pro-
ducers sell, enabling them to command
prices that cover the costs of production
and generate profits, thereby enhancing
incomes. If agricultural productivity
increases, the purchasing power of local
customers, especially wage earners, will
also increase, raising demand for goods.
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Appendix |

» Country-specific nominal wage
and real wage growth, 2015-19

Nominal wages

Africa

Algeria 39242 39901 40325 40955 Office National des Statistiques

Benin XOF 46596 Institut National de la Statistique et de
'Analyse Economique

Botswana BWP 5126 | ILOSTAT

Central African XAF 161839 | 161060 | 176810 Institut Centrafricain des Statistiques et des

Republic Etudes Economiques et Sociales

Cote d'Ivoire XOF 796 620 Institut National de la Statistique

Egypt EGP 3809 4082 4550 4784 5132 | Egypt Central Agency for Public Mobilization
and Statistics

Eswatini SZL 4573 ILOSTAT

Ghana GHS 884 689 Ghana Statistical Service

Guinea GNF 143981 | Ministére de I'Economie et des finances
Ministére de la fonction publique et réforme
de I'administration

Kenya KES 49524 52389 55753 59994 64854 | Kenya National Bureau of Statistics

Lesotho LSL 2145 1899 1988 2069 2373 | Lesotho Bureau of Statistics

Madagascar MGA 64500 National Statistical Institute of Madagascar

Malawi MWK 103083 | 108333 | 125000 National Statistical Office of Malawi

Mali XOF 64631 70076 69 596 73226 ILOSTAT

Mauritius MUR 25368 27626 29462 30809 31866 | Central Statistics Office of Mauritius

Morocco MAD 4910 5032 5104 5188 Caisse Nationale de Sécurité Sociale

Namibia NAD 6759 7935 ILOSTAT

Nigeria NGN 45698 52215 50466 Nigeria National Bureau of Statistics

Rwanda RWF 50923 57306 56983 57878 National Institute of Statistics of Rwanda

Senegal XOF 116476 156074 Ministére de I'’économie, des finances
etdu plan

Seychelles SCR 13378 ILOSTAT

South Africa ZAR 16957 18035 19650 20884 21958 | Statistics South Africa

United Republic TZS 403729 Tanzania National Bureau of Statistics

of Tanzania

Togo XOF 89297 ILOSTAT

Tunisia TND 1389 1581 Tunisian National Institute of Statistics

Uganda UGX 387469 Uganda Bureau of Statistics

Zambia ZMW 4010 | Central Statistical Office of Zambia

Zimbabwe usbD 308 | ILOSTAT
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Americas

Argentina 11243 13898 17638 24177 | Ministerio de Trabajo, Empleo
y Seguridad Social

Belize BZD 1199 1158 1198 1218 ILOSTAT

Bolivia (Plurinat. State of) BOB 3160 3276 3372 3526 3627 | ILO SIALC

Brazil BRL 1879 2002 2103 2213 2304 | Brazilian Institute of Geography
and Statistics (IBGE)

Canada CAD 4126 4145 4229 4338 4456 | Statistics Canada

Colombia cop 1212616 | 1290862 | 1268917 | 1355017 |1448509 | ILO SIALC

Costa Rica CRC 579249 | 613977 | 632926 | 645022 | 669281 | Central Bank of Costa Rica

Cuba Ccup 687 740 767 Cuba National Office of Statistics

Dominican Republic DOP 15309 17128 Oficina Nacional de Estadistica

Ecuador usD 561 570 567 574 612 | ILO SIALC

El Salvador usb 300 302 307 Ministry of the Economy and General
Direction for Statistics and Census

Guatemala GTQ 2186 2227 2182 2349 2377 | Guatemala National Institute of Statistics

Honduras HNL 6403 6918 6799 6790 7490 | Honduras National Statistical Institute

Jamaica JMD 83784 Statistical Institute of Jamaica

Mexico MXN 6580 6852 7120 7449 7828 | Mexico National Employment Service
Job Portal

Nicaragua NIO 8714 9292 10239 10757 Ministry of Labour of Nicaragua (MITRAB)

Panama PAB 1115 1238 1359 1422 Panama National Institute of Statistics
and Census

Paraguay PYG 2264613 | 2278289 | 2404013 | 2511621 | 2586091 | ILO SIALC

Peru PEN 1358 1452 1467 1510 1570 | ILO SIALC

Puerto Rico usbD 2288 2284 2298 2401 2370 | US Bureau of Labor Statistics

Trinidad and Tobago TTD 5561 5758 ILOSTAT

United States usD 3745 3818 3927 4058 4173 | US Bureau of Labor Statistics

Uruguay uyu 22755 27383 30293 32125 34746 | ILO SIALC

Arab States
Bahrain Kingdom of Bahrain Labour Market Regulatory
Authority

Jordan JOD 484 493 500 524 Jordan Department of Statistics

Kuwait KWD 795 764 747 Kuwait Central Statistical Office

Oman OMR 643 696 703 673 705 | Oman Ministry of the National Economy

Qatar QAR 10568 10793 11099 11121 11183 | Qatar Statistics Authority

Saudi Arabia SAR 6413 ILOSTAT
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Asia and the Pacific

Bangladesh 12915 12016 Bangladesh Bureau of Statistics

Cambodia KHR 788000 | 887000 | 1039000 National Institute of Statistics

China CNY 5169 5631 6193 6872 7542 | National Bureau of Statistics China

Fiji FJD 752 652 797 Fiji Islands Bureau of Statistics

Hong Kong (China) HKD 14848 15271 15703 16488 17108 | Census and Statistics Department of Hong
Kong

India INR 10885 11674 12399 13143 India Ministry of Statistics and Programme
Implementation

Indonesia IDR 2069306 | 2552962 | 2742621 | 2829130 | 2913897 | Statistics Indonesia of the Republic of
Indonesia

Iran (Islamic Rep. of) IRR 7693583 Statistical Centre of Iran

Republic of Korea KRW 3300091 | 3424726 | 3518155 | 3696314 | 3818727 | Ministry of Labour of Korea

Lao People’s Dem. Rep. LAK 2354377 ILOSTAT

Macau (China) MOP 13805 14150 14580 15330 15880 | Statistics and Census Service Macao SAR
Government

Malaysia MYR 2947 3112 3300 3596 3699 | Department of Statistics of Malaysia

Mongolia MNT 808000 | 861900 | 944500 | 1002900 | 1124300 | Mongolia National Statistical Office

Myanmar MMK 124157 181917 | 203091 209712 | Ministry of Labour, Employment and Social
Security

Pakistan PKR 14971 18754 Government of Pakistan Statistics Division

Philippines PHP 9752 10325 10691 11407 National Statistical Office of the Phillipines

Singapore SGD 4892 5074 5229 5410 5549 | Statistics Singapore

Sri Lanka LKR 24139 27091 29691 31554 Department of Census and Statistics

Taiwan (China) TWD 49024 49266 50480 52407 53657 | National Statistics Republic of China (Taiwan)

Thailand THB 13487 13729 14766 14944 15200 | National Statistical Office of Thailand

Timor-Leste usD 322 ILOSTAT

Viet Nam VND 4656000 | 4985000 | 5370500 | 5767750 | 6714500 | General Statistics Office of Viet Nam

Australia AUD 4946 5036 5135 5270 5406 | Australian Bureau of Statistics

Japan JPY 333300 | 333700 | 333800| 336700| 338000 | Japan Ministry of Health Labor and Welfare

New Zealand NZD 4403 4641 4775 4923 5031 | Statistics New Zealand
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Europe and Central Asia
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Albania
Armenia
Austria

Azerbaijan

Belarus
Belgium

Bosnia and
Herzegovina

Bulgaria
Croatia
Cyprus
Czechia
Denmark
Estonia
Finland
France
Georgia
Germany
Greece
Hungary
Iceland
Ireland
Israel
Italy
Kazakhstan

Kyrgyzstan

Latvia

Lithuania
Luxembourg

Malta

Republic of Moldova
Montenegro
Netherlands

North Macedonia
Norway

Poland

Portugal

Romania

Russian Federation
Serbia

Slovakia

AMD
EUR
AZN

BYN
EUR
BAM

BGN
HRK
EUR
CZK
DKK
EUR
EUR
EUR
GEL
EUR
EUR
HUF
ISK
EUR
ILS
EUR
KZT
KGS

EUR
EUR
EUR
EUR
MDL
EUR
EUR
MKD
NOK
PLN
EUR
RON
RUB
RSD
EUR

38148
171615
4280
467

671
3445
1289

878
7978
1883

27811
39575
1065
3333
2533

900
2761
1598

247924
440000
3043
9503
2171
126 021
13483

818
921
4727
1399
4538
725
2405
32173
42580
3908
1097
2555
34030
61145
883

37341
174445
4390
500

723
3489
1301

948
8037
1878

29061
40102
1146
3368
2572

940
2830
1547

263171
484000
3077
9724
2188
142898
14847

859
998
4772
1469
4998
751
2436
32822
43270
4052
1108
2809
36709
63474
912

39026
177 817
4460
529

823
3558
1321

1037
8304
1891
31109
40954
1221
3395
2628
999
2902
1564
297017
516000
3137
10095
2196
150827
15670

926
1087
4919
1517
5587
765
2460
33688
44310
4284
1133
3223
39167
65976
954

39647
172727
4570
545

971
3627
1363

1146
8612
1938
33684
41736
1310
3465
2677
1068
2994
1585
329943
536000
3239
10584
2233
163257
16427

1004
1201
5078
1581
6268
766
2508
35625
45610
4590
1170
4357
43724
68629
1013

182673
4690
635

1091

1422

1274
8766
1979
36336
42592
1407
3527
2723
1129
3088
1607

554000
3354

2251
187510

1076
1307
5167
1637

77

w

37446
47290
4918
1188
4853
47 867
75814
1092

Albania National Institute of Statistics
National Statistics Service of Armenia
Statistics Austria

State Statistical Committee of the Republic of
Azerbaijan

Republic of Belarus Official Statistics
Belgium Ministry of Economic Affairs

Agency of Statistics for Bosnia and
Herzegovina

Bulgarian National Statistical Institute
Republic of Croatia Central Bureau of Statistics
Statistical Service of Cyprus

Czech Statistical Office

Statistics Denmark

Statistics Estonia

Statistics Finland

Eurostat

National Statistics Office of Georgia
Federal Statistical Office of Germany
Eurostat

Hungarian Central Statistics Office
Statistics Iceland

Central Statistics Office of Ireland
Israel Central Bureau of Statistics
Italy National Bureau of Statistics
Agency of Statistics of Kazakhstan

National Statistical Committee of the Kyrgyz
Republic

Statistics Latvia

Statistics Lithuania

STATEC Luxembourg

Malta National Statistics Office

National Bureau of Statistics Moldova
Statistical Office of Montenegro
Statistics Netherlands

Republic of Macedonia State Statistical Office
Statistics Norway

Central Statistical Office of Poland
Gabinete de Estratégia e Planeamento
Romanian National Institute of Statistics
Russia Federal State Statistics Service
Statistical Office of the Republic of Serbia
Statistical Office of the Slovak Republic
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Slovenia 1556 1585 1627 1682 1754 | Statistical Office of the Republic of Slovenia
Spain EUR 1902 1898 1900 1919 1955 | Spain National Statistics Institute
Sweden SEK 32000 32800 33700 34600 35300 | Statistics Sweden
Switzerland CHF 7491 7603 Swiss Federal Statistical Office
Tajikistan TJS 879 962 1144 1234 State Committee on Statistics of Tajikstan
Turkey TRY 3960 TurkStat
Turkmenistan T™MT 1263 1381 1403 State Committee of Turkmenistan Statistics
Ukraine UAH 4195 5183 7104 8865 10497 | State Committee of Statistics of Ukraine
United Kingdom GBP 2198 2275 2331 2405 2475 | UK National Statistics
Uzbekistan uzs 1293800 | 1453200 | 1822200 | 2324500 | State Committee of the Republic of Uzbekistan
on Statistics
Real wages
Africa

Algeria

Benin

Egypt
Kenya

Lesotho

Malawi
Mali
Mauritius

Morocco

Namibia
Nigeria
Rwanda

Senegal

Tunisia

Uganda

Cote d’Ivoire

Madagascar

Mozambique

South Africa

Zimbabwe

Central African Republic

United Republic of Tanzania

2.1
1.3 -4.9 5.8
21.6
-1.7 -2.8 -9.8 -13.0 -5.8
-6.6 0.0 -2.6 3.2 2.3
20.9 -16.6 0.2 -0.6 8.3
-1.1
4.9 -13.7 3.4
-12.5 10.4 -2.4 34
1.8 7.8 29 1.3 2.5
1.3 0.8 0.7 -0.2
12.8 -1.1 -3.9 6.6 5.1
=319 =39 3.0 3.0
-13.4 -1.2 -17.0
7.3 -1.9 -1.9
321
2.1 -0.1 3.5 1.6 1.0
-4.6
1.9 2.5 1.3 -1.2
16.2 1.4 -8.3
5.9 -1.4
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Americas
Argentina -1.6 -11.2
Belize -19.7 -4.0 2.3 1.4
Bolivia (Plurinational State of) =31 0.1 2.3 1.1
Brazil -1.3 -2.0 1.5 1.5 0.4
Canada 0.7 -0.9 0.4 0.3 0.7
Chile 1.8 1.4 3.5 2.0 2.0
Colombia 1.1 -1.0 2.3 11 0.8
Costa Rica 1.1 6.0 1.5 -0.3 1.6
Dominican Republic 1.1 101 37 5.1 4.9
Ecuador -0.1 -0.2 -1.0 1.5 6.1
El Salvador 1.4 0.1 0.5
Guatemala -2.2 -2.4 -6.2 37 -2.9
Honduras -0.4 -0.4 -5.4 -4.3 5.6
Jamaica -2.3
Mexico 0.5 1.3 -2.0 -0.3 1.3
Nicaragua 2.8 3.0 6.1 0.1
Panama 6.9 10.1 6.1 6.5
Paraguay 1.3 0.9 0.4 1.6
Peru 0.1 3.2 -1.7 1.6 17
Puerto Rico 2.1 0.1 -1.1 3.2 -1.2
Trinidad and Tobago -2.2 0.5
United States* 2.2 0.7 0.7 0.9 1.0
Uruguay 1.6 1.6 29 0.2 1.3

* United States numbers are based on BLS CEU050 0000012

Arab States
Bahrain -04
Jordan 1.2 2.7 -1.8 0.3
Kuwait 4.2 -71 -0.6
Occupied Palestinian -1.4 2.7 1.9 8.8 4.9
Territory
Oman 7.3 71 -0.6 -5.1 3.9
Qatar -1.0 -0.5 24 0.0 0.9
Saudi Arabia 5.2
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Asia and the Pacific

Australia
Bangladesh
Cambodia

China

Fiji

Hong Kong (China)
India

Indonesia

Iran (Islamic Repubilic of)
Japan

Republic of Korea
Macau (China)
Malaysia
Mongolia
Myanmar

Nepal

New Zealand
Pakistan
Philippines
Singapore

Sri Lanka

Taiwan (China)
Thailand
Timor-Leste

Viet Nam

-0.1
3.5

21.3
6.7

1.2
2.8
-0.4
7.7
0.3
27
0.4
4.0

-4.2

0.7
24
8.9
1.1

4.0

341
2.8
-23.2

4.8

2016 2017 2018 2019
0.6 0.0 0.7 1.0

3.6
9.3

5.5

0.4
2.6
19.2
8.5
0.2
2.8
0.1
3.4
6.2

2.4
4.7
4.0
4.6
4.3
7.9

-0.5

4.3

3.0
13.8
5.9
-16.2
1.3
2.5
3.5
8.8
-0.4
0.8
1.8
2.2
4.7
13.3
5.5
1.0
4.0
0.7
2.5
2.8
1.4

6.8

4.1

0.8

7.0
17.5
2.5
0.0
0.0

-0.1
3.5
2.1
7.9

-1.4
5.4
3.4
1.5
4.0
1.4
3.0
1.9
2.3
0.1

37

5.6

0.7

-0.6
2.8
1.2
1.8
2.8

-4.2
5.9
0.7

1.9

1.6

0.9

12.4
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Europe and Central Asia

Albania 0.3 -3.4 2.5 -0.4 Latvia 6.7 49 4.8 5.7 41
Armenia 7.5 6.9 -0.5 -4.3 6.9 Lithuania 6.1 7.6 5.1 7.8 6.3
Austria 1.3 1.6 -0.6 0.3 1.1 Luxembourg 2.8 0.7 1.4 1.6 0
Azerbaijan 1.0 -4.8 -6.4 0.7 13.6 Malta 2.0 41 2.0 24 1.9
Belarus -2.3 -3.8 7.5 12.6 7.3 Republic of Moldova 1.0 3.0 49 8.9 10.1
Belgium 0.3 -0.5 -0.2 -0.4 1.0 Montenegro -1.3 3.9 -0.5 -2.4 -0.2
Bosnia and Herzegovina 1.0 2.6 0.7 1.7 3.2 Netherlands 17 1.2 | -0.3 0.3
Bulgaria 8.0 9.5 8.1 7.7 8.4 North Macedonia 3.0 2.3 1.3 4.2 3.8
Croatia 0.8 1.8 2.2 2.2 3.0 Norway -1.5 -1.9 0.5 0.2 1.4
Cyprus 1.6 1.2 0.2 1.7 1.4 Poland 4.4 4.3 3.7 5.5 4.6
Czechia 3.4 3.8 4.5 6.0 5.2 Portugal -0.2 0.4 0.7 2.1 0.6
Denmark 1.4 1.3 1.1 1.2 0.7 Romania 10.2 11.8 12.8 8.0 8.8
Estonia 5.9 6.8 2.8 3.7 4.8 Russian Federation -9.4 0.8 2.9 8.5 4.6
Finland 0.9 0.7 0.0 0.9 0.6 Serbia -2.4 -1.7 0.9 3.9 8.4
France 21 0.8 0.1 -0.6 0.6 Slovakia 3.2 3.8 3.3 3.6 5.0
Georgia 5.8 2.2 0.2 4.2 0.8 Slovenia 0.9 2.3 0.4 2.1 29
Germany 2.2 21 0.8 1.2 1.6 Spain 1.6 -0.1 -1.8 -0.6 1.2
Greece 0.2 1.4 -0.4 2.2 1.1 Sweden 2.0 1.5 1.1 0.4 0.4
Hungary 4.4 5.7 10.3 8.3 Switzerland 1.5 1.1 -0.1 -0.4 0.5
Iceland 5.1 8.2 4.8 1.2 0.5 Tajikistan 77 0.2 -0.4 0.3 -2.6
Ireland 1.2 1.3 1.7 2.5 2.3 Turkey 5.6 7.6 1.2 -0.4 2.3
Israel 2.6 2.9 3.6 4.0 Turkmenistan 2.0 5.4 -5.9

Italy 1.1 0.9 -1.0 0.4 0.1 Ukraine -20.2 9.0 1941 12.5 9.8
Kazakhstan -2.3 -1.1 -1.7 1.7 9.1 United Kingdom 1.1 2.8 -0.2 0.7 1.1
Kyrgyzstan 3.1 9.7 2.3 3.2 3.1 Uzbekistan -1.4 6.7 11.2
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Appendix Il

» Using minimum wage levels: Concepts and definitions

Part II, Chapter 7, of the report uses country-specific microdata - such as labour force surveys, or
integrated household and labour surveys - to estimate the distribution of labour earnings, study the
relative value of a country’s specific minimum wage level (or levels), and compare these relative values
across the countries and regions of the world." Before any such comparison can take place, some of
the variables employed in the analysis have to undergo conversion to enable correct comparisons of
individuals’ earnings within a country, and of minimum wage levels across countries. This appendix
describes the conversions undertaken for this purpose.

Conversion of minimum wage levels to monthly estimates

When a country sets a statutory minimum wage, the given level has to be anchored to at least one
working-time framework. For example, in the case of the United States the national benchmark is the
hour, the current federal rate being US$7.25 per hour. In Spain, on the other hand, the benchmark is
the month, the current rate being €1,050 per month - slightly less than a month if we consider the
14 payments required by law each year - although the law also stipulates rates for those who are paid
on a daily basis or by the hour. In Mexico, meanwhile, the minimum wage is set per day’'s work, currently
standing at 102.68 Mexican pesos per day.

One key objective of this report is to compare each country’s minimum wage level with the labour
income information provided in the surveys. In all 72 countries for which survey data have been used in
the report, respondents declare monthly earnings - irrespective of whether they are wage employees,
employers or own-account workers. In order to compare the earnings of wage employees with the
country’s minimum wage, we have converted minimum wage values to monthly equivalents in coun-
tries where the month is not used as the minimum wage benchmark. This conversion affects six of the
countries in our sample, namely, Australia, Canada, Mexico, Tunisia, the United Kingdom and the United
States. Whereas Canada’s minimum wage is based on a week’s work, and Mexico's on a day’s work,
for the remaining four countries in this group the minimum wage is defined per hour’s work. In the
case of Australia we have multiplied the weekly rate by 52 (weeks per year) and divided the amount by
12 (months per year) to arrive at an equivalent monthly minimum wage. For the countries that quote
minimum wages in hourly rates, we have estimated the national monthly amount using the daily rate,
multiplied by the median weekly number of hours worked by full-time workers, multiplied by 52 and
divided by 12.2

' See Appendix V for an overview of the data sources used in the report.

2 In all five countries where the minimum wage is provided in terms of an hourly rate, there is no specific value of “hours worked
per week” that could be considered as the legal number for a full-time worker. Instead, these countries provide a range of values
for work that should be considered full time. For example, in the United States, while there is no legal definition of how many hours
constitute full-time work, the Government states that on average a full-time job amounts to about 40 hours per week (see https://
www.dol.gov/general/topic/workhours/full-time). In Tunisia, a job is considered full time if the number of hours worked per week
is between 40 and 48 (see https://www.oecd.org/employment/emp/Tunisia.pdf). In the case of Canada, full-time employment is
defined as working more than 30 hours per week. In order to accommodate these “range-based” definitions in our estimates, we
have used our microdata to estimate the median number of weekly hours worked by wage employees who define themselves in their
survey responses as working full-time. We thus arrive at the median value of 40 hours worked by full-time workers in Canada, the
United Kingdom and the United States. In contrast, in Norway and Tunisia the corresponding value is 38 and 48 hours, respectively.



http://www.dol.gov/general/topic/workhours/full-time
http://www.dol.gov/general/topic/workhours/full-time
https://www.oecd.org/employment/emp/Tunisia.pdf
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Conversion of labour income of wage employees
to full-time equivalent monthly earnings

The number of hours worked by wage employees varies significantly, with some working part-time and
others full-time or even more than full-time. This means that the earnings of wage employees are not
comparable unless we standardize them according to a common time framework. With the exception
of data for Western European countries (discussed below), in all other surveys, the respondents state
their monthly earnings together with the number of hours usually worked during a week. We use these
two variables - monthly earnings and hours worked per week - to approximate the hourly wage earned
by wage employees. To do this, we multiply the hours worked per week by 52 (weeks per year) and
divide the result by 12 (months per year); the monthly amount earned is then divided by this figure.

At this point, wage employees are comparable in terms of their earnings per hour; but, as noted above,
the minimum wage at the country level is usually specified on a monthly basis. In order to compare
individuals’ earnings with their country’s minimum wage, we first construct the variable “full-time
equivalent monthly earnings”, which corresponds to the individual’s specific hourly earnings, multi-
plied by the expected total number of hours worked per month of a full-time worker. The latter figure
is constructed using the estimated median value of hours worked per week among full-time workers,
multiplied by 52 (weeks) and then divided by 12 (months). For example, in a country where the median
weekly number of hours worked by full-time workers is 40, if a worker earns 3,900 local currency units
(LCUs) per month working on average five hours per week, his or her full-time equivalent monthly
earnings will be 31,200 LCUs. In contrast, a worker who earns 3,900 LCUs per month working usually
50 hours per week will be assigned the full-time equivalent monthly earnings of 3,120 LCUs.

The procedure used to identify “full-time monthly equivalent earnings” is slightly different in the case
of data for Western European countries included in the report. For these, the report uses the micro-
data sets from the European Union Statistics on Income and Living Conditions (EU-SILC), which are
maintained by Eurostat (see Appendix V). For each individual, EU-SILC provides annual earnings along
with the number of months worked per year; each respondent also declares whether in a given month
they worked full- or part-time. Following Atkinson’s method (Atkinson and Marlier 2010), we derive
full-time equivalent monthly earnings from annual earnings by re-weighting part-time months into the
hourly equivalents of full-time months. For example, if one month of part-time work is estimated to be
equivalent to 60 per cent of a full-time month, a person who has worked 12 months part-time is assigned
7.2 full-time months per year. In another example, if in the course of one year a person has worked
eight months full-time and two months part-time and been unemployed for the other two months, he
or she will be assigned an equivalent of 9.2 full-time work months for that year. The weighting factor
used in these calculations is based on the gender-specific ratio between the median hours worked by
part- and full-time workers.* Once the variable “full-time equivalent months worked during the last
calendar year” has been constructed, this is applied as a denominator to total declared annual labour
earnings to arrive at the variable “full-time equivalent monthly labour earnings”.

3 Unfortunately, it is extremely rare for survey questionnaires to include a question on the number of weeks worked per month.
Therefore, we approximate this missing value at 4.3, which corresponds to the number of weeks in a year divided by the number
of months in a year.

4 One of the problems with the cross-sectional version of EU-SILC is the year shift between current labour market characteristics and
declared incomes, including earnings, the latter being based on “last calendar values”. For example, the most recent data release
(2018) provides information on annual earnings for 2017 but current hours worked during 2018. For the vast majority of respondents
(about 95 per cent across all EU-SILC countries) this time shift is not a significant problem because they report working in the same
employment as the last calendar year. Nevertheless, the assumption has to be made that each worker’s labour market characteris-
tics - such as hours, earnings and contractual conditions - have not changed. As a result, one can use “current” hours worked per
week to approximate the hourly wage using the average monthly earnings from the previous calendar year - that is, total annual
earnings divided by the number of months worked. However, this presents the problem that “current” hours worked are not repre-
sentative of all the months worked for those workers who declare a mixture of full-time and part-time months. Atkinson assumed
that although a person’s number of hours worked can change between years, the distribution of hours worked in the population
remains roughly constant over time (Atkinson and Marlier 2010, 219). Thus, the ratio between the median hour of part-time workers
and the median hour of full-time workers should also remain constant. This ratio provides an approximation of the value (in terms of
hours) of a part-time month relative to that of a full-time month. We also take into account the fact that women and men differ in the
labour market with respect to hours of work, with women more likely than men to work part-time. Thus, the ratio between median
full-time and median part-time hours can be estimated separately for women and men for each of the EU-SILC countries. In this way,
we arrive at a full-time monthly equivalent income (yearly labour earnings divided by full-time equivalent month’s work) without
having to assume that currently declared hours provide a good approximation to all hours worked during the last calendar year.
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Estimating the Kaitz index

The Kaitz index provides a currency-neutral relative measure with which to assess the level of the
minimum wage in a country in relation to that country’s labour income distribution. In this report we
construct each country’s Kaitz index value using estimates of the median and the mean values of its
full-time monthly equivalent earnings distribution, constructed using the process described above. For
all countries, the following rules apply:

» Only wage employees are considered when constructing the full-time monthly equivalent earnings
distribution to estimate the mean and median values from which the Kaitz index is derived. The
exclusion of other types of workers - particularly own-account workers or employers who claim
regular earnings - is consistent with the fact that the legal framework of minimum wages applies to
wage employees only.

> Across countries, the level of the minimum wage is usually quoted as a gross value, even if eventually
the application of income tax, social security contributions and other deductions implies that earners
ator in the neighbourhood of the minimum wage may receive net disposable earnings slightly below
the quoted gross value. For most high-income countries (such as European countries) in our micro-
data sets, the variable “earnings” is unambiguously provided in gross terms; therefore, for these
countries, the comparison between earnings and minimum wage correctly classifies wage workers
in relation to the minimum wage. However, in the case of middle- and low-income countries, survey
respondents are often prompted to declare their earnings in net terms. For all these other countries,
our estimates are therefore an approximation. The research carried out for this report shows that
there can be substantial differences between net and gross minimum wages in certain countries.

Grouping workers in relation to the minimum wage

The report compares and analyses wage workers and their characteristics by grouping them according
to the distance between their country’s minimum wage in monthly terms and their own monthly labour
income: the latter is based on the full-time equivalent monthly income, thus enabling comparisons of
all wage workers irrespective of their working-time scheme. For the purposes of comparison in relation
to the minimum wage, workers are divided into four groups:

» Workers below the minimum wage are those whose full-time equivalent monthly earnings are at or
below 95 per cent of the country’s monthly minimum wage level.

» Workers at the minimum wage are those whose full-time equivalent monthly earnings are above
95 per cent and at or below 105 per cent of the country’s monthly minimum wage level.

» Workers at twice the minimum wage are those whose full-time equivalent monthly earnings are above
105 per cent and at or under 200 per cent of the country’s monthly minimum wage level.

» Workers at more than twice the minimum wage are those whose full-time equivalent monthly earn-
ings are above 200 per cent of the country’s monthly minimum wage.
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Appendix IV

» Assumptions and definitions used in analysing
the effect of minimum wages on household
income inequality

Part II, Chapter 11, of the report applies different minimum wage scenarios to explore the effect of
minimum wage policies on wages and household income inequality. The estimates presented rely on
certain treatments of the data and the application of assumptions described in this appendix.

Labour earnings at the household level

The earnings of individuals are defined as income generated during a month as a result of the main
paid labour market activity of a household member who participates in such paid activities. When the
analysis is centred on wage employees, earnings include only wage earnings from their main job, but
when estimates refer to household income earnings they include all wage earnings along with the
labour income of employers and earnings received by own-account workers or workers in cooperatives
and those working in family units.

In most labour surveys across the world, wage earners are asked to declare the number of jobs they
hold (one, two or more than two jobs). In most cases, the proportion of workers who hold more than
one job is below 10 per cent of all wage earners; in high-income countries it is usually below 5 per cent.
Almost all surveys ask wage earners for details of the earnings and other characteristics of their “main
job", but they do not usually ask respondents to declare earnings from, or the characteristics of, sec-
ondary employments. For the purpose of estimating the wage distribution among wage employees, and
comparing this with the minimum wage prevailing in the country, earnings from the “main or principal
job” is the correct variable to use. Thus, even if income from second or further jobs were available, we
have not included these in our estimates of the wage distribution in analysing wages of individuals in
relation to a country’s minimum wage policy. For the very few countries for which we have data on
secondary earnings, these are included as part of the “labour earnings generated at household level”
but are not included as part of the (monthly) earnings generated by wage employees.®

® This affects the data from middle- and low-income countries only. In these countries, respondents are often asked to declare if
they hold jobs other than their main job, and the characteristics of these other employment activities. In almost all cases, wage
employees who hold secondary or further jobs declare these to be self-employment, and the number of hours usually worked in
these other jobs is significantly below the number of hours dedicated to their main job. In those countries where surveys provide
the amount of earnings from employment other than the main job of the wage employee, and even if secondary employment
were also in the form of wage employment, it would be wrong to combine all the different wage earnings into a single amount.
This is because people working for different employers might have their average earnings determined by different considerations
with respect to the prevailing minimum wage policy in the country. In analysing the level of compliance with the minimum wage,
we have to identify clearly whether the result of a contractual relation between a worker and the employer results in earnings
that comply with the minimum wage legislation, as opposed to identifying whether a worker makes his or her earnings up to the
minimum wage by means of several simultaneous employments. Furthermore, in middle- and low-income countries, workers who
are classified as formally employed in their main job are usually informal workers in their secondary or other jobs. Considering
secondary earnings would, therefore, also add confusion when distinguishing between formal and informal workers in the analysis.
In the case of non-wage workers, the fact that they work for themselves or for units owned by their families implies that all their
earnings - from their main declared job or from secondary and further employments - are rightly considered as part of the totality
of earnings received in one month.
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Finally, in a very few cases (often amounting to a statistically insignificant number in the data), own-
account workers and employers declare negative amounts as the total earnings in the household. We
chose to exclude these individuals - and all their family members - in order to avoid using negative
values in the labour income distribution or the distribution of household income.

Household income

Household income includes all incomes generated at the household level, namely, labour income,
capital gains including rental gains, net remittances, monetary estimation of home-produced goods
and services, and pensions and social transfers received by household members. European countries
for which we have data - namely, EU-SILC data - provide very detailed and accurate information on
each component of income generated at the household level, in both gross and net terms. In the case
of middle- and low-income countries, households are often asked to declare particular components of
household income - such as remittances from abroad, in-kind payments or the monetary approximation
of home production. However, more often than not, in middle- and low-income countries the person
responsible for answering the questionnaire at the household level will be asked to approximate “total
household income other than labour income” as a single amount. The fact that not all labour surveys
are household surveys leads to a significant limitation in the amount of microdata that can be used
to analyse the effect of minimum wages on household income. Of the 72 countries for which we have
microdata - all of which are useful in analysing individuals as wage earners and their relation to the
minimum wage - only 42 surveys provide the appropriate data at the household level that can be used
to further study the impact of minimum wages on household income inequality. These 42 surveys do,
nevertheless, enable us to study minimum wages and household income inequality in most of the main
geographical regions in the world, namely Africa, Asia, Europe and Latin America.

All household members who are blood relations and relations by marriage of the household head are
considered as members of the family and are included in the analysis. For example, the spouse, children,
grandchildren, sons- and daughters-in-law of the head, and so on, are all considered members of the
same household unit. In contrast, live-in domestic workers and others who live in the household but
are not relatives of the household head are all excluded from the data when we perform the analysis
at the household level - although we include them as independent workers when analysing the wage
distribution of individuals at the country level. The reason for excluding those not related by blood or
marriage to the household head is that their incomes are not part of the total income amassed by the
household in which they live, and it cannot be assumed that non-relatives share incomes and resources in
the same way as family members. Given that our analysis in this area focuses on studying the resources
of households as units, and because domestic workers and household guests are likely to be members
of other households whose characteristics are not picked up by the data, we necessarily need to exclude
them from our sample when analysing household income.®

% The proportion of non-household members is negligible in European surveys and less than 2 per cent in middle- and low-income
countries. One might suppose that by excluding live-in domestic workers from our sample we are likely to lose an important sector
of labour market participants who are often affected by non-compliance with the minimum wage. As a matter of fact, though,
the proportion of live-in domestic workers picked up by survey data is often negligible and not necessarily representative of the
true population of live-in domestic workers in the surveyed countries. For example, in the case of Chile, the data would suggest
that only 0.11 per cent of individuals represented in the data are live-in domestic workers; these amount to 0.33 per cent of wage
employees in the sample, and 0.72 per cent of female wage employees. This may not necessarily represent the true proportion
of live-in domestic workers in Chile. Although we are excluding these wage employees when analysing household income, their
incomes may be expected to be picked up on aggregate by the data. For example, when in another household the respondent
declares total incomes received by the household, and these include remittances that would have been earned by a household
member who works and lives outside the house.
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The distribution of households and individuals
across the per capita household income spectrum

We convert household income into per capita household income in order to compare households in
terms of their ability to make ends meet (purchasing power or standard of living). Instead of using the
actual family size as the denominator to construct the variable “per capita household income”, we use
a conversion factor of family size that takes into account the economies of scale that arise when people
live together, and also the fact that children in the household often consume less in terms of goods
and services than adults in the same household. Following the formula presented in Deaton and Zaidi
(2002), we derive the denominator in calculating per capita household income as E = (A + a.K)®. In this
formula, A represents the number of adults in the household, K represents the number of children in
the household, a represents the spending of a child relative to an adult and 6 captures the economies
of scale in a given household. Our estimates take into account the differences between economic
regions in the relative value of a child’s consumption and in the value of economies of scale achieved
by households. Thus, a child in a high-income country is bound to have much higher spending needs
(relative to the needs of an adult) than a child in a middle- or low-income country. Likewise, economies
of scale - the savings that are achieved by sharing goods and services as a family unit - are higher in
high-income countries, where housing costs and other living expenses are greater.’

We use per capita household income to rank households represented in the survey in each particular
country, taking the household as the unit of research - as opposed to ranking individuals in the house-
holds using per capita household income. The difference between these two approaches is subtle and
deserves explanation. If we rank households using per capita household income, each decile of the per
capita household income distribution will contain exactly 10 per cent of households in the population,
while the proportion of individuals in the population represented in each decile may be slightly above
or below the 10 per cent mark. When analysing household income inequality, the objective is not to
compare a “static” value across deciles of individuals in the population. Instead, the objective is to
explore the effect on per capita household income of a range of (simulated) changes in the minimum
wage. It is for this reason that the household becomes the unit of research and the unit that needs to
be compared across the deciles. Ranking households rather than individuals, we find that each of the
lower deciles of the distribution usually contains about 1 per cent more individuals than the 10 per cent
expected had we ranked individuals instead, while each of the upper deciles contains slightly less than
the 10 per cent expected had we ranked individuals instead. This follows from the fact that lower-income
households are often larger in family size than higher-income households. In the middle of the per
capita household income distribution, households in each of the deciles seem to hold approximately
10 per cent of individuals in the population - as represented by household data.®

All our estimates are based on weighted values using the frequency weights provided together with
all other variables in the microdata sets. In the case of the EU-SILC surveys, the microdata provide
cross-sectional weights that are specific to individuals and households. All other data sets used in
the report are derived from household surveys and provide weights that are equally valid to weight
the sample of the individuals and the sample of the households, as long as households are uniquely
selected when analysing outcomes at the household level. Throughout the analysis, we apply weights
to our sample to ensure that both individuals and households serve as a representative sample of the
underlying populations.

7 For more details on measuring per capita household income, see ILO (2014b, box A2).

8 A further advantage of ranking households, as opposed to individuals, using per capita household income lies in avoiding the
possibility that two or more members of the same household, at a point where per capita household income approaches the
threshold between two deciles, are incorrectly classified in adjacent but different deciles. This is not a problem if we simply want
to estimate household income inequality comparing deciles, but it could be a problem if we want to simulate changes in household
income as a result of changes in the wages of their members, and members of the same household are located in different (albeit
adjacent) deciles.
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When analysing labour income among wage employees, we include only individuals aged 16-70, thus
excluding very young or very old members of the household who may not be affected by a minimum
wage policy. In several middle- and low-income countries, children aged 15 and under and household
members above the age of 70 produce labour earnings - indeed, some of these countries design their
surveys so that members as young as 10 years of age are questioned on matters of labour market
participation. This is not the case in European and other high-income countries, where only individuals
aged 16 and above are asked to respond to questions on labour market activities.

In our analysis, we have gathered data on earnings produced by children and those older than 70 as
an additional source of income, and therefore we consider these earnings as part of total household
labour income. However, we have avoided including these individuals in the analysis that simulates
the effects of changes in minimum wages at the household level, particularly because in some coun-
tries their inclusion would significantly distort our simulation exercise at the low end of the per capita
household income distribution.

Assumptions and minimum wage policy scenarios

Part II, Chapter 11, applies assumptions to simulate two outcomes deemed desirable when countries
apply a statutory minimum wage. The first is that of achieving full compliance with the minimum wage
so that all wage employees, formal and informal alike, are paid at least the gross minimum wage
corresponding to their usual working-time practice. The second is a situation where all wage employees
achieve at least two thirds (67 per cent) of the median wage, where the latter is estimated using the
distribution of earnings among wage employees in the population. The assumption of a minimum
wage that equals two thirds of the median wage (in the country) is based on the fact that low-paid
jobs are usually defined as those that pay less than two thirds of the national median or mean gross
hourly wage, using the “hourly” wage to avoid inferring that part-time work is necessarily low paid.® A
comparison of countries in terms of achieving the common benchmark of 67 per cent of the median
wage is also in line with the recent approach of the EU in seeking to achieve convergence in minimum
wages. The principle underlying this objective is the potential of a common regional policy on minimum
wages to strengthen the economic and social links among countries that share a common market.”
A common argument or concern discussed when implementing a minimum wage or increasing an
existing one is that such policies can lead to increasing unemployment (particularly in high-income
countries) or increasing informality (particularly in middle- and low-income countries). To take this into
account in our simulations, we consider employment losses among wage employees in our sample to
emulate the loss in earnings that may occur within households as a result of each of the two minimum
wage outcomes described above. Thus, with two minimum wage outcomes, each of which may lead to
employment loss, we end up with four different scenarios. The mechanisms behind each of these four
scenarios are explained below.

° This interpretation of “low-paid” follows the ILO definition, which has been adopted by other multilateral agencies such as the
OECD and Eurostat in producing their statistical compendiums. For more information, see Grimshaw (2011).

10 See the European Commission’s consultation document, published on 14 January 2020, on the first phase of its consultation of
European trade unions and employers’ organizations on how to ensure fair minimum wages for all workers in the EU. It is avail-
able at: https://ec.europa.eu/commission/presscorner/api/files/attachment/860459/Consultation_fair_minimum_wages.pdf.pdf
(accessed on 22 September 2020).
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Scenario 1. Full compliance scenario assuming no employment losses

> Step 1:In each country, we estimate the hourly minimum wage corresponding to the minimum wage.
To do this we estimate the median hours worked by fulltime wage employees, thus identifying the
expected number of hours that a full-time worker would have to work in order to achieve the full-time
monthly minimum wage. Using this median number of hours, we divide the gross monthly minimum
wage by the median number of hours of a full-time worker times 52 (weeks) divided by 12 (months).
This provides an approximation to the minimum wage per hour."

> Step 2: We estimate the individual-specific minimum wage (ISMW) corresponding to the wage earner’s
declared number of hours worked per week, multiplied by the minimum wage per hour, multiplied
by 52 and divided by 12. This is what a wage employee should receive per hour, at the minimum, if
there is compliance with the minimum wage.

> Step 3: Wage employees who receive monthly earnings below their ISMW are assigned the ISMW
value as their wages. Using this value, we re-estimate total household income and per capita house-
hold income for each of the households in the sample.

The comparison between inequality measures based on the original per capita household income and
those simulated using per capita income under full compliance provides an estimate of how full compli-
ance affects household income inequality. Two additional points need to be made about this scenario:

> As we have seen in the report, in some countries minimum wage levels are high in relation to the
overall wage distribution. This is the case for countries with a high value on the Kaitz index - for
example, a value above the 67 per cent benchmark. In these countries, where non-compliance is
usually high, particularly among informal wage employees, it would be more realistic to assume that
workers achieve at least a wage equal to the low-pay threshold. Therefore, in these countries, if a
wage employee receives earnings below the specified minimum wage, we assume that they receive
a monthly wage equal to 67 per cent of the median wage per month. To do this, we estimate the
“individual-specific” 67 per cent of the median wage. This is constructed by estimating the hourly
median wage among full-time wage employees, and multiplying it by each individual’s hours worked
per month (hours worked per week, multiplied by 52, divided by 12), multiplied by 0.67.

> The process explained in the above point is only applied to countries where the minimum wage is
such that the Kaitz index is above 67 per cent. In these countries, some individuals who are classified
as “receiving below the minimum wage” may in fact earn more than 67 per cent of the median wage.
For example, suppose there is a country with a minimum monthly wage of 4,000 LCUs and a median
wage of 3,600 LCUs. Those who earn 3,500 LCUs per month would be classified as earning below
the minimum wage. However, with the country’s Kaitz index at 90 per cent, the simulation exercise
would assign them a value of 2,412 LCUs, which is less than what they actually earn per month. Thus,
in countries where the Kaitz index is above 67 per cent, we simulate full compliance with a minimum
wage at the level of “at least low pay” for those individuals who receive earnings below that target,
and this group may be smaller in number than that of those who are originally classified as experi-
encing “non-compliance” with the statutory minimum wage.

" In Canada, Tunisia and the United States the minimum wage is already expressed in hourly terms, so that this step is not ne-
cessary for those countries.
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Scenario 2. Full compliance scenario assuming employment
losses as a result of increasing costs of production

Increasing the earnings of wage employees so that all wage employees reach the established minimum
wage implies an increase in the average cost of production. Although we do not have this information
at the enterprise level, we are able to approximate the change in the total wage bill at the country level
and used this to simulate possible employment effects:

>

>

Step 1: Using frequency weights in the population, we estimate the total wage bill with current levels
of non-compliance.

Step 2: We allow for the minimum wage under full compliance as described in scenario 1, and use the
corresponding frequency weights to estimate the total wage bill under conditions of full compliance
with the minimum wage (or with a target of low pay).

Step 3: Comparing the amounts estimated in steps 1 and 2, we end up with an estimated increase
in the total wage bill. For each 10 per cent increase in the total wage bill, we assume a 1 per cent
employment loss among wage earners in the sample. Those wage earners that are randomly selected
to simulate an employment loss are assigned zero earnings per month. Using such an assignment,
we re-estimate total household income and per capita household income.

As under scenario 1, the comparison between inequality measures based on the original per capita
household income and those simulated using per capita income under full compliance provides an esti-
mate of how full compliance affects household income inequality. Again, two points need to be made:

>

>

We randomly selected workers to lose their jobs from the bottom 50 per cent of the wage distribu-
tion, irrespective of their labour market characteristics. We used a sensitivity analysis that selected
consecutively from the bottom 30 per cent to the bottom 50 per cent in blocks of 10 per cent. We
did not detect significant differences in per capita household income, although it is an interesting
exercise for the future to consider further refinements where employment losses occur at different
levels across the wage distribution. Likewise, the simulation could have given a greater probability of
employment loss to those in more vulnerable employment (such as those in temporary employment,
informal wage earners, those working in small enterprises, and so on). We acknowledge the potential
insights that could be gained by going beyond the single condition that was applied here - “an equal
employment probability loss for all at the bottom half of the wage distribution” - but our results
have considerable implications for policy design and evaluation even when using such a simple
simulation strategy.

Random assignment of lost employment is achieved by allowing each wage earner in the bottom
50 per cent of the wage distribution an equal chance of being drawn from a uniform distribution.
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Scenario 3. All wage employees are paid a minimum wage

equal to 67 per cent of the median wage in the

country, assuming no employment losses

This simulation extends the assignment of the category “low-paid” to all workers in each country ana-
lysed in the report. Thus, in countries where the minimum wage is below 67 per cent of median earn-
ings, anyone who earns below that level is assigned 67 per cent of median earnings - in relation to the
number of hours each person works per month. Note that in countries where the minimum wage is

such that the Kaitz index is above 67 per cent, scenario 3 is identical to scenario 1. This occurs mostly
in a few middle- and low-income countries.

Scenario 4. All wage employees are paid a minimum wage

equal to 67 per cent of the median wage in the country,

assuming employment losses as a result of increasing cost of production
Starting from the results obtained in scenario 3, we apply the procedure described in scenario 2 to esti-

mate the employment losses as a result of increasing the earnings of all wage employees to 67 per cent
of the median, always considering the actual hours worked each month.
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» National data sources

Argentina

Armenia
Australia

Austria
Bangladesh
Belgium?

Bolivia, Pluri-
national State of*

Brazil®

Bulgaria®

Cambodia®

Cambodia®

Cameroon?

Canada

Cabo Verde

Chile?

China

Colombia
Costa Rica

Croatia®

Céte d'Ivoire®

Czechia®

Denmark?®

Dominican
Republic

Americas

Europe and
Central Asia

Asia and
the Pacific

Europe and
Central Asia

Asia and
the Pacific

Europe and
Central Asia

Americas

Americas

Europe and
Central Asia

Asia and
the Pacific

Asia and
the Pacific

Asia and
the Pacific

Americas

Africa

Americas

Asia and
the Pacific

Americas
Americas

Europe and
Central Asia

Africa

Europe and
Central Asia

Europe and
Central Asia

Americas

2015

2015

2018

2017

2017

2017

2018

2018

2017

2019

2017

2014

2018

2015

2017

2013

2018
2018

2017

2017

2017

2017

2018

Encuesta Permanente de Hogares

Labour force survey

Household, Income and Labour Dynamics
in Australia

EU-SILC

Labour force survey

EU-SILC

Encuesta de Hogares

Pesquisa Nacional por Amostra de Domicilios

EU-SILC

Labour force survey

Socio-economic survey

Enquéte Camerounaise Auprés des Ménages
National labour force survey

Survey on the minimum wage conducted in

collaboration between ILO and Institution
Nacional de Estatisticas Cabo Verde (INCEV)

Encuesta Nacional de Empleo

Chinese Household Income Project

Gran Encuesta Integrada de Hogares
Encuesta Continua de Empleo

EU-SILC

Enguéte Nationale sur 'Emploi

EU-SILC

EU-SILC

Encuesta Continua de Fuerza de Trabajo

NSO - latest data from ILO repository or SIALC

National Statistical Service
of the Republic of Armenia, INSTAT

Melbourne Institute of Statistics,
University of Melbourne
Eurostat

Bangladesh Bureau of Statistics
Eurostat

NSO - latest data from ILO repository or SIALC

NSO - latest data from ILO repository or SIALC

Eurostat

NSO - latest data from ILO repository

NSO - latest data from ILO repository

NSO - latest data from ILO repository

NSO - data from ILO repository

ILO and INCEV

NSO - latest data from ILO repository or SIALC

Chinese National Bureau of Statistics

NSO - latest data from ILO repository or SIALC
NSO - latest data from ILO repository or SIALC

Eurostat

NSO - latest data from ILO repository

Eurostat

Eurostat

NSO - latest data from ILO repository or SIALC
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Ecuador?® Americas 2019 Encuesta Nacional de Empleo, Desempleoy | NSO - latest data from ILO repository or SIALC
Subempleo
Egypt Africa 2012 Egypt Labour Market Panel Survey Economic Research Forum; Central Agency
for Public Mobilization and Statistics, Egypt
Estonia® Europe and 2017 EU-SILC Eurostat
Central Asia
Finland? Europe and 2017 EU-SILC Eurostat
Central Asia
France® Europe and 2017 EU-SILC Eurostat
Central Asia
Gambia Africa 2018 Labour force survey Gambia Bureau of Statistics
Greece?® Europe and 2017 EU-SILC Eurostat
Central Asia
Guatemala® Americas 2018 Encuesta Nacional de Empleo e Ingresos NSO - latest data from ILO repository or SIALC
Guyana® Americas 2018 Labour force survey NSO - latest data from ILO repository or SIALC
Honduras Americas 2018 Encuesta Permanente de Hogares NSO - latest data from ILO repository or SIALC
de Propésitos Mdltiples
Hungary? Europe and 2017 EU-SILC Eurostat
Central Asia
Indonesia Asia and 2016 Labour force survey Central Bureau of Statistics,
the Pacific Government of Indonesia
Ireland?® Europe and 2017 EU-SILC Eurostat
Central Asia
Italy® Europe and 2017 EU-SILC Eurostat
Central Asia
Jordan® Arab States 2014 Labour force survey NSO - latest data from ILO repository.
Latvia® Europe and 2017 EU-SILC Eurostat
Central Asia
Lithuania® Europe and 2017 EU-SILC Eurostat
Central Asia
Luxembourg?® Europe and 2017 EU-SILC Eurostat
Central Asia
Madagascar Africa 2012 National survey on employment Institut National de la Statistique,
and the informal sector Ministry of Economy of Madagascar
Malawi Africa 2017 Labour force survey National Statistical Office of Malawi;
Ministry of Labour
Mexico Americas 2018 Encuesta Nacional de Ocupaciény Empleo Instituto Nacional de Estadisticas
y Geografia de México
Mongolia? Asia and 2016 Labour force survey National Statistics Office of Mongolia
the Pacific
Myanmar? Asia and 2019 Labour force survey NSO - latest data from ILO repository
the Pacific
Namibia Africa 2016 Labour force survey Namibia Statistics Agency
Nepal Asia and 2017 Labour force survey Central Bureau of Statistics
the Pacific
Netherlands® Europe and 2017 EU-SILC Eurostat
Central Asia
Niger? Africa 2017 Enquéte Nationale sur les Conditions de Vie | NSO - latest data from ILO repository
des Ménages et I'Agriculture
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Norway?
Pakistan
Philippines
Poland?
Portugal®
Republic of Korea
Romania®
Russian
Federation®

Serbia®

Sierra Leone

Slovenia®

Spain®

Sri Lanka

Sweden?®

Switzerland?

Thailand

Tunisia

Turkey

United Kingdom?

United Republic

of Tanzania®

United States

Ukraine®

Uruguay®

Viet Nam?

Europe and
Central Asia

Asia and
the Pacific

Asia and
the Pacific

Europe and
Central Asia

Europe and
Central Asia

Asia and
the Pacific

Europe and
Central Asia

Europe and
Central Asia

Europe and
Central Asia

Africa

Europe and
Central Asia

Europe and
Central Asia

Asia and
the Pacific

Europe and
Central Asia

Europe and
Central Asia

Asia and
the Pacific

Africa
Europe and
Central Asia

Europe and
Central Asia

Africa

Americas

Europe and
Central Asia

Americas

Asia and
the Pacific

2017

2015

2016

2017

2017

2016

2017

2015

2017

2014

2017

2017

2013

2017

2017

2015

2014

2017

2017

2014

2018

2012

2019

2016

EU-SILC

Labour force survey

Labour force survey

EU-SILC

EU-SILC

Korean Labour and Income Panel Study
EU-SILC

Survey of income and participation

in social programmes

EU-SILC

Labour force survey

EU-SILC

EU-SILC

Labour force survey

EU-SILC

EU-SILC

Labour force survey

Tunisia Labour Market Panel Survey

Labour force survey

EU-SILC

Integrated labour force survey

Current Population Survey

Labour force survey

Encuesta Continua de Hogares

Labour and employment survey

Eurostat

Pakistan Bureau of Statistics

Philippine Statistics Authority

Eurostat

Eurostat

Korea Labour Institute

Eurostat

Russian Federal State Statistics Service

Eurostat

Government of Sierra Leone

Eurostat

Eurostat

Department of Census and Statistics,
Sri Lanka

Eurostat

Swiss Federal Statistical Office

National Statistical Office of Thailand;
Government of Thailand

Economic Research Forum;
Institute of National Statistics of Tunisia

Turkish Statistical Institute
Eurostat

National Bureau of Statistics

Bureau of Labor Statistics

State Statistics Service of Ukraine

NSO - latest data from ILO repository or SIALC

General Statistics Office of Viet Nam; Ministry
of Planning and Investment of Viet Nam

EU-SILC: European Union Statistics on Income and Living Conditions. NSO = national statistical office. SIALC = Labour Analysis and Information System
for Latin America and the Caribbean.

Notes:

2 Data sources used to simulate the effect of a minimum wage on income distribution (see PartII, Chapter 11).

® These countries have not been included in the estimation of the Kaitz index because the available information in the data

cannot be used to attribute to wage earners their corresponding minimum wage.
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