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EXECUTIVE SUMMARY
This report examines the links between the
distribution of skills and labour market and income
inequalities between countries, and considers how
these relationships are aﬀected by policy, practice
and other factors. This evidence is used to suggest
possible implications for policy on inequality and
poverty in the UK.

Recent policy in the UK has focused on employment as a key means of lifting
individuals and families with children out of poverty. Yet success in the labour
market is heavily dependent on individual skill: those with lower levels of
education and training are least likely to be able to obtain work; to remain in
a job; or to command suﬃcient earnings to raise their income above the
poverty threshold.
This report conducts a wide-ranging cross-country review of the links
between the distribution of skills and labour market and income inequalities,
and examines how these relationships are aﬀected by policy, practice and other
factors. It uses this evidence to suggest a range of areas where UK policy could
potentially be developed to improve the position of the least skilled within the
labour market and reduce the risk of poverty.
Two approaches are used to examine the links from skills to poverty and
the factors that impact on them. The ﬁrst approach is a broad-brush picture
using internationally comparable data from over 100 countries, but which also
focuses on a group of countries from Europe and North America that are
more comparable with the UK. It considers the impact of some key inﬂuences
including immigration, trade unions, minimum wage policy, unemployment
beneﬁt and spending on cash beneﬁts. In the second approach, ten case study
countries – Denmark, the Netherlands, Belgium, France, Germany, Switzerland,
UK, US, Portugal and Brazil – are examined in greater depth using countryspeciﬁc sources of information. The focus is on exploring why some countries
have higher or lower labour market and income inequalities than might be
expected from the distribution of educational attainment within the workforce.
Some serious caveats should be applied when using these cross-country
comparisons. The observed relationships may arise not because one issue
causes another, but because both are driven in a common way by the inﬂuence
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of another factor. In addition, policies are a response to particular situations
and may lead to a positive association between a policy and the problem it
is trying to address. Therefore conclusions drawn from a cross-section of
countries need not necessarily be applicable to change within a country. In
exploring the implications for the UK, it is therefore important to consider the
degree to which policies are transferable from other countries, particularly
whether they will operate in the same way or have the same consequences
as in their country of origin and whether any associated costs or other
implications are acceptable in the UK.
The focus of this study is on the supply side of the labour market. Elements
of labour demand and the wider economic context, such as productivity
and economic structure, are generally treated as background factors that
are recognised but not assessed for implications for the UK. In addition, the
conclusions tend to be in general areas of policy rather than speciﬁc policy
detail, reﬂecting the fact that the reasons for cross-country diﬀerences
in poverty outcomes tend to arise from variation in rather broad aspects.
Therefore, implications drawn are not a deﬁnitive picture of how poverty in
the UK might be addressed, but suggest areas where certain policies, in the
right context, may be eﬀective in reducing poverty.
In the previous literature, theoretical models have posited that greater
skill inequality in the population is likely to result in greater income inequality.
Individuals with higher skills are more productive and are more likely to
obtain employment, command higher earnings and enjoy a higher level of
income. Therefore a wider distribution of skills should be associated with
greater inequality in earnings and income across countries. The ﬁndings from
previous empirical studies tend to support this theory, but the evidence also
shows that other factors can play an important role in mitigating the impact
of the distribution of education or skills on earnings and income. Factors
previously identiﬁed as important include the level of economic development,
technological change, immigration, trade union density, collective bargaining,
minimum wages, and tax and transfer policies. This wider labour market context
is an important one in assessing the potential impact of skills and employment
policy on poverty and income inequality.
A framework for the analysis focuses on the degree of inequality in four
key statistics: skills, employment, gross earnings and household net income.
The two most important sets of inﬂuences on skills are education (prior to
labour market entry), and adult education and training (undertaken after labour
market entry). In the analysis, no direct measure of skills was available for a
wide range of countries and this was proxied with educational attainment. In
addition to skills, ﬁve other sets of inﬂuences may impact both on the level and
the degree of inequality in employment and earnings: labour market structure,
economy structure, immigration, labour market policies and ﬁscal incentives
to work. Taxes, beneﬁts and the social security system may heavily aﬀect the
link between gross earnings and net income, while demographic factors could
inﬂuence the link between labour market outcomes and the ﬁnal distribution of
net income.
The main ﬁndings from the examination of the cross-country links
between skills, jobs and income using the large set of international data are:
• Income inequality and poverty are closely related and countries with higher
inequality in educational attainment tend to have higher income inequality
and higher poverty. This suggests that reducing inequalities in educational
achievement in the UK could have considerable impact in reducing income
inequality and poverty.

04

An international review of skills, jobs and poverty

• There is no evidence of a strong link between education inequality and
earnings inequality, although countries with higher earnings inequality do
tend to have higher income inequality. Moreover, countries with higher
education inequality tend to have less inequality in the risk of unemployment
and countries with higher inequality in the risk of unemployment tend to
have lower income inequality. This indicates that diﬀerences in earnings may
play a greater role in explaining the link between education inequality and
income inequality and poverty than diﬀerences in the risk of unemployment
across education groups. It suggests that measures focused on enhancing
earnings for the low educated, as well as those aimed at reducing the risk of
unemployment, can be important in reducing income inequality and poverty
in the UK.
• About half of the global relationships between education inequality on
the one hand and income inequality and poverty on the other can be
explained by diﬀerences in country background captured in GDP per capita,
the percentage of residents in urban areas and the dependency rate.
These factors explain much smaller proportions of the global relationship
between income inequality on the one hand and unemployment inequality
and earnings inequality on the other. However, within Europe and North
America, allowing for diﬀerences in these factors across countries makes
little diﬀerence to the correlations or strengthens them.

Some contextual and policy factors have important relationships with the
links between education inequality and labour market and income inequalities.
For countries with similar levels of inequality in educational attainment:
• The proportion of foreign immigrants in the population has mixed
relationships with labour market and income inequalities, showing that
immigration in itself is less important for equality outcomes than the
characteristics of the immigrant population, such as skill levels.
• Within the European and North American group, countries with a higher
proportion of employees in unions tend to have lower earnings inequality,
income inequality and poverty, supporting the view that unions reduce
income inequality and poverty by compressing the earnings distribution.
• Countries with a comprehensive minimum wage policy tend to have
higher labour market and income inequalities. This ﬁnding is surprising, but
could result from a greater likelihood that minimum wage policies will be
implemented in countries that have higher a priori inequality.
• Within Europe and North America, countries with higher unemployment
beneﬁts tend to have lower earnings inequality, income inequality and
poverty. Countries with higher spending on cash beneﬁts do not have any
signiﬁcant diﬀerences in labour market inequalities, but do tend to have
lower income inequality and poverty.

The case studies highlighted some general patterns among the ten countries.
Relative to the degree of educational inequality:
• Denmark, the Netherlands, Belgium, France and Portugal all have poverty
rates several percentage points lower than would be expected.
• Germany, Switzerland and the UK have poverty rates that are slightly higher
than would be expected.
• The US and Brazil have considerably higher poverty than would be
expected.

Executive summary
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In comparison with the nine other case study countries, labour market
outcomes and income are more unequal, and poverty higher, in the UK than
would be expected for the distribution of educational attainment. If the links
between education inequality and labour market outcomes and income were,
on average, the same as in the other case study countries, it is estimated that
poverty would be 1.9 percentage points lower in the UK. Comparison with
the case studies suggests that there are paths between education inequality
and poverty that could place poverty in the UK at around 7 percentage points
lower. Recent work by Haux et al. (2011) suggests that achievement of the
Ambition 2020 skills targets for the UK, set out in the Leitch Review, would
reduce absolute poverty (that based on a ﬁxed poverty line) by 2.2 percentage
points and would reduce relative poverty (capturing changes in average
income) by 1 percentage point. This comparison suggests that although
changes to the level and distribution of skills are important in reducing poverty
in the UK, to have a signiﬁcant impact there would also need to be changes in
wider policies aﬀecting labour market outcomes and income.
The evidence indicates several factors that contribute to the high level
of poverty relative to education inequality in the UK: weaknesses in skills
development for the less educated, the weak position of lone parents and
women in the labour market and the relatively low level of cash beneﬁts. On
the other hand, the evidence also indicates that high labour market ﬂexibility,
high work incentives and the impact of trade unions and the minimum wage
policy on the earnings distribution serve to reduce labour market and income
inequalities and poverty in the UK.
Other countries provide examples of a number of diﬀerent pathways to
lower poverty:
• The pathway in Denmark includes very low employment inequality
associated with the ﬂexicurity model of a ﬂexible labour market and
high work incentives and the ‘Nordic’ model encouraging high female
participation; low earnings inequality associated with strong trade unions
and low part-time work for women; and low poverty relative to the labour
market outcomes associated with generous cash beneﬁts.
• In the Netherlands, the pathway involves low unemployment inequality
associated with high labour market ﬂexibility, high work incentives and a
high degree of part-time work; low earnings inequality associated with
the minimum wage policy; and low poverty relative to the labour market
outcomes associated with generous unemployment beneﬁts.
• The Belgium pathway involves high unemployment inequality associated
with an inﬂexible labour market (due to collective bargaining and strict
employment protection legislation) and high work disincentives (due to
high taxes and unemployment beneﬁt, and weak active labour market
programmes), but very low earnings inequality through strong collective
bargaining and the minimum wage policy.
• Portugal achieves low poverty for its high level of education inequality
through low unemployment inequality associated with labour market
ﬂexibility, a high demand for low-skilled jobs and high female participation;
low earnings inequality associated with low levels of part-time work; and low
poverty relative to labour market outcomes through high cash beneﬁts, high
female earnings and large household size.

The experience of the case study countries suggests several important areas
that explain why other countries achieve lower poverty than the UK, although
the feasibility of transferring lessons from this experience to the UK may be
limited.
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1. Higher levels of skills among the low educated
Two sources of evidence suggest that, in comparison with other countries,
the UK has low work skills among the low educated. First, there is a ‘long
tail’ of very low literacy and work skills in the UK workforce compared
with other countries. Second, the data indicates that diﬀerences in
unemployment risk across education groups and earnings inequality are
higher than would be expected for the degree of education inequality in the
UK. The international experience suggests that work skills among the low
educated in the workforce are enhanced by public support for the ﬁnancing
or organisation of training (including support for a strong market in training);
the provision of lifelong learning and training for the entire workforce
rather than particular groups such as the unemployed; and particular
support for vocational qualiﬁcations and training that is focused on meeting
labour market needs.
The current skills policy in England (Skills for Sustainable Growth: Strategy
Document, BIS, 2011b) attaches considerable importance to the further
development of apprenticeships and vocational qualiﬁcations, and to the
promotion of a strong market in training, as well as providing greater support
for basic literacy and numeracy training. However, training support is focused
on the unemployed or young rather than the entire workforce, and the ability
of the strategy to deliver improvements in training among the low skilled
will depend on the take-up of the schemes, which the evidence suggests
is not certain.
2. A higher minimum wage
The evidence suggests that a higher minimum wage can substantially reduce
earnings inequality. Given that low pay is a key driver of earnings inequality
in the UK, particularly among women in part-time work, this suggests
considerable scope for a higher minimum wage to reduce income inequality
and poverty in the UK. However, there are concerns that a higher minimum
wage could raise inﬂation or have adverse employment eﬀects.
3. Strong trade unions and collective bargaining
Stronger trade unions and greater collective bargaining seem to reduce
inequality in earnings and can also promote employment if ﬂexible and focused
on long-term goals for the workforce. However, the precise policy measures
that could eﬀectively strengthen trade unions to play these roles in the UK are
not clear.
4. Higher unemployment benefits and stronger active labour market policies
High unemployment beneﬁts are associated with lower poverty by protecting
out-of-work income, particularly in combination with strong active labour
market policies that maintain work incentives and employment ﬂexibility.
However, such a ﬂexicurity model can be expensive. Moreover, its success in
other countries has been attributed to the safeguards against work disincentive
eﬀects aﬀorded by long-standing and entrenched acceptance of employers’
rights to hire and ﬁre and the recognition that workers have duties, as well as
rights, based on a strong work ethic.
5. Greater participation of women in employment
Greater participation of women in employment and a higher proportion of
female workers in full-time rather than part-time work is an important element
associated with lower poverty in many countries. This enhanced position of
women in employment is supported by strong public support for childcare and
tax incentives for secondary earners in some countries. Although policy in the
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UK provides some support to parental working, a much stronger approach
would be needed to accomplish the female participation rates achieved
in some other countries, particularly in the level of public support for the
provision of childcare.

6. Higher levels of spending on cash benefits
The international evidence shows that high levels of spending on cash beneﬁts
can substantially reduce poverty, particularly when targeted. However, such
spending levels are expensive and means-tested beneﬁts may create work
disincentives for the low skilled.
Overall, the key ﬁndings about the reasons why other countries achieve lower
poverty than the UK tend to lie in broad aspects of labour market structure
and ﬁscal approach rather than detailed policy. This raises greater challenges
in terms of identifying speciﬁc lessons that can be transferred to the UK, but
provides support for the inclusion of these wider issues in the discussion on
how to reduce poverty further.
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GLOSSARY
Active labour market programme (ALMP)
Social expenditure (other than on education) that is aimed at improving the
beneﬁciary’s prospect of ﬁnding gainful employment or otherwise increasing
their earnings capacity. This includes spending on public employment services
and administration, labour market training and special programmes for youth
and for people who are unemployed or disabled.
Adult lifelong learning
The Eurostat deﬁnition used in this report includes “all learning activity
undertaken throughout life, with the aim of improving knowledge, skills
and competences, within a personal, civic, social, and employment-related
perspectives”.
Employment protection legislation (EPL)
Regulations concerning hiring (e.g. rules favouring disadvantaged groups,
conditions for using temporary or ﬁxed-term contracts, training requirements)
and ﬁring (e.g. redundancy procedures, mandated pre-notiﬁcation periods and
severance payments, special requirements for collective dismissals and shorttime work schemes), including those provided by the private market, labour
legislation, collective bargaining arrangements and court interpretations of
legislative and contractual provisions.
Employment rate
The percentage of working-age adults in employment. The employed
population consists of those people who did any work for pay or proﬁt for at
least 1 hour during the reference week, or were not working but had jobs from
which they were temporarily absent.
Family-friendly policies
Support for working parents, including paid maternity and paternity leave, rights
to request part-time or ﬂexible working and provision and/or subsidisation of
childcare.
Flexicurity
A welfare system that entails a ‘golden triangle’ of (1) ﬂexibility in the labour
market, combined with (2) social security, and (3) an active labour market policy
with rights and obligations for the unemployed. Such a system is intended to
create a labour market with weak job protection (the ‘ﬂexible’ element) and
strong income and employment protection (the ‘security’ element).
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High education
Educational attainment at the tertiary level (ISCED categories 5–6).
Informal sector
The informal sector is broadly characterised by units engaged in
the production of goods or services that operate at a low level of organisation
and on a small scale, with labour relations based mostly on casual employment,
kinship or personal and social relations rather than contractual arrangements
with formal guarantees.
International Standard Classification of Education (ISCED) 1997
The seven standards include: 0 pre-primary education; 1 primary education;
2 lower secondary or second stage of basic education; 3 upper secondary
education; 4 post-secondary non-tertiary education; 5 ﬁrst stage of tertiary
education; and 6 second stage of tertiary education.
Low education
Educational attainment of lower secondary or below (ISCED categories 0–2).
Material deprivation
The Eurostat deﬁnition used in this report is “The percentage of the population
with an enforced lack of at least three out of nine material deprivation items in
the ‘economic strain and durables’ dimension”.
Middle education
Educational attainment of upper secondary or post-secondary non-tertiary
(ISCED categories 3–4).
Part-time work/employment
Two diﬀerent types of deﬁnitions of part-time work are reported. The ﬁrst is
deﬁned according to the worker’s perception of his/her employment situation.
The second is deﬁned on the basis that the usual weekly work hours, or hours
worked in a reference week, are fewer than 35 or 30 (including as little as one
hour per week).
Shadow economy
Economic activity involving underground production (activities concealed for
economic reasons, such as tax evasion), informal production (activities with very
weak organisation, such as occasional work) and illegal activities (production of
goods and services that are prohibited by law).
United Nations Educational, Scientific and Cultural Organisation (UNESCO)
Institute for Statistics (UIS)
Source for cross-nationally comparable statistics on education, science and
technology, culture, and communication for more than 200 countries and
territories.
Unemployment rate
The percentage of the labour force (people employed plus unemployed) who
would like to have a job but do not have one.
Vocational training or education
Education or training that prepares participants for direct entry, without further
training, into speciﬁc occupations.
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1 INTRODUCTION
Recent policy in the UK has focused on employment
as a key means of lifting individuals and families with
children out of poverty. Yet success in the labour
market is heavily dependent on individual skill: those
with lower levels of education and training are least
likely to be able to obtain work; to remain in a job; or
to command suﬃcient earnings to raise their income
above the poverty threshold.

This report conducts a wide-ranging cross-country review of the links
between the distribution of skills and labour market and income inequalities,
and examines how these relationships are aﬀected by policy, practice and other
factors. It uses this evidence to suggest a range of areas where UK policy could
potentially be developed to improve the position of the least skilled within the
labour market and reduce the risk of poverty.
The review begins with a presentation of a broad-brush picture of the links
between the distribution of skills and labour market, and income inequalities
for a wide range of countries. The analysis also focuses on a group of countries
from Europe and North America that are more comparable with the UK and
considers the impact of some key inﬂuences, including immigration, trade
unions, minimum wage policy, unemployment beneﬁt and spending on cash
beneﬁts. Ten case study countries – Denmark, the Netherlands, Belgium,
France, Germany, Switzerland, UK, US, Portugal and Brazil – are then examined
in greater depth, with a focus on exploring why some countries have higher or
lower labour market and income inequalities than might be expected from the
distribution of educational attainment within the workforce. The ﬁnal part of
the review draws out the implications from the case study ﬁndings for policy in
the UK.
The focus of this study is on the supply side of the labour market. Elements
of labour demand and the wider economic context, such as productivity and
economic structure, are generally treated as background factors that are
recognised but not directly assessed for implications for the UK. In addition,
both the examination of the international data and the case studies focus at
quite a high level, identifying key areas that explain the international diversity
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in labour market and income equality outcomes rather than exploring in depth
the issues of detail. The implications drawn are, therefore, not a deﬁnitive
picture of how poverty in the UK might be addressed. Instead, they suggest
areas on the supply side of the labour market where certain policies, in the
right context, may be eﬀective in reducing poverty.
Some serious caveats should be applied when using these cross-country
comparisons. The observed relationships may arise not because one issue
causes another, but because both are driven in a common way by the inﬂuence
of another factor. For example, the level of economic development may
be important for both educational inequality and for income inequality and
may drive similar relative levels in both. In addition, policies are a response to
particular situations and may lead to a positive association between a policy
and the problem it is trying to address. For example, if high targeted cash
beneﬁts are introduced in response to high levels of poverty, countries with
such high beneﬁts may tend to have higher poverty rates. So, conclusions
drawn from a cross-section of countries need not necessarily be applicable
to change within a country. Therefore, in exploring the implications for the
UK, it is important to consider the degree to which policies are transferable
from other countries, particularly whether they will operate in the same way
or have the same consequences as in their country of origin and whether any
associated costs or other implications are acceptable in the UK.
A summary of the existing cross-country evidence on the relationships
between skills, jobs and income is presented in Chapter 2 and a framework of
the key inﬂuences is described in Chapter 3. The analysis of the international
data and the case studies are presented in Chapters 4 and 5.
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2 PREVIOUS
LITERATURE
This chapter presents a summary of the crosscountry research on the links between skills inequality,
labour market inequality, income inequality and
poverty.

The scope of this summary is restricted to evidence derived from international
comparisons rather than within-country studies on the relationships. A
complementary review of the evidence from within-country research, with
a particular focus on the UK, can be found in Taylor et al. (2011).
Most theoretical models posit that greater skill inequality in the population is
likely to result in greater income inequality (Rodriguez-Pose and Tselios, 2009).
Individuals with higher skills are more productive and are more likely to obtain
employment, command higher earnings and enjoy a higher level of income.
Therefore, a wider distribution of skills should be associated with greater
inequality in earnings and income. In practice, however, the dispersion of
income in any country will depend not only on the distribution of skills, but also
on a wide range of other market, institutional, demographic and policy forces.
In addition, while greater income inequality tends to be associated with higher
levels of poverty, the relationship is not well established, either theoretically or
empirically (Fosu, 2010).
Several studies have identiﬁed a positive relationship between educational
or skills inequality and earnings or income inequality across developed
countries. Nickell (2004) ﬁnds that variation in skills dispersion explains around
70 per cent of the variation in pay dispersion across 15 countries in the
Organisation for Economic Co-operation and Development (OECD) in the
1990s. In a comparison of 30 nations from the Luxembourg Income Study,
Smeeding (2005) identiﬁes the large number of low-skilled workers as a major
reason for the high level of income inequality in the US. Rodriguez-Pose and
Tselios (2009) report a positive and robust relationship between educational
inequality and income inequality across regions in the European Union. In their
literature review, Machin and McNally (2006) report evidence that education
has a strong inﬂuence on the probability of employment and higher wages. On
the other hand, Devroye and Freeman (2002) reject the claim that inequality

13

of skills explains much of the variation in earnings inequality between the US,
Sweden, Germany and Holland in their study using the International Literacy
Survey. Older research on developing countries also suggests an ambiguous
picture: some studies ﬁnd that earnings inequality rises with educational
inequality (Chiswick, 1971, Adelman and Morris, 1973, Ahluwalia, 1976, Marin
and Psacharopoulos, 1976, Winegarden, 1979), while others conclude that
schooling inequality has no statistically signiﬁcant eﬀect on income inequality
(Ram, 1984, 1989). In a more recent analysis of 49 developed and developing
countries, Gregorio and Lee (2002) conclude that a more equal distribution of
education plays a signiﬁcant role in making income distributions more equal.
Other inﬂuences on cross-country variation in earnings and income
inequality have been analysed in a wide range of research (see the review in
Perugini and Pompei, 2009). While most of these studies would not deny the
importance of skill dispersion, some have concluded that other explanations
may be more important or can explain residual diﬀerences in income inequality.
These can be summarised in four main areas.
First, general economic and market conditions can inﬂuence the
productivity of and returns to diﬀerent skills. In particular, the degree of
economic development can be critical to the value and earnings premium of
particular types of skills (for example, see Kuznets, 1955, Robinson, 1976).
More recently, skill-biased technological change (SBTC) has been extensively
analysed as increasing the returns to skill and driving up earnings inequality
during the 1980s and 1990s (Machin and Van Reenen, 1998, Berman et al.,
1998). Nickell (2004), argues that the unusually long tail in the skills distribution
at the lower end in the UK (meaning a particularly large number of very lowskill individuals) has exacerbated the decline in the unskilled labour market
when labour demand shifted towards higher skills. Goos and Manning (2007)
argue that the UK has experienced a pattern of job polarisation in the UK since
1975, explained by a ‘routinization’ version of SBTC with rising employment
shares in the highest and lowest wage occupations. However, there has been
considerable debate over the impact of SBTC on wage inequality in the US,
with some research supporting its importance (for example, Goldin and Katz,
2007, Autor et al., 2008), while other studies argue that there is little evidence
SBTC has been inﬂuential (for example, Card and DiNardo, 2002, Lemieux,
2006). Some researchers have argued that the potential increase in inequality
has been mitigated in some countries by a rise in the supply of skills in
response to the higher returns (Gottschalk and Joyce, 1998, Acemoglu, 2003,
Perugini and Pompei, 2009).
It has also been argued that labour supply can be inﬂuenced by the
immigration of workers, which can put downward pressure on the earnings
of less skilled workers and increase earnings inequality. Taking this further,
increasing globalisation of trade has been argued to have widened the wage
distribution at the top end (Smeeding, 2005). However, the evidence on
the role of immigration has been mixed: Borjas et al. (1997) conclude that
immigration had a marked adverse impact on the economic status of the
least skilled US workers, but Smeeding (2005) found that immigration does
not explain cross-country diﬀerences in income inequality. The degree of
labour market participation can also inﬂuence earnings and income inequality:
greater labour market participation can raise the supply of certain types of
skills, inﬂuencing the returns to those skills and earnings inequality. It can also
inﬂuence income inequality through the number of earnings sources within
households. Higher female participation is associated with lower income
inequality across European regions (Rodriguez-Pose and Tselios, 2009), while
the prevalence of workless households is correlated with higher poverty across
OECD nations (Nickell, 2004).
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Second, labour market institutions and policy can play an important
role in compressing wages and earnings. Research in this area has found that
trade union density and coverage, collective bargaining and the penetration of
minimum wages are important in determining the level of earnings inequality
across developed countries (Gottschalk and Smeeding, 1997, Blau and Kahn,
1996, Nickell, 2004, Card et al., 2004, Lee, 1999, Card and DiNardo, 2002).
Indeed, Blau and Kahn (2001) go as far as to suggest that labour market
institutions are more important than diﬀerences in educational attainment
in explaining earnings inequality. However, Nickell (2004) concludes that the
minimum wage has no signiﬁcant relationship with pay dispersions in his study
of 15 OECD countries.
Demographic and household compositions constitute a third set of
inﬂuences on the income distribution through their impact on how earnings
dispersion translates into income inequality. However, the evidence suggests
that these are not important factors in explaining variations in income
inequality across countries (Rainwater and Smeeding, 2003; Smeeding, 2005).
Finally, the ﬁscal and social security system is a critical factor in the
relationship between earnings inequality and income inequality. In comparing
developed countries, much of the higher income inequality in the US has
been attributed to the very small social transfer programmes (Gottschalk and
Smeeding, 1997; Smeeding, 2005), while tax and transfer policies have been
identiﬁed as important in reducing poverty in OECD countries (Nickell, 2004,
Nolan and Smeeding, 2005). In their analysis of both developed and developing
countries, Gregorio and Lee (2002) also ﬁnd that higher government social
expenditure contributes to a more equal distribution of income.
In summary, previous research tends to support the theory of a link
between educational or skills inequality and earnings or income inequality
across countries, although a few studies have not identiﬁed a statistically
signiﬁcant association. The evidence also shows that other factors can play
an important role in mitigating the impact of the distribution of education or
skills on earnings and income, These factors include the level of economic
development, technological change, immigration, trade union density, collective
bargaining, minimum wages, and tax and transfer policies. However, the exact
balance between these factors has not been established.

Previous literature
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3 THE FRAMEWORK
This chapter presents a brief framework of the key
statistics, contextual factors and policy areas used to
examine the links between skills, the labour market,
income and poverty.

This framework provides the background to explain why these elements may
be important in inﬂuencing income and poverty outcomes. A further account
of theories relating to skills, employment, income and poverty can be found in
the report by Taylor et al. (2011).
The analysis focuses on the degree of inequality in four key statistics:
•
•
•
•

skills
employment and unemployment
individual gross earnings
household net income

According to economic theory, greater variation in skill levels within a
population are likely to be associated with greater variation in labour market
outcomes which, in turn, drive higher levels of income inequality and poverty.
However, a broad range of contextual factors and policy interventions may
impact on these links, as illustrated in Figure 1. It should be noted that while
skills, employment and earnings relate to the individual, income and poverty are
concepts that relate to the household. So, diﬀerences in inequality between the
labour market outcomes and the income measures also reﬂect the eﬀects of
the pooling of resources within households.
The two most important sets of inﬂuences on skills are education (prior
to labour market entry) and adult education and training (undertaken after
labour market entry). Five sets of inﬂuences (labour market structure, economy
structure, immigration, labour market policies and ﬁscal incentives to work) may
impact not only on the level of employment and earnings within an economy,
but also on the degree of dispersion and the relative position of those with the
lowest skills. The taxes and beneﬁts in the ﬁscal incentives to work also aﬀect
the link between gross earnings and net income, while demographic factors
and the social security system heavily inﬂuence the link between labour market
outcomes and the ﬁnal distribution of net income. The more closely policyrelated inﬂuences are the labour market policies, ﬁscal incentives to work and
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social security. Many of the contextual factors can also be aﬀected by policy,
but inﬂuence over labour market outcomes and income is much less direct.
The ﬁgure does not include two additional links. First, the accumulation
of employment experience can have an important eﬀect on skill levels that
may create a vicious cycle of disadvantage should the skills deﬁcit of the least
educated be exacerbated through a failure to accumulate as much work
experience as the more qualiﬁed. Second, household composition and social
security will have labour supply incentives and feed into employment choices.
However, these links are secondary in nature and are not directly analysed.
One important element not captured in the ﬁgure is the cross-cutting
issue of diversity within the population, and whether certain groups with
identiﬁable characteristics face consistent advantages or disadvantages in
terms of acquiring skills and good labour market outcomes. Such groups may
be identiﬁed by gender, ethnicity or family resources (such as a class system).
The relative size of a disadvantaged group and the size of the disadvantage will
impact on the magnitude of the dispersion of outcomes, in some cases making
discrete bad outcomes, such as poverty, more likely. For example, a small
ethnic minority that performs particularly badly in the education system and
in the labour market may create a distinctive group in poverty. Identiﬁcation
of vulnerable groups is useful, either to speciﬁcally target policy towards that
group or to address a particular set of problems that may aﬄict the group.

Figure 1: Framework of key statistics, contextual background and policy
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• Vocational orientation

Skills
(Individuals)

Labour market structure
• Trade unions/collective
• bargaining
• Shadow economy
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• Active labour market
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4 CROSS-COUNTRY
ANALYSIS OF THE
LINKS BETWEEN
SKILLS, JOBS AND
INCOME
This chapter presents a broad-brush picture of the
links between the distribution of skills and labour
market and income inequalities for a broad range of
countries.

This analysis considers a broad global perspective using information on
countries from all regions of the world, and also focuses on a group of
countries from Europe and North America that are more comparable with the
UK. It examines the impact of some key inﬂuences including immigration, trade
unions, minimum wage policy, unemployment beneﬁt and spending on cash
beneﬁts. Further details on the description of the measures, the derivation
of the variables and the data sources used in this chapter are provided in
Appendix A.

Cross-country measures of inequality in educational
attainment, unemployment, earnings and income
Information on educational attainment, labour market outcomes and income
for 101 countries from all global regions was drawn from a broad range of data
sources. Complete data was not available for every country, but countries were
included in the analysis whenever there was suﬃcient information. Most of the
data is for 2007, selected as the most recent year with available statistics and
as before the recent ﬁnancial crisis and recession. Although the recession may
impact on workers of various skill levels in diverse ways (and each recession
may have diﬀerent eﬀects), there is no reason to believe that the basic
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relationships driving inequality in the labour market and in income identiﬁed
here will be aﬀected by the recession in the longer term.
The best measure of skill would capture all accumulated human capital
from formal education, training and work experience and ideally would be
formalised in a qualiﬁcation, but such a measure was not available for a broad
range of countries. A measure of skill inequality was derived from data on
the proportions of the population aged 25 and older in seven educational
attainment categories (i.e. no schooling, incomplete primary, primary, lower
secondary, upper secondary, post-secondary non-tertiary and tertiary). A
Theil inequality index was used to capture the degree of education inequality
reﬂected in these proportions. This measure takes a value of zero for complete
equality and a maximum value of 100 per cent for complete inequality. The
seven education categories can also be aggregated into the three categories
of low (lower secondary or below), middle (upper secondary or post-secondary
non-tertiary) and high (tertiary) education typically used to categorise
employment outcomes.
The level and inequality of educational attainment are closely related:
countries with high levels of educational attainment tend to have less
education inequality (see Figure 2). Although the attainment level is generally
highest for European and North American countries and lowest for African
countries, the relationship between level and inequality holds within each of
the ﬁve country groups shown in Figure 2. The UK lies towards the higher end
for average education level and the lower end for educational inequality.
Inequality in employment opportunities is captured as the variation in the
unemployment rate across the three education levels described above as low,
middle and high. A Theil inequality index of these rates captures the overall
inequality in the likelihood of unemployment by taking into account both the
absolute diﬀerences in the rates across education groups and the proportions
within each education level. For example, one country may have higher
inequality than another with identical education proportions, if the diﬀerences
in unemployment rates across education groups are greater; or a country
may have lower inequality than another with the same unemployment rates
across education groups, if the workforce tends to be concentrated in a single
education group.

Figure 2: Education inequality by average educational attainment
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It was diﬃcult to obtain internationally comparable measures of the
dispersion in individual gross earnings and two non-compatible measures had
to be used. For the European and North America country group, the 90/10
earnings decile ratio was used which captures the diﬀerence between the
90th highest earner and the 10th lowest earner. For the Latin American and
Caribbean country group, a Gini coeﬃcient for monthly labour income was
used, which captures the degree of inequality between all earners. Measures
of earnings inequality were not available for other country groups and earnings
inequality could only be analysed separately for these two country groups.
Summary ﬁgures for unemployment and earnings inequality did not exhibit
any notable patterns and are not presented.
The main measure used for income inequality is the Gini coeﬃcient,
which captures the degree of inequality across the entire income distribution.
The income measure is net (i.e. after all taxes are paid and beneﬁts received)
and per person using equivalence scales. It is important to note that while
the education and labour market inequality measures are only for the adult
and working-age populations, respectively, the income inequality measure
covers the entire population, including children and retired adults. So, the
income measure may capture inequalities across the age groups or within
the youngest and oldest groups that are not reﬂected in the education and
labour market measures. Also, while skills, employment and earnings relate to
the individual, income and poverty are concepts that relate to a household.
Diﬀerences in inequality between the labour market outcomes and the
income measures may also reﬂect the eﬀects of the pooling of resources
within households.
In addition to this income inequality measure, the analysis also considered
the poverty rate – deﬁned as the percentage of individuals with income below
50 per cent of median income. However, the poverty rate was only available
for a considerably smaller number of countries than income inequality, with
some bias in the selection. In the case of the Europe and North America group,
the countries without a poverty measure tended to be those with the lowest
income level (see note to Figure 5), although this did have the advantage of
narrowing the sample to a group more comparable to the UK. In most cases,
both measures generated the same conclusions, but in a few cases the results
diﬀered because of the narrower selection of countries with a poverty rate.
Therefore, the analysis is presented primarily for income inequality, which has
the broader sample, but key insights are also presented for the poverty rate.
Figures 3 and 4 plot income inequality and the poverty rate against GDP
per capita. Richer countries tend to have lower inequality and poverty, both
across all the countries and within the country groups. The relationship appears
stronger for the poverty rate than for income inequality, but this is the result of
missing poverty rates among a speciﬁc groups of countries (particularly in the
Asia and Paciﬁc group) that have low GDP per capita and low income inequality.
The UK has a relatively high level of GDP per capita, but income inequality and
poverty are slightly higher than might be expected for this level of GDP.
Income inequality and the poverty rate are closely related (see Figure 5),
both within the country groups, as well as across all the countries. This strong
relationship explains why, when a common group of countries is used, income
inequality and poverty tend to have similar relationships with other factors in
the analysis presented below. Poverty in the UK is quite low compared with
other countries with similar income inequality.
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Figure 3: Income inequality by GDP per capita
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Figure 4: Poverty rate by GDP per capita
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Figure 5: Poverty rate by income inequality
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Links in inequalities in educational attainment,
unemployment, earnings and income
This section presents the statistical relationships between the inequality
measures, highlighting potential links between them. However, this data cannot
identify any direction of causation between the factors and does not provide
evidence on the reasons for these links.
The link between education inequality and income inequality is initially
broken down into the two steps presented in Figure 1: the ﬁrst from education
inequality to labour market inequality and the second from labour market
inequality to income inequality. Figure 6 presents these links for unemployment
inequality, with the top row showing the ﬁrst step from education to
unemployment (with unemployment as the dependent factor) and the
bottom row showing the second step from unemployment to income (with
unemployment now as the independent factor). Similarly, Figure 7 presents the
two steps for earnings inequality, with the top row showing the ﬁrst step from
education to earnings (with earnings as the dependent factor) and the bottom
row showing the second step from earnings to income (with earnings now
as the independent factor). These two steps are then combined as the single,
overall link between education inequality and income inequality, presented in
Figure 8.
In Figures 6 to 8, the right-hand diagrams focus on countries in Europe and
North America. In Figures 6 and 8, the left-hand diagrams present the direct
comparisons for all countries, highlighting whether the links observed within
the Europe and North America group are also present globally. However, the
left-hand diagrams for the links with earnings inequality in Figure 7 are only
for the Latin American and Caribbean group and, for reasons explained above,
use a diﬀerent earnings inequality measure from that used for the Europe
and North American group. Although this comparison is not global and the
earnings measure not directly comparable, the Latin American and Caribbean
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group comparison is useful to show whether the type of links observed for the
Europe and North America group is unique to that region.
Somewhat surprisingly, the trend lines in the top graphs in Figure 6 show
that countries with higher inequality in educational tend to have lower inequality
in unemployment. The slightly steeper line for the Europe and North American
group shows that the relationship is stronger within this group than across
all countries. Again, somewhat unexpectedly, the graphs in the bottom row
show that countries with higher inequality in unemployment tend to have
lower inequality in income, but this time the relationship is stronger globally
rather than within the Europe and North America group. Taken together, the
two negative (downward-sloping) associations suggest a positive relationship
between education inequality and income inequality. However, given the lack of
obvious explanations for the counter-intuitive downward-sloping relationships,
this suggests that the link is not driven by inequities in employment
opportunities.

Figure 6: Education, unemployment and income inequalities
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Latin America and Caribbean
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Figure 7: Education, earnings and income inequalities
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Figure 7 presents analogous graphs for the links between education, earnings
and income inequalities, except that the left-hand and right-hand graphs are
not directly comparable because they use diﬀerent measures of earnings
inequality (a Gini coeﬃcient for monthly labour income for the Latin American
and Caribbean countries on the left and the 90/10 earnings deciles for the
European and North American countries on the right).
Countries with higher educational inequality tend to have higher earnings
inequality, although the fairly ﬂat slopes in the graphs in the top row of Figure
7 and the wide dispersion of points around them suggest that this link is not
strong in either of the two country groups. In contrast, the graphs in the
bottom row show a very strong link between earnings inequality and income
inequality: countries with higher earnings inequality are very likely to have
higher income inequality. This link occurs in spite of the fact that earnings are
measured on an individual basis while income is measured on a household
basis. Overall, this suggests that earnings dispersion is an important factor
driving income inequality, but also indicates that factors other than inequalities
in education are important in driving earnings inequality.
The overall links between education inequality and income inequality are
presented in Figure 8, together with the relationships between education
inequality and poverty. As in the previous ﬁgures, the left-hand graphs show
the links for all countries, while the right-hand graphs present comparable
graphs focusing on European and North America countries. These graphs
contain consistent ranges of values (creating some empty spaces in the graphs)
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so that the slopes can be compared across graphs and allow the position of the
European and North American countries within the global context to be seen.
Countries with higher education inequality tend to have higher income
inequality. Comparing the slopes in the top row of graphs in Figure 8 suggests
that the link between education and income inequality is similar for all countries
and for the Europe and North America country group. The lower row of
graphs suggests that there is an even stronger relationship between education
inequality and poverty than with income inequality for all countries, but that the
link with poverty is weaker than that with income inequality within the Europe
and North America group. Consequently, the positive association between
education inequality and poverty is much stronger for all countries than within
the European and North American countries. However, this inference should
be treated with caution because the poverty measure contains a diﬀerent
sample of countries from the income inequality measure. Most notably,
the omission of the six countries with the highest education inequality and
relatively low income inequality from the all-countries poverty graph could
explain the steeper slope for poverty in the global context. This is explored
further below.
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Figure 8: Education and income inequalities
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Given the small number of countries used in some of these ﬁgures, it
is useful to test statistically whether the upward (positive) and downward
(negative) slopes observed in the ﬁgures are likely to be representative of the
relationship among all countries. Table 1 presents the results from these tests,
with the ‘no controls’ columns showing the regression coeﬃcient (gradient) of
each slope, and the stars indicating the cases where there is a high degree of
conﬁdence that the true relationships have the observed positive or negative
slope. It is also useful to test statistically whether the relationships might be
entirely or partly explained by third factors that drive both inequalities in
a ﬁgure. Table 1 presents the results from such tests in the ‘with controls’
columns, which show the regression coeﬃcient (with stars again indicating the
cases where there is a high degree of conﬁdence that the true relationships
have the observed positive or negative slopes) with allowance that three
background factors may be contributing to the link. These three factors are
GDP per capita, the urbanisation rate and the dependency rate (the ratio
of those younger than 15 years or older than 64 years to the workingage population). The diﬀerence in the magnitude between the ‘no controls’
coeﬃcient and the ‘with controls’ coeﬃcient shows the extent to which the
background factors may contribute to the observed link. It should be noted that
the large coeﬃcients (4.356 and 5.203) in the regression of income inequality
on earnings inequality for Europe and North America in the middle panel
reﬂect the use of a diﬀerent type of inequality measure (the 90/10 earnings
decile ratio) from those used in the remainder of the table (Theil indexes or
Gini coeﬃcients) rather than a stronger relationship.

Table 1: Regression results for education, unemployment, earnings and income
inequalities
Regression coeﬃcient
(No. of countries in
regression)
Regression of unemployment
inequality on education
inequality
Regression of income inequality
on unemployment inequality

Regression of earnings
inequality on education
inequality
Regression of income inequality
on earnings inequality

Regression of income inequality
on education inequality
Regression of income inequality
on education inequality using
poverty sample
Regression of poverty on
education inequality

All countries
No controls
With
controls
−0.258**
−0.360**
(69)
(65)

Europe and N. America
No controls
With
controls
−0.716***
−0.622**
(34)
(34)

−0.371**
−0.269**
(57)
(57)
Latin America
and Caribbean
No controls
With
controls
0.159
−0.722
(17)
(17)

−0.195
−0.335***
(34)
(34)
Europe and N. America

0.772***
0.661***
(17)
(17)
All countries
No controls
With
controls
0.468***
0.279***
(89)
(88)
0.969***
0.455***
(54)
(54)
0.570***
(55)

0.218*
(54)

No controls
0.018
(21)

With
controls
0.031
(21)

4.356***
5.203***
(21)
(21)
Europe and N. America
No controls
With
controls
0.372**
0.345**
(41)
(41)
0.206
0.188
(33)
(33)
0.113
(33)

0.100
(33)

Notes: Coeﬃcients are statistically signiﬁcantly diﬀerent from zero at 1% (***), 5% (**) and 10% (*) levels. Background
controls include GDP per capita, percentage of residents in urban areas and dependency rate.
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Most of the slopes presented in the ﬁgures are statistically signiﬁcant: that is,
there is a high degree of conﬁdence that the link has the observed positive
or negative relationship. The main exception is the lack of any statistically
signiﬁcant relationships between education inequality and earning inequality
within both country groups. This could be explained by the very small number
of countries with an earnings inequality measure, but this is unlikely given that
the gradient in the ﬁgure (coeﬃcients in the regressions) are small and that the
sample size is not so small as to preclude a statistically signiﬁcant relationship
between earnings inequality and income inequality. There is also a lack of any
statistically signiﬁcant relationship between poverty and education inequality
for the Europe and North American group, but the regression of income
inequality on education inequality using the poverty sample of countries
suggests that this is because the poverty sample contains a smaller and less
broad group of countries than those used in the income inequality analysis. As
described above, the countries without a poverty measure in this group tended
to be those with the lowest income level.
In most cases, the allowance for other factors suggests weaker links
between the inequalities, with smaller coeﬃcients when the regressions
include controls. Most notable is the substantially weaker relationship between
education inequality and both income inequality and poverty for all countries.
This suggests that background factors may drive both education inequality and
income inequality and poverty. Indeed, about half of the global relationships
between education inequality and income inequality and poverty can be
explained by diﬀerences in the country background variables. These factors
explain much smaller proportions of the global relationship between income
inequality, unemployment inequality and earnings inequality. However, the
statistical analyses for the relationships within Europe and North America
show that allowing for diﬀerences in these factors across countries makes little
diﬀerence to the correlations or strengthens them, suggesting that to some
extent the inﬂuence of the other factors had been masking the relationships.
Overall, with the exception of the link between education inequality and
earnings inequality (and the link between education inequality and poverty
most likely due to the restricted sample), the relationships observed in Figures
6 to 8 are statistically signiﬁcant and are not explained by related variation in
the broad background factors considered here.

Contextual factors and policy
This section considers the role of a number of contextual and policy factors
on the links between education inequality and labour market and income
inequalities. The choice of factors was primarily determined by the availability of
appropriate measures for the broad range of countries considered here. They
include the proportion of foreign immigrants in the country (as a proxy for the
role of immigrant labour); the percentage of workers who are in trade unions;
minimum wage policy; the level of unemployment beneﬁt and the proportion
of GDP spent on cash beneﬁts. Data for the latter two factors was only
available for the Europe and North America group and these factors could not
be analysed for the all-countries sample.
These factors may impact on the level of unemployment, earnings and
income inequality, independent of the level of educational inequality. In
Figures 6 to 8, a particular context or policy may shift the trend line up or
down. As this would require substantial space to illustrate graphically for
each case, Table 2 presents a summary of the patterns using the coeﬃcients
estimated for each factor when included in the key regressions presented in
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Table 1. Only statistically signiﬁcant coeﬃcients are presented to highlight the
cases where the factors are important. The positive coeﬃcients indicate factors
that are associated with higher unemployment, earnings or income inequality,
controlling for the level of education inequality, while the negative coeﬃcients
indicate factors associated with lower inequalities. For example, the 3.465
coeﬃcient in the third row indicates that countries with a comprehensive
minimum wage policy have higher unemployment inequality than countries
with commensurate education inequality but without such a policy. The
−0.345 coeﬃcient in the fourth row indicates that countries with higher
levels of unemployment beneﬁt tend to have lower unemployment inequality
than countries with commensurate education inequality but lower levels of
unemployment beneﬁt. As in Table 1, coeﬃcients for regressions with controls
for background factors are also presented to consider whether the importance
of the contextual factors or policy may be entirely, or partly, explained by their
relationship to the background factors.

Proportion of foreign immigrants
The proportion of foreign immigrants in the population has important
associations with labour market and income inequalities, but not in a consistent
manner across the country groups (see Table 2). Within the Europe and North
American group, countries with higher levels of foreign immigrants tend to
have lower levels of unemployment inequality, but higher levels of income
inequality once controls for the background factors are included. Within the
Latin America and Caribbean group, countries with higher levels of foreign
immigrants tend to have lower earnings inequality. The inconsistency of the
links may not be surprising as the eﬀects of immigration on labour market
inequality will depend upon the skill composition of the foreign immigrant
workforce, while the eﬀects on income inequality will also be inﬂuenced by
the characteristics of the non-workforce dependent element of the foreign
immigrant population.

Unionisation rate
Across all countries, and within the Europe and North America group, countries
with a higher proportion of employees in trade unions tend to have lower
levels of unemployment inequality. However, allowance for the background
factors suggests that this may be driven by related other inﬂuences rather than
a direct causation. Within the Europe and North America group, however,
higher unionisation rates are associated with lower earnings inequality, income
inequality and poverty, even allowing for the background factors. Indeed, there
is a strong association between unionisation and lower poverty even for the
poverty sample of European and North American countries, which are more
closely related in terms of income level. The estimates indicate that a higher
unionisation rate of 10 percentage points is associated with lower poverty
of almost 1 percentage point. This supports the view that a higher degree of
unionisation is associated with lower income inequality and poverty because
unions compress the earnings distribution.

Minimum wage policy
The impacts of minimum wages on employment and wages have been
much analysed and debated, both theoretically and empirically (Neumark and
Wascher, 2008). In the most basic theory, an eﬀective minimum wage policy
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Table 2: Inequalities and labour market factors
Regression of unemployment
All countries
inequality on education inequality No controls
With
Coeﬃcient for:
controls
Proportion of foreign immigrants

Europe and N. America
No controls

With
controls

not sig.

not sig.

−0.574**

−0.615*

Unionisation rate

−0.131**

not sig.

−0.142*

not sig.

Comprehensive
minimum wage

3.465*

3.456*

5.889**

not sig.

Unemployment beneﬁt rate

n/a

n/a

−0.345**

not sig.

Cash beneﬁts as % of GDP

n/a

n/a

not sig.

not sig.

Regression of earnings inequality
Latin America
on education inequality
and Caribbean
Coeﬃcient for:
No controls
With
controls
Proportion of foreign immigrants

Europe and N. America
No controls

With
controls

−1.334**

−1.239*

not sig.

not sig.

Unionisation rate

not sig.

not sig.

−0.017***

−0.013*

Comprehensive minimum wage

not sig.

not sig.

0.728**

not sig.

Unemployment beneﬁt rate

n/a

n/a

−0.042**

−0.032*

Cash beneﬁts as % of GDP

n/a

n/a

not sig.

not sig.

Regression of income inequality
on education inequality
Coeﬃcient for:

All countries
No controls

With
controls

Europe and N. America
No controls

With
controls

Proportion of foreign immigrants

not sig.

not sig.

not sig.

0.422*

Unionisation rate

not sig.

not sig.

−0.085**

−0.088**

Comprehensive minimum wage

4.150**

not sig.

3.348**

not sig.

Unemployment beneﬁt rate

n/a

n/a

−0.208***

−0.186**

Cash beneﬁts as % of GDP

n/a

n/a

−0.704***

−0.709***

Regression of poverty on
education inequality
Coeﬃcient for:

All countries

Proportion of foreign immigrants
Unionisation rate

No controls
not sig.

With
controls

Europe and N. America
No controls

With
controls

not sig.

not sig.

not sig.

not sig.

−0.061*

−0.072**

−0.085**

4.292***

3.256***

not sig.

not sig.

Unemployment beneﬁt rate

n/a

n/a

−0.177***

−0.163**

Cash beneﬁts as % of GDP

n/a

n/a

−0.486***

−0.541***

Comprehensive minimum wage

Notes: Correlations are statistically signiﬁcantly diﬀerent from zero at 1% (***), 5% (**) and 10% (*) levels. Each regression was run separately for each of the ﬁve factors. Background controls include gross domestic product (GDP)
per capita, percentage of residents in urban areas and dependency rate.

may have a negative impact on the employment of the low skilled, but a
positive impact on the earnings of low-skilled workers. So, minimum
wages may be expected to increase inequalities in employment, but reduce
earnings inequality.
In general, countries with a comprehensive minimum wage policy (deﬁned
as legal coverage for almost the entire working population with a few
subgroups excepted) tend to have higher levels of labour market and income
inequality. Across all countries, the policy is associated with higher inequality in
unemployment and higher poverty of around 3–4 percentage points. Within
the Europe and North American group, the relationship is not statistically
signiﬁcant once allowance is made for diﬀerences in the background factors
including GDP. Similar analysis using the level of the minimum wage (as a
percentage of per capita GDP) did not ﬁnd any statistically signiﬁcant links.
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The positive association between the minimum wage and labour market
and income inequalities may be surprising, but could be driven by a tendency
for minimum wage policies to be implemented in countries with greater a priori
levels of inequality. This explanation would be consistent with within-country
evidence that suggests that minimum wages tend to reduce earnings and
income inequality, such as that presented in some case studies in Chapter 5.
The possibility that the introduction of minimum wage policies may depend
upon political and economic conditions has been recognised (Besley and
Case, 1995), but the idea that high earnings and income inequalities may
make the implementation of minimum wage policies more likely has not
been directly tested.

Unemployment beneﬁt rate
The unemployment beneﬁt rate measure used here is the ratio between
household income in an initial phase of unemployment and in work (the
‘replacement rate’) for a ‘poor’ family (that is, a married couple with two children
and one earner on 67 per cent of average wages). This is only available for
the Europe and North American group of countries. Similar analysis, using the
beneﬁt level for single individuals on average earnings, did not generate any
statistically signiﬁcant results.
Countries with a higher unemployment beneﬁt rate tend to have lower
unemployment inequality, but this link disappears when allowance is made
for the background factors. They also tend to have lower earnings inequality
even with allowance for background factors, which may be because higher
unemployment beneﬁts reduce the incentive for potentially low earners to be
in work. Most notably, countries with higher beneﬁt rates for the unemployed
tend to have lower income inequality and poverty, suggesting that they are
important in raising the lower tail of the income distribution. Indeed, the
estimates indicate that a higher replacement rate of 10 percentage points is
associated with lower poverty of roughly 1.6 percentage points.

Expenditure on cash beneﬁts
Expenditure on cash beneﬁts includes all spending for in-work and out-ofwork beneﬁts and for all contingencies, such as unemployed people, families,
disabled people and pensioners. Typically, this spending is targeted towards
those at the lower end of the income distribution, either by contingency-based
targeting (such as disability or sickness) or by means testing. So, a higher level
of spending would be expected to be associated with lower income inequality
and poverty.
Unsurprisingly, expenditure on cash beneﬁts (measured as a proportion of
GDP) does not have any links with labour market outcomes, but countries with
higher spending on cash beneﬁts tend to have lower income inequality and
poverty. For example, the estimated relationship suggests that France spending
17 per cent of GDP on cash beneﬁts, compared with the UK’s 11 per cent
would explain a lower poverty rate of 3 percentage points in France.

Summary
The chapter has presented a broad-brush picture of the links between the
distribution of skills and labour market and income inequalities for a wide range
of countries. Some important caveats should be applied when using this type
of cross-country comparisons, most notably that the observed relationships
may arise not because one issue causes another but because both are driven
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in a common way by the inﬂuence of another factor. For example, the level of
economic development may directly inﬂuence both the degree of educational
inequality and the extent of income inequality. Therefore, conclusions drawn
from a cross-section of countries need not necessarily be applicable to change
within a country.
The examination of a broad range of countries shows that income
inequality and poverty are closely related and that countries with higher
inequality in educational attainment tend to have higher income inequality
and higher poverty. This suggests that reducing inequalities in educational
achievement in the UK could have considerable impact in reducing income
inequality and poverty.
It might be expected that countries with higher levels of education
inequality would tend to have a greater dispersion in earnings and greater
diﬀerences in the risk of unemployment across education groups, with
these greater labour market inequalities feeding through to higher income
inequality and poverty. However, the evidence does not entirely support
these expectations:
• There is no evidence of a strong link between education inequality and
earnings inequality, although countries with higher earnings inequality do
tend to have higher income inequality.
• Countries with higher education inequality tend to have less inequality in
the risk of unemployment; countries with higher inequality in the risk of
unemployment tend to have lower income inequality.

This indicates that diﬀerences in earnings may play a greater role in explaining
the link between education inequality, and income inequality and poverty
than diﬀerences in the risk of unemployment across education groups.
However, policy in the UK has focused heavily on employment or individual/
family income rather than on earnings, with the introduction of the National
Minimum Wage in 1999, the only major initiative directly aimed at pay
(McKnight, 2009). This may partly reﬂect a priority to reduce poverty and the
social exclusion associated with worklessness rather than income inequality in
itself. It may also partly reﬂect a feeling that measures directly addressing the
earnings distribution are too costly or carry signiﬁcant drawbacks. The analysis
presented here indicates that measures focused on enhancing earnings for the
low educated, as well as those aimed at reducing the risk of unemployment can
be important in reducing income inequality and poverty in the UK.
These relationships can be seen both globally and within countries in
Europe and North America that are more comparable to the UK. Statistical
analyses show that about half of the global relationships between education
inequality, and income inequality and poverty can be explained by diﬀerences
in country background captured in GDP per capita, the percentage of
residents in urban areas and the dependency rate. These factors explain much
smaller proportions of the global relationship between income inequality, and
unemployment inequality and earnings inequality. However, statistical analyses
for the relationships within Europe and North America show that allowing
for diﬀerences in these factors across countries makes little diﬀerence to the
correlations or strengthens them.
Some broader contextual factors have important relationships with the links
between education inequality and labour market, and income inequalities. For
countries with similar levels of inequality in educational attainment:
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• The proportion of foreign immigrants in the population has mixed
relationships with labour market and income inequalities, showing that,
in itself, immigration is less important for equality outcomes than the
characteristics of the immigrant population, such as skill levels.
• Within the European and North American group, countries with a higher
proportion of employees in unions tend to have lower earnings inequality,
income inequality and poverty, supporting the view that unions reduce
income inequality and poverty by compressing the earnings distribution.
• Countries with a comprehensive minimum wage policy tend to have higher
labour market and income inequalities, although the relationship within
Europe and North America disappears when allowance is made for GDP
per capita and other background factors. This ﬁnding is surprising, but
could result from a greater likelihood that minimum wage policies will be
implemented in countries that have higher a priori inequality.
• Within Europe and North America, countries with higher unemployment
beneﬁts tend to have lower earnings inequality, and lower income inequality
and poverty. Countries with higher spending on cash beneﬁts do not have
any signiﬁcant diﬀerences in labour market inequalities, but do tend to have
lower income inequality and poverty.
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5 CASE STUDIES
This chapter focuses on evidence from ten case
study countries to attempt to explain the links
between educational attainment and inequalities in
unemployment, earnings and income observed in the
previous chapter. This evidence is used to suggest
possible implications for policy on inequality and
poverty in the UK.

Ten countries were selected for the case studies: Denmark, the Netherlands,
Belgium, France, Germany, Switzerland, UK, US, Portugal and Brazil. Although
a broad range of countries was considered, the criteria for this choice
emphasised the availability of good information and comparability with the UK.
Consequently, the choices are primarily OECD and European countries, but
Brazil was also included as an example of a developing country undergoing
growth.
In addition to the cross-country comparative data used in the previous
chapter, these case studies drew on evidence from country-speciﬁc sources of
information from academic research publications and other publications and
statistics produced by national governments, other national organisations and
international research organisations. Each source is precisely listed in the case
study accounts. Appendix B presents a range of relevant statistics for the ten
case study countries compiled from these sources, which provide comparative
data on most issues. These tables (B1 to B13) are not systematically analysed,
but are referenced as needed within each case study. As in the previous
chapter, most of the statistics and information relate to the year 2007 or
thereabouts.
In presenting each case study, the following considerations framed the
descriptions:
• There was a focus on the evidence of actual eﬀects and the importance of
diﬀerent factors rather than descriptions of the intended impacts reported
in many policy descriptions.
• Research topics diﬀered across countries according to issues of policy
concern and research interest, so it was not possible to discuss the same
set of issues for every country. Compilation of the comparative tables in
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Appendix B partly sought to address this for some key statistics. However,
one reason for a case study approach is to allow the ﬂexibility to tailor the
discussion to areas of importance in each case.
• The scope of the discussion was to explain the links between skills, work
and poverty and included not only speciﬁc policy themes but also more
structural and cultural dimensions that could build a complete picture.
• Constraints on the report length and the very broad range of issues under
consideration mean that the reviews of each country are quite high level;
and they only highlight the issues that are relevant to explaining unusual
labour market and income inequalities in that country. They are not
intended to be comprehensive descriptions of each case.
The chapter begins with a brief comparative overview of all ten case study
countries. The case studies are then explored in an order relating to their
level of economic development and general economic structure, beginning
with North European countries (Denmark, the Netherlands, Belgium and
France), followed by the central European countries (Germany and Switzerland)
and Anglo-Saxon countries (the UK and the US) and concludes with the
lower income countries (Portugal and Brazil). This ordering reﬂects some
commonalities in labour market structures and approaches to social policy,
but, as will be shown below, there remains considerable diversity within these
general patterns, related to some substantial diﬀerences in inequality outcomes.
The ﬁnal sections in the chapter summarise the ﬁndings from the case studies
and draw out the implications for UK policy.

An overview
Tables 3 and 4 present an overview of the inequalities in the case study
countries. Table 3 simply lists the inequality levels in each country, arranged into
the three broad groups based on economic background described above.

Table 3: Inequalities for case study countries
Education
inequality

Unemployment
inequality

Earnings
inequality

Income
inequality

Poverty

Denmark

6.7

2.2

2.7

25.2

5.9

Netherlands

9.9

5.4

2.9

27.6

5.2

Belgium

13.1

10.8

2.3

26.3

8.0

France

11.6

5.5

2.9

26.6

6.8

Germany

5.9

12.3

3.3

30.4

9.6

Switzerland

3.5

4.2

2.7

30.2

9.0

UK

7.3

8.6

3.6

32.8

11.4

US

5.7

5.6

4.8

37.2

17.3

Portugal

23.5

0.5

4.3

36.8

11.5

Brazil

23.3

1.8

8.0

53.1

24.7

Mean

11.1

5.7

3.8

32.6

10.9

Sources and deﬁnitions: as in Tables B1, B2, B3, B5 and B6 below.
All years are 2007, except 2009 for Switzerland (with 2008 for earnings deciles), 2004 for US (with 2007 for
unemployment rate) and 2005 for the earnings deciles for the Netherlands.
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Table 4 presents again the inequality in educational attainment for each
country in the ﬁrst column, but is now ranked from the lowest to highest.
The subsequent columns show how labour market and income inequalities
diﬀer from those that would be predicted from each country’s inequality in
educational attainment (the ‘relative’ inequality to educational inequality).
They are ranked from the country with the lowest inequality relative to that
expected, to the one with the highest inequality relative to that expected. For
example, unemployment inequality for Denmark is 4.6 points lower than would
be predicted from educational inequality of 6.7, while poverty in the US is 8.4
percentage points higher than would be predicted from educational inequality
of 5.7. The predicted values were estimated using regressions based on the
ten case study countries, and the magnitudes (and signs) of the diﬀerences
between the actual inequality and the predicted one are speciﬁc to this
particular comparison group.
In comparison with the nine other case study countries, labour market
outcomes and income are more unequal and poverty higher in the UK than
would be expected for the distribution of educational attainment. Table 4
suggests that if the links between education inequality and labour market
outcomes and income were, on average, the same as in all the case study
countries, estimated poverty would be 1.9 percentage points lower in the
UK, without any change in the distribution of educational attainment in the
workforce. Comparison with the case studies suggests that there are links
between education inequality and poverty that could result in even lower
poverty. For example, the analysis suggests that if the links were the same as
those in the Netherlands, poverty in the UK would be 7.2 percentage points
lower (the –5.3 percentage points below that expected for the Netherlands
combined with the 1.9 percentage points above that expected for the UK).
These potential poverty reductions can be compared with the impact of
changing the distribution of skills in the UK and maintaining the same current
links to poverty. Although the poverty and skills measures are slightly diﬀerent
from those used in this report, recent work by Haux et al. (2011) suggested
that achievement of the Ambition 2020 skills targets for the UK set out in the

Table 4: Labour market and income inequality relative to education inequality for
case study countries
Inequality in
educational
attainment

Relative inequality: diﬀerence between actual inequality or poverty
and that predicted by the inequality in educational attainment
Unemployment

Earnings

−4.6 Belgium

Income

Switzerland

3.5 Denmark

US
Germany
Denmark

6.7 US

−1.5 Netherlands −0.7 Denmark

UK

7.3 Brazil

−0.7 Denmark

Poverty

−1.7 Belgium

−7.8 Netherlands −5.3

5.7 Switzerland −3.5 Portugal

−1.3 France

−6.4 Portugal

−4.4

5.9 Portugal

−0.9 Portugal

−4.8 France

−4.4

−4.3 Belgium

−3.8

−1.9 France

Netherlands 9.9 Netherlands −0.6 Switzerland
−0.1 Germany

−0.4 Netherlands −4.2 Denmark
0 Germany

1.5 Germany

−3.3
0.7

France

11.6 France

0.3 UK

2.9 Switzerland

1.1

Belgium

13.1 UK

1.9 UK

0.4 Switzerland

3.1 UK

1.9

Brazil

23.3 Germany

5.3 US

1.8 US

8.4 US

8.4

Portugal

23.5 Belgium

5.6 Brazil

2.5 Brazil

11.6 Brazil

8.9

Sources and deﬁnitions: as in Tables B1, B2, B3, B5 and B6 below
All years are 2007, except 2009 for Switzerland (with 2008 for earnings deciles), 2004 for US (with 2007
for unemployment rate) and 2005 for the earnings deciles for the Netherlands.
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Leitch Review would reduce absolute poverty (that based on a ﬁxed poverty
line) by 2.2 percentage points and would reduce relative poverty (capturing
changes in average income) by 1 percentage point. This comparison suggests
that changes in policies aﬀecting labour market outcomes and income could
increase the potential impact of changes to the distribution of skills on poverty
in the UK.
Table 3 shows that the countries in the North European group tend to
have middle levels of education inequality, but the lowest levels of income
inequality and poverty. The central European and Anglo-Saxon countries tend
to have the lowest levels of education inequality but higher levels of income
inequality and poverty. At the bottom of the table, the poorest countries have
much higher education inequality, but low levels of unemployment inequality,
and a mixture of middle level and very high levels of income inequality and
poverty. Two countries stand out as having income and poverty outcomes that
are diﬀerent from the remainder of their group: the US has surprisingly high
income inequality and poverty for its group, while Portugal has unexpectedly
low levels.
The presentation of labour market and income inequalities relative to
educational inequality in Table 4 also shows how the patterns in the US and
Portugal ﬁt better with countries of diﬀerent economic background. The
Netherlands, Portugal, France, Belgium and Denmark all have poverty rates
several percentage points lower than would be expected for the degree of
education inequality, with the Netherland’s poverty rate 5.3 percentage points
lower than would be expected. Germany, Switzerland and the UK have poverty
rates that are slightly higher than would be expected, while the US and Brazil
have considerably higher poverty than would be expected, with poverty rates 8
to 9 percentage points higher than that predicted.
Within these broad observations, there are some notable patterns. Belgium
lies at either extreme for relative unemployment and earnings inequalities, and
has the lowest relative income inequality, but not the lowest relative poverty
rate. The Netherlands has the lowest relative poverty rate. Germany is notable
for the high degree of relative unemployment inequality, but otherwise follows
a similar pattern to the UK, while Switzerland has one of the lowest levels of
unemployment inequality. The dominating feature for the US and Brazil is the
very high relative earnings inequality.
These tables reiterate some of the ﬁndings from the broad analysis in
Chapter 4. In particular, the links between educational inequality and the
labour market inequalities are weak, but the link between earning inequality
and income inequality is very strong, highlighted by the very similar rankings
of countries in those columns in Table 4. The ﬁnal two columns in Table 4 also
reﬂect the strong link between income inequality and poverty, although there
are cases where the poverty position notably diﬀers from that for income
inequality.
The relative positions in these inequality measures across the ten
countries have changed little over the past decade (see Figures B1 to B4 in
Appendix B). Unemployment inequality dipped temporarily in most countries
in the early 2000s, but was higher in Belgium, and lower in Portugal and Brazil
than in other countries throughout the 1998 to 2010 period. It has risen
considerably in Germany since 2005 and trended downwards in Denmark over
the entire period. There was a rise in earnings inequality in the US between
2000 and 2009, while earnings inequality in Portugal dropped in 2005. Since
1998, income inequality and poverty have declined markedly in Brazil and, to a
lesser degree, in Portugal, while both have risen substantially in Denmark and
Germany. The poverty rate has decreased in the UK since 1998, but there has
been no corresponding decline in income inequality.
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Denmark
Education inequality is low in Denmark, with only 24 per cent of the population
aged 25 or over in the lowest education group (see Table B1). Inequality in
employment and unemployment rates are also low, while the unemployment
rate of 4 per cent for those in the lowest education group is the lowest among
all the countries (see Tables B2 and B3). Denmark has the lowest income
inequality and a poverty rate of just 5.9 per cent (see Table 3), while it also has
a low level of material deprivation (see Table B6). The in-work poverty rate for
the low educated is exceptionally low (see Table B6). Relative to the level of
education inequality, unemployment inequality is remarkably low, and earnings
inequality, income inequality and poverty are lower than would be expected
(see Table 4).
On the skills side, the most common highest level of qualiﬁcation among
the 30–69 age group in Denmark is a vocational one (Danmarks Statistik,
2011). A very high proportion (29 per cent) of 25- to 64-year-olds are
enrolled in lifelong learning, with a substantially higher proportion of women
than men enrolled (Table B7). Training and education is targeted at the entire
workforce rather than just the unemployed, with the unemployed constituting
only a quarter of those in public labour market education and training. The
predominance of small and medium-sized ﬁrms in Denmark and the high
level of job mobility have led to a well-developed public system of education
and training, as well as a large and growing private market (Madsen, 1999,
EQUAVET, 2012). Educational institutions are expected to oﬀer programmes
that meet labour market needs, and both employers and employees have an
inﬂuence on the nature and content of programmes (DPU, 2005).
The Danish labour market has been described as one of the best examples
of ‘ﬂexicurity’: that is, a labour market with weak job protection but strong
income and employment protection (Chapter 2, Weller, 2009). Trade union
density is high, with 69 per cent of employees in trade unions (see Table B8),
but the unions accept wage constraint and are involved in the development of
all areas of labour market policy, focusing on long-term goals for income and
conditions. There is a dominant role for collective agreements, but the system
is decentralised, allowing wage and work-time ﬂexibility. Importantly, part-time
workers follow the same agreements as full-time workers (Madsen, 1999). Job
ﬂexibility is also promoted by low employment protection legislation (see Table
B8) and a long-standing recognition of the rights of employers to hire and ﬁre
since the 1899 ‘September compromise’, the ﬁrst general collective agreement
in the world following a large general strike in Denmark (Weller, 2009). The
predominance of small and medium-sized ﬁrms in the economy also facilitates
ﬂexible employment. On the security side, unemployment beneﬁts are
generous and of long duration (see Table B9), but are accompanied by strong
activation policies (Table B8, Madsen, 1999). The combination of a ﬂexible
labour market, strong social security, eﬀective active labour market policies and
lifelong learning for all workers has created a “Golden Quadrangle” of ﬂexicurity
(Weller, 2009), allowing high levels of ﬂexibility, while maintaining income levels
through unemployment, and providing the means for individuals to return to
work quickly. However, the system works well because citizens in Denmark
are deﬁned as wage earners with both rights and duties, embodying an element
of the protestant work ethic, which helps to address work disincentives
(Weller, 2009).
Another key feature of the Danish labour market is the high participation
rate of women (see Table B2) and the low proportion of low-educated female
workers in part-time work (see Table B4), supported by the ‘Nordic model’
of high provision of public daycare and generous maternity leave and rights
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(Madsen, 1999, Gupta et al., 2006, Danmarks Statistik, 2011). However, such
provision entails considerable public expenditure: that spent on childcare in
Denmark was more than 0.8 per cent of GDP in 2007 (OECD, 2011). In
addition, there is some criticism that these generous rights may be beginning
to have a negative ‘boomerang’ impact on women’s role in the labour market
because it is costly for employers to fulﬁl these rights and makes women less
attractive employees than men (Gupta et al., 2006).
The relatively low earnings inequality in Denmark may be explained partly
by the important role played by trade unions and collective bargaining, and
also by the low rates of part-time work among female workers. The social
security system in Denmark is also fairly generous in cash beneﬁts other than
those related to old age (see Table B10). However, it should be noted that
the generous labour market and welfare policies impose a high tax burden
at 49 per cent of GDP in 2007 (Danish Ministry of Taxation, 2011).
Demographic conditions in Denmark are unusual in two respects.
First, the proportion of households containing just a single person is high,
while the proportion with children is low (see Table B12), but the impact this
might have on income inequality not clear. Second, the proportion of foreign
immigrants in the population is low and a high proportion of these are in
work (see Table B13), which could be expected to reduce inequality within
the population.
In summary, the low levels of unemployment inequality in Denmark are
achieved through an education and training system orientated towards
meeting labour market needs; a ﬂexible labour market (underpinned by ﬂexible
trade unions and high unemployment beneﬁt); and a ‘Nordic model’ of policies
supporting a high participation rate for women. Strong trade unions exert an
equalising inﬂuence on earnings, while the low proportion of female workers
in part-time work also helps to reduce earnings inequality. Together with
a generous system of welfare support, the labour market ﬂexicurity model
generates low levels of income inequality and poverty. However, there are
several Denmark-speciﬁc conditions which allow this system to operate well:
the predominance of small and medium sized ﬁrms in the economy which both
facilitates and requires job ﬂexibility; the presence of a strong work ethic; and
social support for the high tax burden required to ﬁnance the labour market
and welfare policies.

The Netherlands
The Netherlands ranks sixth lowest among the case studies for education
inequality, with 34 per cent of the population aged 25 and over in the low
education group. Women are substantially more likely to be in the lowest
education group than men (38 per cent for women, compared with 29 per
cent for men, see Table B1). Employment and unemployment inequalities
are also quite high, although the unemployment rate for the low educated is
one of the lowest across the case studies (see Tables B2 and B3). However,
earnings and income inequalities are both relatively low and the poverty rate
of just 5.2 per cent is the lowest among all the case studies (see Table 3). In
addition, the Netherlands has the lowest rate of material deprivation (see Table
B6). Moreover, the poverty rate is very low for the least educated and is little
diﬀerent or better than that for those in the middle education group, both for
those in work and for the entire population (see Table B6). Relative to the level
of education inequality, unemployment and earnings inequalities are low, while
income inequality and poverty are considerably lower than would be expected
(see Table 4).
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The education and training system in the Netherlands has two features of
particular note (Nuﬃc, 2009, European Commission, 2008, OECD, 2010b).
The ﬁrst is the early specialisation into academic or vocational education at
the secondary level, which has been criticised for creating inﬂexibility in the
system by making the selection too early. The second is that, historically,
adult education has been geared towards personal development, but the
government introduced the ‘Strategic Agenda for Adult and Vocational
Education’ in 2008 with the aim of bringing vocational education in line with
developments in the labour market (European Commission, 2008). However,
there is no evidence on the eﬀectiveness of this programme yet.
Although the labour market in the Netherlands has been linked to a
ﬂexicurity model (Bijwaard and Veenman, 2008), it does not completely ﬁt all
elements of the concept. Employment protection legislation has been criticised
for being too strict, hindering job creation and employment ﬂexibility, and
leading to a prominence of temporary work where protection is less stringent
(Table B8, de Graaf-Zijl, 2011, OECD, 2010b). However, spending on active
labour market policies is quite high and focused on job mediation and training
(de Graaf-Zijl, 2011). Unemployment beneﬁt is reasonably generous and of
long duration (see Table B9), enhancing the security aspect of the market.
The main labour market issue in the Netherlands, however, is the low
utilisation of the workforce, particularly in the low average hours of work.
The proportion of workers in part-time work is very high: for example, over
80 per cent of low-educated female workers are in part-time work (see
Table B4). Reforms introduced in 2009 have sought to create incentives for
longer hours and higher levels of participation and include social security
discounts and tax relief for the low skilled, secondary earner tax deductions and
improved active labour market services (Box 1.6, OECD, 2010b). It has also
been suggested that the duration and level of unemployment beneﬁts should
be reduced to enhance work incentives (OECD, 2010b). Improving childcare
subsidies is also high on the political agenda (Lloyd, 2009), with limited formal
education for under 4-year-olds (European Commission, 2008). Research
suggests that while existing childcare subsidies have promoted employment
participation, further increases in the subsidy rate are likely only to lead to a
substitution of formal for informal care rather than an increase in employment
(Jongen, 2010). However, it has been argued that further development of the
market for childcare could facilitate greater full-time employment participation
(OECD, 2010b). Yet, it has also been suggested that part-time work in the
Netherlands has been important for reducing unemployment, particularly
among the low skilled (de Graaf-Zijl, 2011), and that it is used by workers as a
preferred option rather than as a stepping stone to full-time work (Cuesta and
Martin, 2009).
There is no single obvious explanation for the relatively low earnings
inequality, although the Netherlands does have a minimum wage set at a
higher level and with high coverage (see Table B8). As already mentioned,
in-work poverty is notably low, particularly among the least educated.
Expenditure on cash beneﬁts is not unusually high, with the exception of that
for incapacity beneﬁts, which may partly explain the low unemployment rate
(de Graaf-Zijl, 2011, OECD, 2010b).
In summary, the Netherlands is notable for a very low poverty rate,
particularly relative to the level of income inequality in the country. This is
driven primarily by low unemployment and low in-work poverty for the lowest
educated and by the income protection aﬀorded by generous unemployment
beneﬁts. The relatively strong position of the least educated in employment
and earnings is likely to result from the combination of strong active labour
market policies, the minimum wage and the prominent role of part-time work.
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Belgium
Belgium has one of the lowest levels of average education attainment and
highest rates of education inequality, with 40 per cent of the adult population
in the low education group (see Table B1). Women fare slightly worse than
men in terms of attainment, inequality and the proportion in low education
(see Table B1). There is a low employment rate among the working-age
population (just 67 per cent) and high employment inequality driven by the
low employment rate of just 49 per cent among the low education group
and the lowest employment rate of 38 per cent among women in the low
education group (see Table B2). There is also a high unemployment rate and a
high degree of inequality in the unemployment rate (see Table B3). In contrast,
there is very low earning inequality: Belgium has the lowest levels of 90/10
and 50/10 earnings inequality; the lowest proportion of workers in low pay;
and the smallest relative diﬀerence between the low educated and middle level
educated in average pay (see Table B5). Income equality and the poverty rate
of 8 per cent are also quite low (see Table 3). Relative to education inequality,
Belgium has extremely high unemployment inequality, extremely low earnings
and income inequality, and a reasonably low poverty rate (see Table 4).
Greater policy emphasis has recently been given to stimulating lifelong
learning in Belgium, with private sector employees entitled to paid educational
leave and training vouchers since 2005 (European Commission, 2010).
However, enrolment in lifelong learning is somewhat low and those with the
lowest educational attainment are considerably less likely to be involved than
those with higher prior attainment (see Table B7).
The labour market in Belgium is characterised by a high degree of
inﬂexibility. Collective bargaining plays a major role: union membership is
around 53 per cent of the employed and growing, while it is estimated that
collective bargaining coverage is 96 per cent, although possibly overstated
(ETUI, 2011). A national collective agreement sets the key elements of pay and
conditions every 2 years, but the agreement is constrained within a narrow
range not to exceed pay trends in three neighbouring competitor countries
and not to fall below levels of automatic indexation to prices. Consequently,
there is little wage ﬂexibility to respond to local labour market conditions. The
national level negotiations cover not only normal pay and conditions, but also
a broad range of topics, such as job creation measures, training and childcare
provision, which may further restrict ﬂexibility (ETUI, 2011, OECD, 2009a).
Stringent employment protection legislation is also argued to stand in the way
of job creation (Table B8, Decker, 2004).
Spending on active labour market policies to aid the transition into work
is quite high, however, particularly on employment incentives and direct job
creation (see Table B7). In addition, work bonuses have been introduced for
the long-term unemployed and lone parents, and reductions made in the
social security payments of low-earning workers (OECD, 2007). However,
the work bonuses have had only moderate eﬀects on participation and hours
(Orsini, 2007), while the wage subsidies have been criticised for not being well
targeted (OECD, 2009a).
Belgium has one of the highest tax burdens in Europe (Expatica, 2011)
and the high tax on employment reduces the incentives to work, particularly
for low-earning, low-skilled workers (Aernoudt, 2009). In addition, although
not set at the most generous level, unemployment beneﬁts have no time limit,
which reduces the incentive to work and has been argued to be a major factor
in explaining the low employment rate (OECD, 2009a).
The strong role of collective bargaining compresses the earnings
distribution and is a major part of the explanation for the very low earnings
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inequality. In addition, the national minimum wage is ﬁxed by agreement
between the unions and employers’ federation at the national level and it
is argued that the level is higher because it is set within a strong collective
bargaining framework rather than directly by government (ETUI, 2011).
Spending on cash beneﬁts is on the higher side (see Table B10) and the
combined impact of all taxes and transfers substantially reduces income
inequality and poverty, although not by particularly high levels relative to the
other case studies (see Table B11). Unemployment beneﬁts play an important
role in achieving this (Prasad, 2008).
In summary, although Belgium has one of the highest levels of education
inequality, it has a very low degree of income inequality and a reasonably low
degree of poverty. The very low income inequality is driven by the exceptionally
low degree of within-work earnings inequality due to the unusual labour
market structure and policies. But the poverty rate is driven up by the very
large inequalities in employment due to the corresponding labour market
inﬂexibility and low work incentives for the low skilled.

France
France has a fairly high degree of education inequality, with 40 per cent
of the population aged 25 and over in the low education group, and low
education being more prevalent among women than men (see Table B1). The
employment rate for the low educated is quite low and employment inequality
quite high, although inequality in unemployment is not so high, in spite of a
high rate for the low educated compared with the other case studies (see
Tables B2 and B3). Income inequality is especially low and the poverty rate is
just 6.8 per cent, placing France as third lowest in terms of poverty, in spite of
having the third highest proportion of adults with low education (see Table 3).
Relative to education inequality in France, unemployment inequality is about
average, but earnings inequality, income inequality and poverty are quite low
(see Table 4).
Although trade union membership is very low in France, ﬂexibility within
the labour market is constrained by a high minimum wage with high coverage,
high employment protection legislation and relatively ineﬀective active
labour market policies (see Table B8). The negative employment eﬀect of the
minimum wage has been shown to substantially reduce employment rates for
married women (Laroque and Salanie, 2002) and to create unemployment
among low-skilled workers (Cheron et al., 2004). Simulations estimates
suggest that recent easing of hiring and ﬁring restrictions for temporary, but
not permanent, employment may have raised unemployment through the job
destruction eﬀect outweighing the job creation impact (Zhou, 2006). Although
spending on active labour market policies and the number of participants is
quite high in France (see Table B8), recent reforms have been criticised for
relying too heavily on the liberal notion of individual responsibility, insuﬃcient
funding and institutional complexity – with the conclusion that the security of
labour market transitions has not been achieved (Beraud and Eydoux, 2009).
High levels of social security contributions for workers are also argued to
create work disincentives for the low skilled and cuts in these contributions
for low wage workers in 1993 did reduce unemployment (Estevao and Nargis,
2005). It has also been argued that a poverty trap for low earners, created
by the minimum income guarantee and housing subsidies, creates substantial
work disincentives (Laroque and Salanie, 2002).
There is some evidence that the minimum wage policy in France has
lowered the wage range (Cheron et al., 2004), but it is not well documented
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why earnings inequality is quite so low. Spending on cash beneﬁts is fairly high
in France, particularly on old age beneﬁts (see Table B10), which could explain
why the poverty rate is relatively low for the level of income inequality.
There are two points of note concerning the demographic background in
France. First, the country has the highest dependency rate of the case studies
(see Table B12), which may have negative impacts on income inequality relative
to earnings inequality. Second, the proportion of foreign immigrants in the
population is quite high in France and a high proportion of these immigrants
are unemployed (see Table B13). This may also raise inequality within the
labour market and in ﬁnal income.
In summary, the fairly high degree of education inequality in France
combines with inﬂexibility in the labour market and weak activation policies and
work incentives to generate an average degree of unemployment inequality.
However, this unemployment inequality is more than counterbalanced by low
inequality in the earnings distribution for those in work and high cash beneﬁts,
generating overall low levels of income inequality and poverty. The precise
reason for the low earnings inequality has not been identiﬁed, although the
minimum wage policy may play an important role.

Germany
Germany has one of the lowest levels of education inequality, with just
20 per cent of the population aged 25 or over in the low education group
(see Table B1). However, employment inequality is relatively high, with a
particularly low employment rate among the lowest education group
(see Table B2). Unemployment inequality and the unemployment rate for
the low educated is highest among all of the case studies with some
17.3 per cent of the low education group in unemployment (see Table B3).
Earnings inequality is around average in Germany on all measures, although
the proportion of female workers in low paid work is the highest across all
the case studies (see Table B5) in spite of the proportions of female workers
in part-time work being relatively low (see Table B4). Income inequality and
the poverty rate are the sixth highest across the case studies, with a
poverty rate of 9.6 per cent (see Table 3). Relative to education inequality,
unemployment inequality is extremely high in Germany, while earnings
inequality, income inequality and poverty are all higher than would be
expected (see Table 4).
The vocational education and training (VET) system in Germany is praised
for the close partnership between trade unions, employers and government
which ensures that the content and form of vocational training takes into
account the requirements of the labour market (CEDEFOP, 2009). But it has
also been criticised for contributing to inﬂexibility in the labour market and the
relatively high unemployment rate among the least skilled. For example, the
integration into employment of participants in continuing vocational training
programmes continues to be problematic, particularly for women, older
people and participants in eastern Germany (Federal Ministry of Education and
Research, 2010). However, the introduction of qualiﬁcation modules has been
highlighted as particularly helpful for encouraging disadvantaged young people
to undertake training.
There are few outstanding features of the German labour market: most key
parameters lie within the average range across the ten case studies (see Tables
B8 and B9). Trade union density and the coverage of collective bargaining have
been in decline, which has coincided with a growing low wage sector. There
is no national minimum wage in Germany, but very occasionally collective
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agreements on minimum wages can be extended to all employees in the
branch or occupation (Eurofund, 2007).
One novel policy in Germany is an instrument to protect against
employment losses during macroeconomic downturns called the ‘ShortTime Allowance due to the Economic Situation’. In the case of an economic
downturn, the federal government pays for a share of the wage bill for a
limited time for companies that are highly aﬀected by the downturn. Recent
research has shown that the instrument is eﬀective in supporting enterprises
that are fundamentally healthy and so helps to maintain employment without
preventing structural change (Will, 2011).
In the absence of a national minimum wage policy or strong trade unions,
it may not be surprising that earnings inequality is higher than would be
expected for the level of education inequality. Spending on cash beneﬁts is
on the higher side (although not exceptional) among the case studies (see
Table B10).
In summary, in the absence of unusually strong labour market institutions or
policy, inequalities in the labour market are somewhat higher in Germany than
would be expected for the level of education inequality. In combination with
fairly average welfare policies, this means that income inequality and poverty
are also slightly higher than would be expected.

Switzerland
Switzerland has the lowest level of education inequality across the case studies,
with just 6 per cent of the population aged 25 and over with low education
(see Table B1). The employment rate is very high and employment inequality
very low for both men and women (see Table B2), while the level of and
inequality in unemployment is correspondingly low (see Table B3). Earnings
inequality is low in comparison with the other case studies (see Table B5), but
income inequality and a poverty rate of 9 per cent are in the middle of the
range for this group (see Table 3). In-work poverty, particularly among workers
with low education, is especially high (see Table B6). Interestingly, however,
the level of material deprivation is the second lowest among the case study
countries (see Table B6). Relative to education inequality (the lowest in the case
studies), Switzerland has very low unemployment inequality, earnings inequality
exactly as would be expected, and income inequality and poverty higher than
expected (see Table 4).
The employment rate among the working-age population is high is because
employees tend to enter the labour market early and leave late, and because
of the high participation of women (Federal Statistical Oﬃce, 2010). Several
reasons have been advanced for the low unemployment rate. First, there
are few industries, such as mining or metallurgy, which are particularly prone
to unemployment (Federal Department of Foreign Aﬀairs, 2011b). Second,
trade unions are an important force in the system of direct democracy and
industrial disputes are rare (Federal Department of Foreign Aﬀairs, 2011a).
Employers have also strived to maintain industrial peace by being very reluctant
to make redundancies (Federal Department of Foreign Aﬀairs, 2011b).
Third, in the late 1990s, Switzerland introduced an ambitious set of active
labour market policies, which have had mixed impacts: there were positive
eﬀects for a wage subsidy for temporary jobs; negative eﬀects for traditional
employment programmes operating in sheltered labour markets; and mixed
results for training programmes (Gerﬁn and Lechner, 2002). But, overall, these
policies appear to have been eﬀective in maintaining low levels of inequality in
unemployment.
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Even in the absence of any national minimum wage policy, Switzerland has
the second lowest level of earnings inequality across the case studies (see
Table B5), although this level is exactly commensurate with the low education
inequality (see Table 4).
Switzerland has the highest level of spending on cash beneﬁts across the
case studies, but this is primarily due to spending on beneﬁts relating to old age,
with spending on other beneﬁts at average levels (see Table B10). Indeed, taxes
and transfers in Switzerland do less to reduce income inequality and poverty
than in other countries (see Table B11).
Demographically, Switzerland has a low dependency rate and a low
proportion of single parents (see Table B12), both of which should reduce
income inequality. On the other hand, Switzerland has a large proportion of
foreign immigrants in the population (almost 20 per cent) who have a fairly low
employment rate in comparison with foreign immigrants in other case study
countries (see Table B13) and high unemployment rates and low wages in
comparison with Swiss nationals (Federal Statistical Oﬃce, 2010). This would be
expected to raise inequality.
In summary, Switzerland has a substantially lower level of education
inequality than all the other case study countries and this feeds through
to low levels of unemployment and earnings inequality. The low level of
unemployment inequality has also been aided by Switzerland’s industrial
structure, co-operative trade unions and active labour market policies.
However, Switzerland is only placed ﬁfth lowest in income inequality and
poverty, reﬂecting the low redistributive power of the tax and transfer system
and possibly exacerbated by the weak labour market position of a substantial
proportion of foreign immigrants.

United Kingdom
Education inequality in the UK lies just in the top half of the distribution across
case studies, with 27 per cent of the adult population aged 25 and over in
the low education category (see Table B1). Employment and unemployment
inequality are slightly higher than average among the case study countries
(see Tables B2 and B3), while earnings inequality is high relative to this group
(see Table B5). Compared with the other European countries, the low
educated in the UK have considerably lower average earnings than the middle
and high education groups. Income inequality and poverty is high, with the
UK ranked seventh among the ten case study countries with a poverty rate of
11.4 per cent (see Table B6). In-work poverty for those in the low education
group is only higher in Switzerland and the US. But material deprivation in the
UK is relatively low: the UK has the fourth lowest level among the case studies
(see Table B6). Relative to education inequality, the labour market and income
inequalities are all higher than would be expected (see Table 4).
The distribution of educational attainment presented in Table B1 disguises
two important aspects of skill levels in the UK. First, there is currently a very
low proportion of 15- to 19-year-olds in education, with a high proportion
not in employment, education or training (NEET) and not accumulating any
type of work skill (Stewart, 2009, Coles et al., 2010, Department for Education,
2011). Second, in comparison with Germany, the Netherlands and Sweden, a
large proportion of adults in the UK have only the lowest levels of prose and
quantitative literacy skills (Nickell, 2004) and these individuals are likely to have
only a low level of education attainment. Also, there are still shortages of these
skills in the labour market in spite of rising levels in recent decades (Vignoles et
al., 2011). Taken together, this suggests that those with low levels of education
in the UK are unlikely to have achieved the same level of work skills as those
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with low education levels in other countries. Therefore, the measure of
educational inequality used here may not fully capture a ‘long tail’ of low work
skills in the UK workforce.
In line with the situation in most countries, lifelong learning in the UK is
most likely to be undertaken by those with higher levels of education (see
Table B7), while training within the labour market has been shown to be
higher for the young, women, those in the public sector and those with higher
qualiﬁcations and higher earnings (Cheung and McKay, 2010). Since the late
1990s, UK government policy on lifelong learning has sought to improve
economic competitiveness and reduce social exclusions by raising adult skills
levels. Although average levels of job-related training declined through much
of the 2000s for the entire workforce, the rates for low qualiﬁed people
tended to remain steady or even increase, narrowing the gap between the low
and high qualiﬁed (Mason and Bishop, 2010). The ‘Train to Gain’ programme
was launched in England in 2006, oﬀering free training and paid time oﬀ work
to employees to acquire basic skill qualiﬁcations. However, a recent evaluation
of the pilot schemes for this programme did not ﬁnd any statistically signiﬁcant
impact on the proportion of employers oﬀering qualiﬁcation-based training
or the fraction of eligible employees undertaking such training (Abramovsky
et al., 2011). But these disappointing ﬁndings could have been due to training
providers only marketing the programme to existing clients, or to the funding
caps which may have limited its scale. This programme has now been abolished
and the current government has introduced a new skills strategy as will be
described below.
The structure of the UK labour market is characterised by a moderate role
for trade unions, low employment protection legislation and a relatively small
role for active labour market policies (see Table B8). While the ﬁrst two of
these allow substantial ﬂexibility in the labour market, the latter (in combination
with low unemployment beneﬁts, see Table B9) do not provide the security
aspect of a ﬂexicurity system.
A major focus of anti-poverty policy in the UK has been on reducing child
poverty by enhancing incentives for parents to participate in work. Indeed,
the UK has a high share of children in workless households, partly because it
has a high proportion of lone parents and employment rates are low among
lone parents (Stewart, 2009). Policies to promote parental employment have
included funding for childcare, increased tax credit support for low earners,
rises in the minimum wage, reformed national insurance contributions for the
low paid, and the New Deal active labour market policy. Although these policies
have increased employment rates substantially among lone parents, the level
of in-work income is not always suﬃcient to lift the family out of poverty
(Stewart, 2009). It is also argued that more support is needed for mothers
more generally (National Equality Panel, 2010), particularly in childcare where
costs are still high and there are concerns over quality and the gaps in the
availability of care for school-age children (Stewart, 2009).
Although it is argued that the decline in trade union membership has led
to a rise in wage inequality in recent years, the impact has been small (Machin,
2008) and unions still compress wage diﬀerentials in the UK (Bryson and Forth,
2011). There is also evidence that the relatively high level and coverage of the
minimum wage has contributed to reducing wage inequality at the lower end
of the distribution (National Equality Panel, 2010, Machin, 2011), although it is
argued that it has not really addressed the problem of low pay (Stewart, 2009).
Indeed, the level of in-work poverty has been rising for three decades (Parekh
et al., 2010). To some extent, low pay is a female problem: more female workers
than male workers are in low pay (see Table B5); most low paid workers in most
sectors are women (Parekh et al., 2010); and there is a low level of hourly pay
in part-time work where women predominate (National Equality Panel, 2010).
Case studies
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Total spending on cash beneﬁts in the UK is low in comparison with the
other European case study countries, although spending on beneﬁts related
to families is the highest (see Table B10). The combined impact of taxes
and transfers has a relatively small impact on income inequality and poverty
compared with these other countries (Table 21, National Equality Panel, 2010).
However, relative to the other countries, the UK system has a greater impact
on poverty than on income inequality, indicating that the impacts may be
reasonably well targeted. Nevertheless, out-of-work beneﬁts are not suﬃcient
in general to lift a family out of poverty (Stewart, 2009).
The proportion of foreign immigrants in the UK is relatively low, but they are
unusual in two respects (see Table B13). First, they tend to have higher levels of
education than foreign immigrants in other countries, particularly at the highest
level. Second, unemployment among foreign immigrants is high. However, a
recent assessment suggests that while immigration has not had much impact on
average levels of unemployment or pay, it has created some downward pressure
on the wages of the low skilled (Nickell and Saleheen, 2011).
In summary, although the measured education inequality in the UK is
comparatively low, the evidence suggests that this does not fully reﬂect the
degree of dispersion in skills. This may help to explain why unemployment
and earnings inequality is high, relative to the level of education inequality. In
addition, the combination of a ﬂexible labour market but weak active labour
market policies does not address employment and unemployment inequalities.
Although policies enhancing work incentives have focused on parents for
whom there remain considerable barriers to employment. Although trade
unions and the national minimum wage policy help to reduce wage inequality,
and tax credits provide additional income for working parents, there are still
relatively high levels of low pay and in-work poverty. Low out-of-work beneﬁts
and the generally low redistributive impact of the welfare system mean that
the substantial inequalities in the labour market generate relatively high income
inequality and poverty in the UK.

United States
Education inequality is very low in the US, with only 13 per cent of the
population aged 25 and over in the low education group (see Table B1). But
inequality in employment and unemployment rates are average, compared with
the other case studies (see Tables B2 and B3), and inequality in earnings is high
for all measures, with 24 per cent of workers in low pay (Table B5). Overall, the
US has the second highest income inequality and poverty levels across the
case study countries, with a poverty rate of 17.3 per cent (see Table 3, Table
B6). Relative to education inequality, unemployment inequality is slightly lower
than would be expected, but earnings and income inequality and poverty are all
substantially higher.
The low degree of education inequality is not surprising given high current
spending on education, particularly at the tertiary level (OECD, 2009b).
However, government spending on training is low and workforce training
programmes have withered away (Cancian and Danziger, 2009), suggesting
that further skills development may be weak among those with lower income.
The labour market is very ﬂexible with little security: trade union
membership, the minimum wage and employment protection legislation
are all low, while spending on active labour market policies is low and focused
on training and supported employment (see Table B8). Unemployment beneﬁts
are low and of short duration (see Table B9), although the addition of the
beneﬁt-in-kind of Medicaid eﬀectively raises support for the unemployed
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(Cancian and Danziger, 2009). Support for working parents is also very low:
low-wage jobs oﬀer few family-friendly beneﬁts; there is little job ﬂexibility
(which is particularly needed by poorer families); part-time work is not
supported; there is poor parental leave; and general childcare subsidies are
very small (Cancian and Danziger, 2009, Moﬃtt, 2008). It is also argued that
work credits for families (the Earned Income Tax Credit) are not well targeted
towards those experiencing poverty (Cancian and Danziger, 2009).
The high level of earnings inequality in the US and recent rises have been
the subject of extensive research literature, as mentioned in Chapter 2.
Although the predominant view is that skilled-biased technological change is
the main root of rising earnings inequality, it has also been suggested that low
minimum wage, immigration and globalisation may play some role in explaining
the high earnings inequality (Faggio et al., 2010, Acemoglu and Autor, 2010,
He and Liu, 2008, Wheeler, 2005, Card and DiNardo, 2005 and Berlin, 2009).
Yet the absence of labour market institutions and policies means that there
is no counterbalance to the trends towards greater dispersion in earnings
generated by technological change and globalisation.
Spending on cash beneﬁts is extremely low in the US, particularly on
family-related and unemployment beneﬁts (see Table B10). Indeed, the overall
tax and transfer system does very little to reduce income inequality or poverty
(see Table B11). As already mentioned, unemployment beneﬁts in the US are
not generous and childcare subsidies are small, while support for disabled
people is stringent and the programme small (Moﬃtt, 2008). The main support
for families, the EITC, is not well targeted to those on a low income, while
out-of-work beneﬁts provide lower beneﬁts to fewer families than elsewhere
(Cancian and Danziger, 2009). In-kind support for those in poverty, in the form
of food stamps and Medicaid, are not captured in the income inequality and
poverty measures used here, but serve to protect from low living standards to
some degree, although Medicaid only substitutes for the absence of a national
health service.
Three demographic factors have been identiﬁed as raising the poverty rate
in the US. First, the rising numbers of single-parent households have been
an important factor in explaining why poverty has not declined in the US
over the past 30 years (Berlin, 2009). Second, immigration has had negative
impacts on the lower end of the wage distribution for high school dropouts,
although it is argued that this has had negligible impacts on the overall poverty
rate (Card, 2009, Holzer, 2011, Berlin, 2009). Third, people from minority
ethnic communities in the US fare particularly badly in the labour market
owing to a mixture of other personal characteristics associated with
disadvantage and discrimination, the concentration of which creates a
greater tendency to result in poverty rather than just-below-average income
(Cancian and Danziger, 2009).
In summary, the absence of strong labour market institutions or policies
that reduce inequality in unemployment and earnings means that the low level
of education inequality in the US results in average levels of unemployment
inequality and high levels of earnings inequality. The absence of a substantial
degree of income protection for those out of work, and the poor targeting of
support for families in work, also contributes to the extremely high levels of
income inequality and poverty.

Portugal
Portugal has a low level of average educational attainment and a very high
level of educational inequality: some 77 per cent of adults aged 25 years and

Case studies

47

over have low educational attainment, but a very large proportion of these
have no schooling or only primary level schooling (see Table B1). Employment
inequality, however, is very low due to a reasonably high employment rate for
the low educated (see Table B2), while unemployment inequality is the lowest
among all the case studies with little diﬀerence in unemployment rates across
the education groups (see Table B3). Earnings inequality measured as the
90/10 deciles ratio is quite high in Portugal, although the 50/10 ratio and
the proportion in low pay are much lower relative to the other case studies
(see Table B5), indicating a relatively long tail in the upper end of the earnings
distribution. Income inequality and poverty are towards the high end among
the case study countries, with a poverty rate of 11.5 per cent, and the level of
material deprivation is high relative to the poverty rate and compared with the
other European countries (see Table B6). However, relative to the high level
of education inequality, Portugal has very low unemployment and earnings
inequality and much lower income inequality and poverty than would be
expected (see Table 4).
The supply of technical education, vocational education and training and
adults’ qualiﬁcations has recently been strengthened, with many reforms
gathered under the ‘Novas Opportunidades’ programme launched in 2005
(OECD, 2010c). In terms of attendance, the ﬁrst results of these reforms
are encouraging with a notable increase in the proportions of young people
enrolled in technical and professional courses at the secondary level and strong
demand by adults for lifelong learning (OECD, 2008).
There are several factors that may contribute to the relatively high
employment rate for the low educated. First, low-skilled jobs in manufacturing,
which are no longer prevalent in other European countries, are still available in
the Portuguese economy (Carneiro, 2008). Second, women have an elevated
participation in the labour force, both in terms of employment rate and in
the proportion of female workers in full-time work. This is for a number of
historical reasons, including the eﬀects of the colonial war; the high emigration
of prime-age men in the 1960s; and the 1974 revolution (Marques and
Pereira, 1999). Third, Portugal has a fairly large shadow economy (see Table
B12), which may enable some low-skilled individuals to be employed who
would otherwise be unemployed (Dell’Anno, 2007). Fourth, although the
labour market in Portugal is characterised by a high level of employment
protection legislation (see Table 18) that hinders work mobility (OECD, 2008),
reforms in 1998 reduced protection for temporary contracts and led to a
rise in temporary work for young and low-skilled participants (OECD, 2010c).
Finally, it is argued that the weak safety net encourages the low skilled to work
(Carneiro, 2008), even though unemployment beneﬁts are quite high and
generous in duration (Table B9, OECD, 2008, OECD, 2010c).
A substantial part of the earnings inequality in Portugal is explained by
education inequality: returns to education are large and have increased steadily
over the last two decades (Budria and Nunes, 2005, Carneiro, 2008, Budria,
2010). The polarisation of the demand for skills in skill-biased technological
change over the past two decades has both compressed the wage distribution
at the bottom end, through the rise in demand for low skills (Centeno and
Novo, 2009), and widened the distribution at the top through increased
demand for high skills (Budria and Nunes, 2005). Trade unions have limited
impact on the earnings distribution in Portugal: the substantial decline in union
membership between 2000 and 2006 had no notable impact on the wage
distribution. The minimum wage also has limited impact, although it has played
a minor role over the last two decades in reducing inequality in the lower end
of the distribution for female workers (Centeno and Novo, 2009). Part-time
work is unusual in Portugal and the proportion of female workers in part-time
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work is extremely low (see Table B4), which is also likely to have a compressing
inﬂuence on the earnings distribution.
Spending on cash beneﬁts in Portugal is reasonably high (see Table B10)
and plays an important role in reducing pre-tax and transfer income inequality
and poverty (see Table B11). In addition, the high employment rate of women
and the very high proportion of female workers in full-time work mean that
women’s earnings make an important contribution to family income (Marques
and Pereira, 1999). This is particularly important for reducing poverty in the
types of households most at risk of poverty in other countries, including lone
parents and low-earning couples with children.
Portugal has one demographic feature of particular note. There is a
relatively small proportion of households consisting of a single person but large
proportions with children or containing more than two adults (see Table B12).
The large average household size may contribute to the pooling of income
(beyond the amount allowed for in equivalence scales) and reduce income
inequality. It may also provide better support in terms of childcare and enabling
high female work participation.
In summary, the high degree of inequality in educational attainment does
not translate into high levels of labour market inequality and income for
several reasons. The level of economic development means that demand for
low skills remains high, particularly in conjunction with the recent skill-biased
technological change, while a sizable shadow economy and weak employment
protection for temporary workers allows a substantial part of the labour
market to operate in a very ﬂexible manner. The elevated role of women in
the labour market, driven by historical accident rather than current policy, is
also an important factor in curbing labour market inequality. The low levels of
labour market inequality are the major explanation for the low level of income
inequality and poverty (relative to education inequality), although the welfare
system and large average household size may also be contributory factors.

Brazil
Average educational attainment in Brazil is very low and education inequality
very high: 66 per cent of adults aged 25 and over have only low educational
attainment and a large proportion of these have education only to the primary
level or lower (see Table B1). The employment rate across education levels
is very equal (see Table B2), while the unemployment rate does not have a
consistent relationship with education levels (see Table B3). Consequently,
Brazil has some of the lowest employment and unemployment inequality
levels across the case studies. However, earnings inequality is extremely high,
particularly so at the top end of the distribution as reﬂected in the exceptionally
high 90/10 earnings deciles ratio (see Table B5). The degree of inequality is
not so sharp at the lower end of the distribution although Brazil has the
highest 50/10 earning decile ratio and a high proportion in low pay. Average
earnings vary with education to a much greater degree in Brazil than in the
other case study countries (see Table B5). Income inequality and poverty in
Brazil are not only the highest across the case studies (see Table B6) but also
one of the highest in the world (Barros et al., 2011), with a poverty rate of
24.7 per cent. Moreover, the proportion in poverty varies to an enormous
degree by education level: 36 per cent, 14 per cent and 2 per cent for the
low, middle and high education groups, respectively (see Table B6). In spite of
the current high level, income inequality in Brazil has declined substantially in
the last decade: the Gini coeﬃcient declined at an average rate of 1.2 per cent
a year between 2001 and 2007, with a consequent substantial reduction in
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poverty (Barros et al., 2011). Relative to education inequality, unemployment
inequality is slightly lower than would be expected, but earnings inequality,
income inequality and poverty are all very high, even allowing for the wide
dispersion in educational attainment (see Table 4).
One reason for the high level of inequality in educational attainment in
Brazil is high private spending by high-income families, which means that
spending on education is very unequal (United Nations ECLAC, 2010). In
addition, it is argued that both vocational training and adult training have been
neglected in Brazil (de Mello et al., 2006).
The structure of the labour market in Brazil suggests a high degree of
inﬂexibility. Although reforms in 1988 gave greater autonomy to trade unions
for bargaining at state level, the centralised bargaining framework has been
criticised for being associated with high unemployment levels and negative
impacts on poverty (Carneiro, 2003). Employment protection legislation
provides rigid conditions for hiring workers and relatively inﬂexible condition for
laying them oﬀ. Yet the labour market in Brazil exhibits many characteristics of
a ﬂexible market: there are high turnover rates, many atypical labour contracts,
relatively high open unemployment and signiﬁcant wage ﬂexibility (Weller,
2009). This ﬂexibility arises through a large informal sector (estimated to
include 27 per cent of the labour force (Carneiro, 2003)), which evades both
the employment protection laws and high payroll costs. The informal sector is
argued to provide a buﬀer against unemployment and is a rational choice for
workers seeking greater ﬂexibility. Disadvantaged groups, such as women, black
people and the low educated, are more likely to work in the informal sector
than other groups (de Mello et al., 2006).
Brazil has a range of active labour market policies, but they suﬀer from
low resources and from policies being poorly integrated with each other and
with unemployment insurance. Overall, they are described as “ineﬃcient,
ineﬀective, and do not promote equity as they should” (Weller, 2009, page
136). The provision of unemployment insurance has expanded rapidly,
but it is increasingly used by young people and high-income workers, and
demand depends little on unemployment as such (Weller, 2009). In addition,
unemployment beneﬁt is restricted to those in the formal sector (Carneiro,
2003).
The employment rate for women in Brazil is very low (see Table B2). It
is argued that there is a need to increase the supply of aﬀordable childcare
to raise female participation in full-time work (de Mello et al., 2006), while
maternity leave only covers women in the formal sector, which is about half of
female workers (ILO, 2009).
The minimum wage in Brazil is set at a high level with a high degree of
coverage within the formal sector (see Table B8). However, it does not have
a permanent eﬀect on earnings inequality: increases in the minimum wage
initially compress the wage distribution with moderately small eﬀects on
employment, but the compression subsequently vanishes because of the
consequent wage–price spiral (Lemos, 2010). Indeed, some evidence suggests
that the minimum wage has adverse eﬀects on lower income families through
this inﬂationary eﬀect (Neumark et al., 2006).
Total spending on social insurance and social assistance in Brazil, at
13.1 per cent of GDP in 2005 (OECD, 2010d), is similar to the amounts
spent on cash beneﬁts in the other case study countries, although directly
comparable ﬁgures are not available. The ‘Bolsa Familia’ programme was
created in 2003 (as a descendent of previous similar programmes) with a
means-tested non-contributory payment made to families on condition of
the fulﬁlment of vaccination requirements for younger children, and school
enrolment and attendance requirements for older children. The programme
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has been very successful at reaching the poorest with monetary and nonmonetary transfers at relatively little cost: in 2005, it reached nearly 25 per
cent of the population and cost less than 0.4 per cent of GDP (OECD, 2010d).
The programme has been accredited with accounting for between 10 and
17 per cent of the reduction in income inequality since 2001 (OECD, 2010d
and Barros et al., 2011, respectively). In comparison, rising levels of contributory
social security payments have been accredited with accounting for between
16 and 30 per cent of the reduction in inequality, although at a much higher
ﬁscal cost (OECD, 2010d and Barros et al., 2011 respectively). This balance
towards non-targeted beneﬁts may partly explain why poverty is relatively
higher than income inequality in Table 4.
In summary, while Brazil has high levels of education, earnings and income
inequality, inequality in employment and unemployment is extremely low
because of the ﬂexibility oﬀered by a large informal sector that provides a
buﬀer against unemployment primarily for more disadvantaged workers. Trade
unions and collective bargaining, minimum wage legislation, active labour
market policies and unemployment insurance have relatively little impact on
the labour market either because of their design or because of circumvention
within the market. The welfare system has played an increasingly important
role in reducing income inequality and poverty, although poor targeting means
that it is not so eﬀective in reducing poverty.

Summary
The case studies have highlighted how a wide range of factors impact on
inequalities in the labour market and income. A summary of the pathways to
lower and higher poverty is presented in Table 5.
The evidence indicates several factors which contribute to the high level
of poverty relative to education inequality in the UK: weaknesses in skills
development for the less educated, the weak position of lone parents and
women in the labour market, and the relatively low level of cash beneﬁts.
However, the evidence also indicates that high labour market ﬂexibility, high
work incentives, and the impact of trade unions and the minimum wage
policy on the earnings distribution serve to reduce labour market and income
inequalities and poverty in the UK.

Table 5: Pathways to lower and higher poverty
Country

Area

Poverty Pathway

Denmark

Skills

Lower

Vocational focus
Eﬀective adult training

Employment Lower

Flexibility (ﬂexible trade unions, high
unemployment beneﬁts)
High work incentives (strong active labour
market programme, strong work ethic)
High female employment (support for parents)
Small ﬁrms encourage in high job mobility
Low and skilled immigration

Earnings

Lower

Trade unions
Low female part-time

Income

Lower

High cash beneﬁts (including unemployment
beneﬁts)

(continued overleaf)
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Table 5 continued
Country

Area

Poverty Pathway

Netherlands Employment Higher

Belgium

France

Inﬂexibility (strict employment protection
legislation)

Lower

Flexibility (high unemployment beneﬁts)
High work incentives (strong active labour
market programme)
High part-time work

Earnings

Lower

Minimum wage

Income

Lower

Generous unemployment beneﬁts

Employment Higher

Inﬂexibility (collective bargaining, strict
employment protection legislation)
Work disincentives (high tax, high
unemployment beneﬁts, ineﬀective active labour
market programme)

Earnings

Lower

Collective bargaining
Minimum wage

Income

Lower

Generous unemployment beneﬁts

Employment Higher

Inﬂexibility (strict employment protection
legislation, high minimum wage)
Work disincentives (high tax, beneﬁt poverty trap,
weak active labour market programme)
High and unemployed immigration

Earnings

Lower

Minimum wage

Income

Lower

High cash beneﬁts

Germany

Employment Higher

Inﬂexible vocational education and training system

Switzerland

Employment Lower

Flexibility (co-operative trade unions)
High work incentives (eﬀective active labour
market programme)
Industrial structure

Income

Higher

Low cash beneﬁts
High and unskilled immigration

Skills

Higher

Long lower tail of low skills
High NEETs

UK

Employment Higher

Flexibility (low employment protection
legislation, weak trade unions)
High work incentives (low unemployment beneﬁts)

Higher

Low pay for women in part-time

Lower

Minimum wage
Trade unions

Income

Higher

Low cash beneﬁts

Skills

Higher

Earnings

US

Many lone parents, lack of childcare

Lower

Employment Higher

Low public supported workforce training
Low support for low income parents

Lower

Flexibility (low employment protection
legislation, weak trade unions, low minimum wage)
High work incentives (low unemployment beneﬁts)

Earnings

Higher

Globalisation
Immigration

Income

Higher

Very low cash beneﬁts
Beneﬁts not well targeted
High number of single parents
Disadvantages concentrated in ethnic minorities

(continued overleaf)
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Table 5 continued
Country

Area

Portugal

Employment Higher

Brazil

Poverty Pathway
Work disincentive (high unemployment
beneﬁts)

Lower

Flexibility (large shadow economy, low
employment protection legislation in
temporary work)
Many low-skilled jobs in manufacturing
High female participation (historical reasons)

Earnings

Lower

Low part-time work

Income

Lower

High cash beneﬁts
High female earnings reduces poverty
Large household size

Skills

Higher

Neglect of vocational training

Employment Lower

Flexibility (large informal sector)

Income

Cash beneﬁts poorly targeted

Higher

Among the case study countries, there are a number of diﬀerent pathways to
lower poverty:
• The pathway in Denmark includes very low employment inequality
associated with the ﬂexicurity model of a ﬂexible labour market and
high work incentives, and the ‘Nordic’ model encouraging high female
participation; low earnings inequality associated with strong trade unions
and low part-time work for women; and low poverty relative to the labour
market outcomes associated with generous cash beneﬁts.
• In the Netherlands, the pathway involves low unemployment inequality
associated with high labour market ﬂexibility, high work incentives and a
high degree of part-time work; low earnings inequality associated with
the minimum wage policy; and low poverty relative to the labour market
outcomes associated with generous unemployment beneﬁts.
• The Belgium pathway involves high unemployment inequality associated
with an inﬂexible labour market (due to collective bargaining and strict
employment protection legislation) and high work disincentives (due to
high taxes and unemployment beneﬁt and weak active labour market
programmes), but very low earnings inequality through strong collective
bargaining and the minimum wage policy.
• Portugal achieves low poverty for its high level of education inequality
through low unemployment inequality associated with labour market
ﬂexibility, a high demand for low-skilled jobs and high female participation;
low earnings inequality associated with low levels of part-time work; and low
poverty relative to labour market outcomes through high cash beneﬁts, high
female earnings and large household size.

Implications for the UK
This evidence from the case studies can be used to identify some key areas of
relevance for poverty reduction in the UK. As emphasised above, an important
caveat that should be applied when using cross-country studies of the nature
reported here is the need to allow for diﬀerences in contextual factors and the
broader national background. In terms of exploring implications for the UK, it is
important to consider the degree to which policies are transferable from one
country to another. The literature on policy transfer emphasises three aspects
of transferability: learning about other policies (the provision of knowledge
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about, and understanding of, policies); the decision-making process leading to
the acceptance of a new policy; and prospective policy evaluation (assessing
the probable impacts of the policy in the new context) (e.g., see Evans, 2009,
Massey, 2009, or Massberger and Wollman, 2003). In this chapter, the last two
of these aspects are considered: whether policies have unacceptable costs or
other implications and whether policies will operate in the same way or have
the same consequences as in their country of origin.
The analysis of the case studies suggests six key areas where policy in the
UK might be developed.

1 The development of skills among the low educated
Two sources of evidence suggest that, in comparison with other countries, the
UK has low work skills among the low educated. First, there is a long tail of very
low literacy and work skills in the UK workforce compared with other countries.
Second, the data indicates that diﬀerences in unemployment risk across
education groups and earnings inequality are higher than would be expected
for the degree of education inequality in the UK. The level of skills at the
lowest end could be improved within the education system, or through adult
learning and education to raise skills within the distribution within the currently
active workforce. Only the latter is considered here, partly because the case
studies have identiﬁed some important factors in this area and partly because
the ongoing development of workforce skills can have more immediate
outcomes.
The case studies suggest the following implications for further education
and training:
• An absence of public support for adult training may lead to unequal labour
market outcomes (US).
• Provision of lifelong learning and training for the entire workforce rather
than focusing resources on the unemployed is associated with more equal
labour market outcomes in employment and earnings (Denmark).
• Paid leave and training vouchers for employees have been introduced in
a number of countries (Belgium), although the eﬀects have not yet been
evaluated. Increases in the supply of adult training can have high take-up
(Portugal).
• Qualiﬁcation modules in adult learning encourage disadvantaged young
people to participate (Germany).
• Public organisation of training (although not necessarily the funding) and
the development of a strong market in training can promote training for
employees in small ﬁrms that would not have the economies of scale to
provide training themselves (Denmark).
• Vocational qualiﬁcations are important (Denmark) and a neglect of
vocational training can lead to unequal labour market outcomes (Brazil). But
vocational specialisation too early or too rigidly in the education system
can be counterproductive or create inﬂexibilities in the labour market (the
Netherlands, Germany).
• Vocational education and training should operate in close partnership with
employers and government (and possibly trade unions) in order to ensure
that the structure and content meets labour market needs (Denmark,
Germany). Adult education that is orientated towards personal development
has not been so successful (the Netherlands).

Skills policy in the UK is currently being developed in several key directions.
First, the latest strategy document for England (Skills for Sustainable
Growth: Strategy Document, BIS, 2011b) sees apprenticeships as the
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“heart of the system” (page 7), with a sizable expansion in the number
of adult apprenticeships and plans for the development of 16- to
18-year-old apprenticeships. Alongside these, a wider and more ﬂexible
system of vocational qualiﬁcations will be developed, designed to meet the
needs of employers. These developments are in line with the importance
attached to vocational training and the need for training to meet employer
needs in other countries, although the international evidence also cautions
about the potential inﬂexibility of apprenticeships at the age of 16–18 years.
Second, full government funding and the improvement of the eﬀectiveness
of basic literacy and numeracy training are also included in the current strategy.
Full funding will also be provided for ﬁrst level 2 and level 3 qualiﬁcations for
those aged 19 to 24 years and for some disadvantaged groups (including the
unemployed), while co-funding and loans will be available for higher level and
other training. The evidence reported here suggests that supporting training
for the entire workforce rather than focusing on the unemployed has greater
impact in enhancing employment equality and suggests that the full funding for
levels 2 and 3 might achieve more if it were not age restricted.
Finally, the current strategy envisages that training will be provided by a
“broad range of autonomous providers” (page 5, BIS, 2011b) which will be
subject to less regulation and that information on training will be provided to
all adults through the option of a ‘Lifelong Learning Account’. The evidence
presented here suggests that the development of a strong market in training
will be particularly beneﬁcial for small and medium-sized ﬁrms, although there is
also a caution that training that is responsive to individual preferences may not
be successful if it leads to an excessive focus on personal development rather
than meeting the needs of business.
The ability of the strategy to deliver improvements in training among the
low skilled will depend upon the take-up of the schemes, which the evidence
suggests is not certain. However, international experience in the detail of the
policy, such as the use of qualiﬁcation modules in Germany, could enhance the
design and eﬀectiveness of the UK skills strategy.

2 The minimum wage
The evidence on minimum wage policies suggests:
• A high minimum wage can reduce employment, particularly for women and
the low skilled (France).
• Minimum wages can reduce earnings inequality (the Netherlands, Belgium,
UK) in some cases, particularly for women (Portugal). But they may have no
permanent impact on the earnings distribution if they lead to a price–wage
spiral (Brazil). A low or absent minimum wage is sometimes associated with
higher earnings inequality (US, Germany), but not in all cases (Switzerland).

Government policy in the UK continues to support the minimum wage (BIS,
2011a) but it has not been as eﬀective in reducing earnings inequality as
in some countries. While recognising that the minimum wage has not had
adverse employment eﬀects since its introduction in 1999, current policy is
cautious towards further rises in the level of the minimum wage, with a request
to the Low Pay Commission in its current uprating to focus “their attention on
the eﬀects of a rise in the adult rate on employment and also how to mitigate
any wage impact on higher inﬂation and consequently lower growth and
employment in the future” (page 5, BIS, 2011a). This suggests that the current
economic climate makes any immediate substantial rise in the minimum wage
unlikely, but there is considerable potential that a higher minimum wage could
further reduce earnings inequality given that low pay is a key driver of higher
earnings inequality in the UK, particularly for women in part-time work.
Case studies
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3 Trade unions and collective bargaining
The impact of trade unions and collective bargaining on employment
opportunities for the least skilled, and the degree of inequality in the earnings
distribution, depends upon the speciﬁc goals and organisations of these
institutions:
• Strong trade unions and centralised systems of collective agreements can
reduce labour market ﬂexibility and have adverse impacts on employment
(Belgium, Brazil). The absence of a signiﬁcant role for trade unions can
promote labour market ﬂexibility (UK, US).
• Trade unions focused on long-term goals and involved in the development
of policy with decentralised collective agreements can promote rather than
hinder employment (Denmark, Germany, Switzerland).
• Trade unions and collective bargaining can compress the earnings
distribution and reduce earnings inequality (Belgium, Germany, UK) but they
can also have little impact on earnings inequality (Portugal).
• Within Europe and North America, countries with a higher proportion
of employees in unions tend to have lower earning inequality, income
inequality and poverty (see analysis of international data in Chapter 4).

Trade unions in the UK do not appear to be as eﬀective in reducing wage
inequality and low pay as elsewhere. The decline in union membership in
recent decades, and the concentration of membership in the public sector
and among women, would suggest that their potential role is limited. Yet
union bargaining still covers one-third of employees and dominates workplace
employment relations in the public sector. Moreover, it is argued that unions
are transforming themselves: they are no longer associated with poorer
ﬁnancial performance or perceptions of poor relations between managers
and employees, but help to reduce turnover and play an active role in
promoting productivity through high-involvement management practices
(Bryson and Forth, 2011). Stronger co-operative and ﬂexible unions in the
UK could therefore potentially promote greater equality in both earnings and
employment. However, there is also a risk that with enhanced strength, unions
could reduce labour market ﬂexibility with adverse impacts on employment.
Moreover, the precise policy measures that would eﬀectively strengthen trade
unions to play a greater role in a co-operative and ﬂexible manner in the UK
are not clear.

4 High unemployment benefits and active labour market policies
The ﬁndings on unemployment beneﬁts and active labour market policies
include:
• High and eﬀective active labour market policies (those that facilitate and
encourage the unemployed to re-enter employment quickly) can ensure
that high levels of labour market ﬂexibility are combined with the security of
the expectation of a speedy return to employment and low unemployment
(Denmark, the Netherlands, Belgium, Switzerland). But a weak or ineﬀective
system of active labour market policies will not enhance employment
(France, UK, US, Brazil).
• Some types of active labour market policies are more eﬀective than
others: wage subsidies for temporary work are good; training has mixed
results; traditional employment programmes in sheltered labour markets
are not eﬀective (Switzerland); and work bonuses have a moderate impact
(Belgium).
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• Within Europe and North America, countries with higher unemployment
beneﬁts tend to have lower earnings inequality and lower income inequality
and poverty (see analysis of international data in Chapter 4).
• Generous and long-duration unemployment beneﬁts promote the security
aspect of ﬂexicurity, but need to be accompanied by a strong underlying
work ethic or by strong active labour market policies to aid and police
employment participation (Denmark, the Netherlands). In the absence of
either, generous unemployment beneﬁts can have adverse work incentives
and raise unemployment (Belgium, Portugal).
• Unemployment beneﬁts can have an important direct impact on the income
distribution through the payments to the unemployed in poor households
(Denmark, the Netherlands, Belgium).

While the UK labour market exhibits the ‘ﬂexible’ element of a ﬂexicurity
model, the ‘security’ element is not present: unemployment beneﬁts are low
and spending on and participation in active labour market policies are also low
(see Table B8). Higher unemployment beneﬁts could have the advantage of
reducing the likelihood of poverty during periods of unemployment, but would
risk increasing work disincentives and prolonging spells out of work. So, it may
be the case that higher beneﬁts would need to be accompanied by stronger
active labour market programmes, but these would need to be designed
eﬀectively and could be costly (see Table B8). In addition, the success of the
ﬂexicurity model in other countries has been attributed to the safeguards
against work disincentive eﬀects aﬀorded by a long-standing and entrenched
acceptance of employers’ rights to hire and ﬁre and the recognition that
workers have duties, as well as rights (based on a strong work ethic). It is not
clear whether acceptance of such a high level of employment ﬂexibility or such
a strong work ethic is present or could be established in the UK.

5 The participation of women in employment
Inequality is strongly inﬂuenced by the role that women play in the labour
market:
• High employment participation among women is associated with
lower income inequality and poverty (Denmark, Portugal). In the case of
Denmark, this is supported by high provision of public daycare and generous
maternity leave and rights, whereas it arose for historical cultural reasons
in Portugal.
• High levels of public provision of childcare can entail considerable
government expenditure (Denmark).
• Higher childcare subsidies can encourage maternal participation or
encourage mothers to work full-time rather than part-time (the
Netherlands). But these may not be eﬀective if they lead to a substitution
of formal care for informal care rather than raising employment (the
Netherlands); if childcare is still unaﬀordable (UK); if there are concerns
about the quality of available care (UK); or if there are gaps in the availability
of care (UK).
• Secondary earner tax deductions can be used to encourage female
participation (the Netherlands).
• A lack of family-friendly workplace policies and ﬂexible working can greatly
inhibit parental employments, particularly for poorer parents (US).
• High levels of part-time work can reduce unemployment (the Netherlands).
However, low part-time work is associated with lower inequality in earnings
and income (Denmark), while high part-time work is associated with low pay
and higher earnings inequality (UK).
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• In-work income must be suﬃcient to lift families out of poverty for higher
employment participation among parents to reduce poverty (UK).
• The impact on poverty of low labour market participation among mothers is
greater in countries with higher numbers of lone mothers and with weaker
support for working parents (UK, US).

The role of women in the labour market is an important element of inequality
in the UK labour market, as indicated in the UK-speciﬁc research but also
conﬁrmed by the experience from other case study countries. One major
reason for the high unemployment inequality in the UK is the lack of good
quality aﬀordable childcare to enable lower income mothers to work,
the impact of which is exacerbated by the high number of lone parents.
Inequality in the earnings distribution is raised by the low levels of pay for the
substantial proportion of women in part-time work. Therefore, enhancing
the participation of women in better paying jobs is an important element in
addressing poverty in the UK. Central to achieving a better position for women
overall is to improve the labour market position of mothers (Paull, 2006).
Although policy in the UK provides some support to parental working, a much
stronger approach would be needed to accomplish the female participation
rates achieved in some other countries, particularly in the level of public
support for the provision of childcare.

6 Spending on cash benefits
Social security and cash beneﬁts play a key role in determining the degree of
income inequality and poverty:
• Within Europe and North America, countries with higher spending on cash
beneﬁts tend to have lower income inequality and poverty (see analysis of
international data in Chapter 4).
• High levels of cash beneﬁts can play an important role in reducing income
inequality and poverty (Denmark, France, Portugal) and low spending on
cash beneﬁts is associated with higher income inequality and poverty
(Switzerland, UK, US).
• High levels of unemployment beneﬁt help to reduce poverty (the
Netherlands, Belgium).
• Poorly targeted cash beneﬁts are less eﬀective at reducing income
inequality and poverty (Brazil).
• Means-tested housing subsidies may generate out-of-work poverty traps
(France).

Relatively low levels of cash beneﬁts in the UK mean that the high level of
earnings inequality translates into relatively high levels of income inequality and
poverty. In spite of a high priority to address poverty, spending on cash beneﬁts
and tax credits declined by 2 percentage points between 1996/7 and 2008/9,
although recent tax and beneﬁt policies have favoured low income families with
children, and pensioners, with in-work tax credits to balance work disincentives
for families (Sefton et al., 2009). The evidence suggests that the UK can only
achieve the low income inequality and poverty levels of some European
neighbours by spending considerably more on cash beneﬁts or by greater
targeting of beneﬁts towards those at the lower end of the income distribution.
However, greater targeting of support towards the poorer end of the income
distribution runs the risk of creating work disincentives, which can exacerbate
employment inequalities and oﬀset any poverty reducing eﬀects.
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Other factors
A number of other factors explain why some elements of labour market
inequality, income inequality and poverty are lower in some countries than in
the UK but have less potential policy application to the UK. These include:
Labour demand and the structure of the labour market
• The occupational orientation and structure of the economy can directly
impact on unemployment inequality: the low skilled can beneﬁt from a high
employment rate (Switzerland) or from a large number of low-skilled jobs in
manufacturing (Portugal).
• A large shadow economy or informal sector can substantially enhance
employment ﬂexibility, reducing employment inequality and the
unemployment rate among the low educated (Portugal, Brazil).
• Labour market ﬂexibility can be greatly enhanced by the dominance of
smaller ﬁrms in the economy (Denmark).
The level of employment protection legislation
• A high level of employment protection legislation can hinder job creation,
reduce labour market ﬂexibility and raise unemployment, which may aﬀect
the low skilled to a greater extent than other workers (the Netherlands,
Belgium, France, Brazil).
• A high level of employment protection legislation may also encourage an
informal sector in the labour market (Portugal, Brazil).
• Easing of employment protection only for temporary employment may raise
the proportion of workers in temporary employment (the Netherlands),
create work opportunities for the low skilled (Portugal) or have a negative
impact on employment levels (France).
• Countries with low employment protection have greater labour market
ﬂexibility and lower unemployment (Denmark, UK, US).
The type of immigration
• High levels of immigration can increase employment and earnings inequality
if immigrants are likely to be unemployed or work in low-paid jobs (France,
Switzerland).
• Immigration may not be detrimental to equality in the labour market if
immigrants tend to have higher skills (Denmark).
Demographic factors
• High numbers of single parents are associated with higher poverty (UK, US).
• Countries with higher average household size are associated with
lower poverty, possibly through the greater pooling of resources across
generations (Portugal).
• The concentration of disadvantages within a particular group, such people
from ethnic minority communities, raises income inequality and poverty
(US).

Conclusions
The evidence suggests that the key reasons why other countries achieve lower
poverty than the UK tend to lie in broad aspects of labour market structure
and ﬁscal approach rather than detailed policy. This raises greater challenges
in terms of identifying speciﬁc lessons that can be transferred to the UK, but
provides support for the inclusion of these wider issues in the discussion on
how to reduce poverty further.
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APPENDIX A:
TECHNICAL
DESCRIPTION OF
THE DATA
This appendix describes the international data used in Chapter 4.

Educational attainment
Educational attainment is measured as the proportions of the population
aged 25 and older in seven educational attainment categories: no schooling;
incomplete primary (ISCED 0); primary (ISCED 1); lower secondary (ISCED
2); upper secondary (ISCED 3); post-secondary non-tertiary (ISCED 4); and
tertiary (ISCED 5–6). Many developed countries record zero or negligible
proportions in the bottom three categories and in category 6, including the
UK. These seven categories were also aggregated into the three more usual
categories of low (ISCED 0–2), middle (ISCED 3–4) and high (ISCED 5–6)
education.
The measure of inequality was derived as a Theil inequality index, as used in
Rodriguez-Pose and Tselios (2009) with the values of 0.25, 0.5, 0.75, 1, 2, 2.5
and 3 assigned to the seven education attainment categories. This education
Theil inequality index has similar features to that of an income Gini coeﬃcient
in that it captures the extent that a disproportionate share of educational
attainment is held by diﬀerent groups. (See Benaabdelaali et al., 2011) for
further discussion of measures of education inequality.) It takes a value of zero
for complete equality and a value of 100 per cent for complete inequality.
The average education level was constructed as the average of the Theil
index values.
The Theil educational inequality index was calculated as:
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where
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The analysis in Chapter 4 was also performed using the proportion of the
population in low education as the measure of education inequality. The
ﬁndings were qualitatively similar to those for the Theil inequality index, which
was not surprising as there is a strong positive association between the two
measures. Findings are presented for the Theil inequality index as this measure
reﬂects the degree of inequality across all education groups.

Employment and unemployment
The unemployment rate is the percentage of the labour force (people
employed plus unemployed) who are unemployed. The measure of inequality in
the unemployment rate is the Theil inequality index, which captures the degree
of inequality in the share of unemployment held by each of three education
categories relative to the proportion in each education category. These three
education categories are deﬁned as low (ISCED 0–2, or less than 9 years of
education), middle (ISCED 3–4, or between 9 and 13 years of education) and
high (ISCED 5–6, or more than 13 years of education).
The Theil educational inequality index was calculated as:
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Four diﬀerent measures of employment inequality were used in the analysis in
Chapter 4: the employment rate for those with low education in the working
age population; a Theil inequality index for employment rates across the three
education groups; the unemployment rate for those with low education; and a
Theil inequality index for the unemployment rate across the three education
groups. The Theil inequality index for employment is calculated in an analogous
manner to that for unemployment. All the measures generated qualitatively
similar results in the analysis but results are only presented for the Theil
inequality index for unemployment. This was considered the best measure
because the unemployment data was availabale for a much larger number of
countries than the employment data, and because the Theil inequality index is
more consistent with the inequality measures used for the other factors.
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Earnings
The ratio of 90/10 earnings deciles used as the earnings inequality measure
for the Europe and North American group is the ratio between the earnings
for workers who are 10 per cent from the top of the distribution and those
who are 10 per cent from the bottom of the earnings distribution. Earnings are
gross earnings for full-time full-year workers. Two other measures of earnings
inequality were also used in the analysis in Chapter 4: the 50/10 decile
ratio and the proportion of workers in low pay deﬁned as the share in total
dependent employment of workers earnings less than two-thirds of median
earnings. The ﬁndings were qualitatively similar for all three measures and are
presented for the 90/10 decile ratio.
The earnings Gini coeﬃcient for the Latin America and Caribbean group is
the Gini coeﬃcient for the distribution of gross monthly labour income (see
the description of the Gini coeﬃcient under ‘Income Gini coeﬃcient’ in the
next subsection).

Income and poverty
The measure of income inequality is the income Gini coeﬃcient. The Gini
coeﬃcient is deﬁned as the area between the Lorenz curve (which plots
cumulative shares of the population, from the poorest to the richest, against
the cumulative share of income that they receive) and the 45° line, taken as a
ratio of the whole triangle. The values of the Gini coeﬃcient range between
0 in the case of ‘perfect equality’ (each share of the population gets the same
share of income) and 1 or 100 per cent in the case of ‘perfect inequality’ (all
income goes to the individual with the highest income). The Gini coeﬃcient is
based on equivalised household disposable income. This is total income from
all sources for all household members after direct taxes and transfers. An
adjustment for household size and composition using equivalence scales to
reﬂect how households of diﬀerent size and composition require a diﬀerent
level of income to achieve the same standard of living.
The poverty rate used in the main analysis of this report is the percentage
of individuals with equivalised income below 50 per cent of median income.
This was used rather than the more usual measure of the percentage of
individuals below 60 per cent of median income because the 50 per cent of
median income measure was more widely available and is a more relevant
measure for poorer countries.

Background, contextual and policy factors
GDP per capita is the gross domestic product per capita in constant 2005
purchasing power parity dollars. Purchasing power parity (PPP) is where an
amount of money has the same purchasing power in diﬀerent countries.
The urbanisation rate is the percentage of the total population living in
urban areas.
The dependency rate is the ratio of dependents (people younger than 15 or
older than 64 years) to the working-age population (those aged 15–64 years).
The unionisation rate is the proportion of wage and salary earners that are
trade union members.
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A minimum wage policy is a minimum rate of pay that employers are legally
obliged to pay their workers. Comprehensive minimum wage coverage is
deﬁned here as legal coverage for almost the entire working population with
a few subgroups excepted, and was derived from descriptions of the coverage
in each country. The source of this information was Wikipedia and the original
sources are documented on the Wikipedia webpage (referenced below). This
was the only source providing minimum wage information for a broad range of
countries. The reliability of the information was checked by comparing the level
of the minimum wage reported on the Wikipedia page with those reported
for corresponding countries by the OECD, and by comparing the coverage
information with that reported in national level sources for the case study
countries.
The unemployment beneﬁt replacement rate is the ratio between net
household income in work and during the initial phase of unemployment. The
example used in this report, for a family experiencing poverty, calculated for a
married couple with two children, with one earner on 67% of the average wage
when in work.

Data sources
Data was used from the following sources:
• Eurostat – Statistical Oﬃce of the European Union http://epp.eurostat.
ec.europa.eu/portal/page/portal/statistics/themes
• OECD StatExtracts – Statistical database for OECD countries http://stats.
oecd.org/index.aspx
• Luxembourg Income Study – http://www.lisproject.org/key-ﬁgures/keyﬁgures.htm
• SEDLAC – Socio-Economic Database for Latin America and the Caribbean
http://sedlac.econo.unlp.edu.ar/eng/statistics.php
• ESCAP – United Nations Economic and Social Commission for Asia and the
Paciﬁc http://www.unescap.org/stat/data/index.asp
• ILO KILM – International Labour Oﬃce Key Indicators of the Labour Market
http://kilm.ilo.org/KILMnetBeta/default2.asp
• World Bank – World Bank Data Catalog http://data.worldbank.org
• UN Data – United Nations Statistical Databases http://unstats.un.org/unsd/
databases.htm
• UNESCO – United Nations Educational, Scientiﬁc and Cultural Organization
Institute for Statistics http://stats.uis.unesco.org/unesco/TableViewer/
document.aspx?ReportId=143&IF_Language=eng
• Russian Statistical Yearbook – http://www.gks.ru/bgd/regl/b09_13/Main.htm
• Wikipedia – http://en.wikipedia.org/wiki/List_of_minimum_wages_by_
country

The data sources for each variable are shown in Table A1. Some variables
required data combined from more than one source and diﬀerences in
deﬁnitions are noted in the table.
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Table A1: Data sources
Variable

Data sources (number of countries)

Educational attainment

UNESCO (99), Eurostat (1), Russian Statistical Yearbook (1)
Adult is deﬁned as aged 25 and over (UNESCO), aged 25–74
(Eurostat) and aged 15 and over (Russian Statistical Yearbook)

Unemployment rate

Eurostat (30), SEDLAC (19), ILO KILM (20)
The labour force is restricted to those aged 25–64
(Eurostat) or aged 15–64 (SEDLAC and ILO KILM). Low,
middle and high education correspond to ISCED categories
0–2, 3–4 and 5–6, respectively (Eurostat and OECD), or to
fewer than 9 years of education, between 9 and 13 years of
education, and more than 13 years of education, respectively
(SEDLAC)

Employment rate

Eurostat (33), Luxembourg Income Study (2), SEDLAC (19)

Earnings deciles

OECD StatExtracts (24)

Earnings Gini coeﬃcient SEDLAC (17)
Income Gini coeﬃcient

Eurostat (31), OECD StatExtracts (1), Luxembourg Income
Study (6), SEDLAC (16), World Bank (35)

Poverty rate

Eurostat (31), OECD StatExtracts (1), Luxembourg Income
Study (6), SEDLAC (17)

GDP per capita

World Bank (96)

Urbanisation rate

UN Data (101)

Dependency rate

World Bank (98)

Share of foreign
OECD StatExtracts (26), SEDLAC (14), ESCAP (22)
immigrants in population Calculated as the number of foreign immigrants divided by
the population size (OECD) or as the percentage of migrants
in the population multiplied by the percentage of foreign
migrants in all migrants (SEDLAC) or as the number of
international immigrants divided by the total population
(ESCAP)
Unionisation rate

OECD StatExtracts (29), SEDLAC (8)

Minimum wage
coverage and level

Wikipedia (94)

Unemployment beneﬁt
replacement rate

OECD StatExtracts (33)

Cash beneﬁts as a
percentage of GDP

Eurostat (6), OECD StatExtracts (27)

Sample statistics
The ﬁnal sample consisted of 101 countries, with 39 European countries,
2 North American countries, 22 Latin American and Caribbean countries,
22 Asian and Paciﬁc countries, 5 Middle Eastern countries and 11 African
countries. The sample statistics are shown in tables A2 and A3.
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Table A2: Sample statistics for inequality measures

Europe
and
North
America

Latin
America
and
Caribbean

Asia
and
Paciﬁc

Middle
East

Africa

All

Educational attainment
Mean level

1.8

1.3

1.5

1.6

0.7

1.5

Inequality Theil index

10.3

21.6

16.8

17.8

29.5

16.6

Percentage with low
attainment

35

61

51

51

88

51

Percentage with
educational attainment
level:
1
2
3
4
5
6
7

2
2
12
19
40
3
22

9
18
23
10
24
2
12

10
10
15
16
26
8
15

6
5
20
19
22
3
24

45
19
15
8
7
2
3

10
9
16
15
29
4
16

Number of countries

41

22

22

5

11

101

Mean (per cent)

7.0

5.1

5.7

15.8

21.5

7.1

Inequality Theil index

7.9

3.5

7.2

3.5

0.8

6.0

10.8

5.0

5.7

15.7

21.2

8.9

Middle

6.2

5.5

7.3

17.8

24.7

7.2

High

3.8

4.4

6.4

14.9

15.3

5.1

34

22

8

3

2
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Mean ratio of 90/10
earnings deciles

3.3

—

3.5

—

—

3.3

Earnings Gini
coeﬃcient

—

50.2

—

—

—

50.2

Number of countries

21

17

3

—

—

41

31.0

49.6

36.2

38.5

40.5

36.9

41

17

18

4

9

89

Percentage below 50%
median income

9.7

22.3

13.7

19.2

—

14.2

Number of countries

33

18

3

1

—

55

Unemployment rate

By education group:
Low

Number of countries
Earnings

Income inequality
Income inequality Gini
coeﬃcient
Number of countries
Poverty

Appendix A

71

Table A3: Sample statistics for background variables and contextual and policy
factors
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Mean (number of
countries)

Europe
Latin
Asia
and
America
and
North
and
Paciﬁc
America Caribbean

GDP per capita
(constant PPP US$)

25,410
(41)

Middle Africa
East

7,998 11,792 13,409 2,481
(19)
(22)
(3)
(11)

All

15,841
(96)

Percentage of population
who live in urban areas

69
(41)

74
(22)

56
(22)

82
(5)

38
(11)

64
(101)

Dependency rate

47
(41)

60
(20)

51
(22)

48
(4)

84
(11)

55
(98)

Percentage of population
who are foreign immigrants

8
(25)

2
(14)

9
(22)

3
(1)

—
—

7
(62)

Percentage of employees in
trade unions

32
(25)

19
(9)

15
(2)

34
(1)

—
—

28
(37)

Percentage of countries
with comprehensive
minimum wage coverage

63
(40)

79
(19)

71
(21)

75
(4)

50
(10)

67
(94)

Replacement rate for poor
family with children

74.3
(33)

—
—

—
—

—
—

—
—

74.3
(33)

Cash beneﬁts as a
percentage of GDP

11.7
(33)

—
—

—
—

—
—

—
—

11.7
(33)

An international review of skills, jobs and poverty

APPENDIX B: CASE
STUDY STATISTICS
Figure B1: Unemployment inequality Theil index over time
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Sources: Data used in Chapter 4 and described in Appendix A
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Figure B2: Ratios of 90/10 earnings deciles over time
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Sources: Data used in Chapter 4 and described in Appendix A.

Figure B3: Income inequality Gini coeﬃcient over time
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Sources: Data used in Chapter 4 and described in Appendix A.
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Figure B4: Poverty rates over time
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Sources: Data used in Chapter 4 and described in Appendix A.

Table B1: Educational attainment in the population aged 25 and over
DNK NLD

BEL

FRA

GER SWZ

UK

US

PRT

BRA

Mean

2.1

1.9

1.8

1.8

2.1

2.2

2.1

2.2

1.1

1.2

Inequality Theil
index

6.7

9.9

13.1

11.6

5.9

3.5

7.3

5.7

23.5

23.3

Percentage with
low educational
attainment

24

34

40

40

20

6

27

13

77

66

0
0
0
24
45
0
32

0
2
9
23
35
4
27

0
7
15
18
31
2
27

0
1
21
18
37
0
23

0
0
3
17
51
6
23

0
0
4
2
64
3
28

0
0
0
27
41
0
32

0
1
4
8
48
0
38

14
0
50
13
11
1
11

14
13
26
14
24
0
9

Mean

2.1

2

1.9

1.8

2.2

2.3

2.1

2.2

1.1

1.2

Inequality Theil
index

6.5

9

12

10.6

4.7

3.1

6.7

5.9

20.2

23.2

Percentage with
low attainment

23

29

37

36

13

4

24

14

79

68

2.1

1.8

1.8

1.7

1.9

2.1

2

2.2

1.1

1.2

10.7

14.2

12.5

6.7

3.5

8

5.6

26.4

23.4

38

42

43

26

8

30

13

76

65

All

Percentage with
educational
attainment level:
1
2
3
4
5
6
7
Men

Women
Mean
Inequality Theil
index
Percentage with
low attainment

7
25

Sources: Data used in Chapter 4 and described in Appendix A.
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Table B2: Employment rates by education level
DNK

NLD

BEL FRA GER SWZ UK

US

PRT BRA

Mean percentage in 80.4
employment

73.7

67.2 70.6 73.5 83.2 78.9 74.3 73.9 71.8

Employment
inequality Theil
index

0.5

1.1

2.6

62.9
79.1
86.5

62.4
80.7
88.2

49.2 55.8 55.3 70.3 56.1 56.5 68.1 68.3
72.6 74.6 76.4 81.2 76.6 73.3 79.9 76.6
84.1 84.0 87.1 88.7 85.0 81.9 86.4 84.3

Mean percentage in 84.5
employment

82.6

75.9 76.7 80.9 89.9 83.3 82.5 81.0 75.9

All

Percentage in
employment by
education group:
Low
Middle
High

1.1

1.1

0.2

0.7

0.6

0.3

0.2

Men

Employment
inequality Theil
index
Percentage in
employment by
education group:
Low
Middle
High

0.2

0.2

1.2

0.7

0.4

0.1

0.4

0.3

0.1

—

—

75.8
85.1
90.2

74.7
84.2
88.1

60.7 65.6 65.8 78.6 71.3 69.7 79.8
82.4 80.6 80 88.7 85 80.4 82.4
87.6 87.2 89.7 93
90 89.8 89.2

Mean percentage in 76.3
employment

64.8

58.1 64.7 66.0 76.6 74.3 66.3 66.8 52.4

Employment
inequality Theil
index

2.7

5.1

Women

Percentage in
employment by
education group:
Low
Middle
High

0.8

1.7

1.8

0.3

1.1

1.1

0.8

—

—

60.1
78.6
85.4

47.0
71.1
83.0

38.0 51.7 47.3 61.6 58.9 43.4 62.3
64.4 70.7 69.7 76.2 76.4 66.1 77.1
82.3 80.0 82.1 84.7 86.1 74.1 85.4

Sources: Data described in Appendix A except employment rates for men and for women for Brazil: CEPALSTAT
http://websie.eclac.cl/infest/ajax/cepalstat.asp?carpeta=estadisticas&idioma=i
All years are 2007 except 2009 for Switzerland, 2004 for US and 2008 for employment rates for men and women
for Brazil.

Table B3: Unemployment rates by education level
DNK NLD

BEL

FRA GER SWZ UK

US

PRT BRA

All
Mean percentage
in unemployment

2.9

4.4

7.6

7.2

8.9

3.3

3.8

4.1

7.8

5.7

Unemployment
inequality Theil
index

2.2

4.0

10.8

5.5

12.3

4.2

8.6

5.6

0.5

1.8

(continued overleaf)

76

An international review of skills, jobs and poverty

Table B3 continued
DNK NLD
Percentage in
unemployment by
education group:
Low
Middle
High

BEL

FRA GER SWZ UK

4.0
2.4
2.9

5.9
4.1
2.8

11.7 10.2 17.3
6.2
5.6 8.2
3.4
4.8 3.6

Mean percentage
in unemployment

2.4

4.0

6.5

6.4

Unemployment
inequality Theil
index

4.1

2.9

11.3

5.7

US

PRT BRA

7.6
3.2
2.7

6.1
3.6
2.0

7.1
4.4
2.7

8.2
6.7
6.0

5.3
7.5
3.9

8.1

3.0

3.9

4.0

6.4

—

14.9

4.3

9.3

5.3

0.3

—

Men

Percentage in
unemployment by
education group:
Low
Middle
High

—

3.3
1.7
2.8

5.4
3.9
2.9

10.6
4.4
3.7

9.4
4.8
4.7

18.5
8.3
3.1

7.6
3.2
2.3

6.7
3.6
2.1

6.6
4.4
2.6

6.7
5.5
5.4

Mean percentage
in unemployment

3.5

4.8

9.1

8.1

9.6

3.6

3.6

4.2

9.4

—

Unemployment
inequality Theil
index

2.2

5.4

12.3

5.3

9.2

4.2

7.9

6.9

1.0

—

Women

Percentage in
unemployment by
education group:
Low
Middle
High

—

4.8
3.2
2.9

6.6
4.3
2.7

13.4 11.1 16.2
8.7
6.6 8.2
3.0
4.9 4.3

7.5
3.2
3.3

5.5
3.6
1.9

8.2
4.3
2.8

10.1
7.9
6.5

Sources: Data used in Chapter 4 and described in Appendix A except all unemployment rates for US: US Bureau of
Labor Statistics http://data.bls.gov/pdq/querytool.jsp?survey=ln
All years are 2007 except 2009 for Switzerland.

Table B4: Part-time work by education level
Percentage of
DNK NLD
employed in parttime work

BEL FRA GER SWZ UK

US

All workers
Male workers
Female workers

—

—

16.8
—
—

—

—

Men with
education level:
Low
Middle
High
Women with
education level:
Low
Middle
High

—

10
9
8

—

15
18
21

9
6
6

—

13
8
6

—

7
4
5

—

9
10
13

—

8
7
8

PRT

4
5
5
—

33
36
28

81
76
65

53
45
31

54
48
36

37
31
24

55
64
57

51
42
31

BRA

—
17
8
6

Sources: Eurostat http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes for all countries except US:
US Bureau of Labor Statistics http://data.bls.gov/pdq/querytool.jsp?survey=ln and Brazil (OECD, 2010d).
All years are 2007 except 2008 for Brazil.
Notes: Full-time/part-time distinction in the main job is made on the basis of a spontaneous answer given by the
respondent, except for Brazil where the deﬁnition is unspeciﬁed, and the Netherlands and US where part-time
means the usual hours worked are fewer than 35 and full-time means 35 hours or more.
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Table B5: Earnings inequality
DNK NLD

BEL

FRA GER SWZ

UK

US

PRT

BRA

Ratio of 50/10
earnings deciles

1.5

1.6

1.4

1.5

1.9

1.5

1.8

2.1

1.6

2.4

Ratio of 90/10
earnings deciles

2.7

2.9

2.3

2.9

3.3

2.7

3.6

4.8

4.3

8.0

Percentage in
low pay

12

—

6

—

21

—

21

24

17

19

82
100
125

85
100
154

89
100
133

84
100
150

91
100
162

75
100
159

70
100
157

65
100
172

68
100
177

51
100
268

Ratio of 50/10
earnings deciles

1.6

1.6

1.3

1.5

1.9

1.4

1.8

2.2

1.6

—

Ratio of 90/10
earnings deciles

2.8

2.9

2.3

3.1

3.3

2.6

3.7

5.1

4

—

Percentage in
low pay

10

—

4

—

14

—

15

19

12

16

Ratio of 50/10
earnings deciles

1.5

1.6

1.4

1.4

1.8

1.4

1.7

2

1.5

—

Ratio of 90/10
earnings deciles

2.5

2.7

2.3

2.6

3.2

2.4

3.2

4.1

4.3

—

Percentage in
low pay

15

—

11

—

33

—

29

29

24

24

All

Relative
earnings for
employees with
education level:
Low
Middle
High
Men

Women

Sources: Decile ratios and low pay from data used in Chapter 4 and described in Appendix A except decile ratios for
Brazil from de Mello et al. (2006) and low pay for Brazil from ILO (2009).
Relative earnings from OECD (2009b).
All years are 2007 except 2009 for Switzerland, 2004 for US and 2005 for the Netherlands.

Table B6: Income inequality and poverty
DNK NLD

BEL

FRA GER SWZ

UK

US

PRT

BRA

Income Gini
coeﬃcient

25

28

26

27

30

30

33

37

37

53

Percentage in
poverty: below
50% of median
income

5.9

5.2

8.0

6.8

9.6

9.0

11.4 17.3 11.5 24.7

Percentage in
poverty: below
60% of median
income

11.7

10.2

15.2

13.1 15.2 15.1

18.9 —

18.1 —

Percentage in
material
deprivation

7.0

5.6

12.0

12.2 12.1 6.1

10.4 —

22.4 —

(continued overleaf)
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Table B6 continued

Poverty rates by
education level:
Low
Middle
High

DNK NLD

BEL

FRA GER SWZ

UK

7.3
6.6
3.9

10.8
6.3
3.6

9.8
5.4
4.4

13.8 28.2 11.9 35.9
5.1 12.7 5.9 13.5
3.4
6.1
2.0
2.4

In-work poverty
rates by
education level:
5.2
Low
Middle
4.2
High
2.7

4.8
6.0
3.0

16.4 19.4
9.4
9.2
6.4
3.9

US

PRT

BRA

—

5.9
5.8
2.2

7.3
4.7
2.1

15.7 15.9 12.0
8.6
6.6
2.6
3.6
3.0
0.1

10.7 14.5 16.5
6.8
7.2
8.0
4.2
2.8
4.8

Sources: Income Gini coeﬃcient and poverty rates below 50% median from data used in Chapter 4 and described in
Appendix A.
Poverty rates below 60% median, by education level and in-work from Eurostat http://epp.eurostat.ec.europa.eu/
portal/page/portal/statistics/themes except those from US Census Bureau http://www.census.gov/population/
www/socdemo/hh-fam/cps2007.html using country-speciﬁc poverty thresholds for US, and from CEPALSTAT
http://websie.eclac.cl/infest/ajax/cepalstat.asp?carpeta=estadisticas&idioma=i for Brazil.
Material deprivation from Eurostat http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes
All years are 2007 except 2009 for income Gini coeﬃcient and poverty rates for Switzerland, 2004 income Gini
coeﬃcient and poverty rates for US and 2008 for material deprivation for Switzerland.
Notes: Poverty rates by education level and in-work are for ages 18–64 in all countries except for all ages for Brazil.

Table B7: Adult lifelong learning
Percentage
of 25- to
64-year-olds
in lifelong
learning

DNK NLD

BEL

FRA GER SWZ

UK

All

29.2

16.6

7.2

7.8

6.5

26.8

Men

24.2

16.1

7.0

8.0

6.0

Women

34.2

17.0

7.4

7.6

7.0

By educational
attainment:
Low
Middle
High

US

PRT

BRA

20.0 —

3.9

—

26.2

16.7 —

3.9

—

27.5

23.2 —

4.0

—

—
19.7
28.1
38.1

8.7
17.0
23.2

3.0
6.1
12.6

2.8
2.9
8.8
7.2
6.0 23.9
12.6 11.6 40.0

—

10.5
18.1
31.4

1.6
10.5
9.6

Source: Eurostat http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes
Notes: Lifelong learning is deﬁned as “All learning activity undertaken throughout life, with the aim of improving
knowledge, skills and competences, within personal, civic, social, and employment related perspectives”.

Table B8: Labour market structure and policies
DNK NLD BEL FRA GER SWZ UK

US PRT BRA

Trade union density:
percentage of
employed in trade
unions

69

19

53

8

20

19

28

12

21

19

Minimum wage policy
(see table notes):
1 No minimum wage
2 Low coverage, low
level
3 Low coverage, high
level
4 Comprehensive
coverage, low level
5 Comprehensive
coverage, high level

3

5

3

5

2/3

1

5

4

2

5

(continued overleaf)
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Table B8 continued

Strictness of
employment
protection legislation:
Regular employment
Temporary
employment
Collective dismissals
Overall
Expenditure on active
labour market
programmes as % of
GDP:
Training
Employment
incentives
Supported
employment
Direct job creation
Start-up incentives
Total
Participant stocks in
active labour market
programmes as
percentage of the
labour force:
Training
Employment
incentives
Supported
employment
Direct job creation
Start-up incentives
Total

DNK NLD BEL FRA GER SWZ UK

US PRT BRA

1.5
1.8

2.7
1.4

1.9
2.7

2.6
3.8

2.9
2.0

1.2
1.5

1.2
0.3

0.6
0.3

4.0
2.5

1.5
4.0

3.1
1.9

3.0
2.2

4.1
2.6

2.1
3.0

3.8
2.6

3.9
1.8

2.9 2.9
1.1 0.9

1.9
3.1

0
2.3
—

0.33 0.09 0.19 0.27 0.24 0.19 0.02 0.04 0.20
0.12
0.37 0.11 0.06 0.06 0.01 0
0.13 0
0.56 0.47 0.12 0.07 0.01 0.22 0.01 0.03 0.04
0.01 0.01 0.02
0
0.16 0.35 0.20 0.06 0
0
0
0
0.03 0.08 0.01 0
0
0
1.02 0.72 1.02 0.68 0.45 0.47 0.05 0.10 0.39
—

—

1.84 1.37 2.31 2.03 1.98 0.64 0.07
0.77 0.01 3.88 1.90 0.39 0.56 0.14

0.81
1.39

2.15 1.68 0.77 0.50 0.06 0.88 0.06

0.11

0
0.41 2.64 1.20 0.82 0
0.02
0
0
0.02 0.37 0.57 0.01 0
4.75 3.47 9.63 6.01 3.81 2.1 0.29

0.40
0.08
2.79

Sources: Trade union density and minimum wage policy from data used in Chapter 4 and described in Appendix A.
Strictness of employment protection legislation and active labour market programmes from OECD StatExtracts
http://stats.oecd.org/index.aspx except strictness of employment legislation for Brazil (Weller, 2009).
Notes: Low coverage for the minimum wage is unoﬃcial or partial coverage while comprehensive coverage is legal
coverage for the entire population with only minor exceptions. Low level of minimum wage is less than 45 per
cent of GDP per capita and high level is equal to or greater than 45 per cent of GDP per capita. Germany has low
coverage for minimum wage policy but the level is not known.

Table B9: Unemployment beneﬁt
DNK NLD
Unemployment beneﬁt
replacement rate (per
cent) for:
Low income single
person
Low income family
with children
Average single
person
Average family with
children

BEL FRA GER SWZ UK

US PRT BRA
—

84
89

73
87

77
70

70
81

59
78

80
84

58
78

62
52

78
76

61

73

58

66

59

70

40

56

84

73

77

55

69

73

86

66

52

77

Unemployment beneﬁt 48
maximum duration (in
months)

38

none

23

12

18

6

6

24

5

Sources: Replacement rates from data used in Chapter 4 and described in Appendix A.
Maximum duration from OECD Directorate for Employment, Labour and Social Aﬀairs http://www.oecd.org/docum
ent/29/0,3746,en_2649_34637_39618653_1_1_1_1,00.html for all countries except Brazil (ILO, 2009).
Notes: Claimants in the UK can continue to receive the same amount of beneﬁt after 6 months in the form of
income support.
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Table B10: Expenditure on cash beneﬁts
DNK NLD BEL FRA GER SWZ UK US PRT BRA
Cash beneﬁts as
percentage of GDP for
beneﬁts relating to:
Old age
5.6 4.5 7.0 10.8 8.6 11.3 5.8
Survivors
0 0.3 1.9 1.9 2.0 1.1 0.1
3.3 3.2 1.9 1.7 2.4 3.4 2.1
Incapacity
Family
1.5 0.6 1.6 1.3 1.1 1.1 2.1
Unemployment
1.9 1.1 3.1 1.4 1.4 0.6 0.4
Other social policy areas
0.5 1.0 0.5 0.3 0.1 0.5 0.1
Total
12.8 10.7 16.0 17.4 15.7 17.9 10.7

—

5.3 9.2
0.7 1.6
1.5 2.5
0.1 0.7
0.3 1.0
0.3 0.2
8.1 15.1

Source: OECD StatExtracts http://stats.oecd.org/index.aspx
Notes: Cash beneﬁts include all beneﬁt payments but exclude spending on health, active labour market programmes
and housing. In Brazil in 2005, 11.7% of GDP was spent on social insurance and 1.4% on social assistance with a
total of 13.1% on total public social expenditure (OECD, 2010d). In Brazil in 2006, 0.44% of GDP was spent on
unemployment insurance (Weller, 2009).

Table B11: Impact of taxes and transfers on income inequality and poverty
DNK NLD BEL
Income Gini
coeﬃcient:
Before tax/
transfers
After tax/
transfers
Percentage
in poverty
(below 50%
of median
income):
Before tax/
transfers
After tax/
transfers

FRA

GER

SWZ UK

US

PRT

BRA
—

0.42

0.42 0.49 0.48 0.51

0.35

0.46 0.46 0.54

0.23

0.27 0.27 0.28 0.30

0.28

0.34 0.38 0.38
—

23.6

24.7 32.7 30.7 33.6

18

26.3 26.3 29

5.3

7.7

8.7

8.3

8.8

7.1

11

17.1 12.9

Source: OECD StatExtracts http://stats.oecd.org/index.aspx
Note: Illustrative calculations from the mid-2000s (see Annex 1.A1 in OECD, 2010a).

Table B12: Economic and demographic background
DNK NLD BEL FRA GER SWZ UK
GDP per capita in
constant US$ (‘000s)
Labour productivity:
GDP per person engaged
(constant 1990 US$ at PPP
in ‘000s)
Labour productivity:
GDP per hour worked
(constant 1990 US$
at PPP)
Estimated shadow economy
as percentage of GDP
Percentage of population
living in urban areas

US PRT BRA

35

37

36

31

33

38

34

44

16

9

47

47

56

55

43

42

51

64

30

13

30

34

34

35

30

27

32

36

16

7

12.0
87

9.7 16.9 15.8 14.6

9.4 12.1

8.6 19.3 41.6

83

74

82

97

85

74

80

61

87

(continued overleaf)
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Table B12 continued
DNK NLD BEL FRA GER SWZ UK
Dependency rate

52

Percentage in household
type:
Single person
Single person with children
Other: two adults plus

48

52

54

50

47

US PRT BRA

51

49

49

50

—
46.1 35.8 34.6 34.4 39.5 31.9 30.9
5.3 3.3 5.5 5.1 4.5
2.6 5.9
48.6 60.9 59.9 60.5 56.0 65.5 63.2

—
17.5
3.5
79.0

Sources: GDP per capita, percentage of population living in urban areas and dependency rate from data used in
Chapter 4 and described in Appendix A.
Labour productivity from ILO KILM: http://kilm.ilo.org/KILMnetBeta/default2.asp
Estimated shadow economy from Tafenau et al. (2010) for all countries except for Switzerland, US and Brazil (Buehn
and Schneider, 2009).
Household type distribution from Eurostat http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

Table B13: Immigration
DNK NLD BEL FRA GER SWZ
Percentage of
population who are
foreign immigrants
Percentage of
foreign immigrants
with education
level:
Low
Middle
High
Percentage of
foreign immigrants
who are:
Employed
Unemployed
Inactive

5.9

8.7

9.6

9.1

9.5

19.3

UK

US

7.4 10.4

PRT BRA
5.5

0.4

—

37
39
24

49
32
19

53
24
23

55
27
18

46
39
15

42
35
24

41
25
35

39
35
26

55
26
19
—

68
6
27

54
4
43

50
4
45

43
11
46

64
5
31

45
11
45

53
11
36

57
4
39

56
5
39

Sources: Percentage of population who are foreign immigrants from data used in Chapter 4 and described in
Appendix A.
Education and labour market status of foreign immigrants from OCED StatExtracts http://stats.oecd.org/index.aspx
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