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Preface

Since the series was launched in 1952, the Report on the World Social Situation
has served as a foundation for discussions and policy analysis of socio-eco-
nomic issues at the intergovernmental level. It has served to identify emerging
social trends of international concern and analyze relationships among major
development issues with national, regional and international dimensions.

The 2005 Report continues that tradition by addressing the subject of
inequality. In particular, it focuses on some of the growing inequalities that
make it challenging, but all the more imperative, to reach the Millennium
Development Goals. It shows us that we cannot advance the development
agenda without addressing the challenges of inequality within and between
countries—the widening gap between skilled and unskilled workers, the
chasm between the formal and informal economies, the growing disparities
in health, education and opportunities for social and political participation.

The Report identifies four areas of particular importance: addressing
worldwide asymmetries resulting from globalization; incorporating explic-
itly the goal of reducing inequality in policies and programmes designed to
achieve poverty reduction; expanding opportunities for employment, with
particular attention to improving conditions in the informal economy; and
promoting social integration and cohesion as key to development, peace and
security.

By detailing some of the most critical issues affecting social development
today, the Report can help guide decisive action to build a more secure and
prosperous world in which people are better able to enjoy their fundamental
human rights and freedoms. Overcoming the inequality predicament is an
essential element of this quest.

- -

KOFI A. ANNAN
Secretary-General
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Explanatory notes

The

The

following symbols have been used in tables throughout the Repors

Two dots (..) indicate that data are not available or are not separately re-
ported.

A dash (—) indicates that the item is nil or negligible.

A hyphen (-) indicates that the item is not applicable.

A minus sign (-) indicates a deficit or decrease, except as indicated.

A full stop (.) is used to indicate decimals.

A slash (/) between years indicates a statistical year, for example, 1990/91.

Use of a hyphen (-) between years, for example, 1990-1991, signifies the full
period involved, including the beginning and end years.

Annual rates of growth or change, unless otherwise stated, refer to annual
compound rates.

Details and percentages in tables do not necessarily add to totals, because of
rounding,.

following abbreviations have been used:

AIDS acquired immunodeficiency syndrome

CIS Commonwealth of Independent States

DAC Development Assistance Committee

DHS Demographic and Health Survey(s)

ECLAC Economic Commission for Latin America and the Caribbean
ESAF Enhanced Structural Adjustment Facility

EU European Union

FAO Food and Agriculture Organization of the United Nations
FDI foreign direct investment

GATT General Agreement on Tariffs and Trade

GDP gross domestic product

GNI gross national income

GNP gross national product

G-7 Group of Seven major industrialized countries

HIV human immunodeficiency virus

IFF International Finance Facility

ILO International Labour Organization

IMF International Monetary Fund

NGO non-governmental organization

ODA official development assistance

OECD Organisation for Economic Cooperation and Development
PRGF Poverty Reduction and Growth Facility

PRSP Poverty Reduction Strategy Paper

SDR special drawing rights
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TB tuberculosis
TRIPS Agreement on Trade-Related Aspects of Intellectual
Property Rights

UNCTAD  United Nations Conference on Trade and Development
UNICEF United Nations Children’s Fund

VAT value added tax

WHO World Health Organization

WIDER World Institute for Development Economics Research
WIID World Income Inequality Database

WTO World Trade Organization

Reference to dollars ($) indicates United States dollars, unless otherwise
stated.

When a print edition of a source exists, the print version is the authoritative
one. United Nations documents reproduced online are deemed official only as they
appear in the United Nations Official Document System. United Nations docu-
mentation obtained from other United Nations and non-United Nations sources
is for informational purposes only. The Organization does not make any warranties
or representations as to the accuracy or completeness of such materials.

Unless otherwise indicated, the following country groupings and subgroup-
ings have been used in the Repors:

Developed market economies:

North America (excluding Mexico), Southern and Western Europe (exclud-
ing Cyprus, Malta, and Serbia and Montenegro), Australia, Japan, and New
Zealand.

Economies in transition:

Albania, Bulgaria, Czech Republic, Hungary, Poland, Romania, Slovakia,
and the former Union of Soviet Socialist Republics, comprising the Baltic
Republics and the member countries of the Commonwealth of Independent
States.

Developing countries (49 countries):
All countries in Africa, Asia and the Pacific (excluding Australia, Japan and
New Zealand), Latin America and the Caribbean, Cyprus, Malta, and Serbia
and Montenegro.
Where data are from UNESCO, the following regional groupings have been
used:
Arab States and North Africa: Algeria, Bahrain, Djibouti, Egypt, Iraq, Jordan,
Kuwait, Lebanon, Libyan Arab Jamahiriya, Mauritania, Morocco, Oman,
Occupied Palestinian Territory, Qatar, Saudi Arabia, Sudan, Syrian Arab Re-
public, Tunisia, United Arab Emirates, and Yemen.
Central Asia: Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, Mon-
golia, Tajikistan, Turkmenistan, and Uzbekistan.
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Central and Eastern Europe: Albania, Belarus, Bosnia and Herzegovina, Bul-
garia, Czech Republic, Croatia, Estonia, Hungary, Latvia, Lithuania, Poland,
Republic of Moldova, Romania, Russian Federation, Serbia and Montene-
gro, Slovakia, Slovenia, the former Yugoslav Republic of Macedonia, Turkey,
and Ukraine.

East Asia and the Pacific: Australia, Cambodia, China, Cook Islands, Demo-
cratic People’s Republic of Korea, Fiji, Indonesia, Japan, Kiribati, Lao People’s
Democratic Republic, Malaysia, Marshall Islands, Myanmar, Nauru, Niue,
New Zealand, Papua New Guinea, Philippines, Republic of Korea, Samoa,
Solomon Islands, Thailand, Tonga, Tuvalu, Vanuatu, and Viet Nam.

Latin America and the Caribbean: Anguilla, Antigua and Barbuda, Aruba,
Argentina, Bahamas, Barbados, Belize, Bermuda, Bolivia, Brazil, British Vir-
gin Islands, Cayman Islands, Chile, Colombia, Costa Rica, Cuba, Dominica,
Dominican Republic, Ecuador, El Salvador, Grenada, Guatemala, Guyana,
Haiti, Honduras, Jamaica, Mexico, Montserrat, Netherlands Antilles, Nica-
ragua, Panama, Paraguay, Peru, Saint Kitts and Nevis, Saint Lucia, Saint
Vincent and the Grenadines, Suriname, Trinidad and Tobago, Turks and
Caicos Islands, Uruguay, and Venezuela.

North America and Western Europe: Andorra, Austria, Belgium, Canada, Cy-
prus, Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Israel,
Italy, Luxembourg, Malta, Monaco, Netherlands, Norway, Portugal, San
Marino, Spain, Sweden, Switzerland, United Kingdom of Great Britain and
Northern Ireland, and United States of America.

South and West Asia: Afghanistan, Bangladesh, Bhutan, India, Islamic Re-
public of Iran, Maldives, Nepal, Pakistan, and Sri Lanka.

Sub-Saharan Africa: Angola, Benin, Botswana, Burkina Faso, Burundi,
Cameroon, Cape Verde, Central African Republic, Chad, Comoros, Con-
go, Cote d’Ivoire, Democratic Republic of the Congo, Equatorial Guinea,
Eritrea, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea-Bissau, Kenya,
Lesotho, Liberia, Madagascar, Malawi, Mali, Mauritius, Mozambique, Na-
mibia, Niger, Nigeria, Rwanda, Sao Tome and Principe, Senegal, Seychelles,
Sierra Leone, Somalia, South Africa, Swaziland, Togo, Uganda, United Re-
public of Tanzania, Zambia, and Zimbabwe.

Least developed countries:

Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina Faso, Burundi,
Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Demo-
cratic Republic of the Congo (formerly Zaire), Djibouti, Equatorial Guinea,
Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao Peo-
ple’s Democratic Republic, Lesotho, Liberia, Madagascar, Malawi, Maldives,
Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger, Rwanda, Samoa,
Sao Tome and Principe, Senegal, Sierra Leone, Solomon Islands, Somalia,
Sudan, Timor-Leste, Togo, Tuvalu, Uganda, United Republic of Tanzania,
Vanuatu, Yemen, and Zambia.



Executive summary

The global commitment to overcoming inequality, or redressing the im-
balance between the wealthy and the poor, as clearly outlined at the 1995
World Summit for Social Development in Copenhagen and endorsed in the
United Nations Millennium Declaration, is fading. Eighty per cent of the
world’s gross domestic product belongs to the 1 billion people living in the
developed world; the remaining 20 per cent is shared by the 5 billion people
living in developing countries. Failure to address this inequality predica-
ment will ensure that social justice and better living conditions for all people
remain elusive, and that communities, countries and regions remain vulner-
able to social, political and economic upheaval.

The present Report on the World Social Situation traces trends and pat-
terns in economic and non-economic aspects of inequality and examines
their causes and consequences. It focuses on the traditional aspects of in-
equality, such as the distribution of income and wealth, as well as inequali-
ties in health, education, and opportunities for social and political participa-
tion. The Report also analyses the impact of structural adjustment, market
reforms, globalization and privatization on economic and social indicators.

Ignoring inequality in the pursuit of development is perilous. Focusing
exclusively on economic growth and income generation as a development
strategy is ineffective, as it leads to the accumulation of wealth by a few and
deepens the poverty of many; such an approach does not acknowledge the
intergenerational transmission of poverty. A broader approach to poverty
reduction includes social, economic and political dimensions, integrating
improvements in health, education, economic development, and repre-
sentation in legislative and judicial processes. It is the implementation of
policies in these areas that contributes to the development of human capi-
tal, enabling the poor to realize their full productive potential. Addressing
all aspects of poverty increases the odds that future generations will reap
the benefits of today’s policies rather than remaining trapped in a cycle of
poverty.

Inequalities in income distribution and in access to productive re-
sources, basic social services, opportunities, markets, and information can
cause and exacerbate poverty. As emphasized in the recommendations of the
World Summit for Social Development, it is crucial that policies and pro-
grammes for poverty reduction include socio-economic strategies to reduce
inequality.

Addressing inequality requires efforts to achieve a balance between many
complex, countervailing socio-economic forces. Although economic growth
is necessary, it is not a sufficient condition to reduce poverty. Reforms are
required in a number of different areas to increase the opportunities for and
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capabilities of the poor and other marginalized groups in order to spur inclu-
sive growth and development and thereby reduce inequality.

A healthy, well-educated, adequately employed and socially protected
citizenry contributes to social cohesion. Improved access by the poor to pub-
lic assets and services (especially in the education and health sectors) and
income transfer programmes to sustain the poorest families are essential to
changing the structure of opportunities and are key to reducing the inter-
generational transmission of poverty and inequality. Breaking the intergen-
erational poverty cycle is a vital component of an integrated and equitable
poverty reduction strategy.

The World Summit for Social Development emphasized the need to
ensure the provision of universal and equitable access to education and pri-
mary health care. Recognition of the importance of culture and tolerance, a
people-centred approach to sustainable development, and the full develop-
ment of human resources is also essential.

In spite of the compelling case for redressing inequality, economic and
non-economic inequalities have actually increased in many parts of the
world, and many forms of inequality have become more profound and com-
plex in recent decades.

Income differentials have narrowed among the high-income countries
that are not members of the Organisation for Economic Cooperation and
Development, with the exception of a few countries that have pursued lib-
eralization and deregulation policies; among most other countries income
inequalities have worsened since the 1980s, and the income gap between
high- and low-income countries has widened.

In many parts of the world persistently high levels of poverty are at least
partly attributable to inadequate incomes. The proportion of the world’s
population living in extreme poverty declined from 40 to 21 per cent be-
tween 1981 and 2001. Nonetheless, many countries continue to experience
high levels of poverty. China and India, which together account for close
to 40 per cent of the global population, contribute greatly to the overall
positive picture. Elsewhere, the levels and persistence of poverty are more
pronounced.

The large and growing chasm between the formal and informal econo-
mies in many parts of the world strengthens the case for reducing inequality.
Those who are part of the formal economy generally fall among the “haves”
in society, as they are more likely to earn decent wages, receive job-related
benefits, have secure employment contracts, and be covered by labour laws
and regulations. In contrast, those in the informal economy are typically
among the “have nots”; they are often excluded from various legal protec-
tions and are unable to access the basic benefits or enjoy the fundamental
rights granted to those in the formal economy. Since most poor people work
informally, the recent expansion of the informal economy in many countries
has major implications for reducing poverty and inequality.
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Access to jobs is essential for overcoming inequality and reducing pov-
erty. People who cannot secure adequate employment are unable to generate
an income sufficient to cover their health, education and other basic needs
and those of their families, or to accumulate savings to protect their house-
holds from the vicissitudes of the economy. The unemployed are among the
most vulnerable in society and are therefore prone to poverty.

The global employment situation is characterized by extreme inequal-
ity. Some 186 million people were unemployed in 2003, accounting for
6.2 per cent of the total working population, up from 140 million a decade
carlier. Among developed countries unemployment has generally declined
in recent years; however, much of the developing world has experienced
high and even rising unemployment. This escalating unemployment within
the latter group has several underlying causes, including high labour force
growth rates and continued reliance on policies exclusively focused on mac-
roeconomic stability.

Liberalization policies entail changes in labour laws and institutions and
account for major changes in the labour market. The process of economic
liberalization is typically marked by greater wage flexibility and the erosion
of minimum wages, a reduction in public sector employment, declining em-
ployment protection, and the weakening of employment laws and regula-
tions. The desire of developing countries to attract foreign investment and
expand exports frequently leads to a “race to the bottom” with labour pro-
tection and environmental standards often ignored or compromized, osten-
sibly to make the countries more competitive in the international market.
External competitive pressures therefore restrict the ability of developing
countries to pursue key aspects of social policy.

In many countries, the failure to address the needs of poor people as
part of a strategy for sustained growth has been a major obstacle to reduc-
ing poverty. High rates of fertility and population growth, large pools of
unskilled labour, and the HIV/AIDS epidemic have also played a role in
perpetuating poverty, especially in Africa. Internal and international migra-
tion are strongly linked to poverty as well; sending communities become
poorer, as they tend to lose their most economically active members, and
in receiving communities, migrants are likely to be poorly integrated and
vulnerable to extreme poverty. The growing tendency for people to move
in and out of poverty can mean that those who are not thought to be poor
in a particular period may be overlooked by social assistance programmes.
Deepening levels of rural poverty, along with the increasing urbanization of
poverty, also pose new challenges to development.

Various non-economic inequalities also impinge on the progress of de-
velopment in many countries. For example, though most countries have
succeeded in expanding educational access in general, large disparities persist
in access to both primary and higher-level education. Disparities in child
health and mortality are pronounced and reflect underlying inequalities in
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access to quality care for mothers and their children. One area of concern
is access to immunisation, which, despite significant increases in coverage
in recent decades, remains highly differentiated by factors such as maternal
education and place of residence. Malnutrition and hunger are at the root of
global differentials in health and survival.

The HIV/AIDS epidemic has deepened both economic and non-eco-
nomic inequalities. The situation is particularly alarming in sub-Saharan Af-
rica, which has been hardest hit by the epidemic. The region is performing
poorly with respect to both economic and non-economic indicators, and the
gap between many countries in the region and the rest of the world is widen-
ing. Of special concern is the contribution of HIV/AIDS to the widening
differentials in life expectancy across countries and world regions.

Gender dimensions are deeply embedded in observed inequalities. There
are persistent gender gaps in access to education, decent employment, and
fair and equal remuneration. In most countries, the increase in the numbers
of women in the workforce over the past two decades masks the deteriora-
tion in the terms and conditions of employment, as women tend to secure
jobs with lower pay. Women’s poorer access to economic and non-economic
opportunities is often at the root of their lower status in many societies; as
a consequence, they may be subject to abuse and sexual exploitation and
rendered voiceless in issues relating to their own welfare.

In the past decade, greater attention has been directed towards improv-
ing the status of various social groups, as demonstrated by the substantial
efforts undertaken to ensure the rights of indigenous peoples and persons
with disabilities and to address poverty among older persons and unemploy-
ment among youth. There appears to have been less of an interest in policies
to equalize the distribution of income and wealth, however.

Providing social protection for the older members of society is especially
important. Benefits for older persons often extend to the whole family, as
the money and other resources they possess are invariably shared with their
offspring and younger dependants, strengthening the family resource base
and contributing to the welfare of current and future generations. Govern-
ments should therefore identify policy changes that may be needed to sus-
tain and support older persons rather than looking for ways to cut costs.

Democracy and the rule of law are essential for the elimination of in-
stitutionalized inequalities that have prevented the successful integration of
marginalized groups into society. Although the twentieth century saw a
rise in the number of democratic governments globally, the pace and im-
plementation of democratization have been uneven. The consolidation of
democracy is a process, and it may take many years for the roots of de-
mocracy to take hold. During this transition it is necessary for a sovereign
State, through its internal actions and institutions, to reinforce democratic
principles by promoting human rights and encouraging the political partici-
pation of all groups. It is essential that democratic freedoms be enshrined
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in legislation and backed up by political will. Many policy prescriptions are
designed without adequate analysis of how the poorest and most vulnerable
(especially women) are likely to be affected; consequently, these groups re-
main marginalized in a number of countries. Achieving success and sustain-
ability in the development process requires the engagement of all groups to
ensure that the needs of all people are addressed, and ultimately to promote
equality.

The recent explosive growth in international migration is a response to
perceived inequalities of opportunity between sending and receiving coun-
tries. High migration streams engender and exacerbate inequalities. Many
migrants encounter circumstances that leave them vulnerable to exploitation
in their countries of destination. Inequalities between migrants and resident
populations are even wider when migrants constitute a source of cheap la-
bour. Migrant earnings account for a sizeable share of the increasing flows
of remittances, especially to poor countries. These remittances constitute
the second-largest source of financial flows into developing countries after
foreign direct investment and have surpassed official development assistance
(ODA) globally.

Conspicuously absent from the global development agenda are a number
of issues of particular interest to developing countries, including interna-
tional labour mobility, the facilitation of remittances, international taxation
on financial flows, financing mechanisms to address the special needs of
marginalized countries and social groups, and mechanisms to ensure macr-
oeconomic policy coherence.

Asymmetric globalization is an important source of rising inequality.
As rapid globalization is occurring in the economic realm, the international
social agenda, for which there are very weak accountability and enforcement
mechanisms, remains relatively marginalized. There is a compelling need
to create the necessary space in the international system for the provision of
political, social, economic and environmental “global public goods”. Insuf-
ficient public oversight has hitherto contributed to a situation in which the
costs and benefits of globalization are not equally shared among countries
and peoples.

Even in settings in which institutions prove to be adequate, the short-
age of financial resources can cripple social development efforts. There has
been ample discussion of possible ways to finance social development, with
many countries undertaking commitments to increase the amount and qual-
ity of ODA. High levels of military spending have impeded the progress of
social development, as those countries that allocate a substantial share of
total government expenditure to the defence sector also tend to reserve the
lowest portion of the budget for the social sectors. Global insecurity result-
ing from the rise in international terrorism has contributed to increased
national security spending in many countries, leading to a further diversion
of resources from social development. The violence associated with national
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and international acts of terrorism should be viewed in the context of social
inequality and disintegration. In situations in which inequalities are extreme
and there is competition over scarce resources, the likelihood of social disin-
tegration and violence increases. Violence is more common where inequali-
ties are greater, and trends suggest that growing up in poverty often leads to
social exclusion, which can contribute to crime. Countries with high rates
of poverty and inequality generally have poorer social support and safety
nets, more unequal access to education, and fewer opportunities for young
people. The likelihood of armed conflict is also greater under such adverse
social conditions.

The way forward: policies to reduce inequality

It is evident that inequalities jeopardize efforts to achieve social justice and
development. The comprehensive vision of social development agreed upon
at the World Summit for Social Development ought to dominate and shape
the agendas of national Governments and international organizations so that
the strategic benchmarks identified in the Millennium Development Goals
and the larger objectives of sustainable and equitable social and economic
development can be achieved.

To create the conditions necessary for social development, urgent at-
tention is required in four areas of particular importance. First, worldwide
asymmetries deriving from globalization need to be redressed. Second, the
goal of reducing inequality must be explicitly incorporated in policies and
programmes aimed at poverty reduction; in particular, specific measures
should be included to guarantee access by marginalized groups to assets and
opportunities. In this context, the Millennium Development Goals should
not be seen as a substitute for the larger United Nations development agen-
da, which provides a much broader development framework. Third, priority
must be given to expanding and improving opportunities for employment.
It is essential that employment strategies not only address job creation but
also promote decent working conditions in which equality, security and
dignity figure prominently. Finally, social integration and cohesion must
be promoted as key to development, peace and security. Social integration
requires the full participation of all groups in the social, economic, political
and cultural spheres. Groups that tend to be subject to discrimination, in-
cluding indigenous peoples and persons with disabilities, require particular
attention in policy-making and implementation.

The persistence, and even deepening, of various forms of inequality
worldwide should not be accepted with equanimity. With the unprecedented
wealth and resources, technical expertise, and scientific and medical knowl-
edge available in the world today, the most vulnerable in society cannot
continue to be left so far behind. Macroeconomic and trade liberalization
policies, economic and financial globalization, and changes in labour mar-



Executive summary 7

ket institutions cannot be disconnected from the struggle to achieve social
development, equality and social justice. The failure to pursue a compre-
hensive, integrated approach to development will perpetuate the inequality
predicament, for which everyone pays the price.

%ﬁ&)

JOSE ANTONIO OCAMPO

Under-Secretary-General
Department of Economic and Social Affairs




Introduction

History is teeming with cautionary tales of the unintended consequences of
narrow economic interests overriding the needs of the people and the issues
that matter most. It is also full of seminal moments when a visionary course
was charted and society moved forward. One such moment occurred 60 years
ago with the founding of the United Nations. Not long after its establish-
ment, its Member States charted a visionary course of action by recognizing
that freedom, justice and peace in the world is based on recognition of the
inherent dignity, equality and inalienable rights of all.!

The year 2005 marks the commemoration of other seminal moments,
including the fifth anniversary of the Millennium Summit of the United Na-
tions and the tenth anniversary of the World Summit for Social Develop-
ment. Together, these unprecedented gatherings of heads of State and Gov-
ernment represent a resounding affirmation of the need “to promote social
progress and better standards of life in larger freedom”, as enshrined in the
Charter of the United Nations.?

The timing of the World Summit for Social Development was signifi-
cant. Public sentiment for the ideal of “equal opportunity for all” had been
reawakened by the historic dismantling of apartheid, one of the most bla-
tantly institutionalized forms of injustice and inequality ever in existence.
The Summit was, above all, uniquely equipped to rally on behalf of those
perennially at the bottom of the development ladder with a unified message
that policies, in every realm and at all levels, must safeguard the standards
of social justice. The convergence of these ideals characterized not only the
end of a nationally systematized reign of oppression, but the beginning of a
larger global struggle for social justice and equality.

This struggle, which has animated a great deal of debate and political ac-
tion throughout the course of history, remains one of the dominant features
of today’s world. There has never been any illusion that inequality would be
wholly and systematically eliminated, but the struggle to achieve even a meas-
ure of success has become increasingly difficult, as the global commitment to
one of the most basic principles of equality—that there should be a better
balance between the wealthiest and the poorest—appears to be fading.

It is profoundly disturbing that in a world in which unprecedented levels
of wealth, technical expertise and scientific and medical knowledge have been
attained, it is the most vulnerable in society that consistently lose ground dur-
ing economic booms. One of the most visible by-products of globalization is
access to new kinds of wealth and its propensity to increase inequality. Glo-
balization has helped to accentuate trends that show the wealthiest 20 per cent
of the planet accounting for 86 per cent of all private consumption and the
poorest accounting for just above 1 per cent. Unless some headway is made
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in refocusing economic policies to help those left behind, progress towards
poverty reduction remains uncertain.

The present Report on the World Social Situation traces the development
and expansion of inequalities within and between countries, examining not
only the distribution of income and wealth, but also opportunities, access,
and political participation and influence, all of which have profound eco-
nomic, social, political and cultural dimensions. It is argued in this Report
that the rise in inequalities should not be considered in isolation or accepted
with equanimity. The point is made that macroeconomic and trade liberali-
zation policies, financial globalization and changes in labour market institu-
tions cannot be disengaged from the struggle to achieve equality and social
justice.

The trends highlighted in the Report demonstrate that rising inequalities
are, at the most fundamental level, a clear and compelling manifestation of
pervasive social injustice. Acknowledgment or recognition of such trends is
not always coupled with coherent policies to halt or reverse them, however.
Those following the current development discourse are well aware that there
are deeply entrenched and strongly supported policies for economic growth
that produce or exacerbate inequalities, and that efforts to protect poor peo-
ple are routinely portrayed as increasing their burden on society.

As the Report illustrates, the global balance sheet on equality shows a criti-
cal deficit. One of the more ominous features of inequality is its intergenera-
tional dimension, or the manner in which it is inherited by successive genera-
tions. Every society depends upon the transfer of knowledge and responsibility
from one generation to another; however, inequality, poverty, unemployment
and exclusion have the potential to alter or even arrest this natural course.
Governments maintaining policies that sustain social fault lines run a substan-
tial risk of exposing communities, countries and regions to various forms of
social upheaval, potentially erasing the gains accruing from decades of social,
economic and political investments.

Despite the fact that inequality exists in every realm and society, its mark
is particularly disquieting in societies in which the political and economic
institutions needed for long-term prosperity and stability are weak. Violence
occurs more frequently in settings where there is an unequal distribution
of scarce resources and power. The devastation wrought by such violence
is deepened when societies turn a blind eye to atrocities such as genocide,
slavery and the use of child soldiers in war. Similar to the legacy of apartheid,
societies are likely to pay a heavy price for allowing poverty, unemployment
and exclusion to continue to undermine the social fabric, contributing to
persistent inequalities.

Notwithstanding the obstacles and setbacks, examples of recent efforts
to attain equality are manifold. While some of the activity in this domain is
directed towards equalizing wealth and income, much of it involves groups
working to improve their status, win acceptance and secure the privileges
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and advantages enjoyed by other groups. This is perhaps most evident in
the realm of gender. The women’s movement has sought to give more than
half of the world’s population a voice. Women have traditionally had fewer
opportunities than men and have faced greater obstacles, but many are now
receiving some support in their struggle to achieve the goals their societies
project.

Most workers are deeply entrenched in the informal economy; however,
there is no galvanizing voice to speak for them. Informal workers generally
have no benefits, social protection, or sense of security to bequeath to the
next generation. Efforts to strengthen voting traditions, unions and lobby-
ing efforts lack widespread political support. Like the poor and excluded,
informal workers remain disenfranchised from the larger political movements
in the struggle for equality and disconnected from participatory efforts to
advance a more inclusive globalization. Informal workers are a constituency
often mentioned but seldom heard; though they comprise a significant por-
tion of today’s global economy, they are, for the most part, scattered and
marginalized.

For many countries national policy space is increasingly being reduced by
liberalization policies that tend to accentuate asymmetric globalization and
inequalities. The gradual diminution of openness in governance is hindering
the average citizen’s ability to establish a connection between public policy
and situations of inequality. In such circumstances, when social inequalities
and gaps in income and wealth reach levels that provoke unrest, it is unlikely
that those policies contributing to inequality will receive the critical atten-
tion they deserve. Unfortunately, society accommodates itself to these new
realities, creating a predicament whereby the obstacles to social justice are so
overwhelming that those on the wrong side of the inequality equation simply
despair and give up.

The world today is at a crossroads. If the vision of a shared future is to be
carried forward, world leaders must seize every opportunity to take bold and
decisive action to reverse negative trends. If humankind remains committed
to fostering social integration and preventing the crystallisation of segmented
societies, which would inevitably lead to more social conflict, they must aim
higher than what merely appears achievable. The total development agenda of
the United Nations should serve as a guide in such endeavours, with particu-
lar attention given to the decisions and recommendations emanating from the
World Summit for Social Development.

The Reverend Martin Luther King, Jr., once issued the following appeal:
“Through our scientific genius we have made of the world a neighbourhood;
now through our moral and spiritual genius we must make of it a broth-
erhood.”® It is clearly within the realm of human possibility to meet this
challenge. Policies can and should redress trends that are neither morally ac-
ceptable nor politically or economically sound. A reshaping of priorities and
attendant policies and strategies would provide not only the mechanisms for
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reducing inequalities but also the means to rectify injustices caused by short-
sighted economic interests and political expediency. The evidence presented
in this Report unflinchingly affirms the need to once again define the world
in terms of its essential humanity and not solely in terms of its economic
interests.

Notes

1 United Nations, Universal Declaration of Human Rights, General Assembly resolu-
tion 217 A (III) of 10 December 1948 (DPI/511).

2 Preamble to the Charter of the United Nations (1945).

3 Martin Luther King, Jr., “Facing the challenge of a new age”, a speech presented in
Montgomery, Alabama, on 3 December 1956.
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Chapter |
The case for focusing on inequality

Can social development be achieved without focusing on inequality? If this
question had been posed during the World Summit for Social Develop-
ment,’ the answer would have been a resounding “No!”. A people-centred
approach to development, as advocated in the Copenhagen Declaration on
Social Development and the Programme of Action of the World Summit for
Social Development, must have the principles of equity and equality at its
core, as graphically illustrated in figure I.1, so that all individuals, regardless
of their circumstances, have unimpeded access to resources and opportuni-
ties. The world today is far from equal, however, as evidenced by growing
gaps between the rich and the poor. These gaps exist not only in income and
assets, but also in the quality and accessibility of education, health care and
employment opportunities, in the protection of human rights, and in access
to political power and representation.

Through an analysis of the economic and socio-political dimensions of
poverty and an examination of the impact of structural adjustment, market
reform measures, targeting and privatization on access to education, health
care and social protection programmes, this chapter builds a compelling case
for redressing inequality in the pursuit of social development. The case for

Figure I.1.  Policy framework: the three main pillars of social development
centred on equity and equality
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Source: Based on the concept of social development delineated at the World Summit for Social Development,
held in Copenhagen from 6 to 12 March 1995.
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focusing on inequality is further developed in chapter II, in which the di-
vide between the formal and informal economies is spotlighted; the chapter
highlights the disparities in wages, benefits, working conditions, tax burdens
and legal protections, and how globalization and the drive for international
competitiveness have served to widen the divide even further.

Linkages between poverty eradication and inequality

How relevant is inequality in the fight against poverty? To address this ques-
tion, it is important to recognize the different forms poverty takes. While
poverty has many dimensions, its two fundamental aspects are the lack of
economic power owing to low incomes and assets, and the lack of socio-po-
litical power, as reflected in the limited access to social services, opportunities
and information and often in the denial of human rights and the practice of
discrimination. Without minimizing the importance of other dimensions of
poverty, the present section focuses on these two critical aspects of poverty
and their connection to inequality.

Inequality and the economic dimension of poverty

Poverty is typically defined in economic terms, as manifested in very low
levels of income and consumption per capita or per household. In this con-
text, conventional wisdom for a good portion of the past half-century has
reflected the view that poverty is essentially a problem that can be fixed by
raising incomes alone. The commitment to eradicating absolute poverty by
halving the number of people living on less than US$ 1 per day, a Millen-
nium Development Goal, is the most recent evidence of the income-focused
view of poverty. The alternative concept of relative poverty, which highlights
the inequalities in income distribution within and between societies, has been
sidelined by undue emphasis on macroeconomic policies and market mecha-
nisms dedicated to achieving rapid economic growth.

With the dissatisfaction over the outcomes of structural adjustment pro-
grammes and the over-reliance on market mechanisms that have led to a rise
in inequality, the longstanding conviction that growth is the driving force
behind poverty reduction is increasingly being questioned. There is mount-
ing evidence that the impact of growth on poverty reduction is significantly
lower when inequality is on the rise than when inequality is declining (Raval-
lion, 2004).

Furthermore, if growth contributes to increased inequality, then pov-
erty may worsen—if not in absolute terms, then at least in relative terms,
as the poor may find themselves comparatively worse off. For example, a
low-wage policy coupled with tax incentives for large businesses may lead to
rapid growth as investments increase; however, inequality is likely to worsen
as lowered worker incomes adversely affect personal consumption and in-
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vestments in human capital. Conversely, when the choice of growth strategy
is consistent with the objective of reducing inequality, both absolute and
relative poverty are apt to decline. Evidence from East Asia, for instance,
indicates that a low level of income inequality is linked to fast growth, and
policies to reduce poverty and income inequality that promote basic educa-
tion and enhance labour demand further stimulate growth (Birdsall, Ross
and Sabot, 1995).

Inequalities in land ownership also have a negative impact on growth
and poverty reduction. Rural economies, in which land ownership is concen-
trated in the hands of a few while the majority remain landless, tend to face
very high costs associated with labour shirking and supervision, inhibiting
growth (Cornia and Court, 2001). Indeed, high inequality in the distribu-
tion of land has a significantly negative effect on future growth (Deininger
and Squire, 1998).

High inequality in assets can also adversely affect growth, as it can limit
progress in educational attainment and human capital accumulation—fac-
tors that contribute to higher productivity and ultimately to poverty reduc-
tion. Additionally, the social tensions caused by wide disparities in wealth
and incomes can “erode the security of property rights, augment the threat
of expropriation, drive away domestic and foreign investment and increase
the cost of business security and contract enforcement” (Cornia and Court,
2001, p. 23).

It should be acknowledged, however, that equality can act as a disincen-
tive to growth when productivity and creativity are not rewarded. At very low
levels of inequality (as in socialist economies in the 1980s), “growth tends to
suffer because the narrow range of wages does not sufficiently reward different
capabilities and efforts, potentially leading to labour shirking and free-rid-
ing behaviour” (Cornia and Court, 2001, p. 23). Thus, it is useful to make a
distinction between “constructive” inequality, which provides the incentive
needed to move resources to where they will be used most efficiently; and “de-
structive” inequality, which generates envy and socially unproductive redistri-
bution (Timmer and Timmer, 2004, p. 3). Finding the right balance between
equality and competitiveness is essential.

Inequalities in access to production inputs and productive resources also
have an impact on poverty reduction, as they raise the production and mar-
keting costs of the poor, thereby rendering them less competitive and less able
to raise their incomes. The poor have limited access to land, credit, informa-
tion and markets. Since land is a key input to the production function of the
rural poor, land ownership patterns and the displacement of the poor to less
productive lands undermine their productive capacity. Access to credit and
other financial services is crucial, as it allows the poor to establish their own
small or micro enterprises. The recent success of microcredit programmes
in helping the poor embark on new business ventures is evidence that pro-
viding more equal access to certain markets and services promotes poverty
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reduction. With the growth of the Internet and computer technologies, ac-
cess to information and better communication is becoming much easier and
increasingly important—not only for improving access to social services or
enhancing the protection of rights, but also in allowing the poor to compete
more fairly in the global market. Presently, the poor have unequal access to
local and national markets for their outputs owing to the uneven dispersion
of components of the transportation and communication infrastructure. Be-
cause the majority of the poor live in rural areas, policies that favour urban
over rural areas worsen inequality and perpetuate poverty.

Inequality and the socio-political dimensions of poverty

A strictly economic approach to poverty reduction, which focuses solely on
raising an individual’s current income, does not translate into an intergenera-
tional process of poverty reduction unless there is an accumulation of wealth
or assets. A broader and more comprehensive approach to poverty reduction
that also incorporates socio-political dimensions, including improvements in
health and education and increased political representation in law-making,
injects a dynamic, or intergenerational, view of poverty. This is so because
investments in human capital enable the poor to realize their full productive
potential over time. Addressing these other dimensions of poverty would not
only improve the conditions of present generations, but would also increase
the odds that future generations would continue to reap the benefits, thereby
breaking the cycle of poverty. However, in spite of their centrality to poverty
reduction, these socio-political dimensions are often downplayed or over-
looked.

The goal of sustained poverty reduction cannot be achieved unless equal-
ity of opportunity and access to basic social services are ensured. Equality of
opportunity means that all individuals have the same chance to participate
in and contribute to the betterment of their own lives and the betterment of
society: “Equitable access to resources is the key to equal opportunity, not
only in the economic sense, but also in its social, cultural and political di-
mensions” (Ocampo, 2002b, p. 402). Expanding people’s opportunities and
capabilities will depend on the elimination of oppression and the provision
of services and benefits such as basic education, health care and social safety
nets (Sen, 1999).

Recent studies of inequality support the notion that inequality in access
to basic public services contributes directly to poor health and deficiencies in
the overall level of education. One such study of Latin America, for instance,
reveals that despite high levels of public social spending, the poor are not
benefiting because large segments of the low-income population are excluded
from many areas of public welfare. The effects of entitlement restrictions in
the region are reinforced by problems relating to access and quality in the pro-
vision of supposedly universal services (Lloyd-Sherlock, 2000). Similar em-
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pirical results show that in a number of African countries, spending on social
services such as health care and education is not aptly directed to the poorest
households (Castro-Leal and others, 1999; Sahn, Stifel and Younger, 1999;
Sahn and Younger, 2000). Supporting these findings is evidence that the poor
are typically subjected to the worst housing and living conditions, are dispro-
portionately exposed to pollution and environmental degradation, and often
find themselves in situations in which they are unable to protect themselves
against violence and persecution. Taken together, these socio-political condi-
tions create and sustain a vicious cycle of poverty and despair by contributing
to the devaluation of human capital and potentially spawning additional prob-
lems that may have implications far into the future. They also have the effect of
diminishing any gains achieved in income and poverty reduction.

In contrast to the foregoing, more equitable public sector investments
have been found effective in improving access to education, health care and
other social services. In Kerala, India, for example, it has been shown that
high levels of education, especially among women, can short-circuit poverty,
help reduce fertility rates and improve life expectancy. In Costa Rica, even
though per capita gross national product (GNP) is one twelfth that in the
United States, life expectancy is similar for the two countries, largely because
of effective policies for basic education, communal health services and medi-
cal care (Sen, 1995).

Various studies have shown that public and private investment in human
resources has helped mitigate poverty and inequality. In the Republic of Ko-
rea and Taiwan Province of China, government encouragement and support
have been instrumental in the development of highly educated labour forces.
The expansion of education has helped generate human resources with the
technical and professional expertise needed for industrial upgrading and has
enhanced opportunities for upward socio-economic mobility, including skill
development and higher wages (Jomo, 2003). In Indonesia and Malaysia,
reductions in inequality over an extended period can be attributed to gov-
ernment efforts aimed at redistribution and employment generation (Jomo,
2004). These are but a few of the country experiences that illustrate how
redressing inequalities in access to basic social services, especially education,
can lead to poverty reduction.

The poverty reduction equation is incomplete if inequality is not ad-
dressed from a political perspective as well, with particular attention given to
issues such as discrimination and representation. As observed in a report of
the United Nations Committee on Economic, Social and Cultural Rights,
“Sometimes poverty arises when people have no access to existing resources
because of who they are, what they believe or where they live. Discrimination
may cause poverty, just as poverty may cause discrimination” (United Na-
tions, 2001, para. 11).

Discrimination can take many forms, including the unequal enforce-
ment of laws, even if the laws are fair. One of the most striking revelations in
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a recent study is “the extent to which the police and official justice systems
side with the rich, persecute poor people and make poor people more inse-
cure, fearful and poorer” (Narayan and others, 2000, p. 163). The selective
application of laws translates into gender, racial and ethnic discrimination
(forms of horizontal inequality) directed against the poorer segments of soci-
ety. Typically compromised are labour and consumer laws that, for example,
prohibit predatory pricing; the weak enforcement of such laws results in a
“redistribution” from the poor to the rich. In other cases, the laws themselves
may be inequitable. Land-grabbing, which displaces or uproots poor people
and is typically the result of discrimination against this vulnerable group, can
take the form of legalized expropriation.

Representation allows the poor to participate in decisions that affect their
lives. Unequal representation is perhaps best illustrated by the contrast be-
tween the powerlessness of the poor and the dominance of the elite in the
formulation of laws and regulations. Such a system often produces legal bi-
ases against the poor; laws governing land reform, property rights in general
and intellectual property rights in particular are prone to this problem. Given
the stakes involved, traditional elites are likely to resist active and informed
participation by the poor in decision-making (United Nations, 2004a). More
balanced representation is unlikely in the prevailing political environment,
given the entrenched interests of those already in power and the fact that
those most affected by income inequality often lack the capacity to influence
economic, social and political decisions taken in their societies. The lack of
an adequate income and the lack of representation reinforce each other in a
vicious circle, since only by being able to participate in decision-making proc-
esses relating to laws and customs can the poor change the conditions that
perpetuate their poverty.

As elucidated later in the Report, the increasing legitimization and insti-
tutionalization of civil society and the growing official recognition of the vital
role civil society plays in the global development process have significantly
improved the opportunities for marginalized groups to contribute to their
own development. Nonetheless, the poor, minorities, indigenous peoples,
rural residents, women and other groups with special needs frequently do not
have much of a voice, even in issues that directly concern them. This situation
exacerbates existing inequalities in access to infrastructure and services.

Even when the poor have some voice, the defence or protection of their
rights entails certain costs, which can seriously drain their limited resources.
This may be viewed as a “reverse incentive” that stands in direct contrast
to the investment incentives granted to large business interests and corpo-
rations. Ultimately, when discrimination is high, the social and economic
disincentives and penalties imposed on the poor are also high, further ag-
gravating poverty.

In sum, inequalities in income distribution and representation and in
access to productive resources, basic social services, opportunities, markets
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and information, together with discrimination, can exacerbate, if not cause,
poverty. As affirmed in the recommendations of the World Summit for So-
cial Development, it is crucial for poverty reduction policies and programmes
to include socio-economic strategies with redistributive dimensions that will
reduce inequality. Addressing inequality requires that a balance be achieved
between many complex countervailing socio-economic forces that influence
the level of inequality, the rate of economic growth and the impact of poverty
reduction efforts. Although economic growth is necessary, relying on growth
alone to reduce poverty is clearly insufficient; serious attention must also be
directed to the many other factors contributing to inequality.

Structural reform, the public sector and inequality

Reducing inequality calls for reform measures to increase the opportunities
and capabilities of the poor and other marginalized groups in order to spur
inclusive growth and development. A healthy, well-educated, adequately em-
ployed and socially protected citizenry contributes to social cohesion. Thus,
the redistributive potential of policies for health, education and social protec-
tion is of major significance. Improved access by the poor to public services
and assets (especially in the health and education sectors) and income transfer
programmes to sustain the poorest families are essential to changing the struc-
ture of opportunities and are key to reducing the intergenerational transmis-
sion of poverty and inequality. Breaking the intergenerational poverty cycle is
a vital component of an integrated and equitable poverty reduction strategy.

Since the 1980s a number of Governments have undertaken measures
to reduce spending on social services, increase cost efficiency, engage in pri-
vatization and target public services towards the poor. Some of the country
members of the Organisation for Economic Cooperation and Development
(OECD), for example, have pursued policies to reduce expenditures on uni-
versal social programmes such as unemployment compensation and old-age
pensions, thereby reducing public transfers to low-income families (Weeks,
2004). In Latin America and the Caribbean, access to public services has been
segmented; instead of benefiting the poorest, this move has actually worked
against the objectives of equality (Economic Commission for Latin America
and the Caribbean, 2000b).

Structural adjustment programmes were implemented in the 1980s and
early 1990s with the expectation that economic growth rates for the countries
undergoing structural adjustment would be higher and that once fiscal imbal-
ances were addressed, the higher growth rates would be sufficient to generate
social benefits. Actual experience proved otherwise, particularly in areas of
sub-Saharan Africa and in many parts of Latin America and the Caribbean,
with policy makers gradually realizing that pursuing economic stabilization
policies at the expense of social policies produced negative long-term conse-
quences.
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The cumulative result of these structural reforms of the past two decades
has been a rise in inequality in both developed and developing countries.
In recognition of this negative impact, institutions such as the World Bank
have begun to support social development as part of their overall poverty
reduction strategies (see, for example, World Bank, 2004c). Clear evidence
of this shift came in December 1999, when the boards of the World Bank
and the International Monetary Fund (IMF) approved a new approach to
the challenge of reducing poverty in low-income countries that essentially
involved the development of country-owned strategies for tackling poverty,
set out in national Poverty Reduction Strategy Papers (PRSPs). Tellingly,
the name of the IMF country assistance programme was changed from En-
hanced Structural Adjustment Facility (ESAF) to Poverty Reduction and
Growth Facility (PRGF). By April 2005, a total of 45 countries had com-
pleted their first full PRSPs, and of those countries, 24 had finished pre-
paring their first annual implementation progress reports; an additional 12
countries had completed their interim PRSPs (World Bank, 2005). The
proliferation of these initiatives reflects the crucial role of social develop-
ment in sustaining progress within the broader context of overall develop-
ment.

The World Bank has recognized some of the multidimensional aspects of
poverty, including exposure to vulnerability and risk, low levels of education
and health, and powerlessness (World Bank, 2000). To these must be added
the unequal distribution of assets such as land, capital, technology and edu-
cation and unequal access to participation in policy-making. Although the
PRSPs are much in line with the call by the World Summit for Social Devel-
opment to include social development in structural adjustment programmes
(United Nations, 1995), the Papers have yet to fully reflect the multifaceted
character of poverty.

National efforts to remedy inequality spurred by structural reforms have
included reshaping social security systems and the roles of key social sectors,
with special emphasis placed on broadening coverage and improving benefits
through more efficient management practices. Institutional changes have also
been introduced with the aim of providing better services, improving target-
ing and linking resources to the quality of service.

Likewise, efforts are being made to reinforce the link between social pro-
grammes and the promotion of productive activities such as training. For
example, some countries have shifted the focus of traditional welfare systems
from entitlements to employment and human resources development for the
most vulnerable groups. In addition, a number of Governments have under-
taken social security reforms using targeting as a criteria for the provision of
social services. These initiatives, in turn, have brought about changes in the
patterns of resource allocation and intervention, the magnitude of social pro-
grammes and the administration of traditional safety nets (Morales-Gomez,
1999). Finally, the appropriate mix between the public and private sectors in
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the provision of public goods and equitable systems of regulation and subsi-
dies is now reflected in the policy agenda in many countries.

Universal access to education, health care and social protection

Inequalities in educational access and outcomes, health status, employment
opportunities, social protection, and other dimensions of social welfare are
pervasive and growing in many countries. Education is typically viewed as a
powerful factor in levelling the field of opportunity, as it provides individu-
als with the capacity to obtain a higher income and standard of living and
enables those living in contaminated environments to overcome major health
threats. By learning to read and write and acquiring technical or professional
skills, people increase their chances of obtaining decent, better-paying jobs.
Furthermore, there is considerable evidence that even in settings in which
sanitation facilities are poor and piped water is unavailable, the children of
educated mothers have much better prospects for survival than do the chil-
dren of uneducated mothers. As these facts indicate, the importance of equal
access to a well-functioning education system, particularly in relation to re-
ducing inequalities, cannot be overemphasized.

Both within and between countries, wide differences in the quality and
availability of education persist. Disparities in access to education are preva-
lent and tend to be determined by socio-economic and family background.
Because such disparities are typically transmitted from generation to gen-
eration, access to educational and employment opportunities is to a certain
degree inherited, with segments of the population systematically suffering
exclusion.

Studies indicate that inequality declines as the average level of educational
attainment increases, with secondary education producing the greatest payoff,
especially for women (Cornia and Court, 2001). Recognizing these far-reaching
implications, many countries in Asia and Latin America have assigned priority
in their national agendas to ensuring universal access to and coverage of basic
education, especially for girls, and to expanding secondary education (United
Nations Educational, Scientific and Cultural Organization, 2005). Abolishing
school fees and providing special incentives to encourage the most marginal-
ized groups to attend school are also viewed as powerful tools for promoting
educational equality. In countries in Africa and Latin America, cash and in-
kind subsidies such as free school meals for poor households are being offered
to promote school attendance (United Nations Millennium Project, 2005).
Since improving equality is easier when educational resources are plentiful and
growing, many countries have initiated changes in educational financing and
resource allocation systems and are expanding the scope of private input (Inter-
national Forum for Social Development, 2004).

Other educational reforms have focused on correcting deficiencies linked
to the quality and relevance of what is taught in the classroom. Some of



22 Report on the World Social Situation, 2005

these reforms involve bringing qualitative changes in line with the evolving
demands of the labour market. New technologies and increased competitive-
ness have placed greater demands on the labour force, making it imperative
that a relevant basic education be universally accessible, and that scholastic
content be adapted to ensure the acquisition of the skills needed in a changing
knowledge-based economy. Knowledge and skills gaps have contributed to
widening income disparities. Virtually without exception, wage differentials
between skilled and unskilled labour, and particularly between university-
educated workers and the rest of the labour force, have expanded (Ocampo,
2002b). In sum, greater attention must be given to ensuring universal access
to a high-quality, relevant education and opportunities for training and skill
development in order to reduce inequality and foster broader competitiveness
in the labour market.

Health is another key input in the process of equitable development;
health status not only affects the quality of life, but can also determine levels
of opportunity and productivity. Patterns of inequality in health are char-
acterized by the more disadvantaged segments of society being deprived of
health-care services and excluded from the health-care system. Some of the
recent reforms in the health sector have been aimed at ensuring universal
access to primary health care, while others have focused on improving the
quality of care and the efficiency with which health systems reach the poor
and disadvantaged. Waiving health-care costs and fees for individuals who
cannot afford to pay and providing direct conditional cash transfers to poor
families to reward household behaviour such as bringing children to health
centres for regular check-ups are some of the innovative, targeted approaches
that have been adopted in a number of developing countries (World Health
Organization, 2003).

Particular emphasis has been placed on improving child and maternal
health outcomes in an effort to reduce the more than 10 million deaths
among children and half a million deaths among mothers that occur annually
(World Health Organization, 2005b). Initiatives often focus on improving
the status of women in the community, encouraging disease prevention and
teaching better parenting techniques. Central to these efforts is an integrated
approach to family health care—one that begins with pregnancy and contin-
ues through childbirth and on into childhood. Both mothers and children
benefit greatly from access to a continuum of care, in contrast to the frag-
mented and inconsistent care that typically prevails. Addressing child and
maternal health issues is an effective way to alleviate the poverty that is both
a cause and an effect of ill health.

Improved social protection mechanisms, including unemployment com-
pensation, disability insurance, pensions, social security and other forms of
income support, also constitute a fundamental component of strategies for
reducing inequality and poverty. In the absence of adequate social protection,
individuals and families, particularly those from the more vulnerable groups,
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are more likely to suffer serious hardship during periods of unemployment
and transition. At present, social protection systems and institutions are weak
and seriously underfunded in most countries, with almost 80 per cent of the
world’s population having little or no social protection coverage (Garcia and
Gruat, 2003).

A common characteristic of social security schemes in Latin America is
“segmented access”, whereby coverage is provided for middle-income urban
employees in the formal economy but rarely for the poor, who are also inad-
equately covered by welfare programmes (Economic Commission for Latin
America and the Caribbean, 2000a). Likewise, some African countries have
subsidy schemes for urban health facilities and universities that favour the
rich at the expense of the poor (United Nations Development Programme,
1999). In developing countries undergoing macroeconomic reform, social
protection has typically been sacrificed to meet budget performance condi-
tionalities, as evidenced by reductions in existing programmes or delays in
implementing or expanding new social protection initiatives (United Na-
tions, 2004c).

Even in some developed countries, social protection coverage is far from
universal and benefits are generally inadequate. Furthermore, the trend in a
number of high-income countries is towards the effective reduction of wel-
fare and other income-support benefits. Other measures are being imple-
mented to privatize certain social insurance schemes such as pensions and
medical plans. These reform efforts are spurred, at least in part, by grow-
ing cost pressures arising in connection with population ageing, changing
family structures, increasingly expensive medical care and persistent unem-
ployment. However, the drive to make social security systems more efficient
by adopting a market-oriented approach and by expanding the role of the
private sector in pension and health-care provision has undermined social
solidarity. Of particular concern are the increased inequalities generated by
gender discrimination in private systems owing to the lack of solidarity and
inter-gender transfers to correct for imbalances in pension contribution levels
(Mesa-Lago, 2004). Overall, the effects of these reform measures on people
and the economy are mixed but tend to be more heavily concentrated on the
negative side, effectively reinforcing the notion that the State continues to
play a crucial role in social protection.

Patterns of intervention

Different approaches have been tried in efforts to reach beneficiary groups
more efficiently, with the choice often coming down to a universal versus a
more targeted approach. Universalism involves guaranteeing all members of
society certain fundamental protections and benefits that are necessary for
full participation in society. Universalism is closely linked to the principle of
solidarity, and individuals are expected to share in the financing of services
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according to their economic capacity, mainly through taxation. Serious ob-
stacles to the universal application of social benefits have included the short-
age of resources, the lack of agreement on priorities and problems of imple-
mentation. Targeting involves funnelling protections and benefits to selected
groups of individuals based on real or perceived need or as a means of gaining
political patronage. Given the scarcity of public resources, particularly in de-
veloping countries and during periods of economic adjustment and times of
crisis, targeting is often viewed as the better option, as it is more cost-effective
and increases the likelihood that social services will reach those who need
them most, with minimal slippage to the non-needy. An example of a tar-
geted programme is one in which income transfers are conditional upon chil-
dren remaining in school and receiving essential health-care services; such an
initiative is intended to improve lifelong income-earning capacity and can be
an important part of a more equitable welfare state (World Bank, 2004b).

Many countries have experimented with other patterns of intervention
aside from targeting, including expanding the role of the private sector in the
delivery of social services. The shift in focus from public to private institutions
has occurred as a result of the confluence of several factors, including pressure
to liberalize the economy, the relative scarcity of public resources and the low
quality of public service provision. In many countries public social services
have been privatized or outsourced to private contractors. In other countries,
the provision of education, health care and other services has remained in the
public domain, but user fees have been introduced. The transfer of respon-
sibility from the public to the private sector has also been observed in social
protection, often under privatization schemes, in which case social assistance
generally declines and public health programmes are scaled back, resulting in
a weakening of the social protection system.

Different combinations of public and private participation have been
developed to facilitate the provision of a wide range of social services and
benefits. With a school voucher system, for example, public funding is used
to provide private education to children from poor families (United Nations
Development Programme, 2003). When private participation is a component
of social service provision and the goal is to attain universality and to provide
benefits for disadvantaged groups, it is essential to ensure that exclusion does
not occur. Experience has shown that if public-private participation is not
properly designed and monitored, access can be seriously limited, and some
people may be excluded. A stronger regulatory framework is therefore needed
to guarantee access to social services, with legal mechanisms for preventing
or halting practices that exclude or discriminate against certain groups. Even
under the best of circumstances, private sector participation in the adminis-
tration and delivery of social services and benefits systems cannot replace the
public provision of these services.

Notwithstanding efforts to engage the private sector, the State and the
public sector continue to bear primary responsibility for the provision of most
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social services, and for ensuring that these services are made available to all,
especially the poorest segments of the population. The efficacy of the public
system is clearly illustrated in the strong relationship between public sector
health spending and life expectancy, as depicted in figure I.2. Those coun-
tries that have had the greatest success in increasing life expectancy (notably
Australia, Canada, Iceland, Japan, Spain and Sweden) have maintained high
rates of public health spending, equivalent to between 5 and 8 percent of
gross domestic product (GDP), while private sector health spending has been
much lower. The relationship between life expectancy and private spend-
ing on health is weak in all countries, with the exception of a few outliers
(Cambodia, Lebanon and the United States of America), where private sector
health spending as a percentage of GDP is particularly high. In contrast, the
relationship between public health spending and life expectancy is strong,
with differences in the levels of public sector spending on health accounting
for close to 40 per cent of the variation in life expectancy by country. This
evidence should be given careful consideration, especially in an era in which
developing country Governments are under substantial pressure to reduce
public sector spending for social services in favour of private spending.

A proper balance between public and private sector involvement in the
delivery of social services should be sought to ensure that the principles of
universality, solidarity and social inclusion are preserved. In order to promote
greater equality, the public management of services should be characterized
by high levels of efficiency and transparency. Non-governmental organiza-
tions (NGOs) often play an important role in facilitating the achievement of
these and other relevant standards, as they help fill the gaps in the provision
of public services and also constitute a strong force in promoting community
concerns, especially for poor people.

Conclusion

The key to reducing poverty in a sustainable manner, particularly with an eye
to promoting social justice, is to focus on building a fairer and more equitable
society. Economic growth alone is not a panacea, as the level of inequality
can be a determining factor in the impact growth has on poverty reduction.
Overcoming inequalities requires an investment in people, with priority giv-
en to enhancing educational attainment, skill development, health care and
overall well-being, and to expanding and improving opportunities for quality
employment. Equal attention must be given to the socio-political dimensions
of poverty, and a serious commitment is needed to ensure that discrimination
is eliminated and its consequences are addressed, that the equal protection of
human rights is guaranteed, and that a better balance is achieved in the distri-
bution of political power and the level of representation among all stakehold-
ers. Accordingly, people need to be empowered to voice their concerns and
participate more actively in decision-making processes.
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The role of the State in reducing inequality remains critical, notwithstand-
ing reform efforts aimed at turning over responsibility for social programmes
to the private sector. Ensuring equal access for all to public services—particu-
larly education and health care, which are aimed at expanding opportunities
and capabilities—is fundamental to reducing the intergenerational transmis-
sion of poverty and inequality. Thus, the principles of universality, solidarity
and social inclusion should continue to guide the delivery of social services.

The World Summit for Social Development established a common
foundation for social policy reform processes that has guided efforts to ad-
dress the inequality trends that deepened with the implementation of the
structural adjustment programmes in the 1980s and 1990s. The Copenhagen
Declaration emphasizes the need to attain universal and equitable access to
education and primary health care. While focusing on these important fac-
tors and principles in redressing inequality, it is essential not to lose sight of
the general values governing equality of access, the importance of culture and
tolerance, the people-centred approach to development, and the full develop-
ment of human resources.

The principles of equality should be at the centre of social and economic
policy-making to ensure that economic growth is conducive to social de-
velopment, stability, fair competition and ethical conduct (United Nations,
1995, chap. 1, para. 12b). In view of the prevailing world social situation,
characterized as it is by rampant inequality, it is essential that policy makers
heed the challenges posed by the inequality predicament. As the present anal-
ysis indicates thus far, and as the ensuing chapters make abundantly clear,
doing otherwise would be highly counterproductive.

Notes

1 See the annex containing the 10 commitments of the World Summit for Social De-
velopment.
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Chapter I
A spotlight on inequality: the informal economy

An examination of the informal economy, contrasted with the formal econ-
omy, highlights the importance of focusing on inequality in the pursuit of
more equitable and just social development. Those who are part of the formal
economy generally fall among the “haves” in society, as they are more likely
to earn decent wages, receive job-related benefits, have secure employment
contracts and be covered by relevant laws and regulations. In contrast, those
in the informal economy are typically among the “have nots”; they are often
excluded from various legal protections and are prevented from accessing
basic benefits or enjoying the fundamental rights afforded those in the formal
economy. Given that most poor people work informally, the presence, and
indeed the recent expansion, of the informal economy in many countries has
major implications for reducing poverty and inequality.

Being in the formal economy implies both rights (protections) and re-
sponsibilities, whereas in the informal economy there is little of either, and
the resulting imbalance contributes to inequality. On the side of rights and
protections, those in the informal economy are generally not covered by
national labour laws, including safety and health regulations, and are not
eligible for social security benefits, pensions or other forms of social protec-
tion. In addition, informal workers and employers are usually deprived of
the right to organize and bargain collectively.

On the side of responsibilities, workers and employers in the informal
economy generally do not pay income or payroll taxes on earnings, or costs
such as licence fees, since their activities are unregulated and undocumented.
With the tax burden thus unevenly distributed, another form of inequality
is perpetuated. Workers and employers in the formal economy are left to
shoulder the lion’s share of the tax bill, while those in the informal economy
are largely exempt from this responsibility. Those in the informal economy
who are capable of paying, but do not do so, enjoy a competitive advantage
over those in the formal economy. These uncollected tax revenues are likely
to translate into a lower quality and quantity of public services for the poor
and vulnerable in society, further perpetuating the cycle of inequality.

An objective comparison of the formal and informal economies reveals
myriad inequalities, ranging from wage, benefit and gender disparities to size-
able imbalances in the tax burden. These glaring differentials aside, greater
focus on the informal economy is warranted simply because it accounts for
a significant share, and in some settings even a majority, of total economic
activity in a number of developing countries. Arguably, if adequate attention
is not given to the informal economy, little can be done to remedy the condi-
tions created by inequality and injustice throughout the world.
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A brief overview of the informal economy

A precise definition of the term “informal economy” is elusive, though there
have been numerous attempts over the years to arrive at a working definition.
Without a common definition, however, it is important to bear in mind that
measurements will vary according to the way the term is defined. Essentially,
the informal economy can be described in terms of those who work in it
(employment status), or in terms of the activities that take place in it (type of
economic activity).

Different measurements result from assessments based on these two dif-
ferent approaches. The size of the informal economy is measured in terms of
employment; using the broader approach to identify the types of economic
activity, it is measured as a share of GDP. Both methods of assessment in-
dicate that the informal economy has increased rapidly in recent decades in
both developing and industrialized countries, and that it contributes signifi-
cantly to the overall economy in most countries. Table II.1 highlights the
rapid expansion of the informal economy in selected countries. Because the
data are based on national definitions, they are comparable only within indi-
vidual countries over time.

Informal employment accounts for between one half and three quarters
of non-agricultural employment in the majority of developing countries. The
share of informal workers in the non-agricultural labour force ranges from 48
per cent in North Africa and 51 per cent in Latin America and the Caribbean
to 65 per cent in Asia and 78 per cent in sub-Saharan Africa? (International
Labour Organization, 2002b).

Sectors other than agriculture tend to be the primary employers of in-
formal workers, in part owing to migration from rural to urban areas, which
produces a large pool of workers lacking the skills necessary for employment
in the formal economy. Those with limited skills are the most vulnerable in
the informal economy as they are more likely to work under inhumane condi-
tions and accept low wages. Although a large proportion of those working in
the informal economy are fully employed, it is a source of work for many in
the labour force who are underemployed in the formal economy or have been
unable to secure and retain jobs there. Though the formal and informal econ-
omies may overlap in some areas, deep divisions remain, further segmenting
society, increasing social tensions and deterring the poor from participating
in the development process (Economic Commission for Latin America and
the Caribbean, 2005b). Informal trade, mainly street trade, comprises 30 to
50 per cent of urban informal employment (Charmes, 1998).

Workers in the informal economy constitute an eclectic group that in-
cludes street vendors, rickshaw pullers, home-based garment workers and
casual day labourers. Employment status varies; in the informal economy
there are non-wage workers (independent workers), including employers who
are owners of informal enterprises and self-employed workers, as well as wage
workers (dependent workers), including domestic workers, homeworkers and
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employees of informal enterprises. Outside of agriculture, self-employment
accounts for 60 to 70 per cent of informal work in developing countries, while
wage-based employment accounts for only 30 to 40 per cent (International
Labour Organization, 2002b). What binds the members of this heterogene-
ous group of workers together is the lack of secure employment contracts,
work-related benefits, social protection and a “voice” (representation).

According to estimates based on data from the International Labour Or-
ganization (ILO), in 2003 a total of 1.39 billion people, or 49.7 per cent of
the world’s workers, were unable to lift themselves and their families above
the poverty threshold of US$ 2 per day. Even more striking, nearly one in
four workers in the developing world (23.3 per cent) were living on less than
US$ 1 per day (International Labour Organization, 2005¢). The majority of
workers with very low incomes are likely to be found in the informal econo-
my, where average wages are lower. Not all workers in the informal economy
are among the working poor; nonetheless, an estimate of the working poor
can be viewed as an approximation of those working in the informal econo-
my whose earnings are very low (International Labour Organization, 2005c).
It also stands to reason that because workers in the informal economy lack
rights, protections and representation, they are more likely to remain trapped
in poverty.

In addition to earning lower average wages, informal workers are seldom
provided with social security coverage or other forms of social protection by
either their employers or the Government. The lack of social protection—en-
compassing opportunities, resources and services such as health care, pensions,
education, skill development, training and childcare—contributes further to
the social exclusion of these workers. Part of the difficulty in extending so-
cial security coverage to informal workers stems from the limitations inherent
in raising revenues and collecting contributions from workers with minimal
earnings; the general absence of a direct employer-employee relationship is
another factor. Efforts to extend social security protection to informal workers
are growing, however; in India, for example, there is an initiative to tax the
aggregate output of designated industries in order to finance benefits for all
workers in those industries (Chen, Jhabvala and Lund, 2002).

It is important to note that although wages and benefits are generally
lower in the informal economy than in the formal economy, significant vari-
ations exist even within the informal economy. Wages tend to decline in
the informal economy across the spectrum of employment activity; employ-
ers earn the most, with remuneration gradually falling for self-employed
and casual wage workers and continuing to decline for subcontract work-
ers. Women tend to fall into the last three categories, and are over-repre-
sented among subcontract workers and under-represented among employers
(Women in Informal Employment: Globalizing and Organizing, 2004c).
Add to that the fact that more women than men tend to work informally,
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and the level of economic inequality between men and women becomes
even more apparent.

Opverall, about 60 per cent of women working outside of agriculture in
developing countries are informally employed (International Labour Organi-
zation, 2002b). Home-based work and street vending are common among
women in informal employment. Myriad problems confront homeworkers,
among them long hours with low pay and poor working conditions; exclu-
sion from national labour laws; work instability; the lack of the right to or-
ganize and bargain collectively; and the absence of work-related benefits such
as pensions, insurance, safety and health protection, and paid leave. An out-
growth of these conditions is that children are often required to work to sup-
plement the family’s income (Women in Informal Employment: Globalizing
and Organizing, 2004b).

Few women employ others, and few men are industrial outworkers or
homeworkers. Differences are also pronounced within the same industry. For
example, men traders generally have larger operations and deal in non-per-
ishable goods, whereas women traders usually have smaller operations and
deal in food items (Chen, Jhabvala and Lund, 2002). As this suggests, the
link between working in the informal economy and being poor is stronger
for women than for men, which can be associated with the growing trend
towards the “feminization of poverty”. Exacerbating the situation is the fact
that women are frequently not given the legal right to own or hold land, and
even where this right is recognized, there is a sizeable gap between legal rec-
ognition and their effective access to land (United Nations Research Institute
for Social Development, 2005). All of these factors contribute to the higher
rates of unemployment, underemployment and low-wage informal employ-
ment among women.

Informal economic activities exist along a continuum, ranging from sur-
vival-driven work to stable, resilient enterprises, to dynamic, efficient and
growing businesses. The informal economy accounts for a significant share
of GDP and gross national income (GNI) in almost all countries, particu-
larly those in the developing world. According to a study of the informal
economy in 110 countries, its average size as a share of official GNI in 2000
ranged from 18 per cent in OECD countries to 38 per cent in transition
countries and 41 per cent in developing countries. Among specific regions,
the informal economy accounted for an average of 42 per cent of GNP in
Africa, 26 per cent in Asia and 41 per cent in Latin America in 1999/2000
(Schneider, 2002).

The same study indicates that the informal economy has been grow-
ing in those OECD countries included in the analysis; their collective share
increased from 13 to 17 per cent of GDP between 1989/90 and 1999/2000
(using unweighted averages), with signs of a slowdown in growth during the
second half of this period. In developed market economies, informal em-
ployment is characterized as non-standard work, and includes part-time and
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temporary work, self-employment and various forms of casual day labour or
contract work, all of which typically offer limited work-related benefits and
social protection.

A subsequent study released in 2002 estimated the contribution of infor-
mal enterprises to GDP in 26 developing countries. The preliminary results of
the study showed a fairly wide range at the regional level, with averages of 27
per cent for North Africa, 29 per cent for Latin America, 31 per cent for Asia
and 41 per cent for sub-Saharan Africa. Among the countries represented in
the study, Mexico reported the lowest relative share (13 per cent) and Ghana
the highest (58 per cent). The disparities are at least partially attributable to
the differences in methods used by countries in preparing estimates on the
informal economy (International Labour Organization, 2002b).

The attraction of the informal economy

With all of its disadvantages, why does the informal economy comprise such
a significant and growing portion of the total economy, particularly in de-
veloping countries? One essential reason is the lack of other options. As the
economically active population increases, the formal economy is unable to
absorb all those seeking work, especially in the developing world. Many turn
to the informal economy because they cannot find jobs or are unable to start
businesses in the formal economy. For a large proportion of the working-age
population, particularly in developing countries, participation in the infor-
mal economy is not a choice but a means of survival. For those compelled to
engage in survival activities, the informal economy offers ease of entry. Par-
ticipants can avail themselves of local resources, operations are usually run on
a small scale and are therefore more manageable, and minimal capital invest-
ment is required. Moreover, education, skill and technology requirements are
generally nominal, enabling poorly educated and untrained workers to gain a
foothold in the workforce.

It is important to recognize that not all individuals involved in the in-
formal economy are there because they have no other choice. For those who
have built their own businesses, the informal economy is attractive because it
offers the possibility of wealth accumulation without taxation and regulation.
For others, the informal economy is appealing because it offers considerable
flexibility, including part-time and temporary opportunities (Chen, Jhabvala
and Lund, 2002). Furthermore, the informal economy helps many people
cultivate their entrepreneurial spirit and acts as a breeding ground for devel-
oping business acumen, innovation and important job-related skills.

In developed countries in particular, an attraction of the informal econ-
omy is that it enables enterprises to avoid paying income taxes, social security
taxes and other wage-related taxes. Employers also save money by circum-
venting health, safety and environmental regulations and by disregarding in-
tellectual property rights. A cross-country comparison among OECD coun-
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tries showed that the more expensive and more complicated the taxes and
regulations of a country were, the larger the informal economy was as a share
of GDP (The Economist, 2004).

Opverall, these findings lead to the following conclusions: (a) the informal
economy tends to be larger in areas in which the burdens of tax and social
security contributions are comparatively heavy; the same is true in settings
with relatively high levels of State regulatory activity; and (b) as the difference
between the total cost of labour and after-tax wages increases, so does the
incentive to work in the informal economy (Schneider, 2002).

In some cases, however, informal entrepreneurs are required to pay taxes,
and even find themselves at a competitive disadvantage with larger, formal
operators. For example, when corporate taxes are lowered to assist businesses,
larger corporations in the formal economy are able to benefit from the tax
cuts, whereas informal entrepreneurs are not. In some areas, city councils
send out tax collectors to ensure that daily market fees are paid by street
vendors, whether or not they are registered with the local authority. Indirect
taxes from city councils can also come in the form of fines and bribes, so it
can be in the interest of the city government to keep informal enterprises
informal (Chen, Jhabvala and Lund, 2002).

Aside from the competitive advantages and disadvantages associated with
tax collection in the informal economy, there is the impact on State revenues
to consider. As the share of the informal economy in the total economy in-
creases, State tax revenues inevitably decline, leading to a deterioration in
the quantity and quality of public goods and services. To compensate for the
slump in tax receipts, Governments can either raise tax rates in the formal
economy, running the risk of encouraging more enterprises to move into
the informal economy, or scale back public services. Under either scenario,
imbalances are created and the level of inequality increases, affecting the vul-
nerable and disadvantaged most severely in the long run.

In a kind of ironic twist, labour law has also played a key role in increas-
ing the attraction of the informal economy for many. The essential logic or
purpose behind labour law is to moderate the inherent disequilibrium be-
tween labour and capital, balancing interests in such a way as to provide se-
curity for working families while at the same time not stifling entrepreneurial
dynamism (Trebilcock, 2004). The trouble is that labour law has not kept
pace with changes in the labour market or responded effectively to globaliza-
tion, and legal and administrative requirements have raised the threshold of
entry into the formal economy, placing it beyond the reach of many people
(International Labour Organization, 2003). Employers or entrepreneurs who
face too many legal obstacles to hiring or starting a business in the formal
economy turn instead to the informal economy. Reforming labour laws to
make them more responsive to changing conditions can help slow the ris-
ing trend towards informal employment, and in so doing re-establish greater
equilibrium between labour and capital.
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Reasons for the growth of the informal economy

For many years, development experts held the belief that an emphasis on eco-
nomic growth would promote overall development, including a natural de-
cline in the informal economy, and ultimately lead to a reduction in poverty.
Over the past several decades, however, developing countries have witnessed
the rapid expansion of the informal economy, rather than the synchronous
decline that had been expected to accompany economic growth and indus-
trial development. Exploring the reasons for this increase provides insight
into the impact that economic growth, competitiveness and liberalization
policies can have on inequality.

As touched upon previously, the informal economy has a strong and
growing appeal despite its inherent disadvantages. While the reasons for its
expansion in recent years are manifold, the three principal factors explaining
the increase in most countries are patterns of economic growth, economic
restructuring and economic crisis, and the restructuring of production chains
in response to global competition (Carr and Chen, 2002).

Patterns of economic growth. Some countries have registered little or no
economic growth, while others have experienced “jobless growth”, or capital-
intensive growth. When not enough jobs are being generated for all those
seeking work in the formal economy, some will be compelled to secure em-
ployment in the informal economy. Often the labour market is affected by
changes in skill requirements. With the relatively rapid growth in the high-
technology sector, for example, more high-skilled than low-skilled jobs have
been created in many economies, and those who have not acquired the skills
needed to compete in the evolving labour market may find that their only
option is the informal economy.

A more positive aspect of the growth patterns contributing to the expan-
sion of the informal economy has been the proliferation of small and micro
businesses. These enterprises, which frequently operate in the informal econ-
omy, are in many cases more dynamic than their larger, formal counterparts,
making them the engines of growth and job creation in some industries,
regions and countries.

Economic restructuring and economic crisis. Evidence indicates that the
informal economy expands during periods of economic adjustment or transi-
tion, as experienced by the countries of the former Union of Soviet Socialist
Republics; and during economic crises, as experienced in Latin America and
South-East Asia in the 1990s. During periods of economic adjustment, re-
trenched workers move into the informal economy in order to survive. With
the downsizing of the public sector and the closure of public enterprises,
particularly in connection with structural adjustment programmes, laid-off
workers have few alternatives available. As social protection programmes such
as unemployment insurance and pensions are inadequate or even non-exist-
ent in many countries, workers cannot afford to remain openly unemployed.
Many turn to the informal economy as a way to support themselves and their
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families; in effect, it becomes a kind of safety net. People also gravitate to
the informal economy when they need to supplement the family income in
response to inflation or cutbacks in public services (International Labour Or-
ganization, 2002b). Even with the onset of macroeconomic stabilization and
economic growth following the period of economic adjustment, the infor-
mal economy tends to remain, or even continues to grow, especially if there
are no appropriate institutions or policies in place to counter its expansion
(Johnson, Kaufmann and Schleifler, 1997).

The restructuring of production chains in response to global competition.
The fundamental changes made to enhance global competitiveness have also
played a major role in the expansion of the informal economy. Global trade
and investment patterns tend to favour capital, especially large transnational
corporations that can readily move capital and goods across borders, and to
constitute a disadvantage for labour, especially low-skilled workers who may
find it difficult or impossible to migrate. While the liberalization of trade
and capital has been encouraged, little has been done to facilitate the free
flow of labour across national boundaries. In fact, many countries are trying
to tighten their borders and limit the influx of migrant workers. As a result
of these developments, the widening of skill-based income differentials has
become a worldwide phenomenon (Ocampo, 2002b).

In an effort to increase their global competitiveness, investors are shifting
production to countries with lower labour costs and increasing their reliance on
more informal employment arrangements, including “fexible specialization”.
Flexible arrangements usually involve an erosion of employment standards,
as workers are neither afforded minimum wage rates nor given assurances of
continued work, and rarely receive benefits. In many cases, such arrangements
amount to no more than piece-rate or casual work. The drive to cut costs has
led to the radical restructuring of production and distribution in many key
industries in favour of outsourcing or subcontracting through global com-
modity chains. These chains begin with large companies, which in some cases
focus only on the design and marketing of their products and subcontract
all manufacturing and production responsibilities to suppliers in low-wage
countries. In turn, these suppliers contract with small, informal production
units, which further contract out work orders to isolated, informal workers.
These workers at the end of the chain are typically paid very low wages, and
many, such as industrial homeworkers, have to absorb the non-wage costs of
production. The employment situation is so precarious in many areas that
large number of informal workers, particularly the poor and vulnerable, are
compelled to accept any terms offered. In segments of the garment industry,
for example, companies will not provide workers with secure employment
contracts, giving them only the option of working as home-based subcontrac-
tors (Chen, Jhabvala and Lund, 2002). Under these circumstances, it is not
only that firms in the formal economy are unable to absorb labour; they are
also unwilling to do so.
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Globalization also favours large companies that can capture new markets
quickly and easily over small and micro enterprises that have difficulty gain-
ing an understanding of and access to emerging markets. Self-employment
also becomes more precarious because individual producers and traders are
apt to lose their market niche. With globalization, low-skill workers and petty
producers lose much of their bargaining power and face increased competi-
tion, putting them at a further disadvantage.

Globalization does present opportunities as well as threats; however,
many in the informal economy find it difficult to avail themselves of the
opportunities because they are cut off from the benefits typically enjoyed by
participants in the mainstream formal economy, including access to loans
and information about prices, the quality and sources of goods, and potential
markets and customers (Chen, Jhabvala and Lund, 2002). The self-employed
(and women in general) often lack access to credit, training, technologies
and market information. These individuals also face competition from those
dealing with imported products in the domestic market or from larger for-
mal units (in export markets), and sometimes have to move into other, less
profitable areas of the informal economy, perhaps engaging in petty trading
or piecework either at home or in a factory with low wages and under poor
working conditions (Carr and Chen, 2002).

Further compounding the difficulties, the sustained expansion of the in-
formal economy eventually results in overcrowding, generating greater inter-
nal competition. Added competition exerts downward pressure on earnings
within this segment of the economy, making it even more difficult for people
to earn a living, regardless of how much they work or how many family mem-
bers are brought in to help out.

Linkages between the formal and informal economies

Though the formal and informal economies move along separate tracks, they
are nonetheless interrelated and characterized by numerous intricate linkages.
What has gradually emerged is a continuum of production and employment re-
lations, with the formal and informal economies becoming more interdepend-
ent than distinct. The question is whether the linkages are benign, exploitative
or mutually advantageous (Carr and Chen, 2002). Once this relationship is
better defined, the challenge turns to enhancing the positive linkages in order
to ensure the promotion of decent work in both economies.

The experience of a number of key export industries (producers of gar-
ments, leather goods, textiles, sports shoes, carpets and electronics) can be
used to illustrate the linkages between the formal and informal economies.
A high percentage of the labour force in these industries are employed under
informal arrangements, with many working in export processing zones, in
sweatshops or out of their homes. What links them to the formal economy
is a global commodity chain, a network that connects the various labour,
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production and distribution processes contributing to the manufacture and
placement of a single commodity or product. There are two main types of
global value chains that represent the full range of activities required to take a
product from conception to end-use and beyond. With buyer-driven chains,
such as those found in the footwear and garment sectors, retailers govern pro-
duction. With producer-driven chains, which characterize the automobile and
electronics sectors, large manufacturers govern the process. Every link in the
chain, from the production of inputs to the sale of final products, is con-
trolled by powerful buyers or producers. Those at the bottom of the chain,
namely home-based workers in the informal economy, typically benefit least
from these arrangements (Women in Informal Employment: Globalizing and
Organizing, 2004a).

A shift has occurred in global production and distribution with the more
widespread adoption of the just-in-time inventory management and control
system, or “lean retailing”, which is characterized by the absence of a large
amount of stock on hand or on order. In the garment industry, for example,
the supply turnaround time is short, and a competitive order-to-delivery lead
time can only be maintained if the subcontractors furnishing the goods are
located relatively close to the main markets in Europe and North America. In
response to such market demands, there has been an increase in home-based
work in countries in close proximity to these markets, precipitating a decline
in the large-scale garment industry in Asia. As the industry becomes more dis-
persed and volatile, homeworkers are less likely to receive the pay due them
or to be notified when their contracts end, deepening their experience of eco-
nomic inequality. The cumulative result of these trends is that the informal
economy, despite being considered incompatible with economic growth and
industrialization, has expanded considerably in both developed and develop-
ing countries (Carr and Chen, 2002).

As mentioned previously, the rising competitive pressures accompanying
globalization have compelled companies and employers to seek more flexible
work arrangements in order to cut costs. Consequently, reliance on subcon-
tracting has increased, with home-based work constituting an especially at-
tractive option. The proliferation of information technology, including the
Internet, has also facilitated the movement towards home-based work, as
larger numbers of clerical, technical and professional workers are able to work
at home rather than at a job site. This shift allows employers to save on rent,
utilities and other costs associated with maintaining a workplace.

Home-based self-employment has also grown, largely in response to the
contraction of the formal economy, as many people have had no choice but
to explore informal work options on their own. While some may find it ad-
vantageous to work at home, there are some notable disadvantages for the
home-based self-employed; in particular, these individuals often remain out-
side the information loop and lack access to financial markets and the capacity
to compete in product markets.
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Some of the more common home-based work activities include rolling
cigarettes; stitching garments; providing laundry or childcare services; assem-
bling electrical plugs or electronic components; entering, processing or ana-
lysing data; and providing professional or technical services to individuals or
businesses (International Labour Organization, 2002b). Not included in this
category are those engaged in unpaid housework or paid domestic work. Wages
and working conditions can vary dramatically among home-based workers, de-
pending on the type of activity performed and the characteristics of the infor-
mal economy in a particular country.

Generally, the lowest-paid and most economically disadvantaged home-
based workers are industrial homeworkers, who engage in activities such as
garment production for businesses, typically on a piece-rate basis. Their num-
bers are significant and growing; industrial homeworkers currently comprise
30 to 60 per cent of the workforce in the garment, textile and footwear indus-
tries (Chen, Sebstad and O’Connell, 1999). A stumbling block to improving
the wages and working conditions of industrial homeworkers is the difficulty
in determining whether the employer is the intermediary that directly places
the work order, the supplier that contracts with the intermediary, the manu-
facturer that obtains goods from the supplier or the retailer that sells the
finished product. Without a clear indication of who the employer is, it is also
unclear who should be responsible for protecting the rights and benefits of
these workers.

Linkages between the formal and informal economies can also affect pro-
ductivity growth. As competitive pressures in the formal economy intensify,
more firms have an incentive to move into the informal or “grey” economy.
“Grey” firms tend to be small, which helps them stay under the radar of tax
authorities, and they prefer to stay that way to continue avoiding taxation.
Remaining in the informal economy comes at a price, however, as these inten-
tionally small enterprises tend to be less efficient, which serves to undermine
productivity growth and ultimately the overall economic growth of the coun-
try. Nevertheless, labour-intensive industries such as retailing are inclined to
stay fragmented and inefficient because the informal operators perceive that
any productivity benefits deriving from an increase in scale would be offset by
the increased tax obligations in the formal economy. A recent study suggests
that broadening the tax base, cutting tax rates and improving enforcement
might bring more businesses into the formal economy, indirectly raising pro-
ductivity rates (Farrell, 2004).

It has been argued that employment creation can actually hinder produc-
tivity growth. If the jobs created are not decent and productive and do not
provide a sufficient income, they will not have a favourable impact on the
demand side of the economy (International Labour Organization, 2005c).
In order for economic growth to be sustainable in a country, there has to be
a domestic market for the goods and services produced. If not enough peo-
ple in the country have sufficient earnings to buy the domestically produced
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goods and services, economic growth is bound to stagnate. This supports
the argument that decent work and productivity growth have to accompany
GDP growth; under these conditions, economic growth can lead to poverty
reduction.

Conclusion

For most workers and many employers in the informal economy, the nega-
tive aspects of participation—not being recognized, registered, regulated or
protected under labour laws or covered under social protection schemes—far
outweigh any perceived advantages. What the ILO refers to as “decent work
deficits” are more pronounced in the informal economy than elsewhere.
Working in the informal economy often implies unsafe and unhealthy work-
ing conditions, long working hours with insufficient and unsteady compen-
sation, low skill and productivity levels, and a general lack of access to in-
formation, markets, finance, training and technology (International Labour
Organization, 2002a).

Another important factor perpetuating inequality is that those in the
informal economy often do not have secure property rights, which restricts
or blocks their access to capital and credit, thereby limiting their ability to
expand and grow their businesses. Informal workers and employers also tend
to have difficulty gaining access to the judicial system to enforce contracts,
leaving them without any means of seeking redress and thus more vulnerable
to harassment, exploitation, abuse, corruption and bribery. A coherent legal
and judicial framework is needed to ensure that property rights are secured
and respected so that assets can be turned into productive capital.

While efforts should be made to address the negative aspects of informal
work, or to reduce the decent work deficits, it is important not to destroy
the capacity of the informal economy to provide a livelihood or to develop
entrepreneurial potential. Rather than regarding all informal work as nega-
tive, it is useful to view it as existing somewhere along the “continuum of
decent work”. At one end of the continuum are unprotected, unregulated
survivalist jobs, and at the other end are decent, protected and regulated
jobs. The goal, ultimately, is to enhance the linkages between the informal
and the formal economies, and to ensure that there is decent work all along
the continuum—where workers have rights, protection and a voice—and
not necessarily focus on “formalizing the informal”. Ideally, there should be
movement upward along the continuum so that there is not only job growth
but improvements in the quality of jobs as well (Trebilcock, 2004). Efforts
to reduce the decent work deficits in the informal economy and ensure that
people are both empowered and protected will simultaneously contribute to
poverty reduction.

Traditionally, it has been difficult for workers and employers in the in-
formal economy to secure membership in, and therefore enjoy the services of,
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larger employer and worker organizations, leaving them with little hope that
their rights at work will be acknowledged or respected. Women and youth,
who make up the majority of workers in the informal economy, are particu-
larly vulnerable, as they tend to have no voice or representation; the same is
true for home-based workers, whose isolation from other workers means that
they typically have little bargaining power relative to their employers or other
workers. There are signs of progress, however. Some important players in an
expanding international movement to support those working in the informal
economy include the following: Women in Informal Employment: Globaliz-
ing and Organizing (Women in Informal Employment: Globalizing and Or-
ganizing, 2004c¢), a global research and policy analysis network of women in
the informal economy; StreetNet, an international alliance of street vendors;
and HomeNet, a worldwide alliance of home-based workers. The emergence
of these and similar groups is a positive step towards providing excluded and
often exploited workers with representation and a voice.

The report of the World Commission on the Social Dimension of Glo-
balization stresses the importance of advancing the huge informal economy
along the decent work continuum, emphasizing that this is an essential part of
the overriding effort to achieve a more inclusive globalization. It is suggested
that this might be accomplished by ensuring that workers’ rights, including
property rights, are clearly established and consistently respected, and by in-
creasing productivity and access to markets for informal producers (Interna-
tional Labour Organization, 2004). Enormous strides can be made in resolv-
ing the inequality predicament if steps are taken to ensure that the informal
economy becomes an integral part of an expanding, dynamic economy that
provides decent jobs, incomes and protection, as well as fair and competitive
trade opportunities within the international system.

Notes

1 For various definitions of the informal economy, see the following: International La-
bour Organization (ILO), “Report of the International Conference of Labour Statisti-
cians” (Geneva, 1993); ILO, “Conclusions concerning decent work and the informal
economy”, adopted by the International Labour Conference at its ninetieth session,
Geneva, 3-20 June 2002 (sce the ILC Provisional Record, No. 25, para. 3); and Frie-
drich Schneider, “Size and measurement of the informal economy in 110 countries
around the world”, World Bank Working Paper (Washington, D.C., July 2002), p. 3,
referring to definitions used by Feige (1989, 1994), Schneider (1994), and Frey and
Pommerehne (1984).

2 Excluding South Africa.
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Tablelll.2.  Distribution of countries according to trends in Gini coefficients
for income distribution between the 1950s and the 1990s
(sample of 73 developed, developing and transitional countries)

Sample countries’ percentage share of:

Total
Number population GDP-PPP?
of countries ofsample ~ World  ofsample ~ World
Trends in Gini coefficients ingroup  countries population countries GDP-PPP®
Rising 48 59 47 78 71
Continuously rising/
rising- stable 19 4 3 5 5
U-shaped 29 55 44 73 66
Falling 9 5 4 9 8
Continuously falling 6 3 3 7 7
Inverted U-shape 3 2 1 2 1
No trend 16 36 29 13 12
Not included in sample - - 20 - 9
Total 73 100 100 100 100

Source: G.A. Cornia, T. Addison and S. Kiiski, “Income distribution changes and their impact in the post-
Second World War period’, in Inequality, Growth and Poverty in the Era of Liberalization and Globalization,
A.G. Cornia, ed. (Oxford, Oxford University Press/ United Nations University, World Institute for Economics
Research, 2004).

a Gross domestic product - purchasing power parity.

ity had risen to 48. Within-country income inequality remained relatively
constant in 16 of the countries under review, though the data suggest that
the situation has worsened in three of them during the past few years. Only
nine of the countries included in the analysis registered a decline in income
inequality between the 1950s and the 1990s; included in this group are the
Bahamas, France, Germany, Honduras, Jamaica, Malaysia, the Philippines,
the Republic of Korea, and Tunisia (Cornia, Addison and Kiiski, 2004).

Within-country income inequality has risen in many developing coun-
tries and in a surprisingly large number of industrialized countries. Although
data are not fully comparable across countries, a study of the evolution of
income inequality in nine OECD countries generally supports the view that a
significant shift has occurred in the distribution of income in all the countries
analysed, with the possible exception of Canada. In some countries and coun-
try groupings, such as Finland and the United Kingdom of Great Britain and
Northern Ireland, there have been increases of more than 10 Gini points in
the past three decades. Empirical evidence from the study suggests that these
figures have been influenced by technological change and the process of glo-
balization, though it is acknowledged in the analysis that the distribution of
income is a highly complex phenomenon, and that a single explanation does
not suffice for all countries (Atkinson, 2003).

All of the former centrally planned economies of Europe and the former
Soviet Union have experienced increases in within-country inequality. Among
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the transition countries of Central Europe, income concentration increased
moderately throughout the 1990s, probably owing to the preservation of the
welfare state system (Milanovic, 1998). In the countries of the former Soviet
Union and south-eastern Europe, income inequality rose by an average of
10 to 20 Gini points, and the number of people living in poverty jumped
from 14 million in 1989 to 147 million in 1996 (Cornia and Kiiski, 2001).
The abrupt dismantling of the State-run welfare system after the collapse of
the communist regimes in these countries played an important role in this
dramatic increase.

A number of South and East Asian countries that were once able to achieve
growth with equity have also experienced a sharp increase in income inequal-
ity in recent years. The Gini coeflicient began rising in some of these countries
in the late 1980s; however, in the 1990s rising inequality became a common
feature in most. In some cases, the increase in income inequality appears to be
closely related to a widening of the urban-rural income gap (Cornia, Addison
and Kiiski, 2004).

Historically, the highest levels of income inequality have been found in
Africa and Latin America, and in the 1980s and 1990s the situation dete-
riorated even further. An analysis by the Economic Commission for Latin
America and the Caribbean (ECLAC) shows that, with few exceptions, the
Gini coeflicients for countries in the region between the 1950s and the be-
ginning of the 1970s were among the highest in the world, ranging from
0.45 to 0.55 (Sainz, 2004). During the 1970s, income inequality declined
moderately throughout the region, but a series of external shocks and the
debt crises in the 1980s affected income distribution, and levels of income
inequality rose again in most countries (Altimir, 1996). Those countries that
had previously enjoyed a more equal distribution of income were the most
profoundly affected by these developments. During the 1990s, income distri-
bution trends deteriorated further, as reflected in the higher Gini coefficients
in most countries.*

One feature that distinguishes patterns of within-country inequality in
Latin America from those in other regions is the share of the richest 10 per
cent of households in total income. In the 1990s these wealthier houscholds
accounted for more than 30 per cent of total income, with their share reaching
35 or even 45 per cent in some cases. By contrast, the poorest 40 per cent of
households in Latin America garnered only 9 to 15 per cent of total income.
By the end of the 1990s, the relative share of total income among the wealthi-
est 10 per cent of the population had increased in eight countries, declined
somewhat in five, and held steady in one.

The largest income gap is in Brazil, where the per capita income of the
most affluent 10 per cent of the population is 32 times that of the poorest 40
per cent. The lowest levels of income inequality in the region can be found in
Uruguay and Costa Rica, countries in which the respective per capita income
levels of the wealthiest 10 per cent are 8.8 and 12.6 times higher than those
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of the poorest 40 per cent. Although comparable figures are not available
for the rest of the region, other indicators suggest that Cuba has probably
maintained a less regressive income distribution than the other countries,
despite the strong deterioration of its economy during the first half of the
1990s (Sainz, 2004).

The limited statistics for sub-Saharan Africa show that high levels of in-
come inequality have persisted since the 1970s. Income inequality within
rural areas has risen in countries that have high land concentration or are
extremely dependent on the export of a single commodity, but has remained
constant in countries such as Mozambique and Uganda, where small-scale
agriculture is common (Bigsten, 2000).

In many countries, especially developing countries, the rise in income
inequality at the national level is strongly correlated with increases in rural-
urban and regional income inequality. According to an analysis of data from
several Asian countries, the rural-urban income gap rose rapidly in China,
India and Thailand during the 1990s. In the case of China, half of the overall
increase in income inequality since 1985 is attributable to differences in in-
come distribution among the country’s various regions. Similar trends have
been observed for Thailand and, more recently, for India (Cornia and Kiiski,
2001). Conversely, data from Latin America show that the income gap be-
tween rural and urban areas has been narrowing.

Poverty

The negative trends in income distribution imply that monetary poverty has
gradually worsened in many parts of the world. As the seriousness of the
problem has grown more evident, poverty and poverty reduction strategies
have become increasingly prominent in the development discourse. Since
the World Summit for Social Development, Governments have intensified
their efforts to address poverty, setting national poverty reduction targets and
formulating and implementing plans and strategies for poverty eradication.
Anti-poverty programmes have focused not only on monetary issues, but also
on improving access to basic social services such as health and education,
especially for vulnerable groups; promoting employment opportunities; pro-
viding social protection; and applying measures to address the adverse effects
of financial crises.

At the global level considerable progress has been made in reducing pov-
erty over the past two decades, largely as a result of the more focused anti-
poverty programmes and policies. Table III.3 indicates that the proportion
of the world’s population living in extreme or absolute poverty (surviving on
less than US$ 1 a day) declined noticeably between 1981 and 2001, dropping
from 40 to 21 per cent. At the regional level, only East Asia and the Pacific,
the Middle East and North Africa, and South Asia registered sharp declines
during this period.





