
xiii

Preface   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  vii

Editorial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ix

Chapter 1. Trends in employment and inequality . . . . . . . . . . . . . . . .  1
Main fi ndings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
Introduction   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
A. Overview of recent developments and employment trends . . . . . . . . . . . . . . . . . . . 3
B. Trends in income inequality   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
C. Why is income inequality a matter of policy concern?   . . . . . . . . . . . . . . . . . . . . . . 22
D. Bottom line and rationale for the next chapters   . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29
Appendix A. Regional country groupings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30
Appendix B.  Calculation methods for wage dispersion, wage shares, 

productivity and real wage growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  31
References   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34

Chapter 2. The role of fi nancial globalization   . . . . . . . . . . . . . . . . . .  39
Main fi ndings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
Introduction   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40
A. Development of fi nancial globalization and wealth inequality   . . . . . . . . . . . . . . . 41
B. Financial markets and pro-poor growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44
C. Financial globalization, union bargaining power and the wage share  . . . . . . . . . 50
D. Financial globalization and the convergence of capitalisms   . . . . . . . . . . . . . . . . . . 52
E. Corporate governance and executive pay . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56
F. Policy considerations   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59
Appendix A.   Th e impact of fi nancial market crises on growth and inequality: 

An empirical assessment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  60
Appendix B. Empirical studies regarding pay for performance . . . . . . . . . . . . . . . . . . . 62
References   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65

Table of Contents

Table of Contents



xiv

World of Work Report 2008: Income Inequalities in the Age of Financial Globalization

Chapter 3. Labour institutions and inequality   . . . . . . . . . . . . . . . . . .  71
Main fi ndings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71
Introduction   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72
A. Review of earlier studies   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74
B. Cross-country patterns of labour institutions and income inequality . . . . . . . . . 81
C. Policy considerations   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 91
Appendix A.  Measures of labour institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92
Appendix B.  Do labour institutions reduce inequality? An econometric analysis   94
Appendix C.   Is the inequality-reduction eff ect of industrial relations 

institutions withering away in advanced countries?   . . . . . . . . . . . . . . . .  103
References   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110
 

Chapter 4. Changing employment patterns   . . . . . . . . . . . . . . . . . . . .  115
Main fi ndings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115
Introduction   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 116
A. No clear link between income inequality and employment growth . . . . . . . . . . . 117
B. Rising non-standard employment as a factor of income inequality   . . . . . . . . . . . 118
C. Policy considerations   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124
References   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125
 

Chapter 5. Redistribution through taxes and social transfers . . . . . . . .  127
Main fi ndings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 127
Introduction   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 128
A. Social transfers, taxation and income inequality: what are the trends? . . . . . . . . 129
B. To what extent do taxes and social transfers shape income distribution? . . . . . . 136
C. Policy considerations   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 149
References   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 149

Chapter 6. Decent Work as a coherent policy package . . . . . . . . . . . .  153
Introduction   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153
A. Links between Decent Work and income inequality . . . . . . . . . . . . . . . . . . . . . . . . 153
B. Policy coherence   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 156
C. Areas for further analysis   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 158
References   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 159

Recent publications   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  161

 



xv

Table of Contents

List of tables, fi gures and boxes by chapter

Figures
Chapter 1
Figure 1.1. World employment trends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Figure 1.2. Employment growth and dispersion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Figure 1.3. Trends in female employment growth   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Figure 1.4. Development of wage shares, by region, 1985-2006 . . . . . . . . . . . . . . . . . 6
Figure 1.5. Average annual wage and productivity growth, per cent, 1990-2006   7
Figure 1.6. Gini index by region for 1990 and 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Figure 1.7. Changes in Gini index between 1990 and 2005 . . . . . . . . . . . . . . . . . . . . 12
Figure 1.8.  Ratio of earnings of top 10 per cent earners vis-à-vis bottom 

10 per cent earners, 1990-2006   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
Figure 1.9.  Evolution of executive pay versus average employee wages 

in the United States, 2003-2007   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18
Figure 1.10.  Evolution of executive pay versus average employee wages 

in the Netherlands, 2003-2007   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19
Figure 1.11.  Estimated decline in purchasing power of Indian urban households 

resulting from rising food prices, 2007   . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21
Figure 1.12.  Estimated decline in purchasing power of households 

in the United States resulting from rising fuel prices, 2007 . . . . . . . . . . 21
Figure 1.13. Income inequality and inter-generational mobility . . . . . . . . . . . . . . . . . . 24
Figure 1.14. Income inequality and corruption . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25
Figure 1.15. Income inequality and spending on tertiary education . . . . . . . . . . . . . . 25
Figure 1.16. Income inequality and trend per capita GDP growth . . . . . . . . . . . . . . . 26
Figure 1.17. Income inequality and instability of economic growth . . . . . . . . . . . . . . 28

Chapter 2
Figure 2.1. De jure measures of capital account opening   . . . . . . . . . . . . . . . . . . . . . . . 42
Figure 2.2. Financial globalization in seven world regions (% of GDP) . . . . . . . . . . 42
Figure 2.3. Foreign direct investment in seven world regions (% of GDP)  . . . . . . . 43
Figure 2.4. Frequency of banking crises, systemic or otherwise, 
 in OECD countries and the rest of the world (%)   . . . . . . . . . . . . . . . . . . 48
Figure 2.5. Development of current accounts and wage share during fi nancial 
 crises in four countries   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Figure 2.6. Impact of fi nancial development and crises on inequality 
 and growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51
Figure 2.7. Financial globalization and the evolution of the wage share   . . . . . . . . . 52
Figure 2.8. Misery index   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55

Chapter 3
Figure 3.1.  Bivariate correlation between average Gini coeffi  cient 

and average union density, 1989-2005   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83
Figure 3.2.  Bivariate correlation between average Gini coeffi  cient and average 

collective bargaining structure index, 1989-2005   . . . . . . . . . . . . . . . . . . . 84
Figure 3.3.  Bivariate correlation between average Gini coeffi  cient and average 

severity score for Convention No. 87, 1990-2000 . . . . . . . . . . . . . . . . . . . 85
Figure 3.4.  Bivariate correlation between average Gini coeffi  cient and average 

severity score for Convention No. 98, 1990-2000   . . . . . . . . . . . . . . . . . . 85
Figure 3.5.  Relationship between labour power and welfare state size 

in the periods 1978-1989 and 1990-2002  . . . . . . . . . . . . . . . . . . . . . . . . . . 88
Figure 3.6.  Relationship between welfare state size and inequality 

in the periods 1978-1989 and 1990-2002  . . . . . . . . . . . . . . . . . . . . . . . . . . 89



xvi

World of Work Report 2008: Income Inequalities in the Age of Financial Globalization

Figure 3.7.  Partial correlation between inequality and labour power, 
controlling for welfare state size, 1978-1989 . . . . . . . . . . . . . . . . . . . . . . . . 90

Figure 3.8.  Partial correlation between inequality and labour power 
controlling for welfare state size, 1990-2002   . . . . . . . . . . . . . . . . . . . . . . . 90

Figure 3.A1. Average severity score over time, Convention No. 87   . . . . . . . . . . . . . . . 94
Figure 3.A2. Average severity score over time, Convention No. 98   . . . . . . . . . . . . . . . 94

Chapter 4
Figure 4.1. Average annual changes in income inequality and employment . . . . . . 117
Figure 4.2. Part-time and temporary work are on the rise in advanced countries   119
Figure 4.3.  Trends in non-standard employment in Central and Eastern 

European countries are mixed   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119
Figure 4.4. Informal employment in Latin American countries   . . . . . . . . . . . . . . . . 120
Figure 4.5. Informal employment in selected Asian countries   . . . . . . . . . . . . . . . . . . 121
Figure 4.6. Informal employment in selected African countries   . . . . . . . . . . . . . . . . 121
Figure 4.7. Fixed-term contracts pay less than permanent contracts . . . . . . . . . . . . . 122
Figure 4.8. Informal sector jobs pay less than formal sector jobs . . . . . . . . . . . . . . . . 122
Figure 4.9.  Decomposition of income inequality by household characteristics, 

urban China and India . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123
Figure 4.10.  Income gap between formal sector and informal sector households 

in Latin America   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123

Chapter 5
Figure 5.1. Social transfers and income inequality . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130
Figure 5.2. Trends in spending on social transfers (% GDP) . . . . . . . . . . . . . . . . . . . . 131
Figure 5.3. Education spending and inequality . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132
Figure 5.4. Trends in education and health spending (% GDP) . . . . . . . . . . . . . . . . . 133
Figure 5.5. Global corporate tax rates, 1997-2007 (%)   . . . . . . . . . . . . . . . . . . . . . . . . . 134
Figure 5.6. Top marginal individual income taxes, worldwide (%)   . . . . . . . . . . . . . . 134
Figure 5.7. VAT Trends in OECD countries, 1990-2007   . . . . . . . . . . . . . . . . . . . . . . 134
Figure 5.8. Inequality and redistribution in OECD countries, 1980s and 1990s   137
Figure 5.9. Share of taxes and transfers in redistribution in OECD countries (%)   137
Figure 5.10. Redistribution and poverty in OECD countries . . . . . . . . . . . . . . . . . . . . 138
Figure 5.11. Sectoral contribution to reduced income inequality, latest available 
 data in OECD countries   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 138
Figure 5.12.  Change in inequality, EPR and growth in countries with economies 

in transition, 1990-2004 (%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 138
Figure 5.13.  Redistributive impact (average) of transfers and taxes on inequality 

in six Latin American countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142
Figure 5.14.  Absolute incidence of social security provision in eight countries 

in Latin America (%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142
Figure 5.15. Social protection expenditure, by category, in Asia and the Pacifi c (%)   143
Figure 5.16. Brazil: Change in inequality, employment and growth, 1990-2006 (%)   144
Figure 5.17. Malaysia: Change in inequality, employment and growth, 
 1990-2007 (%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 147

Chapter 6
Figure 6.1. Principal component analysis for high per-capita GDP countries   . . . . 154
Figure 6.2.  Principal component analysis for medium 

and low per-capita GDP countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155



xvii

Table of Contents

Tables
Chapter 1
Table 1.1. Executive pay, 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Table 1.2.  Increase in executive pay components, United States, 2003-2007, 

per cent   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19
Table 1.3.  Increase in executive pay components, Netherlands, 2003-2007, 

per cent   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20

Chapter 2
Table 2.1. Wealth inequality in selected countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44
Table 2.2. Redistribution:  inequality before and aft er taxes . . . . . . . . . . . . . . . . . . . 53
Table 2.A1. Defi nitions and sources of variables used in the regression analysis . . . 60
Table 2.A2. Regression results   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61

Chapter 3
Table 3.1.  Cross-country time-series studies of the relationship between 

industrial relations institutions and inequality   . . . . . . . . . . . . . . . . . . . . . 79
Table 3.2. Change in union density rates, 2005-1989 . . . . . . . . . . . . . . . . . . . . . . . . . 82
Table 3.3.  Average collective bargaining structure and change, on a scale 

of 1 to 5, 1989-2005   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
Table 3.A1. Sources of trade union density data   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92
Table 3.B1. List of predictors and expected impact on inequality   . . . . . . . . . . . . . . . 96
Table 3.B2.  Determinants of Gini: fi xed-eff ects models, with AR(1) errors, 

intercept and time dummies not reported . . . . . . . . . . . . . . . . . . . . . . . . . . 98
Table 3.B3.  Impact of globalization on union density rates: fi xed-eff ects models 

with AR(1) errors, intercept and time dummies not reported . . . . . . . . 101
Table 3.B4.  Determinants of Gini coeffi  cients: between eff ects 

(constant not reported) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102
Table 3.C1.  Determinants of the Gini coeffi  cient in 16 advanced countries (fi xed 

eff ects with AR(1) errors, time dummies and constant not reported)   104
Table 3.C2.  Principal component analysis of labour power: one component 

retained, 366 observations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106
Table 3.C3.  Principal component analysis of welfare state size: one component 

retained, 352 observations   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106
Table 3.C4. Principal component analysis of inequality . . . . . . . . . . . . . . . . . . . . . . . . . 106
Table 3.C5.  Determinants of inequality in 16 advanced countries (1978-1989), 

between regressions (constants not reported) . . . . . . . . . . . . . . . . . . . . . . . 107
Table 3.C6.  Determinants of inequality in 16 advanced countries (1990-2002), 

between regressions (constant not reported) . . . . . . . . . . . . . . . . . . . . . . . . 108

Chapter 5
Table 5.1.  Inequality and redistribution in countries with economies 

in transition   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 139
Table 5.2. Average growth rates, Mauritius   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148
Table 5.3. Income inequality and poverty in Mauritius, by household . . . . . . . . . . 148

Chapter 6
Table 6.1.       Successful employment performers: two illustrative models . . . . . . . . . 157



xviii

World of Work Report 2008: Income Inequalities in the Age of Financial Globalization

Boxes
Chapter 1
Box 1.1. Measurements of income inequality . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Box 1.2. Measurement of executive pay: methodological issues   . . . . . . . . . . . . . . . . . 16
Box 1.3.  Inequality and reform: Experiences in Bolivia and the Republic 

of South Korea . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27

Chapter 2
Box 2.1. Sovereign wealth funds and global capital fl ows . . . . . . . . . . . . . . . . . . . . . . . 46
Box 2.2. Cost of fi nancial crises in individual countries – the Asian crisis . . . . . . . 50
Box 2.3.  Importing macroeconomic discipline:  Economic and social costs 

and benefi ts in Argentina and Ecuador . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54

Chapter 5
Box 5.1. Th e role of education and health in reducing income inequality . . . . . . . . 132
Box 5.2. Brazil: Inequality employment and growth . . . . . . . . . . . . . . . . . . . . . . . . . . . 144
Box 5.3. Malaysia: Inequality employment and growth   . . . . . . . . . . . . . . . . . . . . . . . . 146
Box 5.4. Mauritius: Inequality and growth   . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148

Chapter 6
Box 6.1. Analysing the links between income inequality and Decent Work   . . . . . 154


