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Abstract

The primary aim of this study is to provide evidence regarding the impact of social protection
benefits, taxes and social security contributions in reducing income inequalities. The study em-
ploys a well-established methodology to estimate the partial redistributive effect of contributo-
ry and non-contributory pensions, family benefits, unemployment benefits, sickness and em-
ployment injury benefits, disability benefits, social security contributions, as well as income and
property taxes. The partial redistributive effect corresponds to the percentage decrease in the
Gini coefficient that is attributable to each social protection benefit and tax. The main data input
is microdata from the Luxembourg Income Study (LIS). The evidence presented shows that social
protection benefits, and its financing through taxes and social security contributions, are effec-
tive policy measures for reducing income inequalities. On average countries that spend more
on social protection are those that experience larger reductions in income inequality. The paper
concludes with practical recommendations on how to finance and design social protection sys-
tems that reduce inequalities, as well as ideas for future research in this area.
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Executive Summary

The issue of inequality is one of the most topical, wide-ranging - and arguably contested - are-
as of research and policy, regarded by many as a key challenge of our times. Inequality can be
broadly understood as a societal state characterized by hierarchical distinctions, whereby indi-
viduals are categorized based on factors such as income, wealth, age, gender, ethnicity, and
disability, among other defining traits. When inequality re-emerged as a global policy concern
in the 2000s, the initial response from mainstream policy institutions was to focus attention on
‘equality of opportunity’ rather than on income and wealth inequality—referred to as ‘equality of
outcome’. However, in view of the interconnections between the two, Atkinson’s response that
“if we are concerned about equality of opportunity tomorrow, we need to be concerned about
inequality of outcome today” (Atkinson 2015) had considerable resonance.

Interestin the issue of inequality has been growing because, even with the long-term movement
toward greater income equality (Piketty 2022) especially in the advanced industrialized countries
between 1914 and 1980, there has been an upsurge in income inequality since 1980. In OECD
countries, the average incomes of the top 10 per cent reached almost ten times those of the bot-
tom 10 per cent, compared to a ratio of 7 to 1 in the 1980s (OECD 2015). Despite some important
reductions in income inequality in some of the most unequal countries of Latin America (most
notably Brazil, Ecuador and the Plurinational State of Bolivia), Latin America continues to have
some of the highest levels of income inequality in the world, though levels of inequality seem
to be even higher in Middle East and North Africa (MENA) and sub-Saharan Africa (Chancel et
al. 2022). High income inequality is deemed toxic not only due to its tendency to trigger crises
and financial meltdowns (UNRISD 2022) but also for its potential to subvert regulatory and ac-
countability institutions and corrode societal norms and the quality of democracy (Saith 2011).

Based on data from 77 countries, we find that between 2013 and 2022, there was a slight de-
cline in overall income inequality, which may have been in part at least driven by the social pro-
tection response to the COVID-19 pandemic. Despite this positive trend, the overall levels of in-
come inequality persist at alarmingly high rates: the portion of total income held by households
in the lower 50th percentile is 25 per cent compared to 30 per cent held by those earning within
the 90th percentile.

Several factors have contributed to the high level of income inequality we see today. Looking at
the share of total income that is attributed to labour earnings compared to the share that goes
to profits, stagnation of the labour income share is clear, and it hinders the reduction of income
inequalities and the capacity of workers and jobseekers to find gainful employment. It also con-
strains the ability of governments to generate revenues from social security contributions. In
2022, the labour income share stagnated at 53.8 per cent. Reducing the functional distribution
of income (i.e. inequality between labour and capital)—or primary distribution—is therefore es-
sential if countries are to reduce overall inequalities, including in terms of intergenerational so-
cial mobility.

In addition, labour market informality exacerbates income inequalities and restrains access to
social insurance for workers who lack sufficient contributory capacity. Low intergenerational
social mobility is another factor that reinforces inequalities with the causality running in both
directions. Countries with higher levels of income inequality tend to have lower levels of inter-
generational mobility, a relationship known as the “Great Gatsby Curve” (Gini 1912). Wealth ine-
qualities are increasing in many high-income countries and are also reinforcing and exacerbat-
ing income inequalities. This phenomenon was accelerated during the COVID-19 crisis. While
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national income fell, the value of private wealth increased and this increase was particularly stark
among billionaires.

Mainstream economic theories that posit a trade-off between equality and growth, have influ-
enced many governments worldwide, and played a critical role in creating today's high levels of
income inequality. The alleged trade-off between equality/equity and growth/efficiency, however,
is not supported by empirical evidence. Countries with high levels of income inequality (that is,
an unequally distributed “social pie”) are also those with relatively lower GDP per capita (that is,
a smaller “social pie”). The strong and negative correlation between income inequality and GDP
per capita questions the so-called “big trade-off” between equality and efficiency (Okun 1975).
Countries that spend a larger proportion of their GDP on social protection are those where ine-
qualities are lowest. There is a strong and positive correlation’ between GDP per capita and so-
cial protection expenditure (excluding health). There is also a positive, though less pronounced,
correlation between GDP per capita and government health expenditure.?

The evidence presented in this working paper shows that social protection is an effective tool to
reduce income inequalities. The largest reductions in income inequality (measured in terms of
individual income) are observed for contributory pensions. In 18 out of 35 countries with availa-
ble microdata from the Luxembourg Income Study, mostly high- and high-middle-income coun-
tries, such pensions reduce the Gini coefficient of income inequality by more than 15 per cent
and in the cases of Czechia, Poland, Serbia, and Hungary by at least 30 per cent. It should be
noted that this result emerges from a cross-sectional point of view, that is, it does not take into
account long-term perspectives and the financing side of contributory pensions, which could
significantly reduce the progressive effect of public pensions.

In 25 out of 35 countries with available data, non-contributory pensions are behind a reduction
in income inequality below 4 per cent. Only in Denmark, Georgia and Switzerland do such pen-
sions have an equalizing effect on income inequality that is above 15 per cent. Family benefits
together with unemployment benefits, sickness and employment injury benefits and disability
benefits are behind lower reductions in income inequality when compared to pensions. This is not
surprising, given the generally smaller size of most short-term benefits compared to pensions.
On average, countries that spend a larger percentage of total gross income on a given social
protection benefit are also those that achieve a larger reduction in income inequality. However,
the design of social protection benefits is relevant in explaining this outcome: certain countries
spend a lower amount of their total gross income than others on a given benefit but obtain a
greater income redistribution with such investment.

In 23 out of 25 countries with available data, personal income taxes also lead to a reduction in
overall income inequality. However, such reductions are much lower than those observed for
social protection benefits. In 14 out of 25 countries, the Gini coefficient is reduced by less than
5 per cent after income taxes are taken into consideration. Social insurance contributions play a
key role in financing social security. These contributions enable the payment of contributory so-
cial protection benefits, which substantially reduce income inequality. However, single-rate social
security contributions can be regressive and increase income inequality. Wealth taxes, which are
not widely used, have the potential to reduce income inequality.

The positive impacts of social protection systems in reducing income inequality, both vertical-
ly and horizontally (explored here in terms of gender), reinforce the case for establishing and

' 43.7 per cent. See figure 10.
2 26.8 per cent. See figure 11.
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sustaining universal social protection systems based on three principles that are laid out in in-
ternational social security standards. These three principles are: (1) focus on ensuring univer-
sal coverage of social protection systems anchored in legislation, covering the full life cycle and
providing adequate benefits; (2) pursue a two-dimensional strategy, combining contributory so-
cial insurance mechanisms with tax-financed provisions; and (3) explore all available fiscal space
options for extending social protection to those who are currently excluded, regardless of their
employment status. However, reducing income inequalities cannot be left to social protection
systems alone. It requires a wide range of integrated public policies—from access to quality ed-
ucation and skills training, to wage policies and formalization strategies, macroeconomic policies
that create employment and livelihoods, and investment in quality public services—to reduce
the primary distribution of income and make labour markets more equitable.



10

» ILO Working Paper 128

» Introduction

Rising inequalities is a key global concern and tackling it a priority of many agencies in the multi-
lateral system. The ILO Centenary Declaration for the Future of Work (ILO 2019) emphasizes the
need to tackle income inequality as does the 2030 Agenda for Sustainable Development (under
SDG 10). Moreover, combating inequality also underpins SDG 1 (on poverty eradication), SDG 5
(on gender equality) and SDG 8 (on achieving decent work for all) (ILO 2020). The International
Labour Conference in its 109th Session in 2021 also recognized that inequality is complex, mul-
tifaceted and has many forms and components, concluding that there is a need to address the
different dimensions of inequality in the world of work (ILO 2021c). Later, in March 2023, the
ILO Governing Body identified inequality as one of the thematic policy domains that will frame
the discussions with social partners to shape actions and advocacy messages within the newly
formed Global Coalition for Social Justice (ILO 2023e).

In the same vein, the issue of inequality is one of the most topical, wide-ranging - and argua-
bly, contested - areas of research and policy. Inequalities include both vertical inequalities, that
is, between rich and poor households, as well as horizontal inequalities, that is, between multi-
farious groups in society, for example those differentiated by gender and racial/ethnic identity.
These social inequalities, defined as disadvantages related to group status, intersect with, and
compound inequality, resulting in entrenched structures of stratification that limit the life choices
potentially available to so many people while undermining social inclusion and trust (ILO 2021c).
High levels of income inequality are deemed toxic not only due to their tendency to trigger crises
and financial meltdowns (UNRISD 2022) but also given their potential to subvert regulatory and
accountability institutions, corrode societal norms and the quality of democracy (Saith 2011). The
discussion of inequality and its drivers is foregrounded by a globalized context marked by sig-
nificant inequalities between countries that can in turn exacerbate within-country inequalities,
though the analysis of these interlinkages is beyond the scope of this paper.

As inequality re-emerged as a policy concern in the early 2000s, the initial response from main-
stream policy institutions (e.g. World Bank 2006) was to focus attention on equality of opportu-
nity rather than directly on inequality of outcome, most notably incomes. In view of the inter-
connections between the two, the World Bank 2006 report provoked considerable unease. “If
we are concerned about equality of opportunity tomorrow”, argued a leading economist in the
area, “we need to be concerned about inequality of outcome today” (Atkinson 2015). Feminists
concurred with this view, with outcome significantly broadened to include occupations, activi-
ties and responsibilities, as well as the distribution of income and wealth (Phillips 2004) paving
the way for gendered responsibilities for unpaid work to enter the equation. Amartya Sen'’s ca-
pabilities approach further challenged the opportunity/outcome distinction in more fundamen-
tal ways, underlining the point that substantive opportunities (the “freedom to be and do”) are
actually the outcomes that people value (Sen 2001).

By the end of the twentieth century, concerns about poverty and to some extent inequality be-
came more pronounced, reasserting the need to counteract the rationale of neoliberal and trick-
ledown economics and its consequences and introduce policies that addressed the structural de-
terminants of poverty and inequality (UNRISD 2016). However, this shift was not accompanied by
a commensurate transformation of macroeconomic and social policy. Instead, social policy was
often palliative. It neglected to address structural and systemic hurdles and deficiencies linked
to chronic underdevelopment and pervasive poverty. Instead of building universal and com-
prehensive social protection systems, in tandem with employment and labour market policies,
many developing countries pursued limited “safety nets". These typically relied on conditional
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cash transfer programmes that are narrowly targeted and critiqued for being exclusionary and
deepening social tensions (Kidd and Wylde 2011; Brown, Ravallion, and van de Walle 2018).

The COVID-19 pandemic brought to the forefront the pervasive nature of inequality in our so-
cieties, underscoring the pressing need for action (ILO 2021c¢). The pandemic resulted in wide-
spread job losses that were disproportionally represented among individuals in low-paying jobs,
especially informal self-employment. Many were women, who were forced to leave the labour
force with lack of childcare often acting as a major trigger (ILO 2023q). In response to the global
crisis, an unprecedented effort in the realm of social protection was initiated, leading to expec-
tations that some of these measures might become permanent, thereby significantly reducing
poverty and inequalities. The ILO's Social Protection Monitor reported that over 1,900 measures
were put into action by 211 countries and territories between January 2020 and September 2023
(ILO 2023d). However, the majority of these measures were rolled back at the pandemic's end, as
many countries opted for austerity measures, heightening concerns that the new wave of fiscal
austerity might further exacerbate inequalities (Ortizand Cummins 2022).

The enduring impacts of the pandemic, coupled with austerity measures, have been further ag-
gravated by geopolitical tensions and conflicts as well as the ongoing climate crisis (ILO 2021d;
ILO 2022b; ILO 2023b; ILO 2023c). These crises are becoming more frequent and severe, often
intersecting and compounding one another, disproportionately affecting the well-being and
livelihoods of individuals and halting progress in reducing income inequalities within countries
and potentially worsening inequalities between countries (ILO 2023a). Recent evidence reveals
thatin 2020, the world experienced the most significant increase in global income inequality and
poverty since at least 1990. The COVID-19 pandemic led to a 0.7-point rise in the global Gini in-
dex and pushed an additional 90 million people into extreme poverty (defined by a daily income
of US$2.15) compared to what would have occurred without the pandemic (Mahler et al. 2022).
These findings are mainly attributable to job losses and a decrease in monthly wages, which
saw a real-term decline of 0.9 per cent in the first half of 2022 (ILO 2022a). Global inflation and
the cost-of-living crisis that underpinned the decline in real incomes of workers were, at least in
part, due to corporate price-gauging with important implications for the overall distribution be-
tween wages and profits (Weber and Wasner 2023). Furthermore, another contributing factor
to this heightened income inequality is the fact that a new billionaire emerged every 26 hours
during the pandemic, while the fortunes of the world's ten wealthiest individuals doubled over
the same period (Ahmed et al. 2022). As it will be shown, while income inequality underwent a
slight decrease in the aftermath of the pandemic, largely attributable to extensive social protec-
tion measures, there is a looming risk of its resurgence as many countries phase out their social
protection responses.

The present contribution provides evidence regarding the impact of social protection benefits,
taxes and social security contributions in reducing income inequalities. The main data inputs
are the Luxembourg Income Study (LIS) and the Luxembourg Wealth Study (LWS) Databases,
in particular the most recent datasets available for individual countries (LIS 2023). We draw on
the LIS database because it provides household- and person-level data on labour income, capi-
tal income, various social protection benefits, as well as taxes and social security contributions,
thus making it well-suited for the aims of this paper. A well-established methodology is used to
estimate the partial redistributive effect of contributory and non-contributory pensions, family
benefits, unemployment benefits, sickness and employment injury benefits, disability benefits,
social security contributions and income and property taxes. The partial redistributive effect
corresponds to the percentage decrease in the Gini coefficient that is attributable to each social
protection benefit and tax.
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» 1 How much income inequality?

1.1. Why income inequality?

Before going into how much income inequality there is in the world and what the evolution of
income inequality is over time, it is worth outlining how inequality is understood and why we
measure inequality using income as the metric. Inequality can be broadly defined as a societal
state characterized by hierarchical distinctions, where individuals are categorized based on their
characteristics such as income, wealth, social status, gender, ethnicity, age, nationality, geograph-
ic location, and other defining traits (Midgley 2020). Unidimensional versus multidimensional
measures of inequality are contrasted, but there is no evidence in the literature of a satisfactory
definition that integrates the different types of inequality into a single conceptual perspective
(Midgley 2020). However, measuring income inequality is considered a good summary measure
of inequalities and aptly fits the aim of this paper - measuring the impact of social protection on
reducing inequalities among individuals (Wilkinson and Pickett 2009).

It must be noted that income inequality - the extent to which income is unevenly distributed
within a population - is measured with data from household surveys, which only collect data on
total income at the household level. Because of this factor, it is not possible to determine each
household member's share in how income is allocated within the household and it is therefore
impossible to measure inequalities within households. Therefore, to ensure comparability across
different countries, the current analysis operates under the assumption that income is equitably
distributed among members within a household—admittedly, a heroic Beckerian assumption
that has received ample criticism from feminist economists who have documented considerable
intrahousehold inequalities in the distribution of resources and well-being (Lise and Seitz 2011).
But we make this assumption due to the limitations in the questionnaire used in income and
expenditure surveys in many countries, which do not facilitate a detailed individual-level analy-
sis of who has a say in the allocation of different income sources and how income is distributed
within households.

Following our methodology, it would also be possible to assess horizontal income inequalities,
for example by dividing the population into different groups based on certain characteristics,
such as race/ethnicity, location or household composition (for example, single-parent versus
dual-parent households), which we briefly consider. However, the focus of this paper will be on
vertical income inequality and the effects of social protection benefits and taxes on it.

1.2. Income inequality has decreased in most countries, even if
modestly

Since the 1980s, evidence of rising inequality has become increasingly apparent across many
countries, triggering heightened attention to the issue on the global policy agenda. This peri-
od witnessed significant increases in income and wealth disparities, as documented by numer-
ous scholars, including Thomas Piketty and his colleagues (Piketty 2022). Their research, while
not always based on the most optimal data (Giles 2014; Sutch 2017) provides a comprehensive
overview of the growing economic divides. It also underlines the need to expand general gov-
ernment revenue through taxation, preferably with progressive wealth and corporate taxes,
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as essential instrument to tackle very high levels of inequality found in developing countries
(Razavi et al. 2022). The phenomenon of rising inequality has been observed in both developed
and developing countries, driven by factors such as financialization, deregulation, technological
change, the decline in trade union membership and collective bargaining coverage and policy
choices favoring capital over labor. Despite its growing significance, inequality was notably ne-
glected from the Millennium Development Goals (MDGs), which primarily focused on poverty
and other social indicators.

The omission of inequality from the MDGs highlighted a gap in the global development agenda,
which was subsequently addressed in the formulation of the Sustainable Development Goals
(SDGs). The SDGs, adopted in 2015, explicitly include goals aimed at reducing inequality within
and among countries, acknowledging the multifaceted impacts of economic disparities on social
cohesion, political stability, and overall development. Fukuda-Parr (2019) and Fukuda-Parr and
McNeill (2019) have provided detailed analyses of the politics and knowledge of how inequality
was incorporated into the ambitious and transformative 2030 Agenda, but also ‘the slippage in
ambition when targets and indicators were selected’, emphasizing both the importance of the
shift in global policy focus from the MDGs to the SDGs, but also the compromises and dilution
in how ambitious goals like the one on inequality were to be achieved through the choice of tar-
gets and indicators.? Nevertheless, this recognition and inclusion of inequality in the SDGs marks
a significant step towards addressing the challenges posed by economic disparities, reflecting a
broader and more inclusive approach to global development.

Despite not being included in the SDG monitoring framework,* one of the most popular indica-
tors for measuring income inequality is the so-called “Gini coefficient”.> It summarizes the ex-
tent of inequality in a single number. It can theoretically take any value between zero (perfect
equality, that is, everybody has the same income within a defined population) and one (perfect
inequality, that is, all income goes to a single person) (Luebker 2010).® Figure 1 presents aver-
age Gini coefficient estimations based on income variables for regions and countries grouped
by income levels for two comparable time periods, 2013-2017 and 2018-2022. Comparable in-
come estimates are those collected through household surveys that have common character-
istics within a given country, including with regard to the sampling frame, questionnaire, the
methodological construction of the income variable and deflation of prices (Castaneda Aguilar
et al. 2019; World Bank 2023).

Figure 1 shows that between the 2013-2017 and 2018-2022 the global Gini coefficient has de-
creased from 39.1 per cent to 37.9 per cent, corresponding to a reduction of 1.2 percentage points
(pp).” Over the same period and without exception across all regions and countries grouped by
income,® inequality has decreased. It is worth noting that in Asia and the Pacific a reduction of
1.7 percentage points in the Gini coefficient was observed between the two time frames, fol-
lowed by Africa (1.4 pp), Americas (1.0 pp) and Europe and Central Asia (0.4 pp). When looking
at the latest period (that is, 2018-2022), income inequality is highest in the Americas with a Gini
coefficient of 44.4 per cent, followed by Africa (43.1 per cent), Asia and the Pacific (36.7 per cent)
and Europe and Central Asia (33.1 per cent).

3 AsFukuda-Parr and McNeill (2019) show, the lead target (10.1) is for inclusive growth - or the World Bank’s concept of ‘shared pros-
perity’. Yet it is extreme inequality and its potentially corrosive impact on democracy that has raised alarm in contemporary public
debates.

4 SDGindicator 10.2.1 measures income inequality through the 10.2.1Proportion of people living below 50 per cent of median income,

by sex, age and persons with disabilities.

See section 3 for a mathematical definition and (Gini 1912)

In this contribution, the Gini coefficient is multiplied by 100 and then ranges between 0 and 100 to improve readability.

Estimate based on 77 countries (55 per cent of the global population) with comparable surveys included in the analysis.

See Table A4 for regional and national income groups.

© N o u



14

» ILO Working Paper 128

Across national income groups, low-income countries - represented in figure 1 by Gambia, Malawi,
Mozambique and Uganda - experienced the largest decrease in inequality, or 2.3 pp of Gini co-
efficient. While in upper-middle-income countries the decrease was almost halved at 1.5 pp, in
lower-middle-income countries itwas 1.0 pp and in high-income countries 0.8 pp. When looking
at the latest period, income inequality is highest in low-income countries with a Gini coefficient
of 44.3 per cent, followed by upper-middle-income countries (39.5 per cent), lower-middle-in-
come countries (36.2 per cent) and high-income countries (34.9 per cent).

» Figure 1. Gini coefficient by region and income level, 2013-2022
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countries (92.3 per cent) and high-income countries (77.6 per cent). Country-level data are available in table A1 in the appendix.
The data coverage for the Arab States is insufficient to produce a regional estimate.

Source: Authors’ calculations based on the World Bank PIP (2023).

For six countries, household survey data made it possible to track the yearly evolution of income
inequality before and after the COVID-19 pandemic and during the cost-of-living crisis. Across
all countries in figure 2, the Gini coefficient has decreased between 2013 and 2022. The largest
decrease was experienced in El Salvador, which managed to decrease the Gini coefficient by 4.6
pp from 43.4 per cent to 38.8 per cent, followed by Paraguay (2.8 pp), Indonesia® (2.5 pp), Costa
Rica (2.0 pp), Brazil (1.4 pp) and Ecuador (1.4 pp).

®  In Indonesia, comparable surveys for 2013 and 2014 could not be retrieved. Therefore, the percentage point change is calculated
between 2015 and 2022.
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» Figure 2. Gini coefficient in selected countries, 2013-2022
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These moderate reductions inincome inequality may have been possible owing to the global re-
sponse in the area of social protection, which has at least partially countered the “disequalizing
effects” of the COVID-19 pandemic (Subramanian 2023) and of the cost-of-living crisis. More than
1,900 measures were implemented in response to the pandemic by 211 countries and territo-
ries between January 2020 and September 2023 (ILO 2023d). Similarly, in response to the cost-
of-living crisis countries and territories have adopted 356 measures since September 2021, most
of them involving subsidizing or reducing the cost of necessities/utilities and increasing benefit
levels (ILO 2023d). Yet, 182 of the 343 known cash benefit schemes in the world, representing
more than half of all schemes for which we have data, do not have any clear indexation rule for
benefits, leaving beneficiaries vulnerable to rising rates of inflation (ILO 2021d).

Nevertheless, the majority of these social protection measures were temporary, such as cash ben-
efits to workers and their families, benefits to the poor or subsidies that were terminated after
the emergency situation as part of austerity measures affecting an increasing number of coun-
tries (Kentikelenis and Stubbs 2023). It is important to highlight that while these short-term solu-
tions may have temporarily reduced income inequality to some extent, overall inequality levels
persist at alarmingly high rates. This becomes evident when examining household income dis-
tribution, which serves as a supplementary measure to the Gini coefficient (Chancel et al. 2022).
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1.3. However, large disparities between top 10 per cent and
bottom 50 per cent earners persist

Two additional key indicators are used to assess the level of income inequality within each coun-
try: the portion of disposable income' held by households earning less than the 50th percen-
tile (bottom 50 per cent) and the portion of disposable income held by households earning at,
or above, the 90th percentile (richest 10 per cent). If all incomes were split equally (that is, in a
hypothetical situation of perfect income equality) the bottom 50 per cent would capture 50 per
cent of the national income in each country and the top 10 per cent would capture exactly 10 per
cent of the national income. The evidence presented (figure 3) confirms that income inequality
is stark or pervasive.

Globally there has been a reduction in inequality between the first period (2013-2017) and the
second period (2018-2022) (figure 3). During this time frame, the portion of total income held
by households in the lower 50th percentile (that is, the bottom 50 per cent) of the income distri-
bution increased from 24.0 per cent to 24.9 per cent, while the share of income held by house-
holds earning above the 90th percentile (that is, the top 10 per cent) experienced a slight de-
crease from 30.3 per cent to 29.9 per cent. However, it is noteworthy that when looking at the
latest period, the top 10 per cent of earners still controls more income than the bottom 50 per
cent (or in terms of percentage points, a difference of 5.0 pp).

Regional dynamics concerning the household income distribution show moderate reductions
in inequality between the two time periods, consistent with the analysis of Gini coefficient. It is
worth noting that in the Americas, the top 10 per cent of earners still command a much larger
share of income (34.2 per cent) than the poorest 50 per cent (20.9 per cent). This pattern is also
seen in Africa and to a lesser extent in Asia and the Pacific. In contrast, in Europe and Central Asia
the share of income held by the top 10 per cent (25.9 per cent) is slightly lower than the share of
income held by the bottom 50 per cent (27.8 per cent). When we examine income distribution
across different country income groups, low-income countries exhibit the highest income ine-
quality, with the top 10 per cent of income earners controlling on average 35.8 per cent of total
income, while the bottom 50 per cent of earners only hold 21.7 per cent, resulting in a signifi-
cant 14.1 percentage point gap. This gap is halved in upper-middle-income countries (7.2 pp),
decreases further in lower-middle-income countries (3.2 pp) and nearly disappears in high-in-
come countries (0.2 pp). Nevertheless, the fact that 50 per cent of the population in some coun-
tries receives the same income share as the richest 10 per cent remains a challenging issue. In
the following analysis, underlying factors of this situation are explored.

©  Disposable income is defined as the sum of gross household income minus taxes and social security contributions plus transfers.
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» Figure 3. Share of income held by the bottom 50 per cent and top 10 per cent of earners by region and na-
tional income group, 2013-2022
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Source: Authors’ calculations based on the World Bank PIP (2023).



18

» ILO Working Paper 128

» 2 The main causes of income inequality

2.1. Stagnating labour income share

High-income inequality is closely linked with the proportion of labour income in total income.
Evidence shows that there is a strong association between the income inequality and the share
of labour income in total income. Capital ownership is typically concentrated among those at
the top of the income distribution and hence a higher share of capital income in total income
leads to more income inequality (Dao et al. 2017). In 2020, the labour income share, only repre-
sented 53.8 per cent of the total income generated in the world (figure 4). The regional picture
is mostly in line with the global one. For instance, the Americas had the largest share of income
allocated to labour in 2020 (57.6 per cent), followed by Europe and Central Asia (55.7 per cent)
and Asia and the Pacific (52.3 per cent). In Africa the labour income share was at 48.7 per cent
in 2020, up from 44.5 in 2004. During the same period, the Arab States saw the most significant
increase in labour income share among regions, rising approximately 7 percentage points to
reach 36.6 per cent in 2020, potentially driven by growth in non-oil sectors and smooth energy
transitions (IMF 2023).

The estimates in figure 4 show that except for the Arab States, labour income mostly stagnated
between 2004 and 2020. There are several possible explanations for this trend, including the im-
pact of technological changes, financialization, the enhanced exercise of market power by large
firms in concentrated product markets, the decline in unionization rates and the consequent
erosion of the bargaining power of workers, as well as persistent gender pay gaps (ILO, OECD,
and ISSA 2023). ILO evidence further shows that real wages have declined owing to inflation and
that wages are not keeping up with labour productivity: thus, in 2022 the gap between produc-
tivity growth and wage growth reached its widest point since the start of the twenty-first centu-
ry, with productivity growth being 12.6 percentage points above wage growth (ILO 2022a). This
creates a situation in which income is increasing but capital owners reap more benefits from
such increases than labour owners.” The labour income share has also stagnated because em-
ployment rates are not reverting to pre-pandemic levels, as weak economic conditions, lingering
health problems and population ageing weigh on people’s return to the labour market (ILOSTAT
2023). With fewer people entering employment, there is an ensuing curb in labour income be-
ing generated. In addition, evidence from 36 mostly high-income countries suggests that auto-
mation-oriented technological progress could also be contributing to the decline in the labour
income share (ILO 2024a).

2.1.1. Social security contributions in a changing labour market

The labour share of income constitutes the resource pool from which workers make their con-
tributions into social security systems. These contributions into social security systems, along
with employer contributions and taxes, are crucial for sustaining social security systems that,
depending on their design, can smooth income across the life cycle and reduce income inequal-
ities (ILO, OECD, and ISSA 2023).

" Itmust be noted that no information is provided regarding labour related earnings of the self-employed, which constitute a sizeable
share of labour income in middle-and low-income countries.
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ILO evidence shows that social contributions are one of the main sources of financing for social
protection policy and have remained a stable source of financing in the twenty-first century, de-
spite the stagnation and decline in the labour share of income (Cetrangolo and Calligaro 2023).
Furthermore, unlike what is sometimes claimed (Levy 2008; UNDP 2021), there are no auto-
matic employment or formalization gains associated with reducing social security contribution
rates (Cetrangolo and Calligaro 2023). By contrast, appropriate and simplified mechanisms for
collecting taxes and social contributions from certain types of enterprises and workers, such as
monotax approaches, can promote the transition from the informal to the formal economy and
increase revenue mobilization for social protection (see box 1).
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» Figure 4. Total income from wage and salaried work and self-employment as a percentage of GDP, 2004-

2020
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» Box 1. Monotaxes

In many countries, gaps in social protection coverage are often associated with high levels
of informality that hold back decent work and socio-economic development. More than
50 per cent of the global employed population - some 2 billion men and women - make
their living in the informal economy, mostly but not exclusively in developing countries.
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The majority of these workers are self-employed and do not have access to social protec-
tion, which makes them especially vulnerable to shocks (ILO 2023f).

There are many barriers to formalization. These obstacles include, among others, exclu-
sion from legal coverage, lack of information regarding the benefits of registering for so-
cial security, costs associated with formalization and complex and burdensome admin-
istrative procedures (ILO 2021b). In order to simplify the latter, some governments have
adopted unified payments mechanisms of taxes and social security contributions for some
categories of micro and small enterprises (MSMEs) and own-account workers to pay one
(monthly) flat payment instead of various instalments. These mechanisms are known as
monotax schemes.

The level of contributions usually differs according to the category concerned. While par-
ticipation in monotax mechanisms is typically voluntary, simpler procedures and, in some
cases, subsidized contribution rates render this mechanism attractive to eligible categories
of self-employed workers and microenterprises. The subsidization of monotax schemes
aims to provide incentives for the formalization of enterprises, under the assumption that
as these enterprises grow, they will be able to pay the regular level of tax and social secu-
rity contributions at a later stage.

One of the major advantages of these mechanisms is that they facilitate the payment of
social security contributions and taxes, while taking into consideration the limited adminis-
trative capacities of micro-entrepreneurs and micro and small enterprises (MSMEs), which
can constitute a considerable barrier to formalization. Monotax mechanisms reduce the
need to keep accounting records and facilitate the declaration of incomes and effecting
of payments to different social security and tax subsystems.

Table B1 shows that monotax schemes are common in Latin America. Brazil was the first
country to introduce the monotax schemes with the SIMPLES Nacional mechanism. This
scheme has contributed to an increase in registration and more effective tax collection.
Between its introduction in 2007 and 2012, the number of micro and small enterprises
(MSMEs) registered nearly doubled from 2.5 million to 4.4 million. Studies also confirm
that 32 per cent of entrepreneurs report that SIMPLES Nacional reduced their total tax
burden. Tax revenues significantly improved, rising from 8.3 billion Brazilian Reals to 46.5
billion Brazilian Reals in the same period as more small firms joined the formal sector (ILO
2014). Similarly, in the Democratic Republic of the Congo, the monotax reform allowed the
National Institute of Social Security to raise its revenues from 284 billion Congolese Francs
in the 18 months prior to the reform to 327 billion Congolese Francs in the 18 months that
followed it (thatis, an increase in revenues of 15.1 per cent) (ILO 2021a; ILO 2018; ISSA 2017).

By contrast, evidence shows that monotax schemes, if not adequately designed, could
lead to lower than expected increase in government revenues. In Colombia, a monotax
scheme was introduced in 2016 and reformed in 2019. Evidence shows that affiliation out-
side the capital city of Bogota is still low. For example, in the municipality of Cdcuta, the
large majority of shoemakers are not aware of the monotax scheme and even when its ex-
istence and the associated benefits are explained, they do not show eagerness to affiliate
to the system, preferring instead to continue operating in the informal economy. One of
the potential reasons for this is the application of the monotax rate on revenues without
consideration of costs incurred by the small entrepreneurs. This feature made the mon-
otax system in Colombia particularly disadvantageous during the COVID-19 crisis, when



22

» ILO Working Paper 128

revenues of many small and medium enterprises were often below the costs during ex-
tended periods (Acosta Carrillo et al. 2022).

» Table B1. Examples of monotax schemes by year of introduction

Year of introduction

Argentina Monotributo 2004

Brazil Monotributo nivel Federal, régimen | 1996 (first law), 2007 (current law)
SIMPLES

Colombia Régimen Simple de Tributacion - 2016
RST

Congo Democratic Republic Guichet unique de dépbt des déc- | 2015
larations

France Régime de lautoentrepreneur 2009

Honduras Monotributo, Régimen Simplificada, | 2003
Impuesto a las Ventas

Uruguay Monotributo 2001

Source: Authors’ elaboration.

2.2. Labour market informality

The relationship between income inequality and informality is complex and can vary across dif-
ferent countries and contexts. However, when looking at the global picture, empirical evidence
shows that countries with a higher proportion of informal employment in total employment are
also those where income inequality is higher. The correlation between income equality and the
informality rate is strong and negative at minus 40 per cent (figure 5).

Of course, correlation does not imply causation. The theoretical and empirical literature encoun-
tered challenges in analysing the relationship between inequality and informality as evidence
points at the causality working in both directions. Some argue that high levels of income ine-
quality can contribute to the growth of the informal sector. In societies with significant income
disparities, individuals may turn to informal economic activities as a survival strategy, particu-
larly if they face barriers to entering the formal economy (DellAnno 2021). Informality may re-
duce inequality by providing employment and livelihoods to those who might otherwise have
remained unemployed or outside the labour force, especially young people and women from
poorer households (UNECA 2018).

By contrast, over time, informality itself can be a driver of income inequality. Jobs in the informal
sector often lack the benefits and protections associated with formal employment, leading to a
widening gap in income between formal and informal workers. ILO evidence supports this find-
ing as informal wage workers earn far less than formal wage workers. Globally, the earnings of
workers in informal wage employment are 56 per cent of the earnings of wage workers in the
formal economy (ILO 2023f).

Given the lower earnings of workers in the informal economy, they may lack sufficient contrib-
utory capacity to affiliate to social insurance mechanisms. Some groups of informal wage work-
ers and some self-employed workers who have limited contributory capacity and no employer,
may require subsidies to be able to affiliate to social insurance. One of these groups is that of
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unpaid contributing family workers, who are considered informal workers and in most cases
have very low or no contributory capacity. Achieving universal social protection for all requires a
combination of contributory and non-contributory (tax-financed) social protection mechanisms.
Recommendation No. 202 sets out that access to essential healthcare and basic income securi-
ty over the life cycle should be guaranteed as part of nationally defined social protection floors
and that higher levels of protection should be progressively achieved by national social security
systems in line with Convention No. 102 and other ILO instruments (ILO 2021b).

» Figure 5. Income equality and proportion of informal employment in total employment, latest available
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2.3. Low intergenerational social mobility

The stagnation of labour income share in total income over the past 15 years and high rates of
informality reinforce each other and impair intergenerational social mobility, thereby contribut-
ing to the current high levels of income inequality. Equality of opportunity and equality of out-
come are often correlated.

Figure 6 compares the relative poverty headcounts of adults' who were living in households
facing financial hardship when they were 14 years old with the poverty headcounts of those of
the same age from families in favourable financial circumstances. In a scenario of perfectincome

2 Persons aged between 25 and 59 years.
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equality, poverty headcounts would align along the 45 degree line. This implies that the current
poverty status of adults would be unrelated to the financial circumstances of their families when
they were 14 years old. Yet, among the 33 European Union countries with available data, dis-
parities in poverty headcounts between those from poorer households and those from affluent
families exceed 5 percentage points in 21 countries. Notably, in five countries,' this difference
is at or surpasses 15 percentage points. This means that in these five countries, individuals from
poorer households are 15 percentage points more likely to be poor when they grow up com-
pared with those from affluent families.

Figure 7 illustrates income inequality (measured by the Gini coefficient) with the difference in pov-
erty headcounts between adults from poorer and their counterparts from affluent backgrounds.
The scatter plot shows that intergenerational social mobility decreases in countries with higher
income inequality and, conversely, it increases in countries with lower inequality, a relationship
known as the Great Gatsby Curve (ILO 2021¢; Durlauf et al. 2022; Nybom 2018; Corak 2013). In
other words, when the gap between the rich and the poor is wider, it becomes more difficult
for individuals to move up or down the socio-economic ladder across generations. This implies
that in more unequal societies, the economic position of parents is a strong predictor of their
children's economic status. In fact, providing real equality of opportunity is a radical proposition
that demands a serious policy effort to level the playing field - not something that can be done
easily when outcomes are highly unequal. In fact, high levels of inequality make it much harder
to ensure equal opportunities for the new generation. As mentioned earlier, “if we are concerned
about equality of opportunity tomorrow, we need to be concerned about inequality of outcome
today” (Atkinson 2015). The persistence of income inequality through generations makes an
even stronger case to act against inequalities of outcomes through social protection policies.

However, it is also crucial to understand that the Great Gatsby Curve reflects a statistical corre-
lation and does not suggest a direct cause-and-effect connection. Additionally, restricted inter-
generational social mobility may further entrench income inequality, particularly in situations
where significant disparities exist in the ownership of wealth.

'3 Bulgaria, Italy, Montenegro, North Macedonia and Romania.
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» Figure 6. Poverty headcount of adults (aged 25 to 59 years) by level of financial situation of their house-
holds when respondent was 14 years, 2019
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» Figure 7. Difference between poverty headcounts of adults that were living in families with a bad financial
situation when they were 14 years old and those that were living in families with a good financial situation
and income inequality (Gini coefficient (%)) and, latest available year and 2019
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2.4. Widening wealth inequalities

Limited intergenerational social mobility may well reflect wealth' inequality and both exacerbate
income inequality (figure 8). This is not surprising since evidence shows that the wealthy save
more than the poor and that they benefit from higher rates of return on their investments. This
is also known as the snowballing effect of capital accumulation: the more one possesses today,
the more one can accumulate tomorrow (Chancel et al. 2022). The levels of wealth inequality
are also increasing over time in some countries. This is especially true in high-income countries,
where population growth is curbing and where wealth is transferred along kinship lines through
bequests or inter vivos transfers (Pfeffer, Killewald, and Siliunas 2016). Moreover, wealth inequal-
ities across racial/ethnic groups further exacerbate overall wealth inequalities. For instance, in
the United States, the wealthiest 10 per cent of the population held 72.1 per cent of national
wealth in 1995 (LWS 2023) and 79.4 per cent in 2019 (figure 8). Similarly, Estonia, Finland, Greece,
Italy, Slovakia, Spain and the United Kingdom displayed increasing wealth inequality trends (LWS
2023). This phenomenon was accelerated during the COVID-19 crisis, while national income fell,
the value of private wealth increased and this increase was particularly extreme among billion-
aires. For this reason, there is a renewed interest in introducing wealth taxes to finance social
protection programmes (Chancel et al. 2022). A remarkable example is Argentina, which, in 2020,
introduced an ad-hoc wealth tax in response to the economic troubles caused by the COVID-19
pandemic, to be paid by the 12,000 richest individuals residing in the country. It was expected to

4 Wealth, or net worth, is the value of assets owned by a household, such as properties or savings, net of outstanding debt. It refers to
an amount that has been accumulated over a lifetime or more, as it may be inherited across generations. This accumulated wealth
is a source of retirement income, protects against short-term economic shocks and provides security for future generations.
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generate US$3.5 billion in revenues that would be used to finance healthcare and social protec-
tion but also foster small and medium enterprises (SMEs), education and natural gas exploitation
(Malax-Echevarria 2021). In May 2021, the government announced that the new levy had collect-
ed 223.000 millions of pesos, with an 80 per cent compliance rate (El Cronista 2021).

» Figure 8. Share of wealth held by the top 10 per cent and Gini coefficient (%), latest available year
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Note: 15 countries. See Table A2 for country-level data.

Source: Authors’ calculations based on LWS (2023) and on World Bank PIP (2023).

2.5. The role of economic ideas

John Maynard Keynes (1936, p. 383) once remarked, ‘the ideas of economists and political philos-
ophers, both when they are right and when they are wrong are more powerful than is common-
ly understood. Indeed, the world is ruled by little else’. But, as Fukuda Parr and McNeill (2019)
rightly ask, which ideas rule?

High levels of current income inequality can be attributed, in part, to government decisions in-
fluenced by economic theories. One key proponent of such theories is Arthur Okun (1975), who
coined the term "big trade-off" to describe the negative relationship between equality and effi-
ciency. Okun used the metaphor of a "leaky bucket" to illustrate income redistribution: as money
moves from the rich to the poor, some resources inevitably seep out. He, along with subsequent
theorists, proposed an efficiency-equity trade-off, suggesting that governments must decide
whether a larger, unequally distributed “social pie” is preferable to a more equally distributed,
albeit smaller, one. Another very influential economist, Simon Kuznets, theorized in the 1950s
that some level of inequality was not only inevitable, but also necessary for economic growth in
the early stages of development. According to Kuznets, inequality would subsequently decrease
once the national economy reached a sufficient size (Kuznets 1955). This relationship came to be
known as the “Kuznets curve”, though it has been challenged and refuted multiple times since then.
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However, some of these theoretical assumptions have been questioned by empirical evidence.
Figure 9 shows that countries with high levels of income inequality (that is, an unequally dis-
tributed “social pie”) are also those where GDP per capita is lower (that is, smaller “social pie”).
The moderately strong and negative correlation between income inequality and GDP per capita
suggests the lack of such a “big trade-off” between equality and efficiency. Econometric studies
have long tried to explore the existence of such trade-offs; the results, however, are inconclusive
(De Dominicis et al. 2008). The International Monetary Fund has highlighted a key reason for
inconclusive findings in various studies, which is that many of them overlook the inequality of
opportunity. This omission tends to bias empirical estimates regarding the connection between
equity - proxied with the Gini coefficient - and efficiency - proxied by GDP per capita growth.
The researchers discovered that less equity negatively affects efficiency, particularly in econo-
mies with low equality of opportunity, as indicated by intergenerational mobility measurements
(Aiyar and Ebeke 2019). Additionally, an important piece of research published by the IMF has
shown that 1) lower inequality is correlated with faster and more durable growth; and that 2)
the effects of redistributive policies are in most cases supporting economic growth rather than
hindering it (Ostry et al. 2014).

A different line of criticism of the “big trade-off” has come from heterodox economists who have
criticized the presumed trade-off between efficiency and equity from a political economy per-
spective. Certain dominant groups (e.g. men, capitalists, white supremacists), they argue, may
support inefficient institutions that protect their relative share of income - even if these ineffi-
ciencies mean total income is smaller. This is illustrated by historical under-investment in edu-
cation and healthcare services that are inclusive of women and people of colour, despite their
adverse impact on economic growth and dynamism (Folbre 1994).

P Figure 9. GDP per capita and income inequality (Gini coefficient (%)), latest available year
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» 3 The role of social protection in reducing income
inequality

3.1. Higher social protection expenditure lowers income
inequality

Empirical evidence presented in the previous section has indicated that countries with higher
income inequality are also those with lower GDP per capita. While countries with lower GDP per
capita often experience higher GDP growth rates (since they start from a lower base), itis evident
that economic growth alone does not guarantee improved living standards, nor does it promote
economic or social development (OECD 2019).

Generally, countries that allocate a higher proportion of GDP to social protection (excluding
health) also exhibit greater income equality (figure 10), with the correlation between the two
variables being positive and strong. Similarly, higher government health expenditure as a pro-
portion of GDP is associated with more income equality (figure 11), although the correlation is
not as strong as observed for social protection (excluding health).

These correlations underscore that social protection, beyond being a fundamental human right,
serves as a potent tool for income redistribution. In the next section, we present evidence on the
magnitude of the redistributive effect of taxes, social security contributions and different social
protection benefits.

» Figure 10. Income equality (100-Gini coefficient (%)) and social protection expenditure (excluding health),
latest available year

80
SVK

BLR SN
75 ARE AZE IsL czeMDA  NLD UKR BEL
ARM DZA T1s NOR - Ri FIN
pgm MDV - RQ HEZ Al HUN RV SWE AT E _F;A
MM ES e
70 BER L8 R ! KOByc Gy MWON camvp _DE- —
T NRU TUNT ko o CRIE MNGBR JPN — = Tux  Gre
s R GEO Aud T e
AL THA - UzB — —% 3 A

65 M A VNM CHN MUS — ==~ MNE
= G v T = ISR
2 e o “TMA] USA
S oM stp TBAPER - < go( RrNTO BGR  URY =
5 90, - v TUR
£ CeHarwa
8 QUM GUY PR VEN
2 55CMR! Rl -
5 D GTM Correlation: 43.7%
v ot
8 5 MOZo  PNE L coL
2 BWA BLZ BRA
s swz
3 ZmB
g as
v
£ NAM
]
2 HTI

N
S

w
G

30
0 5 10 15 20 25
Total expenditure on social protection (excluding health) (% of GDP)

Note: 159 countries.

Source: Authors’ elaboration based on World Bank PIP (2023) and ILO (2024b).



30 » ILO Working Paper 128

» Figure 11. Income equality (100-Gini coefficient (%)) and domestic general government health expenditure
as percentage of GDP, latest available year and 2021
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3.1.1 A methodological overview

This section provides a description of the methodology and the data used to assess the partial
redistributive effects achieved by taxes, social security contributions and different social protec-
tion benefits. Central to all assessments of welfare state outcomes is the chosen framework for
examining the dynamics of income redistribution. In this section, the impact of social protection
transfers, taxes and social security contributions on income inequality is calculated using a sim-
ilar methodology to the one presented in (Caminada et al. 2019; Caminada et al. 2017). The aim
of this exercise is to obtain the redistributive effect, namely the reduction in income inequality
of each social protection benefit, as well as of different taxes and social security contributions.
The Gini coefficient in each country (c) is used as a measure of income inequality and it is ex-
pressed as follows:

. 1 2 ” . .
Ginic=1+ n—c _{ﬁuc:l,;(nc —ic+1)y,, ie=1..n, {1}
Where:

Ncis the population living in country ¢

H. is the average income of the n persons living in country ¢

Y. is the income of survey respondent j living in country ¢
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As specified in table 1, based on the variables availabe in the Luxembourg Income Study micro-
data,’ three distinctincome categories are computed to gauge the influence of social protection
benefits, taxes and social security contributions on income inequality. Market income comprises
earnings from labour, capital, private pensions and private transfers. Gross income is the sum of
marketincome and social protection transfers. Deducting taxes and social security contributions
from gross income yields disposable income. This study evaluates the impact of various social pro-
tection transfers - contributory and non-contributory pensions, family benefits, unemployment
benefits, sickness and employment injury benefits and disability benefits - on income inequality.

Since a household's income also supports the well-being of children and other household mem-
bers who have no income of their own, itis important to adjustincome for household size. In this
working paper, household income is adjusted using the square root of household size. This im-
plies that a household of four persons, for instance, has needs twice as large as one composed
of a single person. While this is a useful adjustment, it overlooks inequality within households,
and it underestimates the amount of household resources (both money and time) that children
need, especially at younger ages. It is not possible to determine each household member’s say
in income allocation or his or her share. To ensure comparability across different countries, the
current analysis operates under the assumption that income is distributed equitably among
members within a household. This assumption stems from the limitations in the questionnaire
used in income and expenditure surveys in many countries, which do not facilitate a detailed in-
dividual-level analysis of how income sources are distributed among household members and
who has a say on those income sources.

Equation 1 is then used to decompose the Gini coefficient of disposable income into the Gini co-
efficient of market income, and to assess the redistributive effects of transfers, social security

contributions and taxes. Thus, ¥, the disposable income of survey respondent i living in coun-
tryc, can be rewritten as:

n S
yd=ycrink+ Z Bpci = z Teei (2]
b=1 t=1
Where:
yc’}’k is the market income earned by survey respondent j living in countryc
By is the social protection benefit b by survey respondent i living in country c. With benefit b be-
ing contributory and non-contributory pensions, family benefits, unemployment benefits, sick-

ness and employment injury benefits and disability benefits.

Tii is the tax or social security contributiont paid by survey respondent i living in countryc

5 See Appendix Table A3 for details.
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p» Table 1. The income redistribution framework

Labour income (wage and salaries
plus self-employment income)

+ Capital income (dividends,
interests and rental income)

+ Private pensions

+ Private transfers (e.g. inter-
households cash transfers)

= Market income (mk)
+ Social protection transfers
= Gross income (gross)

- Taxes and social security
contributions

= Disposable income (disp)

Source: Authors’ illustration.

Equation 2 makes it possible to calculate income inequality with, and without, a certain bene-
fit or tax and consequently to estimate the partial redistributive effect of that tax or transfer.
However, it must be noted that such an approach ignores the behavioural changes that can
be generated by the introduction of a given social protection benefit, for example a reduction
in labour supply of persons aged above 65 years, when a non-contributory old-age pension is
typically introduced. However, to date models that include all behavioural links are beyond the
scope of existing empirical literature on decomposition of income inequality (Caminada et al.
2017). Moreover, disentangling the inequality by income source could be affected by the order
in which social protection benefits are added to the market income. To correct for this, each so-
cial protection benefit (By) is considered as the first programme to be added to the market in-
come (yc’}’k) and a Gini coefficient Ginimkc+ 5, is estimated. Each social protection transfer (By) is
then subtracted from the gross income yZ"*and Gini coefficient GiNigrss c- 5, is estimated. In
turn, the two effects are averaged [7]. This methodology, which is an adaptation of a methodol-
ogy widely employed in the empirical literature (Caminada et al. 2017; Caminada et al. 2019), is
detailed in Steps 1-3 below.

Step 1: Calculate the percentage change in the Gini coefficient based on marketincome for each
benefit By

Ginimye * (1 + % change Ginimyc 4 gpe) = GiNimkesgpe (3]

Gini - Gini
% change Gini s gpe = ——K+BbC mke , 100 {4}

Ginimkc

Step 2: Calculate the percentage change in the Gini coefficient based on gross income for each
benefit By

GiNigross c-Bbe * (1 + % change Gini gross c—Bbc) = Ginigross [5:|

Gini ross ¢ Gini ross c— Bbc
% change GiNigross ¢ ppe = —— g +100 |6

G’r”gross c—Bbc



33

» ILO Working Paper 128

Step 3: Compute the mean between equation 4 and 6. This mean represents the average partial
redistributive effect of benefit By [7].

% change Ginigp. =

% change Ginipy 1 gpc + % change Ginigross ¢~ ghe {7}
2

Similarly, for taxes and social security contributions Ty, steps 1-3 can be rewritten as follows:

Step 4: Calculate the percentage change in the Gini coefficient based on marketincome for each
tax Ti

Gini i ¢ (1 + % change Gini g _1tc) = Gini e — e [8]

% change Gini pyc—1tc =

Ginimkc—’Tt’c_ Gini e « 100 |:9:|
Gini e

Step 5: Calculate the percentage change in the Gini coefficient based on disposable income for
each tax Ty

Ginigisy carec * (1 + % change Gini gy c..1tc) = Gini gigp ¢ | 10

% change Gini yisp ¢4 1tc =

Gini gisp ¢ = GiNigisp ¢+ Tec
Pe P «100 |11
C';m’disp c+Ttc

Step 6: Compute the mean between equation 9 and 11. This mean represents the average par-
tial redistributive effect of each tax Tic [12].

% change Giniy = >

% change Gini . ¢ + % change Ginigisp ¢4 7tc {12}

The survey microdata used for estimating the partial redistributive effect of social protection
benefits and taxes come from the Luxembourg Income Study (LIS) Cross-National Data Centre
in Luxembourg. The LIS provides the largest available income database of harmonized microda-
ta collected throughout the world, in 53 countries.’® Harmonized into a common framework, LIS
datasets contain household and individual-level information on labour income, capital income,
as well as a detailed account of social protection and private transfers, taxes and social security
contributions (LIS 2023). The disadvantage of the LIS database is its limited coverage of develop-
ing countries, though efforts have been and are being made to expand the scope. The LIS con-
tains data from household surveys, which only collect data on total income at the household lev-
el. Because of this factor, it is not possible to determine each household member’s share in how
income is allocated within the household and it is therefore impossible to measure inequalities
within households. Therefore, to ensure comparability across different countries, the current
analysis operates under the assumption that income is equitably distributed among members
within a household—admittedly, a heroic Beckerian assumption that has received ample criti-
cism from feminist economists who have documented considerable intrahousehold inequalities
in the distribution of resources and well-being.

6 LIS microdata accessed at the end of 2023.
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3.2. Contributory pensions have the largest effect in reducing
income inequality compared to other social protection benefits

This section reviews country-level evidence regarding the partial redistributive effects of indi-
vidual social protection benefits. Figure 12 showcases the outcomes derived from the estima-
tion outlined in equation 7. Simply put, it shows the size of the impact of each social protection
benefit on income inequality, measured as the percentage change in the Gini coefficient after
introducing each social protection benefit. The following partial redistributive effects, based on
the LIS household income component, are estimated: contributory pensions, non-contributo-
ry pensions, family benefits, unemployment benefits, sickness and employment injury benefits
and disability benefits. For a detailed description of the variables see Table A3 in the Appendix.

Figure 12.1 shows that the largest reductions in income inequality are observed for contributory
pensions."” In 18 out of 35 countries with available data, such pensions reduce the Gini coefficient
by more than 15 per cent and in Czechia, Poland, Serbia, and Hungary by at least 30 per cent.
This result is not surprising: contributory pensions are often the most important social protec-
tion benefit, in terms of both duration and size of the benefit itself. Non-contributory pensions
also produce a substantial reduction in income inequality but to a lesser extent. In 25 out of 35
countries with available data, non-contributory pensions are responsible for a reduction in in-
come inequality below 4 per cent. Only in Denmark, Georgia and Switzerland do such pensions
contribute to a reduction in income inequality that is above 15 per cent (figure 12.2).

Family benefits are responsible for lower reductions in income inequality compared to pen-
sions. Figure 12.3 shows that reductions in the Gini coefficient are at the highest level in Poland
with 9.1 per cent but remain well below 5 per cent in 38 out of 41 countries with available data.
Similarly, of the 36 countries with available data on unemployment benefits (figure 12.4), only in
four countries - Finland, France, Ireland and Austria - do such benefits contribute to reducing
income inequality by more than 4 per cent. The income redistribution achieved through sickness
and employment injury benefits (figure 12.5), with disability benefits (figure 12.6) and with so-
cial assistance programs (figure 12.7) is also limited. For example, in the case of disability bene-
fits, reductions in the Gini coefficient are around 2 per cent or more in Belgium, Iceland, Ireland,
Lithuania, Spain and the United Kingdom, while with sickness and employment injury benefits
(figure 12.5), inequality reductions remain below 1 per cent in all countries except in Denmark
(1.1 per cent), Sweden (1.8 per cent) and in Norway (4.2 per cent).

The right part of figure 12 shows the percentage of expenditure on a given benefit as proprotion
of total gross income from surveys. It further corroborates the findings by showing that, on aver-
age, countries that spend more on a given benefit are also those that obtain a larger reduction
in income inequality as a result of such a benefit. However, there are exceptions both, a closer
look at the estimates of figures 12 reveals that there is not a one-to-one relationship between
public expenditure on a given social protection benefit and the reduction in income inequality
generated by such expenditure. For example, Mexico spends only 2.3 per cent of total gross in-
come on non-contributory pensions and this expenditure produces a reduction in income ine-
quality of 2.8 per cent (figure 12.2), but spends 7.8 per cent of total gross income on contributory
pensions generating a reduction of income inequality of 2.3 per cent (figure 12.1). When com-
paring countries, Greece spends more on contributory pensions than Belgium, but it achieves
a lower reduction in income inequality with such pensions. These results are not only driven by

7 Contributory pensions include both public and occupational pensions.
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the underlying income distribution in each country, but they are also explained by the design of
each pension system and by the management of public finances in each country.®

'8 Further research on these aspects goes beyond the scope of this contribution.
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» Figure 12. Partial redistributive effects of individual social protection benefits measured as percentage
ient, latest available year
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3. Family benefits, 41 countries

40 35 30 25 20 15 -0 5 0
Change of Gini coefficient (%)

Expenditure over total gross income (%)

10.1  Mali 2020 10.2
-0.003 Italy 2020 0.01
-0.02 Mexico 2022 0.02
-0.1 India 2011 0.03
021 Brazil 2016 101
031 Spain 2019 10.2
07 Japan 2013 =08
09m Peru 2019 =07
09m Serbia 2016 =06
1.4 = Chile 2017 = 1.0
4= Israel 2018 =09
15m Denmark 2016 =1
-1.8 == Uruguay 2022 =07
-1.8 = Netherlands 2018 =09
-2,0 == Switzerland 2018 -4
2.1 == Greece 2016 =09
2.2 == Romania 2019 =09
-2.2 = Czechia 2016 -1
2.6 w— Norway 2021 =13
-2.7 w— Finland 2016 =14
-2.9 m— Belgium 2017 - )5
3.0 m— Germany 2019 — 33
3.2 w— Lithuania 2020 -4
3.2 m— Georgia 2021 =16
3.4 w— Luxembourg 2019 )5
-3.4 w— Sweden 2021 == 20
3.5 m— Estonia 2016 — 44
-3.6 m— United States 2021 -4
-3.6 w— France 2018 =16
-3.6 m— Iceland 2010 =17
3.7 w— Slovenia 2015 =16
3.7 w— United Kingdom 2020 =12
-3.,9 m— South Africa 2017 — 3.6
-4, e— Slovakia 2018 =13
-4.3 — Austria 2020 - 6
-4.4 w— Canada 2019 - 16
-4.8 — Russian Federation 2019  msssm 45
-4.9 e— Australia 2018 - )5
-5.1 e— Hungary 2015 21
6.0 e— Ireland 2019 m— 35
20, e— Poland 2020 — 5.5
-40 30 20 10 0 0 10 20 30 40
Change of Gini coefficient (%) Expenditure over total gross income (%)
4. Unemployment benefits, 35 countries
0.1 Mexico 2022 102
0.01 Viet Nam 2013 10.02
-0.01 South Africa 2017 10.01
-0.05 Romania 2019 10.02
-0.1 Russian Federation 2019 (.1
.031 Poland 2020 10.1
031 Czechia 2016 10.1
-0.31 Slovakia 2018 102
-0.41 Israel 2018 10.4
041 Serbia 2016 10.2
041 Uruguay 2022 103
051 Estonia 2016 = 0.9
-0.7 1w United Kingdom 2020 -2
0.8m United States 2021 106
08nm Greece 2016 105
-08m= Italy 2020 103
09m Hungary 2015 103
1.0m Netherlands 2018 =11
= Slovenia 2015 (.7
-13m Switzerland 2018 =08
-1.5m Canada 2019 =15
15m Luxembourg 2019 0.6
16m Norway 2021 =0.8
-1.7 - Denmark 2016 =11
-1.8 Australia 2018 =0.8
-2.0 == Lithuania 2020 =18
2.5 mm Sweden 2021 =09
-3.0 == Spain 2019 =25
-3.1 - Belgium 2017 24
-3.5 m— Germany 2019 = )38
-3.8 — Iceland 2010 =17
-4.4 w— Austria 2020 =16
-4.8 m— Ireland 2019 == 19
5.7 e— France 2018 - 29
7.1 — Finland 2016 =29
0 10 20 30 40




38

» ILO Working Paper 128

-0.004

-0.004

-0.01

-0.01

-0.03

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1

-0.1
-0.21
-0.41
-051
-051
051
-061
-061
-061
-0.71
-0.81
-09nm
-1 m
-1.8 =
-4.2 m—
-40 -35 -30 -25 -20 -15 -10 -5 0

Change of Gini coefficient (%)

5. Sickness and employment injury benefits, 27 countries

Finland 2016
Romania 2019
United Kingdom 2020
Mexico 2022
Greece 2016
Iceland 2010
Australia 2018
Serbia 2016
Hungary 2015
Switzerland 2018
United States 2021
Israel 2018

Viet Nam 2013
Slovakia 2018
Estonia 2016
Ireland 2019
Spain 2019
Canada 2019
Belgium 2017
Netherlands 2018
Lithuania 2020
Czechia 2016
Luxembourg 2019
Austria 2020
Denmark 2016
Sweden 2021
Norway 2021

0.04
0.003
0.01
0.03
0.02
0.04
10.2
0.1
0.1
0.1
0.1
10.2
0.1
10.2
107
104
10.6
104
104
10.2
m15
"0.8
107
10.6
10.7
=13
=33

0 10 20 30 40
Expenditure over total gross income (%)

6. Disability benefits, 22 countries

-0.01

-0.02
-0.11
-0.21
-0.21
-0.31
-031
-0.41
-051
-0.71
091
-1.00
-1om
-1.2m
140
158
-22H
-2.8 .
-3.0 =
-3.8 .
-4.5 .
-5.3 .

-40 -30 -20 -10 0
Change of Gini coefficient (%)

Australia 2018
Finland 2016
Panama 2016
Norway 2021
Mexico 2022
Greece 2016
Poland 2020
Denmark 2016
Luxembourg 2019
Germany 2019
Slovakia 2018
Austria 2020
Serbia 2016
France 2018
Estonia 2016
Romania 2019
Lithuania 2020
Spain 2019
United Kingdom 2020
Ireland 2019
Belgium 2017
Iceland 2010

0.01

0.02
0.1
10.1
10.2
10.2
10.2
10.2
104
10.3
105
105
107
105
m16
B1.0
21
.22
1.6
.18
23
25

0 10 20 30 40
Expenditure over total gross income (%)




39

» ILO Working Paper 128

7. Social assistance, 44 countries
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3.3. Personal income taxes have the largest effect in reducing
income inequality compared to other taxes

This section reviews country-level evidence regarding the partial redistributive effects of social
security contributions,' personal income taxes® and wealth taxes.?' Figure 13 showcases the
outcomes derived from the estimation outlined in equation 12.In all the 25 countries with avail-
able data - except in Ireland and in the Occupied Palestinian Territory - income taxes lead to a
reduction in overall income inequality (figure 13.1). However, such reductions are much lower
than the ones observed for social protection benefits. In 14 out of 25 countries, the Gini coeffi-
cient is reduced by less than 5 per cent after income taxes are taken into consideration. Only in
Germany, Finland and Israel do income taxes generate a reduction in income inequality higher
than 10 per cent.

Social security contributions play a key role in financing social protection and attempts to reduce
social security contributions rates could dampen the reduction in financing gaps and under-
mine the capacity of governments to comply with payment schedules of social security benefits
(Cetrangolo and Calligaro 2023). However, when the payment of social security contributions is
factored in, certain countries display an increase in income inequality, which is potentially due to
the “single-rate” nature of social security contribution rates (figure 13.2). These increases inincome

' Defined as payroll taxes from wage and salary workers for first and second pillars of social insurance.
2 Defined as compulsory payments to the government based on current income earned.
21 Defined as recurrent and non-recurrent taxes on the property and net worth, as well as taxes on financial and capital transactions.
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inequality are more than offset by the reduction of income inequality that is generated through
the payment of contributory social protection benefits. It should be noted that Switzerland, whose
social security system is heavily reliant on a private sector second pillar, displays the highest in-
crease in the Gini coefficient induced by social security contributions. At the other extreme, the
largest reduction in income inequality is generated in Colombia (2.5 per cent).

With increasing wealth inequalities,?? the debate on progressive wealth taxation?® is gaining mo-
mentum. However, progressive wealth taxes remain an exception to the rule rather than the
norm across the world. Property taxes - and their equivalent in various countries, such as the taxe
fonciére in France - are by far the largest component of total wealth tax revenue: they typically
account for 80-100 per cent of total tax revenue on individual wealth (Chancel et al. 2022). The
flat-rate nature of property taxes, in sharp contrast to modern progressive income and wealth
taxes, is one of the main reasons why their redistributive effect is almost nil (figure 13.3), mean-
ing that they turn out to be regressive.

When analysing tax revenues as a proportion of total gross income from surveys,?* revenues
from wealth taxes are the lowest when compared with income taxes and social security contri-
butions. Similar to what was observed with regard to social protection benefits, governments
that are able to generate larger revenues from income taxes are also those which are able to
achieve greater reductions in inequality through income taxes (figures 12 and 13). However, a
closer look at the information shows that countries with similar income tax revenues as a pro-
portion of total gross income achieve different redistributive impacts due to the different design
of their tax systems. For example, in the United States personal income taxes represent 15.0 per
cent of total gross income, while in Sweden they represent 19.7 per cent. Despite having a lower
tax to total gross income ratio stemming from income taxes, the United States in 2021 was able
to reduce income inequality through income taxes by 8.6 per cent, while Sweden only achieved
a reduction of inequality of 5.0 per cent in the same year. However, when considering taxes, so-
cial security contributions and benefits, Sweden achieves a remarkable income redistribution of
36.3 per cent, while the United States's tax and social protection system reduces inequality by
28.2 per cent (figure 14). This underscores the importance of looking at both taxes and social
expenditure, as shown in figure 14.

2 See section on wealth inequalities.

2 Not to be confused with property taxes, which are only a part of wealth taxes. A wealth tax is a levy on the net market value of a tax-
payer’s assets. To be more precise, the wealth tax evaluated in this analysis includes “recurrent and non-recurrent taxes on the prop-
erty and net worth as well as taxes on financial and capital transactions. The examples are taxes on land, buildings, movable prop-
erties, taxes on the issue, transfer, purchase and sale of securities, and taxes levied on specific legal transactions such as validation
of contracts and the sale of immovable property” (LIS Codebook).

2 Total gross income from surveys represents the sum of all individual gross incomes reported in the LIS household surveys. For a defi-
nition of gross income see Table 1 and Table A3.
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» Figure 13. Reduction of inequality (percentage change of Gini coefficient) through social security contribu-
tions and taxes, latest available year
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3. Wealth taxes, 20 countries
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» Figure 14. Reduction of inequality (Gini coefficient) through social security transfers and taxes, selected
countries, latest available year
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Source: ILO, 2024b.

3.4. Taxes, social security contributions and social protection
benefits reduce gender income inequality

While data on social protection coverage and adequacy of benefits disaggregated by sex have
been scarce, the latest World Social Protection Report marks a significant watershed.?> The latest
ILO evidence suggests that social protection coverage still shows significant gender inequalities,
with the effective coverage of women by at least one social protection benefit lagging behind that
of men by 4.5 percentage points (50.1 and 54.6 per cent respectively), especially in middle-income
countries. Looking at old-age pensions at the global level, 63.2 per cent of men above statutory
retirement age are receiving a contributory pension, whereas this percentage drops to 49.2 per
cent for women. This is in large part a reflection of historical gender inequalities in employment
patterns and linked to that, of differential responsibilities for the unpaid provision of care for
their households: in other words, they reflect gender inequalities that were present at the time
that persons above the retirement age today were in working-age. In fact, in most regions and
subregions, older women are less likely to receive a contributory pension than men. However,

% The World Social Protection Report 2024-26 (ILO 2024b) provides a useful analysis of social protection from a gender perspective,
focusing in particular on pensions for which sex-disaggregated data is available for a larger number of countries.
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in most regions, women are more likely than men to receive a non-contributory (tax-financed)
pension. At the global level 34.2 per cent of women above statutory retirement age receive a
tax-financed pension compared to 26.9 per cent of men (ILO 2024b). While tax-financed benefits
play an important role in guaranteeing at least a basic level of social security for all as part of a
social protection floor, social insurance coverage is also essential, since it can provide more ad-
equate benefits and greater potential for broad risk sharing and redistribution to offset gender
inequalities in the labour market compared to other contributory mechanisms.

Despite the low coverage rates, figure 15 shows that, without exception, when taxes and social

protection transfers are included, gender income inequality is reduced, though the extent of
change varies across countries.

» Figure 15. Average women'’s personal income as a percentage of men’s before transfers (market income)
and after transfers (disposable income), persons aged 25+ years, 2018-2022
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Figure 16 provides further evidence that social protection transfers are fundamental to help
fighting poverty while also tackling income inequalities between genders. This figure shows
how impactful social protection transfers can be on the poverty rates of single mothers. Single-
parent families are a particularly vulnerable population group and single-mother households
make up most of this category. It is very important to show that social protection benefits not
only reach the vulnerable populations, but that they are also effective in lifting them out of pov-
erty. Of course, the extent to which the poverty rates are reduced vary widely across countries,
emphasizing that there are several factors that can improve or reduce the effectiveness of these
transfers. In particular, it is important to note that most of the countries represented below are
high-income or upper-middle-income economies due to data availability. It is hence critically
important to repeat a similar analysis in low-income and lower-middle-income countries using
available household surveys that are not currently included in the LIS.



45 » ILO Working Paper 128

» Figure 16. Poverty rates among single mothers pre- and post-transfers, percentage of single mothers, per-
sons aged 18 years or above, 2018-2022
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Note: 30 countries. The poverty line is set at one half of national median equivalent disposable income among all persons aged
25-54 years.

Source: ILO calculations based on the Luxembourg Income Study (LIS) Database.
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» Conclusion

Before concluding, it is fitting to delineate the existing state of social protection on a global scale.
Alittle over 47 per cent of the world’s population is without any form of social protection benefit.
Under-investment in social protection continues to be one of the main reasons for the low cov-
erage rates. Public expenditure on social protection (excluding healthcare) was on average 12.9
per cent of GDP worldwide (around 2023) (ILO 2024b). The ILO estimates the financing gap for
extending a Social Protection Floor to all in low-and middle-income countries to be US$1.4 tril-
lion or 3.3 per cent of GDP (2024) (Cattaneo et al. 2024).

The evidence presented in this paper has shown that filling these gaps can significantly reduce
income inequalities. Contributory pensions are responsible for the lion's share of income inequal-
ity reductions, followed by non-contributory pensions, family benefits, unemployment benefits,
sickness and employment injury benefits, as well as disability benefits. This fact can be attrib-
uted to the size and stability of contributory systems and especially contributory pensions, vis-
a-vis smaller non-contributory benefits. However, it does not mean that these benefits are less
important than contributory pensions: in fact, they are still very relevant to fighting poverty and
inequality and to reaching the overall objectives of social protection systems. Furthermore, as al-
ready mentioned, the data on which this analysis is based comes mainly from high-income and
upper-middle-income countries. This means that in lower-income countries, where contributory
systems require more efforts to be established or where they cover a smaller share of the popu-
lation, non-contributory benefits could have a significant impact on reducing income inequality.

Nevertheless, given the persistently high levels of income inequality and the strong potential
of social protection in reducing such inequalities, there is a consensus on the imperative to es-
tablish universal social protection systems. This necessity has been further underscored by the
compounding health and climate crises, as well as protracted conflict that continue to unfold.
But how can universal social protection be established?

Focus on building universal social protection systems

There is a significant body of literature analysing whether welfare regimes that target benefits to
people with low incomes produce better redistributive outcomes than welfare regimes ground-
ed in universal approaches. Most studies indicate that levels of inequality are lower in countries
with universal approaches (Stampini et al. 2023; Korpi and Palme 2000; Gugushvili and Laenen
2021; ILO 2021d).

One explanation for this outcome is that more universalistic approaches are better able to mo-
bilize support from the general public across all income levels and that, as a result, redistributive
budgets are larger in countries where universal approaches prevail. For example, Gaspar et al.
(2016) emphasize the importance of a sense of fairness: if citizens believe that sufficient public
goods are being provided in return for the taxes they pay and others also pay their fair share,
they are more willing to comply. They point to the importance of constitutive institutions, inclu-
sive politics and credible leadership for the building of tax capacity, which would apply also to
building universal social protection systems.

However, it would be misleading to assume that there is no role for targeted or means-tested
schemes within a broader universal system, though it is critical that means-tested schemes be
rights-based, with clear eligibility criteria to ensure that those who are entitled to the benefits
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actually receive them. Nor are tax-financed and contributory schemes mutually exclusive options.
In fact, a systems approach means combining both financing modalities to create a multi-tiered
social security system with a view to achieving universal life cycle guarantees. The main objective
of social protection policies and programmes should ultimately be to realize the human right to
social security. In practice, this requires that the system, entitlements, and eligibility criteria are
established under domestic law, and public authorities take responsibility for the administration
or supervision of the system, including by ensuring that those who are eligible for the benefits
have a right to receive them when needed by making the financial resources available and by
establishing effective and accessible complaints and redress mechanisms.

Pursue a two-dimensional strategy, including a focus on
work-related provisions

The ILO Social Protection Floors Recommendation, 2012 (No. 202) urges States to pursue and
implement policies aimed at securing universal, comprehensive and adequate protection, pri-
oritizing national social protection floors as the fundamental element of their social security sys-
tems in order to guarantee at least a basic level of social security to everyone. Importantly, the
Recommendation urges governments to go beyond mere ad hoc and fragmented approaches
towards establishing universal rights-based systems that are reliable and anchored in national
legislation.

The Recommendation also very usefully envisions a two-dimensional strategy (figure 17), urg-
ing countries to guarantee at least basic levels of income security and access to essential health-
care for all (the social protection floor as the horizontal dimension) and to progressively secure
higher levels of protection for as many persons as possible and as soon as possible (the vertical
dimension).

» Figure 17. Effective national social security extension strategies: Building comprehensive systems (norma-
tive basis: Social Protection Floors Recommendation, 2012 No. 202)
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Explore all available fiscal space options for extending social
protection coverage?¢

It is widely understood that domestic resource mobilization must remain the foundation for
building universal social protection systems, working in tandem with employment policies and
investments in essential public services, as a core element of a social contract between states
and their citizens. Taxes and social security contributions constitute the lifeline of sustainable and
equitable social protection systems that can provide adequate protection to everyone.

However, in a highly globalized world, it is misleading to see domestic resource mobilization
efforts disconnected from the global economic and financial architecture within which devel-
oping countries are operating. Over the past 20 years, domestic resource mobilization efforts
of developing countries have been eroded not only by the extensive informality of enterprises
and employment and their smaller tax bases, but also by declining tariff revenue due to trade
liberalization, competitive pressures to lower corporate taxes and rising debt service burdens,
among others (UNDESA 2024).

Taxes which have greater potential for progressive redistribution, such as personal income tax
and corporate tax rates, have been de-prioritised, while regressive indirect taxes, such as val-
ue-added tax, are expanding. In addition to lower direct taxes, illicit financial flows by multina-
tional corporations are estimated to deprive developing countries of between USD 50 billion to
USD 200 billion a year in fiscal revenues, while other estimates suggest that the combined glob-
al revenue losses from cross-border tax abuse by people with undeclared offshore assets and
of multinational companies amount to some USD 483 billion a year (UNRISD 2022). The recently
concluded agreement on a globally-aligned minimum tax rate of 15 per cent on multinational
corporations (OECD 2024), despite some loopholes, could serve to retain domestic resources in
the countries where firms are operating. Another proposal, already presented to a finance track
meeting of the Group of Twenty (G20), seeks to negotiate an international agreement to impose
a two per cent wealth tax on the 2,500 billionaires in the world today (G20 2024).

At the same time, with global interest rates at a four-decades high in inflation-adjusted terms,?
the alarming surge in global public debt, driven by cascading crises, has meant unsustainable
debt servicing costs for developing countries (UNCTAD 2024). Twenty-five developing countries
allocate more than a fifth of their total revenue to servicing their public external debt alone,
crowding out SDG financing, and more than half of all Least Developed Countries and other Low-
income countries are assessed as either at high risk or already in debt distress (UNDESA 2024).
As a result, numerous countries now find their interest payments on debt exceeding what they
spend on social protection. In Latin America and the Caribbean, for example, the rise of interest
payments between 2012 and 2021 curtailed spending on key public services and contributed to
a decline in public investment (UNECLAC 2023).

Last, but not least, many developing countries have less access to contingency financing during
crises, which limits their ability to respond to and recover from shocks and be able uphold the
right to social protection at a time of great need. This became evident, once again, during the
COVID-19 pandemic. While many high-income countries were able to put in place massive fiscal
stimulus measures to protect their population and enterprises, alongside aggressive monetary

% This section is based on Razavi, 2024 forthcoming.

27 As pointed out by one of the reviewers of this paper, these high interest rates are themselves a policy decision. Interest rates were
raised to combat non-monetary sources of inflation (corporate price gauging) - and it is not clear they are in anyway effective. Hence,
coordination of monetary policy with sustainable fiscal policy needs to be an aspect of resource mobilization plan.
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policies, most developing countries were constrained in their response. The fact that IMF financ-
ing through the special drawing rights (SDRs)® were in proportion to countries’ quotas meant
that developing countries received only around one-third of the 2021 SDR allocation. This means
that they are effectively in a much weaker position to use their social protection systems as a
counter-cyclical measure when they are facing a crisis.

In other words, the solution lies not only in domestic spheres of governance and domestic re-
source mobilization efforts, but in addressing the disabling global financial and development
institutions in ways that can support social protection system-building and the realization of
SDG targets on social protection, especially in low-income countries, more effectively. As the UN
Special Rapporteur on Extreme Poverty and Human Rights puts it, to achieve the national social
protection floors that are recommended by social security standards, “requires international sol-
idarity to allow beneficiary countries to come up with a solid and credible plan to build capacity
for strengthened systems and then to gradually increase the mobilization of domestic resourc-
es” (De Schutter 2023).

Yet the world is falling short when it comes to international solidarity. Official Development
Assistance (ODA) has remained at levels below the internationally agreed goal of 0.7 per cent of
gross national income of the high-income donor countries (in 2023, the average rate was 0.37
per cent). Furthermore, despite some increase in the share of ODA allocated to employment and
social protection in the context of the COVID-19 pandemic, ODA allocations to social protection
remain very low (Cattaneo et al. 2024). Nor does ODA constitute a guaranteed, stable and long-
term source of finance that countries need, given that it is often short-term, pro-cyclical and re-
flecting the priorities (including geo-political) of donor countries.

In a highly globalized and crises-prone world, domestic policy efforts of countries in building
rights-based social protection systems and mobilizing domestic resources need to be comple-
mented by an enabling global financial and development architecture. This latter architecture will
be the subject of Member State deliberation at the Fourth International Conference on Financing
for Development in Seville (30 June-3 July 2025) aimed at achieving the global sustainable devel-
opment and climate goals.

Further research on the role of universal social protection
systems in reducing inequalities

Beyond its impact on poverty and income inequality, future research should aim to assess the
impact of social protection benefits in reducing inequalities in terms of human capabilities, as
articulated by Amartya Sen. This is, in effect, what research on multi-dimensional poverty does,
and it offers particular advantages in capturing intra-household gender dynamics. It is essential
to complement income-based measures of wellbeing, which are typically collected at the house-
hold level and neglect intrahousehold inequalities, with a focus on capabilities, which lend them-
selves to measurement at the individual level. Sen’s capabilities approach emphasizes the impor-
tance of assessing what individuals can do and be, highlighting inequalities that can be masked
by income measures of wellbeing. Key capabilities that should be examined in this context could

% The SDRs were created in 1969 as a form of supplementary reserve asset. According to its Articles of Agreement, the IMF allocates
SDRs to members under certain conditions. In 2021, the largest-ever allocation of around USD 456 billion was agreed, but allocations
are distributed according to country’s quota shares at the IMF which reflect its position in the global economy. A member country's
quota determines its maximum financial commitment to the IMF, its voting power and access to IMF financing. This effectively leaves
many developing countries with small SDR allocations from new issuances, while high-income countries do not often use their allo-
cations. There have been calls for reform of the system so a larger share can go to countries that need them (Gallagher et al. 2020).
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include nutritional adequacy, access to healthcare and education, decision-making autonomy
and the freedom to participate in social, economic and political life of the community. These
capabilities capture a broader range of well-being than income alone and allow for a more nu-
anced understanding of how social protection benefits affect inequalities within and outside
households (Sen 2001). This dual approach—incorporating both income and capability-based
assessments—will offer a fuller picture of how social protection benefits reduce inequalities con-
sidering also those experienced by individual members within households and can inform more
inclusive policy design (Robeyns 2005).
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Annex

» Table A1. Gini coefficient and income captured the bottom 50 per cent and top 10 per cent of earners in the

population, two waves

Country

Argentina
Australia
Austria
Belarus

Belgium

Brazil
Bulgaria
Canada
Chile
China
Colombia
Costa Rica
Croatia
Cyprus
Czechia
Denmark
Dominican Republic
Ecuador
El Salvador
Estonia
Finland
France
Gambia
Georgia
Germany
Greece
Honduras
Hungary
Indonesia
Iran, Islamic Republic of
Ireland
Israel

Italy
Kazakhstan
Kenya
Kyrgyzstan
Latvia
Lithuania

Luxembourg

Republic of

Bolivia, Plurinational State of

North Macedonia, the former Yugoslav

2017

2016

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2015

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2017

2015

2017

2017

2017

2017

2017

Gini

41.1

33.7

29.7

254

274

446

533

40.4

333

444

39.1

49.7

483

304

314

249

28.7

422

44.7

380

304

274

316

359

379

319

344

49.4

30.6

388

40.8

314

382

359

275

40.8

273

356

373

345

34.2

Wave 1(2013-2017)

Bottom 50%

220

272

29.7

326

315

20.0

16.0

239

274

217

238

18.1

185

29.1

291

334

31.0

22.7

20.6

246

28.7

31.6

290

26.2

24.6

28.7

268

173

294

24.1

229

291

237

258

314

231

31.7

259

252

264

262

Top 10%

213

219

320

42.0

319

253

363

299

39.0

370

229

255

215

240

335

338

291

225

226

258

28.7

289

248

259

366

239

302

313

254

270

26.7

230

31.6

233

269

284

256

238

2021

2018

2020

2020

2020

2021

2021

2020

2019

2020

2020

2021

2022

2020

2020

2020

2020

2021

2022

2022

2020

2020

2020

2020

2021

2019

2020

2019

2020

2022

2019

2020

2018

2020

2018

2021

2020

2020

2020

2020

2019

Wave 2 (2018-2022)

Gini

244

260

409

529

405

31.7

449

371

515

47.2

295

31.7

26.2

275

385

455

3838

30.7

271

307

38.8

342

31.7

336

48.2

29.7

379

409

292

386

352

278

38.7

29.0

357

36.0

334

335

Bottom 50%

21.7

270

29.7

333

325

226

16.2

240

284

211

253

17.0

19.0

29.6

29.0

326

31.6

246

20.1

239

288

31.8

294

244

27.0

288

273

176

29.8

252

230

303

26.1

313

250

304

26.1

263

271

264

Top 10%

308

26.6

231

207

214

303

415

326

244

358

294

40.2

357

223

263

225

229

302

343

287

235

226

245

30.6

26.2

252

252

346

233

307

317

238

276

26.1

234

318

240

275

285

250

229
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Country
Malawi
Malaysia
Malta
Mexico
Moldova, Republic of
Mongolia
Montenegro
Mozambique
Netherlands
Norway
Pakistan
Panama
Paraguay
Peru
Philippines
Poland
Portugal
Romania
Russian Federation
Serbia
Seychelles
Slovakia
Slovenia
Spain
Sri Lanka
Sweden
Switzerland
Thailand
Tarkiye
Uganda
Ukraine
United Arab Emirates
United Kingdom
United States
Viet Nam

Zimbabwe

2016

2015

2017

2016

2017

2016

2017

2014

2017

2017

2015

2017

2017

2017

2015

2017

2017

2017

2017

2017

2013

2017

2017

2017

2016

2017

2017

2017

2017

2016

2017

2013

2017

2017

2016

2017

Gini

44.7

411

29.2

47.7

259

323

36.9

54.0

285

270

313

49.9

48.5

433

446

297

338

36.0

372

36.2

468

232

242

347

393

288

327

36.5

44

428

26.0

325

326

412

353

443

Wave 1(2013-2017)
Bottom 50%

224

226

30.2

324
282
24.7
17.0
309
31.7
295
175
19.2
212
21.0
299
275
24.8
253
253
214
339
335
264
24.7
304
280
255
22.7
223

322

27.8
223
263

210

Top 10%

381

313

233

378

21.7

256

26.0

45.5

233

216

270

37.7

39.1

323

349

235

26.7

249

29.2

256

39.9

184

204

254

326

223

255

284

319

342

217

214

249

303

271

34.8

2019

2018

2020

2020

2021

2018

2018

2019

2020

2019

2018

2021

2022

2021

2021

2019

2020

2020

2020

2020

2018

2019

2020

2020

2019

2020

2018

2021

2019

2019

2020

2018

2020

2021

2020

2019

Wave 2 (2018-2022)

Gini Bottom 50%
385 248
41.2 225
314 289
45.4 20.6
257 327
32.7 278
36.8 247
50.5 184
26.0 325
277 313
29.6 30.5
50.9 17.2
451 207
40.2 232
407 235
28.8 30.6
347 269
346 26.0
36.0 263
35.0 269
321 27.8
232 34.0
240 337
349 26.0
377 255
289 304
331 27.7
35.1 263
419 222
427 226
256 327
26.0 315
326 278
39.8 235
36.8 255
50.3 18.0

Top 10%

310

312

251

355

221

257

26.0

41.2

216

224

255

394

354

306

325

231

242

29.0

271

239

18.8

205

250

308

224

258

273

316

345

218

250

301

285

40.6
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» Table A2. Share of wealth held by the top 1, 5 and 10 per cent, earliest and latest data points available

Earliest Latest
Country Top 1% Top 5% Top 10% Top 1% Top 5% Top 10%
Austria 2011 222 482 60.5 2017 220 442 56.1
Canada 1999 16.3 422 55.9 2019 14.5 40.1 54.3
Chile 2007 229 51.7 64.5 2017 188 475 615
Estonia 2013 208 44.6 55.7 2017 231 46.3 57.1
Finland 2009 11.9 328 458 2016 138 36.6 498
Germany 2002 20.0 44.8 586 2017 189 435 56.7
Greece 2009 89 281 404 2018 10.2 320 449
Italy 2004 1.6 324 446 2016 123 340 46.5
Luxembourg 2010 189 44.6 56.0 2018 212 43.0 54.3
Slovakia 2010 79 26.0 375 2017 135 324 432
Slovenia 2014 219 403 50.7 2017 124 346 46.3
Spain 2002 13.6 329 448 2017 214 453 57.2
United Kingdom 2007 146 36.5 493 2019 161 395 52.7
United States 1995 36.9 61.7 721 2019 37.8 68.9 794
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» Table A3. Definitions of variable used for the analysis, from the LIS and LWS codebook

Concept

Adjusted disposable
net worth

Variable
name

anw

Variable description

Adjusted disposable net worth is the sum of non-financial and financial as-
sets, excluding occupational pension assets and social security pension en-
titlements, minus the value of the total liabilities. In other words, it is dispos-
able net worth of the household, enlarged by the value of the life insurance
and voluntary individual pensions.

Gross income

hitotal

Sum of cash and non-cash income from labour, income from capital, income
from pensions (including both public and private pensions) and non-pen-
sion public social benefits stemming from insurance, universal or assistance
schemes (including in-kind social assistance transfers), as well as cash and
non-cash private transfers.

Disposable income

dhi

Sum of cash and non-cash income from labour, income from capital, in-
come from pensions (including private and public pensions) and non-pen-
sion public social benefits stemming from insurance, universal or assistance
schemes (including in-kind social assistance transfers), as well as cash and
non-cash private transfers, less the amount of income taxes and social con-
tributions paid.

Market income

(sum of hifactor, hi33,
hiprivate)

hifactor

Sum of cash and non-cash income from labour and income from capital.

hi33

Private pensions including:

- pensions and other monetary transfers for old-age, disability and survivors,
stemming from the employers or occupational organisations through occu-
pational schemes that aim at supplementing the main pension scheme;

- monetary payments from personal pension accounts not linked to employ-
ment, including annuities from life insurance and other pension-like annui-
ties.

hiprivate

Cash transfers and value of in-kind goods and services of a private nature
that do not involve any institutional arrangement between the individual
and the government or the employer.

Includes transfers provided by non-profit institutions, other private persons/
households, and other bodies in the case of merit-based education trans-
fers.

This variable is constructed according to the following formula: hiprivate =
hi51 + hi52 + hi53 + amounts that are directly placed at the level of hiprivate.

Personal income taxes

hxitax

Expenditure on income taxes, defined here as compulsory payments to the
Government based on current income earned.

Includes both the amount withheld at source and the amount directly paid
at the moment of the tax adjustment.

Social security contri-
butions

hxscont

Payroll taxes from wage and salary workers for first and second pillars of so-
cial insurance: social security, health plans, unemployment insurance, etc.
Includes also the employee's contribution which is paid, as a way of social
assistance, by the employer.
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Concept

Wealth taxes

Variable
name

hxptax

Variable description

Recurrent and non-recurrent taxes on the property and net worth as well as
taxes on financial and capital transactions. The examples are taxes on land,
buildings, movable properties, taxes on the issue, transfer, purchase and
sale of securities, and taxes levied on specific legal transactions such as val-
idation of contracts and the sale of immovable property. Additionally, this
variable contains any taxes on the revaluation of capital and non-recurrent
taxes on particular items of property. Finally, this variable records the other
recurrent taxes such as taxes on owned goods (jewelry, cattle, etc.) and oth-
er external signs of wealth.

Public non-contributo-
ry pensions

hi31

Pensions and similar monetary transfers for old-age, disability and survivors,
stemming from non-contributory public programmes, including:

- universal programmes, aimed at covering the whole population or a part
of the population selected based on other criteria than previous employ-
ment existence or income or assets thresholds.

- social assistance programmes targeted towards individuals or households
in need.

It includes also veteran pensions if they are non-insurance based.

Public contributory
pensions

hi32

Public contributory pensions, including:

- pensions and other monetary transfers for old-age, disability, and survi-
vors, stemming from the main pension insurance system that covers main-
ly the active population. The main pension system can be the public one or
the mandatory individual accounts one or a mixed between the two when
the country's pension system is in transition from a PAYG system to man-
datory accounts one, or even the occupational one if it represents the main
pension scheme and is not just a supplementary pension to the main one;

- pensions and other monetary transfers for permanent full or partial dis-
ability or death caused by a work-injury or occupational disease from
schemes specifically set up with the purpose of covering work-injury and oc-
cupational diseases.

Are included all social insurance schemes that cover mainly the active popu-
lation; however sometimes is possible for (some categories of) inactive peo-
ple to join (voluntary) the system.

Includes all benefits linked to a permanent/long-term exit from the labour
market (even if not received for a long-term duration, such as in the case of
one-time or short-duration benefits linked to the corresponding old-age,
disability and survivors pension schemes).

Includes supplements to pensions.

Public Social Benefits
(excluding pensions)

hipubsoc

Cash social security transfers (excluding public pensions) stemming from
insurance, universal or assistance schemes, and in-kind social assistance
transfers.

This variable is constructed according to the following formula: hipubsoc
=hi41 + hid2 + hid3 + hid4 + hi45 + hi46 + hi47 + amounts that are directly
placed at the level of hipubsoc.
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Concept

Family benefits

Variable
name

hi41

Variable description

Total family-related benefits, including:

- wage replacement benefits from maternity, paternity, or parental leave in-
surance schemes;

- monetary child or family allowance to households with dependent children,
from public programmes, which are aimed at covering the whole population
or a part of the population;

- monetary family-related transfers, received from the state through social
programmes targeted towards individuals or households in need, including
specific systems which are set up to relieve single parent households;

- monetary transfers to a parent, guardian or foster parent to compensate
for the time spent staying at home caring for dependent children, stemming
from public programmes;

- public advance maintenance schemes, which are aimed at covering the
whole population or a part of the population selected based on other cri-
teria than previous employment existence or income or assets thresholds,
such transfers are paid by social security to compensate for unpaid alimony
payments.

Unemployment ben-
efits

hi42

Total unemployment benefits, including:

- wage replacement benefits from the unemployment insurance aimed to
compensate for the partial or total loss of labour income and to help the job
seeker integrate the labour market;

- cash benefits from unemployment public programmes, which are aimed
at covering the whole population or a part of the population selected based
on other criteria than previous employment existence or income or assets
thresholds; such transfers maintain or support the income in case of first-
time job seekers or aim to integrate inactive persons into the labour market
(active labour market policies);

- cash benefits from unemployment social programmes targeted towards
individuals or households in need.

Sickness and work in-
jury

hi43

Cash benefits from sickness and work-injury insurance schemes that cover
mainly the active population.

Such transfers replace or supplement employment income during periods
of temporary interruptions (or reductions) of employment caused by tempo-
rary inability to work due to sickness or injury, or cover the additional costs
incurred in such circumstances (e.g. rehabilitation benefits).

These systems can be either organised in autonomous social protection
schemes or by the employer in the form of continued payment of wages
and salaries during the period of sickness. Includes also rehabilitation bene-
fits provided during the period of temporary leave.




57

» ILO Working Paper 128

Concept

Disabilty

Variable
name

hi44

Variable description

Monetary disability-related transfers from public programmes, which are
aimed at covering the whole population or a part of the population.

Such transfers cover people in connection with disability, sickness or injury.
Includes care allowances for disabled persons who need frequent or con-
stant assistance to help them meet the extra costs of attendance (other
than medical care).

Includes also other periodic payments not falling under the above headings,
such as occasional income support, allowances for intensive care, special
bonuses or allowances for tuberculosis patients, etc.

Other Social Assistance

(sum of hi45, hi46, hi47)

hi45

Monetary transfers from minimum income guarantee systems/last resort
systems, received from the state through social programmes targeted to-
wards individuals or households in need.

Such means-tested systems are meant to provide a minimum subsistence
level, covering frequently the totality of the population.

Includes in-work benefits paid to those in low-paid jobs in order to raise dis-
posable income without creating disincentives to work.

Excludes mimimum protection schemes which are covering only specific
groups of the population such as the elderly, disabled, dependents of a de-
ceased, or families.

hi46

Monetary housing-related transfers, received from the state through social
programmes targeted towards individuals or households in need.

Such means-tested programmes are meant to cover the cost of housing.
Includes means-tested near-cash transfers granted by a public authority to
tenants, to cover temporarily or on a long-term basis the cost of rent.
Includes means-tested near-cash transfers by a public authority to own-
er-occupiers, to cover their current housing costs; frequently by temporarily
paying mortgages and/or interest.

Excludes tax subsidies and/or national price subsidies.

hi47

Value of goods and services received from the state through social pro-
grammes targeted to individuals or households in need, including, pro-
grammes aimed at helping cover the educational, housing, heating, food,

medical and other specific needs of needy individuals or families.
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» Table A4. Regional and national income grouping

Country, territory and area groupings (ILO)

https:/ilostat.ilo.org/methods/concepts-and-definitions/
classification-country-groupings/

World Bank Group country classifications by in-

come level for FY24 (July 1, 2023- June 30, 2024)

https://blogs.worldbank.org/en/opendata/new-world-bank-
group-country-classifications-income-level-fy24



https://ilostat.ilo.org/methods/concepts-and-definitions/classification-country-groupings/
https://ilostat.ilo.org/methods/concepts-and-definitions/classification-country-groupings/
https://blogs.worldbank.org/en/opendata/new-world-bank-group-country-classifications-income-level-fy24
https://blogs.worldbank.org/en/opendata/new-world-bank-group-country-classifications-income-level-fy24
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