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INTRODUCTION!

Income from work is the major source of income for most European and
Spanish families. According to the information available, around 70% of
the family income of European families comes from work (79% in the
Spanish case). Therefore, whatever happens to income distribution and
poverty will be highly related to the evolution of wages and employment.
Poverty is usually associated with situations of exclusion from the labour
market. In fact, the poor are over-represented among the unemployed or
those too young or too old to work, or those with dependents and out of
the labour force, or those handicapped and lacking the required skills to get
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and maintain a job. However, as we will have the opportunity to see further
on, a large proportion of families below the poverty line can be considered
from all perspectives as working families, 7e. households with one or more
of their members gainfully employed.

Spain has experienced an impressive employment growth from 1994 to
2004. In fact, according to Organization for Economic Co-operation and
Development (OECD) data, the unemployment rate came down from 24.2
to 11% along this period. However, very scant attention has been put in the
lowest bound of the labour market, ze., poorly remunerated employees.
The aim of this paper is to analyze the evolution of low paid work in a
context of high job creation as has been the case of the Spanish economy in
the last decade.” In order to do so, this paper is organized in four sections.
In the first one, after defining what is considered low wage employment, we
briefly review the evolution of wage inequality in Spain. This analysis sets
the stage for section two, in which we will estimate the incidence, intensity,
severity, and evolution of low wage work in Spain since the early nineties. In
this section, we identify who the low wage workers are, in which sectors
they work and in what areas of the country they live. The third section is
devoted to studying the relationship between low wages and poverty. Finally,
in the fourth section, the major conclusions are summarised.

LOoW WAGES AND WAGE INEQUALITY IN SPAIN

Defining a threshold under which a wage is considered “low” is necessarily
something subjective. Even if we choose to use an “objective” procedure
to define what should be considered as a low wage, taking as reference, for
example, a fixed set of goods and services that a worker should be able to

% Exceptions to this omission are the recent works of Blazquez (2006), who studies the relationship
between low pay, job mobility and contractual arrangements, and Ferndndez e a/. (20006), who use a
different dataset from ours, the Structure of Earnings Survey —a database with some limitations we
comment in the second section— and only cover the year 1995. See also Nolan and Marx (1999), the
fourth number of the journal Transfer in 2000, Marlier and Phontieaux (2000), Bardone and Guio
(2005) and Fernandez ez al. (2004) about low paid work in other European countries.
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afford with his/her wage in order not to be considered a low wage earner,
such a process is not necessarily less subjective than choosing ex ante a
certain floor, as we could always discuss why some goods or services were
chosen and not others. In fact, the so-called “absolute” poverty line built
following the former method is subject to well-known criticism. In any case,
to our knowledge there has not been any intent to set a low wage threshold
using this approach.

The common and pragmatic way of “solving” this problem, is to
subjectively define a low wage threshold as an X percentage of the average
or the median wage, without much hassle about whether the X percentage
should be one or the other. The European Union, for example, sets
the percentage at 60% of the median wage, probably just reflecting their
current definition of poverty risk (60% of the national median equivalised
income). Other studies such as those of Marx and Salverda (2005) and
Fernandez ef al. (2004) choose 2/3 of the median wage as the cut-off line
for low wage workers, following the proposal of the OECD’s Employment
Outlook 1997. In order to guarantee comparability with Eurostat, in this
paper we have decided to use the low wage line proposed by this institution.
Therefore, in the following pages we will assume the Eurostat definition of
low wage workers, as workers with wages under 60% of the median wage,
offering estimates of the incidence of low wages attending to both net and
gross wages to gauge the distributional impact of income tax and social
security contributions. In any case, we have replicated the analysis using a
2/3 cut-off line (Appendix I), both to gauge the implications of using an
alternative low wage threshold and to allow comparisons to other papers
that use such criteria. As total wage is the product of the houtly wage by
number of hours, the percentage of low wage workers is going to be affected
by both low hourly wages and low working hours. In order to offer more
information about the nature of low wage work, hourly low wage work will
be estimated as well, defined in this case as the percentage of workers with
houtly earnings below 60% of the median hourly wage.

This relative definition of low wages implies that the growth of the
average wage, when accompanied by changes in the distribution of wages,
can lead to changes in the proportion of low wage workers even if there is
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no variation in the actual wage received by the worker, who all of the sudden,
because of changes in the wages of the rest of the workers, is transformed
into a low wage worker. Owing to this circumstance, in what follows we
will review the evolution of wage inequality in Spain. But before doing so,
a brief account of the recent evolution of wages will be offered.

During the last decade, Spanish real wages have been stagnant: from
1996 to 2005, the increase of real wage cost per worker (and index that we will
take as a proxy of average wage) rose a total of 0.47%. If we take 2000 as
the starting year for the comparison, total wage real costs in fact decreased
by a total of 0.45%, according to data from the Quarterly Labor Cost Survey
and the Wage Survey. Thus, from an aggregate point of view, we can say that
during the last decade, the improvement of the Spanish labour market was
limited to the much needed generation of employment: in the same period
total employment increased by 53.6% (from 12 to 19 millions), but in a
context of aggregate wage freezing. This wage moderation, demanded both
by the government and employers’ associations, and backed by the major
Spanish trade unions, is considered as one of the key elements behind the
gargantuan employment growth experienced in Spain in the last decade.

In this context of stagnant wages it is also interesting to know what
has happened to their distribution. The most important source for studying
the evolution of wage inequality in Spain is the European Community
Household Panel (Echpr), developed to study the distribution of income in
European households. Although it is known that the ECHP underestimate
wages by around 25% (Sanz ez al., 2004), this source has the advantage of
supplying data of family income, and is thus a good source (in fact the only
source) for studying the relationship between wages and poverty.’

> A second source of wage distribution information is the Structure of Earning Survey (SEs).
Unfortunately, this survey, specifically designed to study wages, has four problems: (1) there are
only two waves available: 1995 and 2002, and these datasets are not strictly compatable because of
methodological reasons regarding sampling, (2) it does not include agriculture and the public sector,
(3) it covers only firms with 10 or more employees. This last restriction is most important because
small firms make the majority of firms in Spain, and because they usually pay lower wages. In 2005
there were 3 million firms in Spain, 94% of which had less than 10 employees. Even considering only
firms with employees (1.57 million firms), 87.7% had less than 10 employees. As for the impact of
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According to the EcHp, from 1994 to 2004, the last year available,*
gross wage distribution of total employees, as measured by the Gini Index
(table 1), remained roughly constant, going from 0.307 in 1994 to 0.308 in
2004 (reaching a maximum of 0.336 in 1997). The behaviour is basically the
same in terms of hourly wages (0.294 in 2004, with a maximum in 1997 of
0.299). In any case, differences in working time are very few, with a Gini
Index for the number of hours worked of only 0.110.

TabBLE 1
Distribution of gross wages (Gini Index) in Spain
1994-2004

1994 1995 1996 1997 1998 1999 2000 2001 2004

Gini total wages ~ 0.307 0.320 0.322 0336 0.332 0.318 0.310 0.314 0.308
Gini total hours — 0.115 0.106 0.116 0.113 0.107 0.100 0.108 0.110

Gini total hourly
wages

0.288 0292 0299 0293 0279 0.280 0.279 0.294

Note: Working hours in the 1994 wave of Ecup are encoded in a different way to the rest of the years.
Therefore, we can exclude them here and hereafter from the analysis for the year 1994.
Source: Authors’ analysis of cap (1994-2001) and siLc (2004).

size on wages, according to Palacio and Simén (2004), based on the ses of 1995, firm size is more
important than individual characteristics in the determination of wages: the size of firm explains
27% of the standard deviation of wages, while human capital explains 17.5%; the interaction of size
and human capital explains another 37%. Our own analysis of the 2002 sks, shows that, all things
equal, for an industrial worker with secondary education, permanent contract and from 1-3 years of
experience, moving from a firm with 10-19 workers to a firm of more than 100 implies an increase
of wage of 21%.Therefore, the exclusion of small firms from the sample most probably leads to
the underestimation of the level of inequality of the distribution of wages. (4) The 1995 and 2002
wages of the SEs are not comparable as they treat differently earnings of workers employed for less
than a full year (or month). The estimation of hourly wages is also different. According to the sEs, in
2002, 14.5% of employees had gross wages under 60% of the median wage. The percentage taking
as reference net wage instead of gross was 12.7%. In terms of houtly wages, slightly fewer than 13%
of employees had houtly wages under 60% of the median national hourly wage.

*In fact, the last wage of the EcHp cortesponds to 2001. From 2004 on, a new survey, the European
Union Statistics on Income and Living Conditions (SILC), is in charge of generating the data supplied
before by the ECHP.
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One way to gauge with more precision the role of working hours in
explaining wage distribution is to look at the distribution of working hours
according to the different quintiles of hourly wage. As we can see in table 2,
through the whole period workers in the first quintile of hourly wages have
longer working time. In fact, this quintile is the only one with hours well
above the average. In this respect, low hourly wage workers show the highest
weekly hours of work of all employees. This could be interpreted in terms
of the existence of a strategy to compensate, at least partially, low hourly
wages with longer hours. In any case, the dispersion of hours as shown
by the standard deviation is lower in the last few years, as it is the relative
difference between the average working time and the 1% quintile working
time (down from 9 to 6% from 1994 to 2004). Finally, in this respect, it
is worth mentioning that when we rank workers according to their gross
wage, the first quintile shows lower and not higher working time (34.8 hours
versus an average of 40.6). This result can be explained by the concentration
of part-time work in this quintile.

TaBLE 2
Working hours by hourly wage level in Spain
1995-2001 and 2004

1995 1996 1997 1998 1999 2000 2001 2004

1% quintile 45.5 447 44.8 44.2 429 43.0 43.0 43.0
2n quintile 41.7 41.0 40.8 41.2 40.0 40.7 41.0 40.1
3 quintile 40.9 40.4 40.4 40.5 39.8 39.9 40.3 40.2
4™ quintile 40.7 40.4 39.9 40.3 39.5 39.8 39.5 40.0
5% quintile 39.6 39.7 39.4 39.6 39.3 39.0 38.8 39.6
Total 41.7 41.2 41.1 41.1 40.3 40.5 40.5 40.6
Low hourly

gross wage 46.1 45.5 45.6 45.1 43.7 437 43.5 443
workers

Source: Authors’ analysis of ecap (1994-2001) and siLc (2004).
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In figure 1 we have set the evolution of wage distribution throughout the
period in the context of the evolution of the Spanish economy as reflected
in the Gross Domestic Product (GDP) growth rate. As we can see, there is a
slight negative correlation between the behaviour of the Gini Index of wage
inequality and the growth rate of the economy, as on average years with
higher GDP growth are related to lower Gini values, although the relationship
is far from tight (the correlation coefficient of the whole period is —0.527).
As in this period the evolution of employment in Spain mimicked the
evolution of GDP, leaving no room for the improvement in productivity,
the relationship between employment growth and wage dispersion is almost
identical, ze., the years with higher employment growth show a reduction
in the level of wage inequality.”

Ficure 1
Change in wage inequality and cpp growth in Spain
1995-2001 and 2004

4 4
2 4
= 0 - - = - - e -
1995 1996 1997 1998 1999 2000 ,” 2001 “.‘2004
2 . K *
-4 ‘\,"'
----- Gini Index growth
6 m— GDP growth

Source: Authors’ analysis of National Accounts.

® The stagnation of productivity could explain the lack of major changes in wage dispersion during
the period, as it is reasonable to assume that wages will grow more rapidly in periods of high
productivity growth. The conjunction of this with uneven productivity growth across sectors would
lead to growing wage disparity.
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Low PAY IN SPAIN

In the previous section we have seen how during the last decade Spain has
witnessed an important growth in total employment, in a context of roughly
constant wage dispersion and stagnation of productivity and wages. How
have low paid workers fared in the same period?

In order to measure the incidence of low pay we have used a headcount
index (LW;) calculated as follows:

N
LWy= Zl(w,-éz)

1
N =
N denotes total employees and g is the low pay line. w, refers to the wage
measure, which can be the (total or hourly) gross or net wage depending on
cases. 1(.) is an indicator function that equals 1 if its argument is true and 0
otherwise. LW, is simply the fraction of employees with low wage.

The computation of the level of low wage work using the EcHP denotes
that the incidence of low pay in terms of gross wages has diminished from
1994-2004, especially in terms of hourly wages (figure 2), with a percentage
of low paid work in 2004 around 13.8% in terms of gross wage and 10.7%
in terms of gross houtly wages.® The proportion of low paid workers taking as
reference net wages is lower and shows a more declining trend than taking
account of before tax wages.

The incidence of low paid work is, nevertheless, very different among
different groups of workers (table 3). Firstly, the percentage of low wage
female employment is more than three times higher than the equivalent
among males, although the distance is narrower in terms of hourly wages,
reflecting the much higher percentage of women in part-time employment,
and therefore with a higher risk of holding low wage jobs. In fact, more
than 2/3 of low part-time employees belong to this category of low wage
workers. As expected, young workers and workers with temporary contracts

6 The equivalent figure using the alternative 2/3 cut off line is 18 per cent.
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FIGURE 2
Low pay incidence in Spain
1994-2001 and 2004

16 4
15 4
14 4

13 1

%

12 4

11 4

10

Source: Authors’

2004 .
1994 1995 1996 1997 1998 1999 2000 2001 ana1y51s of EcHpr

Low gross wage workers (%) = = = Low net wage workers (%) (1994_2001) and

------ Low gross hourly wage workers (%) Low net hourly wage workers (%) SILC (2004).

also have a higher incidence of low wage work: as much as one third of the
workers under 25 have low wage jobs and almost a quarter of temporary
workers belong to this category. In the third place, the incidence of low pay
is higher in the private sector than in the public administration. Fourthly, the
proportion of low paid employees decreases with firm size. By occupation,
low wage work is more abundant in agriculture and other related activities,
real estate, renting and services to firms, retail and other social services, and
hotels and restaurants. The low pay incidence in agriculture and other related
activities shows a decreasing trend that could be related to the modernization
of agriculture associated with the process of “deagriculturalization” of the
economy (a reduction of 36% in the share of agriculture in total employment
from 1994 to 2004). Regarding educational levels, the highest percentage
of low wage work is among people with no education, and the lowest one
among workers with a university degree, although it is interesting to notice that
in the last two waves of the survey there was a surge of low wage work
among this group of workers. Finally, the rate of low wage work of those
employees who were either inactive or unemployed the previous year is four
times higher than the rate of those who were already employed.
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To conclude this analysis, we have conducted a probit regression in order to
determine the impact of different characteristics of the worker, firm and
sector of activity on the probability of having alow wage job (table 4). This
time the analysis was done in terms of hourly wage, to neutralize the effect
of holding a part-time job on the probability of belonging to the group of
low wage workers. In order to have a bigger sample, we pooled the data
corresponding to the years 1995-2001, adding a dummy variable to identify
each of the years included. As we can see, being a woman, having basic
education, working in a small firm,” with a casual working agreement (no
contract), having been previously unemployed or inactive, and working in
the retail trade, hotels and restaurants, transport and storage and other social
services (including household activities) among other sectors, contributes
positively to the probability of having a low remunerated job (low houtly
wage). In contrast, working part-time, once we control for the rest of
the factors, has a negative impact on the probability of low remuneration
by hour.

The percentage of low wage work, as in all headcount indexes, gives a
concise and clear picture of the extension of this phenomenon in Spain,
but it does not supply information about the intensity of the low wage, ze.,
how low are low wages in relation to the low wage line. One possible way to
capture this dimension of low wage intensity, widely used in other contexts,
is to calculate the distance between the remuneration of low wage workers
and the low wage threshold.® In this way, we have a measure of the “low

wage gap” (LW)):

N

> (121w <)

1
L=y &

"The existence of an employer-size wage premium is well-documented in a lot of countries, including
Spain (Troske, 1999; Gonzalez Calvet ¢ al., 2002; S6derbom ez al., 2002; Palacio and Simén, 2004;
Lallemand e¢f al., 2005).

8 These types of indexes have been widely used in research about poverty. See Foster ez al. (1984)
for details.
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TABLE 4
Marginal effects of different characteristics on the probability
of being a low wage worker in Spain

Probit model (1995-2001)

Marginal effects (%) Standard errors

Age -0.4** 0.000
Years working with the same employer -0.5** 0.001
Sex (male=0)

Female 8.2%* 0.007
Working time (full-time=0)

Part-time —5.4** 0.006
Type of employer (private employer=0)

Public employer —4.7*%* 0.010
Unemployed before current job (employed=0)

Unemployed 1.2%* 0.005
Education (Elementary=0)

Basic —5.2%* 0.007

Intermediate -8.5%* 0.006

High -12.8** 0.005
Type of contract (indefinite contract=0)

Fixed-term or short term contract 6.0%* 0.007

Casual work with no contract 25.2%* 0.025

Other working arrangement 8.4%* 0.020
Firm size (1-4 employees=0)

5-19 —4.7*%* 0.006

20-49 7.3 0.005

50-99 —7.2%* 0.005

100-99 -8.5%* 0.005

500 or more -9.0%* 0.005
Occupation (agriculture, hunting, forestry and fishing=0)

1;:[1}1)1}1)1115, quarrying, electricity, gas and water g1 0.008

Manufacturing —7.3%* 0.008

Construction -10.4** 0.005

Wholesale and retail trade; repair of motor

vehicles, motorcycles and personal and -5.0%* 0.009

household goods
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TaBLE 4, continued...

Probit model (1995-2001)

Marginal effects (%) Standard errors

133

Hotels and restaurants
Transport, storage and communication
Financial intermediation
Real estate, renting and business activities
Public administration and defence;
compulsory social security
Education
Health and social work
Others (other social services, activities
of households)
Main situation previous year (employed=0)

Unemployed
Inactive
Year (1995=0)
1996
1997
1998
1999
2000
2001
Observations 20983
Log Likelihood -7 005.184
Wald y? (37) 2203.96**
McFadden R? 25.06
Total 84.65
Correctly predicted (%) 0 96.79
1 26.40

—4.7*%*
—4.7%*
—7.6%*
—7.6%*

-3.8%

—7.6%*
—7.2%*

-3.3**

5.4**
8.2%*

-1.0
-0.8
-0.8
—2.4**
—2.7%*
—2.0*

0.009
0.010
0.010
0.007

0.015

0.009
0.008

0.010

0.010
0.014

0.008
0.008
0.008
0.008
0.008
0.008

* significant at 5%; ** significant at 1%.

Note: Education has been recoded in the following way: elementary education includes illiterate
people and individuals with no formal education or primary education; basic education comprises
lower secondary education or vocational training (level one); intermediate education refers to
vocational training (level two) and upper secondary education; high educational level includes

university education.
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In the same way, with the purpose of giving information about the
distribution of wages within the group of low wage employees —in other
words, the severity of low pay— ,we can obtain a “squared low wage gap”

LW,):

2
L) (1—%) 1w, < 2)

The calculations referred to the intensity and severity of low pay are shown
in figure 3 in terms of gross wages and gross houtly wages. As we can see, the
low gross wage gap shows an important reduction in the period, going from
4.2 to 3.2% of the low wage line. The houtly wage gap, a more precise way
of measuring the gap as it excludes the effect of low working hours, shows
a similar trend, although the reduction is more intense: from 2.8 to 1.9%.
The reduction in the value of the squared low pay gap from 1994 to 2004
shows that not only the low wage gap is lower at the end of the period, but
wages of low wage workers are also closer to the low wage line.

Ficure 3

Intensity and Severity of low pay in Spain
(gross and gross hourly wages)

1994-2001 and 2004
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Another interesting question in relation to low pay in Spain is its geographical
distribution. Are low wages roughly equally distributed throughout the
Spanish regions? Or alternatively, are low wages concentrated in some areas?
We have seen that some sectors of economic activity are more prone to
low wage work than others, so if regions differ in their economic structure,
a different intensity in low wage work across the different regions of the
country is to be expected. Table 5 shows the rate of low wage work in the 17
Spanish Autonomous Regions for 2004 and also includes the distribution
of low wages across the different regions.

TABLE 5
Low wage work in the Spanish regions, 2004

Low wage rate (%) % of total low wage
Andalusia 18.5 18.4
Aragon 11.0 24
Asturias 18.2 2.6
Balearic Islands 7.9 1.5
Canary Islands 16.7 6.1
Cantabria 12.3 1.2
Castile and Leon 144 5.3
Castile-La Mancha 11.1 34
Catalonia 11.2 15.3
Comunidad Valenciana 13.7 10.8
Extremadura 21.7 3.3
Galicia 17.8 6.7
La Rioja 9.6 0.5
Madrid 11.0 12.5
Murcia 19.5 4.6
Navarra 11.9 1.3
Basque Country 10.5 3.8
Total 13.7 100.0

Source: Authors’ analysis of siLc (2004).
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As we can see, there are important differences in low wage rates among the
different Spanish regions, with the regional distribution of low wage rate
closely following the relative pattern of economic development as shown
by the per capita GDP (see figure 4). All the regions with higher than average
income per capita show a lower low wage rate, while the opposite is true
for regions with lower income per capita, with the exception of Castile-La
Mancha and Cantabria in 2004, which, having lower GDP per capita than
average, also have a low pay rate below the national average.

FiGure 4
Low wage (%) and Gpp per capita in Spanish Regions, 2004
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Source: Authors’ analysis from siLc (2004) and Regional National Accounts.

The last question to address in this section is to what extent having a low
wage job is a single episode suffered by workers, who in due time will be
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able to promote to non-low-wage jobs, or whether low wage workers are
trapped in the lower segment of the labour market. One of the questions
included in the EcHP, in which the workers are asked to compare their current
and previous work, with four possible answers: much better, slightly better,
similar and worse, offers a first approach to this issue. If low wage work was
just a temporary situation, the proportion of low wage workers answering
much worse (those coming from better jobs or downward flexibility) would
be high and the proportion of low wage workers answering similar (those
remaining in low age for more than a year) low. As we can see in figure 5,
the data does not confirm this hypothesis, as the most common answer,
around 45%, is similar. At the same time, the percentage answering worse is

very low —and decreasing—, pointing to the existence of very little downward
flexibility.”

FiGUre 5
Comparison between current and previous work
Low wage workers in Spain, 1994-2001
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Source: Authors’ analysis of Ecap (1994-2001).

? For a full account of the dynamics of low wages in Spain in comparison with Denmark, France
and the United Kingdom, see Ramos-Diaz (2005).
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THE OVERLAP BETWEEN LOW PAY AND POVERTY

Once we know the intensity and characteristics of low wage employment
in Spain, the next step is to study the implications of having a low wage job in
terms of poverty risk for the worker. Hereafter, all data referred to poverty
involves the use of 60% of the national median equivalised income —using,
as Burostat, the OECD modified equivalence scale— as the poverty line.

One possible strategy, followed by Marlier and Phontieaux (2000) of
Eurostat, is to link the present economic status of the person interviewed to
his/her economic situation in the previous year. Obviously, this option has
two problems. First, economic status and income data belong to different
periods, something that can lead to inconsistencies. Second, it is quite
possible that a low paid worker in a given period had a different economic
status the previous year (unemployed, self-employed, employed with a wage
above the low wage threshold, etc.). In fact, as we can see in table 6, an
important percentage of current employees were either unemployed or
inactive in previous years, especially in the group of low paid workers in 1994
and 2001. Therefore, the conclusions obtained from this type of analysis can
suffer from important shortcomings.

TABLE 6

Most frequent status last year for current employees
over 24 years old in Spain

1994, 2001 and 2004

1994 2001 2004
Bl e pmiers % angemorters T wnge ortes
Employed 91.7 76.9 92.9 77.8 98.0 91.8
Unemployed 6.4 17.0 4.2 14.9 0.9 4.2
Inactive 1.9 6.2 29 7.3 1.1 4.0

Source: Authors’ analysis of cup (1994-2001) and siLc (2004).
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An alternative and preferable strategy from our point of view is to use
contemporary data for income and economic status. In table 7 we show
the poverty rates according to the different most frequent activity as well
as the distribution of population at poverty risk by most frequented economic
status obtained using this approach. As we can see, in Spain employment
is the most effective way of protection against the risk of poverty: the
incidence of poverty risk among those employed is almost half the total
incidence rate." Itis interesting to note, however, that the lower percentage
of the at-risk-of-poverty rate among workers in Spain is explained by the
lower percentage existing among employees, as in the case of the self-
employed the at-risk-of-poverty rate is similar to the average rate, pointing
to the existence of a higher rate of low remuneration jobs among the self-
employed."

Nevertheless, as a group, workers make the second biggest category of
those at poverty risk after the group of “other inactive persons” (all inactive
persons minus the retired and unemployed). As we can see, in absolute
terms, one quarter of the population at poverty risk is gainfully employed
in the labour market. Thus, the traditional single case association between
poverty and joblessness has to be revised.

We face a similar problem in deciding when to consider somebody below
the poverty line as a low paid worker. Economic categories are quite often
constructed by taking a binary world as reference: you are either working
or not working, for example, but reality is much fuzzier: a person can work
during certain days or weeks and remain unemployed others. If we want to
associate the economic status of the person with his or her situation with

1% According to the analysis of the 2001 Ecrp made by Bardone and Guio (2005), the same is valid for
the European Union 15 where only 7% of the employed population is at risk of poverty compared
to an average at-risk-of-poverty rate of 15%.

" The existence of a dual labour market in self-employment (the self-employed can be peddlers
or dentists or investment consultants) is not the only possible explanation for this higher poverty
rate. It is well known that for various reasons self-employment income is highly unreported, thus
the higher incidence rate could, to a certain extent, be a product of the under-reporting of income
by this group.
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TABLE 7

Incidence and distribution of poverty
by most frequent activity, Spain
1994-2001 and 2004

Incidence of poverty risk by most frequent activity status

1994 1995 1996 1997 1998 1999 2000 2001 2004
Employed 110 101 99 113 101 94 83 99 112
Dependent 71 70 68 74 69 75 72 77 78
employee
Self employed 261 215 218 261 224 164 125 189 328
Unemployed 365 366 337 408 360 443 392 358 399
Retired 160 127 112 137 116 139 162 177 246
Other inactive ~ 22.8 215 197 229 207 225 224 241 302
Total poverty 177 179 166 193 169 179 168 177 206
rate in adults
rT;fl poverty 19.6 19.0 180 203 182 189 180 188 19.9
Distribution of poverty risk by most frequent activity status
1994 1995 1996 1997 1998 1999 2000 2001 2004
Employed 28 219 227 221 228 211 206 250 273
Dependent 115 120 122 114 123 131 140 154 163
employee
Selfemployed 113 100 105 107 106 80 66 96 11.0
Unemployed 203 225 230 227 205 197 154 122 139
Retired 105 83 85 88 86 103 120 121 17.7
Other inactive 465 473 459 464 481 490 520 508 41.1
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Authors’ analysis of ecap (1994-2001) and siLc (2004).
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respect to the poverty line, then we have to classify her as employed, low
wage employed, unemployed or inactive. In order to solve this problem,
we have followed the strategy of Nolan and Marx (1999) and limited our
analysis of the overlapping of low wage and poverty to those workers who
maintained their status as employees all year long,

As figure 6 shows, limiting the sample to the above-mentioned workers
has some impact on the rate of low wage rate as some workers who are
unemployed or inactive through part of the year are excluded from the
category. Focusing on the relation between employment, low wages and
poverty in this subset of workers, the percentage of working poor during
the period fluctuates around 5%, rising from 4.8 in 1994 to 5.8% in 2004. In
this last year almost one third of the working poor had low wages as defined
in this paper, and the rest were workers with wages over the low wage line
but with household characteristics that pushed them under the poverty
line. In this respect, there has been an important reduction in the percentage
of working poor with low wages during the period. This reduction shows
clearly in the evolution of the correlation coefficient between poverty and
low wages: from 0.290 in 1994 to 0.179 in 2004. Finally, in 2004 almost 1/5
of low wage workers lived in poor households. The rest of the low wage
workers lived in households with other sources of income (or otherwise lived
alone) allowing the household unit to push itself over the poverty line.

CONCLUSIONS

The aim of this paper has been to study in a comprehensive way and with
the most updated information available the evolution, characteristics and
welfare implications of low wages in Spain from 1994 to 2004. From the
analyses performed here the following conclusions can be highlighted:

e Gross wage distribution of total employees has remained roughly constant. The
behaviour is basically the same in terms of hourly wages.

e The proportion of low paid workers in terms of gross wages has remained roughly
constant from 1994 to 2004, fluctuating between a minimum of 12.5% in 1999
and a maximum of 15.2% in 1997. The computation of the level of low pay using
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FIGURE 6
The overlap between low pay and household poverty in Spain
1994-2001 and 2004
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Source: Authors’ analysis from ecap (1994-2001) and siLc (2004).

net wages and hourly wages leads to a similar conclusion. Thus, it seems the high
growth of employment experienced by the Spanish economy has not been driven
by an increase in low paid work. In fact, there has been a reduction in the intensity
and severity of low pay along the analysed period.

Being a woman, with basic education, working in a small firm, with a casual working
agreement (no contract), previously unemployed or inactive, and working in the retail
trade, hotels and restaurants, transport and storage and other social services (including
households activities) among other sectors, contributes positively to the probability
of having a low remuneration job (low houtly wage).

Employment is the most effective way of protection against the risk of poverty: the
incidence of poverty risk among those employed is almost half the total incidence
rate. In addition, according to our results, the relation between low pay and poverty
has weakened along the period 1994-2004.

How these results should be interpreted? Considering the gargantuan

increase in employment experienced by the Spanish economy in the last

decade, one can wonder how it is that such an increase in labour demand has
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done so little in improving low pay (that is, in reducing the proportion of low
paid workers). In this respect, it is important to keep in mind that low wage
has been measured using a relative threshold, which means that the wage of
low paid employees can grow without an improvement in the low wage rate.
The evolution of the low wage rate is closely related to earnings inequality,
making the results more difficult to interpret. Nevertheless, several trends of
the Spanish economy could explain the small improvement accomplished.
A first candidate is the concentration of employment creation in sectors
with low productivity, low wages and high earnings dispersion (Mufioz de
Bustillo, 2007). A second candidate is the huge increase in immigration
experienced in the same period. In 1994 there were less than half a million
immigrants in Spain, most of them from other European Union member
countries; ten years later immigration rate had jumped from 1.4 to7 %
(more than 3 million people), mostly from less developed countries. Such
increase in labour supply, concentrated mostly in low productivity sectors
(construction, hotels and restaurants, domestic service and others), most
probably has also exerted a downwards pressure on low wages in a context
of high growth creation. Last, the recuperation in employment in Spain has
profited from a policy of wage moderation backed by the two major Spanish
Trade Unions. This context of very moderate wage increase has probably
affected with more intensity those sectors with lower relative wages, often
sectors with low trade union penetration."

From a different perspective, this huge employment creation in the
context of stable wage dispersion questions the existence of a “trade-off”
between earnings dispersion and employment creation alleged by mainstream
neoclassical labour market analysis."” In this respect, the Spanish case shows

that further wage inequality is not a requirement for employment growth
(Howell, 2005).

12 The role of collective agreements in explaining low pay in Spain is studied using the 1995 sEs by
Fernandez ez al. (2000).

3 According to this hypothesis, labour market institutions like unions and minimum wages, which
contribute to earnings compression, create rigidities that generates unemployment among low skilled
workers. See, for instance, Siebert (1997).
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APPENDIX I

TaBLE A.1

Evolution of low wage employment in Spain
using 2/3 of the median wage as the low pay line
1994-2001 and 2004

1994 1995 1996 1997 1998 1999 2000 2001 2004

Grosswage 19.8 19.7 187 20.0 188 184 174 189 18.0
Net wage 183 180 168 179 195 167 172 184 —

Low pay
headcount | Grosshourly o154 ya4 498 190 174 167 177 158
(%) wage
Net hourly — 197 178 179 189 156 170 170 —
wage

Low pay Grosswage  0.055 0.056 0.050 0.056 0.055 0.049 0.044 0.050 0.046

&ap Hourly wage  —  0.051 0.041 0.047 0.045 0.037 0.036 0.037 0.031
Low pay | Grosswage  0.023 0.024 0.021 0.024 0.024 0.020 0.018 0.020 0.018
squared

gap Hourly wage — 0.019 0.015 0.018 0.016 0.013 0.012 0.012 0.010

Source: Author’s analysis of Ecap (1994-2001) and siLc (2004).



