The needs of workers and their families
Convention No. 131 and workers’ needs

The discussion of needs has been part of the noaiceens of minimum wage fixing from the
outset. The Preamble of theOD Constitution in 1919makes reference to a “provision of an
adequate living wage”. The minimum wage issue Mas discussed during the 1927 and 1928
sessions of the International Labour Conferenc€)IThe report draft from these sessions,
which produced th®linimum Wage Fixing Machinery Convention, 1928 (126), considered
different alternatives to workers’ needs: “meressience, the amount necessary for health
and decency, and the amount to provide a standarohafort”, as well as whether minimum
wages should take into consideration the needseofvorker alone, or of the whole family.

In the end, consideration of the family was notuded, and the idea of a living wage was not
one of the alternatives. The responding countagsted the inclusion of criteria for minimum
wage fixing, as well as methods for how to dontdded, most governments agreed that the
Convention should only lay down general principlés a result,Convention No. 26
represented a step towards improving labour canditiby promoting the adoption of a
minimum wage, but offered no concrete guidanceherctiteria to be applied.

By contrastConvention No. 13groups the social protection role of minimum waiges first
set of criteria, including “the needs of workersdatheir families”. The economic
considerations were kept separately, forming arska®et. Although the inclusion of this
“needs of workers” criterion was evident at thedjm was agreed that it was difficult to put
into practice. The experts’ report shows that éherdetermination of nutritional needs, which
are basic for survival, was very much discusseater concern was the inclusion of family
needs. The reference to family needs was retam#étki Convention on the proviso that it did
not promote different rates for workers with andhout dependants.

Many countries’ national legislation reflects aereince to the needs of workers or to poverty
reduction. For example, Costa Rica’s Labour Cotlbéishes that “every worker has the right

to a minimum wage that covers the normal needshefhousehold (material, moral and

cultural)” (Article 177). This is also the caseAmrmenia, some provinces of Canada, Croatia,
the Czech Republic, Kenya, Lithuania, South Afaca the United Republic of Tanzasia.

Measuring the needs of workers and their families

Convention No. 13ktates that in determining the level of the mimmwage, the needs of
workers and their families should be taken intocant, irrespective of the complexity or
simplicity of the minimum wage system in place. éssing the needs of workers and their
families, for the purpose of setting the minimumgeacan be complex for three principle
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reasons tied to: the measurement of the minimumneclevel, the household size, and the
number of household members working. The thremethts are discussed in detail below.

Income benchmarks — what are the needs of an indduial?

The definition of needs is a relative concept. €hean be basic needs, higher needs, and so
on. The definition of these different types of needn also vary across and within countries.
For example, should allowance for recreation besiclaned as part of basic needs — or are they
higher needs? The difficulty of pinning down whatstitutes what type of need explains why
there is no universal definition that is widely epted. This is despite the fact that there are
multiple references to needs in international cotieas, national legislation or even
enterprise-level regulations. Generally howeverc@amtries develop, standards of living rise
and as they do, so does the definition of needs.

As a starting point, national poverty lines or #irelds, combined with information on
household size and labour force participation ratesy be used to estimate a potential
minimum wage that is high enough to lift househadsof poverty. This section reviews such
a method in detail and provides a practical exanoplies application. A poverty threshold
offers a benchmark for minimum needs, usually basethe cost of basic requirements for
adequate nutrition and other non-food essentials as clothing, shelter and other items.

International poverty lines

There are both international and national povenigd. International poverty lines are used for
the purpose of international comparison. They idelthose established by the World Bank at
1.25 purchasing power parity (PPP) dollars peratayat 2 PPP dollars per day. PPP dollars
capture the amount of a country’s currency thaedired to buy the same basket of goods
and services in the domestic market as a US dethaid buy in the United States. In addition,
while the Food and Agriculture Organization of theited Nations (FAQO) does not provide
information on poverty lines, it does provide dataselected countries on food security. Some
of the indicators on food security include: the imuam dietary energy requirement per country
and the average dietary energy requirement. Themam dietary energy requirement captures
“the minimum amount of dietary energy per persaat ih considered adequate to meet the
energy needs at a minimum acceptable BMI [body nredesx] of an individual engaged in
low physical activity® (expressed in kilocalories per day). The averdg&u requirement
calculates the average amount of dietary energpgmon (expressed in kilocalories per day).
In the absence of a poverty line (or a recent ggvine) these data could be used in
combination with data on local prices to estimateapproximate amount of cash required to
meet minimum dietary requirements.
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National poverty thresholds

National poverty thresholds provide a more usedténence for policy-makers since they take
into account the level of development and conte&tiic to a given countryNational poverty
lines can normally be found from the national statal office and/or other government
agencies responsible for their calculation. Howgiteis important to bear in mind that the
national, statistical definition of a poverty limeay not necessarily correspond to the legal
definition of the needs of workers established ational legislation and necessary for
minimum wage fixing. In case of a discrepancy, ptovknes can and should be complemented
with additional elements. Poverty lines or any otineex measuring workers’ needs are not
permanent parameters. The sustained developmentaintry should result in the inclusion
of more concepts in the basic needs basket forincame workers. For this reason, it is
recommended that these standards be revised gularéasis.

Relative poverty lines

Relative needs and relative poverty lines are @dfias some proportion - sometimes 60 per
cent - of median household inconi®elative poverty lines better capture the “cossadial
inclusion and equality of opportunity in a spectfibe and space” and are usually preferred in
more developed econompes

Household size: How many people’s needs can or shdilbe met?

Household size varies across workers and also ghrthe lifetime of a worker. During the
working lifetime of an individual, it is common tha wage earner’s family comprises both
adults and dependants. But how many dependentsidmy people’s needs should be met?
Considering the potential multiplicity of situat®nwhat is the best approach to estimate the
size of a household? Three possible options asepted below:

» consider the national average

» consider two adults and two minors as a structusednsures population replacement

» consider the average household size of lower-indoouseholds, given that minimum
wages generally aim to protect these groups andpiwarer households tend to be
larger.

Irrespective of the option chosen, household straulsl also be adjusted for the lower
consumption needs of children and for economiescafe. The poverty line for a family of
four is not equivalent to four times the poverhelifor one person, since, for example, children
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consume fewer calories and only one house is ne@ugtdad of four homes for a four-person
family).

There are different ways to account for differenicesonsumption and economies of scale.
One example of an adjustment formulaAs= (4 + aK)® where A represents the number
of adults, K is the number of dependent childeergpresents the spending of a child relative
to an adult, ané captures the economies of scale in a given holgéi#mother option is to
use the OECD equivalence scale, which assignsue ll to the first household member, of
0.7 to each additional adult and of 0.5 to eackdchi

Labour force participation rates: how many people vork in a household?

How many people work in a household? This quessamportant to determine how many
people’s needs should be met through one minimugewBhe answer is of course different if
two adult members earn a minimum wage as opposedlymne adult.

When minimum wage policies were introduced at thgitming of the twentieth century, the
labour force was mainly composed of male workert) anly one breadwinner per household.
This has changed in recent times and labour foestcfpation rates among women have
generally increased. In developed countries, fetableur force participation averaged around
53 per cent in 2013, compared to about 67 per foenien’ In developing and emerging
economies, labour force participation rates varpsregions, and gaps still remain between
men and women. For example, in Latin America, fentabour force participation in 2013 was
about 54 per cent (compared to about 80 per cenhém), while in the Middle East it was
only about 19 per cent (compared to 75 per centnfam).

Changes in the labour force participation ratesaien over time increase the likelihood that
families may have more than one income. This igkygtrue for youth that may postpone their

transition out of the family home. At the same tinmemany parts of the world there has been
an increase in the number of mono-parental houdshwhich still depend on only one income.

The amount of income earners per household isweigh related to the income distribution,

which can vary across the distribution. For examipigh-income families may have one, two

or more incomes, while at the lower end of theritiistion poorer families may have only one

income earner.

Hours worked
It is also important to take into consideration thenber of hours worked, as the minimum

wage usually corresponds to the amount obtainechwiweking full time. Part-time workers
are only entitled to the proportion of the minimwage that corresponds to the hours worked.
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Therefore, when estimating the number of workershpeisehold it is important to adjust the
figures to the equivalent full-time worker (i.e53full-time equivalent workers implies one
person working full time and one working part tinie)

Given all these different situations, as well as thethodological aspects, what is the most
appropriate way to estimate the number of incommeeza per household for purposes of the
minimum wage fixing process? Four possible modehaoos are presented here:

* Only one full-time worker, in order to ensure tlaahousehold covers its basic needs
with one minimum wage.

» All working-age adults in a household work full #mFor example, in a family with
two adults and two children, the two adults woularkfull time.

* The average at the national level, taking into meration that in many households
there is more than one income earner and thatlinobekers work full time.

* The average among lower-income families, in cagetimber of workers differs from
the average family.

Estimating the needs of workers and their familiesn practice — an illustration

To illustrate the effects of applying the differattiernatives, we have selected data from Costa
Rica. In Costa Rica, the minimum wage is set forerskill levels (unskilled worker, semi-
skilled worker, and so on); and for selected octiopa (such as domestic workers and coffee
pickers among others). The minimum wage for uns#tilvorkers is known as ttsalario
minimo minimorum. It acts as the floor for all workers, except thegth specific rates (like
domestic workers).

In 2011 Costa Rica estimated the cost of a basikdbaf foods on the basis of the National
Survey of Incomes and Expenditure. This basketwknas “canasta basica de alimentos”
(CBA), contains the food necessary to satisfy @ilerec needs of an average household (at the
monthly market price). Non-food basic needs are msluded and estimated to be 12 per cent
above the CBA. In addition, the average size ofttbesehold was estimated at 3.4 people,
while the average size of the poorest 50 per cehbuoseholds was 3.8 people. The average
number of full-time equivalent workers per househwhs estimated to be 1.48, while in the
poorest 50 per cent of households the average nuaflhell-time equivalent workers was 1
per household.

Lowest minimum wage example
In order to estimate a potential minimum wage thdtigh enough to lift households out of

poverty, first we consider the situation of a familith only one minimum wage earner (which
corresponds to the reality of the poorest 50% oflkebolds). We estimated whether the lowest
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minimum wage (thealario minimo minimorumfor unskilled workers), provided below in local
currency (Costa Rican colones), was enough to ctivebasic needs of a family of three
alternative sizes: 3.4 people (national averag8)p8ople (poorest 50 per cent) and four people
(the size guaranteeing reproduction). For this ammspn we considered the minimum wage
net of mandatory contributions to social secur@y2(per cent less than the gross minimum
wage). In all three cases, there is a gap betwee=méeds requirement and the minimum as
illustrated by the difference column in the chatti§ negative for all household sizes).
Therefore, in all three cases, the lowest minimuagev éalario minimo minimorum) is
insufficient to cover the needs of workers andrtfanilies, using the national poverty line as
a basis.

Figure 1: Meeting the needs of workers and their failies with one minimum wage, by household
size (2012)
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Examples with multiple minimum wages

By contrast, as can be seen in Figure 2, if we idenghe average number of workers per

household to be 1.48, the national average, thégapeen the minimum wage and the needs
of the household disappears for the average 3<gbpdrousehold. However, the small gap

remains for households with 3.8 and four pedgtally, Figure 3 shows the case where two people
work full time. In all family types, the minimum \ga earned by two full-time workers meets their

needs and those of their families. This can be bgehe positive difference column.



Figure 5.2 Costa Rica: Meeting the needs of workerand their families with 1.48

minimum wages, by household size (2012)
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Figure 5.3 Costa Rica: Meeting the needs of workeemnd their families with two minimum wages,

by household size (2012)
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A short conclusion

Our discussion shows that there are no unambigways to determine whether a minimum
wage meets the needs of workers and their families.answer will always depend on what
criteria are used to determine the needs of workedstheir families in a given country, the
household size of workers, as well as the numberookers per household. It is important for
policy makers, however, to have a clear understandf the living standard that minimum

wage earners can afford, and to try to agree oiminmim income benchmarks that should be
reached through minimum wages and other policieb as income transfers.



