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Abstract. This paper explores the macroeconomic reveals of the phenomenon of working poor,
observed in Europe in post-communist countries. They are a serious economic and social problem
that is related to the inefficient use of resources in the national economy and the inability of a
significant proportion of the working poor to actively participate in consumption and thus to
contribute to economic growth. In addition, this phenomenon is also a cause of depopulation of
whole areas.
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1 Introduction
The actuality of the topic is placed largely on the fact that the ongoing processes of transition,
driven by the countries of Eastern Europe, which in turn are also new EU members, led to the
appearance of "working poor". This process has long been neglected and unregarded. The link
with the dangerous phenomenon of poverty trap has become more and more tangible since the
2008 financial and economic crisis, especially in the new EU member states, as well as future ones.
It occurs when the minimum income, including labor, is so low that it can not cover the costs of
performing a certain work. Most of these countries are in Eastern Europe and Russia анд are
connected with the phenomenon of the working poor. The in-depth analysis shows the formation
of a thesis for the analysis of these societies as a socio-psychological state related to the changes
in the social situation with the cardinal transformations in the socio-economic and political actions
not only as a presence of poor people. (Popova, 1996). It is these reforms that put the founder of
the "working poor" in the Eastern European countries to a great extent. Over the years, the scale
of poverty has grown predominantly by the middle class. In-work poverty is a problem that affects

iMAJOR, vol. 2, 2017

50

self-employed and people in a marginal labor market position, that is, those who for different
reasons move in and out of employment (Halleröd, 2015). This phenomenon also greatly affects
the depopulation of entire regions in these countries (Shevyakov, Kiruta, 2001). The development
of the concept of "working poor" and the research carried out show that two groups can be
distinguished: low paid workers and "working poor". The difference in the definition of these two
groups is that the basis for the first category is the receipt of remuneration for the work done, and
the second is the consumption or actually the distribution of income in the household
(ISS/2/011/2009). It should be noted, however, can not readily overlap the two concepts. Low paid
their workforce powered largely group of "working poor", but ultimately the state thereof shall be
determined at the level of households where incomes are redistributed among household members.
Proceeding precisely the definition of the working poor, Jeffrey Sachs (Sachs, 2006) clearly shows
the relationship between the working poor and poverty trap. It shows in fact that the poor and effort
to invest in their lives, they remain poor.

Figure 1. Income allocation

Source: Sachs, 2006
The OECD, in turn, defines the working poor by setting the low pay as less than 75% of the income
of all full-time employees. There is also a methodology to determine the second threshold "for very low
wages," which is fixed at 50% of median income (OECD, 2009).
On the other hand, it should be noted in the definition of "working poor" that it is based on two
statistical units - an individual and a household. Most often poor workers are members of poor households.
For this reason, the conclusion is that this status depends not only on wages but also on other socioeconomic circumstances related to both household and macroeconomic factors.
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2 Methodology
The analysis of working poor is based on the methodology adopted by the European Commission
and outlined in the Eurostat methodologies1. For this reason, and in the present study, working
poor will be defined in the same way that employee poverty is defined and monitored.2 Or working
poor are those employees whose disposable income puts them at risk of poverty. Their
measurement reflects in an indicator: the level of the at-risk-of-poverty rate, represented as a
percentage of the population of individuals who claim to work (as employed or self-employed) at
risk of poverty (ie with an equivalent disposable income below the poverty risk threshold, which
is set at 60% of the average national disposable income (after social transfers).
The methodology of this study focuses on research and analysis of the results and links
between working poor and key macroeconomic indicators or basic indicators related to the
economic and social policy pursued as part of the overall macroeconomic policy. For this purpose,
the statistical approach for analyzing empirical data will be used through the descriptive with
arrangmend correlation and regression analysis tool. The need to the introduction of an agreement
in the analysis of the results is related to the lack of data on the studied indicators for the
construction of clear time series necessary for an objective assessment of the correlation and
regression analysis. For this reason, logical relationships and dependencies will be sought through
the graphical approach.
2 Factor analysis
The introduction of the concept of "working poor" by the EU in 2003 is indicative that employment
is not only insufficient, but also not the best prevention against poverty risk. The analysis of
"working poor" aims to better understand the causes and consequences of the appearance of this
particular group on the labor market.
The importance of exploring the "working poor" is also expressed by the need to assess the
opportunities of the policies pursued in the labor market and to formulate proposals for additional
policies to reduce the "working poor", as well as the implementation of more effective policies in
the field.
The Factor Analysis of the "working poor" can lead to a number of prerequisites
contributing to the apperance of this group, but particular emphasis is placed on economic growth;
minimum wage education level of the employed; the size of the household; the type of working
hours and the labor contract, and the low labor intensity.
The solution to the problem of "working poor" can not be found easily because the labor market
is analyzed on its own and unemployment and employment are inextricably linked to the social
system, macroeconomic policy and education.

1

EU statistics on income and living conditions (EU-SILC) methodology - in-work poverty,
http://ec.europa.eu/eurostat/statistics
explained/index.php/EU_statistics_on_income_and_living_conditions_(EUSILC)_methodology_-_in work_poverty
2
European Foundation for the Improvement of Living and Working Conditions:
https://www.eurofound.europa.eu/observatories/eurwork/comparative-information/working-poor-in-europe
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"Working poor", on the one hand, are also the cause and consequence of economic growth. The
poverty cycle illustrates this claim.
GROWTH

DEVELOPMENT
Low levels of
healthcare and
education

Lower
economic
growth
Low levels
of
investment
и

Low
incomes

Low level of
human
capital

Low labor
productivity

Low levels of
savings

Източник: Sachs, 2006

Low income from wages for labor retain the level of savings, hence the levels of
investment. The effect is low economic growth, which in turn keeps labor income low. From the
point of view of economic development it is observed the fact that lower incomes are obtained at
lower education. This in turn also hinders investment in health care. Low levels of human capital
lead to low labor productivity and hence low incomes.
However, it should be noted that in Bulgaria, despite the economic growth from 2006 to 2009, the
poverty rate among the employed persons is increasing. The distribution of the benefits of growth
was at the expense of social justice. Actually increased revenues of the employers they have not
led to an increase in remuneration for labor. Lack of income for the population is consequently an
unfavorable prerequisite for overcoming the negative effects of the resent crisis.
The minimum wage as an economic instrument is of the utmost importance for defining
the category of working poor. Data show that Bulgaria, among the new EU member states and
those now applied for membership rank at first places at the lowest minimum wage. That is what
puts workers in those countries at risk. In the dynamics in Bulgaria, the minimum wage has a
growth rate, but it is still lagging far behind the old member states as well as the newcomers. If it
is in sufficiently low minimum wage would not affect the reduction of the "working poor".
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Figure 2. Minimum wage in euro, 2014

Source: Eurostat

In comparative terms, the minimum wage for 2014 it appears that Bulgaria from the EU
member states is with the lowest, even between Albania and Macedonia. At the top of the list are
the last-joined EU member states. All this gives reason to conclude that there is a huge risk in
Bulgaria for an ever-growing group of working poor. In a comparative plan on the indicator
"working poor" (Eurostat, 2016), Bulgaria is not ranked first. However, this does not give a true
picture of the phenomenon, as this indicator is calculated as the share of those who work and have
an equal disposable income below the poverty risk threshold, which is set at 60% of the average
national equivalent disposable income ( after social transfers). In the case of a low one, the analysis
is also distorted. This indicator is used for possible correlation-regression connections. It should
be noted that there is a significant difference also in the S80/S20 indicator between Bulgaria, in
this case Romania and the old member states. The difference between the upper and lower quintiles
in the population under 65 in Bulgaria has increased. Our country is again just before Romania but
now with much more different than the EU-28. These data show that for the working age

iMAJOR, vol. 2, 2017

55

population the difference between upper and lower quintiles is large and there are working poor.
One of the reasons for this is the absence of a tax-deductible minimum, which reduces the
disposable income of workers at the minimum wage. The presence of maximum insurable
earnings, which is artificially held for political reasons, increases the disposable income of highincome groups and thus income differentiation increases. The situation could be worse, as the
deficiency of this index is that it can not be said whether the rest of the population is closer to the
bottom or to the upper quintile of income inequality.
Acquired education - degree, nature, content - has a decisive role in shaping the size of the
workers at risk of poverty. Low education, or lack of education, leads to a reduction in the
possibilities of individuals on the labor market. Tracking the link between working poor and their
educational level strongly confirms this situation in all EU Member States. (see Table 1)
The poverty risk for people with higher education is the lowest. The lowest is the relative
share of working poor with tertiary education in Malta in 2015 (0.6%), Romania (0.8%) and
Croatia (0.8%), and the highest in Spain (6 , 5%). Undoubtedly, the higher level of education also
provides greater opportunities for professional realization; as well as higher incomes for
employees.
It is entirely foreseeable that in the educational structure of working poor during the period
under review the largest relative share belongs to the group with basic and lower education. The
highest risk of poverty is for those with basic and lower education - in Romania (37.4%), Lithuania
(33.4%) and Bulgaria (31.2%), at the European level (19%). Therefore, the average EU level for
working poor with higher education for the period under review is about 4 times lower than those
with primary and lower education and about twice as low as working poor with secondary
education.
Undoubtedly, education is a key factor in reducing the overall level of working poor.
Table 2. In-work at-risk-of-poverty rate by educatioal attainment level in EU, 2015,%

Less than primary,

Upper secondary and

primary and lower

post-secondary non-

secondary education

tertiary education (levels

(levels 0-2)

3 and 4)

EU-28

19

9.4

4.6

Belgium

9.2

5.8

2.6

Bulgaria

31.2

5.9

1.6
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11.3

4.4

1.3

Denmark

8.9

5.0

3.3

Germany

21.7

9.1

5.9

Estonia

16.2

12.0

6.3

Tertiary education (levels
5-8)
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Ireland

11.3

5.6

2.5

Greece

28.4

13.5

4.9

Spain

21.7

13.7

6.5

France
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8.8

3.8
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5.8

0.8
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10.1
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3.0
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11.3
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2.7

0.6
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7.7

6.0
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2.7
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3.2
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15.2

0.8
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7.6

3.6
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6.5

4.1
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4.7

1.7
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7.3

4.9

Source: Eurostat , [ilc_iw04]

The result of the data analysis shows that lower-skilled workers are at higher risk of poverty
because of the lower labor income they receive. The low level of education, combined with the
less likely working poor to receive training from their employers than other employees, even more
hinders working poor from getting out of poverty.
It is no coincidence that two of the three objectives set out in the Europe 2020 strategy are:
to reduce the level of early school leavers below 10% for the EU-28 (under 11% for Bulgaria) and
to increase the share of those aged 30-34 - with at least 40% for EU-28 (with 36% for Bulgaria).
As in 2013, the proportion of the population aged 30-34 with tertiary education in the EU-28 has
reached 37.1%. while in Bulgaria it is 29.4% (with a national target of 36%). In Bulgaria, the share
of university graduates grew to 33.8% in 2016.
These three objectives, set out in the Europe 2020 strategy, must be achieved through a
combination of European and national actions.
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The size and type of household is also an important prerequisite for poverty among the
employed. Analysis of the types of households shows that the highest risk of falling into poverty
is for single parents with children. The relative share of working poor is 21.5% for Bulgaria and
19.8% for EU-28. (see Figure 3)

21.5
19.8

13.2
11.2
9.9
8

7.5

6.2
5.3

5.7

single person

single person with
dependet children

households without
dependet children
Bulgaria

households with
dependet children

two or more adults
with dependet
children

EU-28

Figure 3. In-work at-risk-of-poverty rate by household type in EU-28 and Bulgaria, 2015, %

Source: Eurostat, [ilc_iw02]
The presence of children is a basic prerequisite for moving to the group of the poor of a
single parent. Even if wages are not low, they are not enough to meet the needs of the whole family,
which can be problematic and lead to the risk of poverty. It is clear from the data that the percentage
of working poor is increasing for larger households with more children. By comparison, the
relative share of working poor from households without children in Bulgaria is 5.7% in 2015, while
for dependent children this share increases almost double by 4.2 percentage points to 9.9%. the
financial burden on children is such that double income is not enough.
The work intensity of the employed is another factor leading to the risk of poverty. For
those with high labor intensity, the likelihood of belonging to the working poor is much lower than
for those with low work intensity. (see Figure 4).
The data show that the probability of low-intensity work to fall into the working poor is
about 8 times higher than in those with very high labor intensity. The trend is that the average
European level of working poor increases with a decrease in the intensity of their work. The
relative share of working poor with very high labor intensity is 5.1% in 2015. in the EU-28, while
for those with low work intensity it is 38.1%.
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Figure 4 At-risk-of-poverty rate by poverty threshold and work intensity of the household in EU-28 and Bulgaria,
2015, %

Source: Eurostat
The length of working hours and the type of employment contract also play a decisive
role in the risk of poverty among employees. According to Eurostat, there is a higher risk of
poverty in all EU countries among part-time and part-time employees. The relative share of
working poor at the European level for 2015. of the permanent employment contract is 5.7%, while
those of the temporary contract is 15.6%, which is by 9.9% more. The share of working poor in
part-time (15.3%) is about 2 times higher than full-time (7.8%). This shows that employment is
not a solution to the problem of the risk of poverty among the employed, because in part-time and
temporary employment the labor income is lower. It is necessary to involve the threatened persons
more actively in the labor force.
The problem for working poor is not only the low minimum wage, but also the overall low
total income distributed among household members. Poverty among workers is due to many
factors - low wages; insufficient hours; low income; size and type of household; lack of labor
qualification and low educational level; low labor intensity, etc. All these factors must be taken
into account when implementing social policy.
3 Empirical results
The survey covers both the EU and the individual Member States, including Bulgaria, where
applicable. The aim is to outline, on the one hand, the general tendency for the studied
dependencies, the result of which is not only reported in one country, or, on the other hand, to
emphasize the differences and to draw conclusions specifically for Bulgaria. The main dependant
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indicator will be the level of people at risk of poverty or in other words, the working poor. The
main independent indicators will be:
-

Public expenditure on labour market policies, by type of action % of GDP - Total LMP
measures (categories 2-7);
Real GDP growth rate);
Employment rate by sex, age group 20-64);
Unemployment rate);
Total R&D expenditure percentage of gross domestic product (GDP);
Direct investment flows as % of GDP);

Empirical analysis implies initial "scanning" of the indicators using the descriptive
statistics toolbox. Since working poor are prime indicators dependent indicator function, table 1
presents descriptive analysis results.
Table 3. Descriptive statistics of EU Member States on the indicator for the working poor
for the period 2005-2015
Table 3. Descriptive statistics of EU Member States on the indicator for the working poor for the period 2005-2015

The minimum and maximum values from the table show an interesting picture. While the
minimum value remained unchanged for the survey period, the maximum value increased by
more than 5 percentage points, which is clearly evident from the rising value of the spread.
Accordingly, the average and the standard deviation are increasing, which should confirm both
the increase in the average level of working poor in the EU and the increase in the difference in
values for this indicator between the Member States themselves. This change among Member
States is also seen in Figure 5, which clearly shows the change in the working poor in 2015
compared to 2008. On one side are countries like Greece, Latvia, Finland, Portugal, etc. where
the level has fallen, on the other are countries such as Italy, Cyprus, Hungary, Luxembourg,
Germany, Estonia, etc. whose economies show an increase in this indicator.
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Figure 5 Change in the level of working poor between EU member states in 2008 and 2015

The working poor fall within the scope of public labor market instruments in order to
improve the efficiency of the labor market mechanism. There are two main instruments with a
direct impact on the labor market - labor regulations and legislation and public policies on the
labor market. Parts of public policies on the labor market, namely active policies, are crucial
because of their flexibility and focus on reducing labor market imbalances. Due to the discussion
nature of the scope and mechanism of public labor market policies, this study uses, in order to
eliminate subjectivity in different methodologies, the adopted Eurostat3 methodology, defining
these policies as public interventions in the labor market aimed at achieving efficient functioning
and correction of labor market imbalances and which can be distinguished from other general
employment policy interventions because they influence selectively in favor of certain. The main
beneficiaries of labor market policy are unemployed persons, those at risk of losing their job and
inactive persons who would like to enter the labor market.
According to the methodology for public policies on the labor market, interventions are
classified by type of action.
- Services - Their main function is administering the other measures and helping people to
become more aware of labor supply and demand by improving the matching process;
- Measures - they cover public tools to activate and integrate target groups into the labor
market, improving their suitability and adaptability to labor demand through measures such as
3

Labour Market Policy Statistics: Methodology,. 2013 ed. Vol. 2013, Labour Market Policy Statistics: Methodology
2013. Luxembourg: Publications Office, 2013
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training for retraining and retraining; stimulating employment through incentives for employers to
hire unemployed and inactive; supported employment to partially working; encouraging selfemployment and direct job creation by the state;
- Support - Measures aimed at compensating for the loss of income by individuals, such as
unemployment benefits and early retirement.
The role of active policies as a major tool for stimulating employment and improving the
adaptability of the workforce emphasizes the importance of studying the dynamics of public
spending made for them and the dynamics of the working poor.
In Figure 6 is presented the change in the spending of active labor market policies
(measures 2 to 7) and the level of working poor both for the EU (first graph) and for Bulgaria
(second graph)
The change in the annual values of the surveyed indicators shows that the reduction of the
cost of active policies corresponds to the increase of the working poor level, both in the EU and in
Bulgaria. It is also noticed that when public spending on active measures increases, the level of
working poor decreases to a lesser extent than increases when the cost of active measures
decreases.
The limited period does not give us the confidence to produce a regression and correlation
model for either the EU or Bulgaria. However, with some conditionality in the tables below, we
will present a model for Bulgaria with only 9 cases - years available. The results are also interpreted
conditionally.

Figure 6. Annual dynamics at the level of working poor and public spending on active policies, measures 2-7 for
EU and for Bulgaria

iMAJOR, vol. 2, 2017

62

The results of the correlation analysis show that there is a statistically significant negative
dependence, which is confirmed by the linear regression model with a confidence of 46.3%. The
equation should be:
Workers at risk = 9.296 + (-9.121 * costs for measures 2-7)
In a linear model adopted: Y predicted = b0 + b1 * x1

The results show the important role of active labor policies in stimulating employment and
adaptability of individuals to employment. An important indirect effect of increased employment,
experience gained and increased knowledge and competences through public training is increased
employment in higher - skilled and more paid work.
Real GDP growth as a major macroeconomic indicator shows a clear negative dependency
on the dynamics of working poor, which is presented in Figure 7 in the given time period.
The trend lines used for the dynamics of the two indicators are logarithmic and polynomial,
given the visible and logical changes in their values. The data show that as a result, the 2008 crisis,
leading to a serious decline in real GDP growth in Bulgaria and the EU, corresponding to a gradual
increase in the working poor. However, for Bulgaria, it is noticeable that the increase in GDP
growth in recent years is associated with a decrease in the working poor level, especially in 2015.
However, both for the EU and for Bulgaria, the crisis and the decline in economic activity have
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led to a lasting increase in the working poor. Real GDP growth could help reverse the trend only
when it is permanently preserved over a period of time.

Figure 7. Dynamics of working poor, employment and unemployment rates in Bulgaria (a) and EU (b)

Employment and unemployment are key indicators for measuring the dynamics of labor
markets, which determines their important practical application for this analysis. Comparison of
the levels of working poor, employment rate and unemployment are shown in Figure 8. The
employment and unemployment rate follows the known inverse dynamics during the period under
review, with the high employment trend up to 2008 and the significant decline coupled with high
unemployment this year due to the impact of the global economic crisis.
The comparison of the three indicators surveyed shows an important dependence. EU-level figures
do not allow for a clear link between the three indicators, with employment dynamics accompanied by
almost unchanged upward increases in the working poor. In the context of Bulgaria, values allow for a
different dependency. Despite the 2008 crisis, improving the economic situation in 2015 will lead to
increased employment, a reduction in unemployment and a reduction in the working poor. A trend that is
not seen at EU level. These results support the data in Figure 5, which shows that in countries with high
employment and high economic activity such as Luxembourg and Germany, the level of working poor not
only does not fall, but on the contrary, even grows. Explanation can be sought at the level of employment
as a factor in raising wages in its lower values, when wage increases are accompanied by economic activity
and labor demand. At high levels of employment, other factors engaging high-skilled labor, such as
investment and state-owned economic and social policies, would have an impact on reducing the working
poor.
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Figure 8. Dynamics of working poor, Employment and Unemployment in Bulgaria (a) and EU (b)

R & D spending within the national economy is a key factor in investing in intense economic growth
and a key factor in smart growth policies. The dynamics of these costs within the national economy for all
sectors and the dynamics at the level of the working poor are shown in Figure 9 as a comparison between
the values of the 2008 and 2015 indicators.

The data clearly show the proportionate relationship between investment in R & D within
the national economy and the working poor level. In countries with high investment priorities, the
level of working poor is lower (the first 10 countries), while with decreasing spending, there is an
increase in the unemployment rate. The explanation for this dependence lies in the role of
investment in R & D as a factor in improving the production process, stimulating entrepreneurship,
stimulating economic activity, increasing overall competitiveness and productivity. As an indirect
effect, these positive effects lead to an increase in the need for higher paid and higher skilled labor.
It is this that finds expression in the lower values at the level of working poor.
Foreign direct investment and its intensity are an extremely important factor for the
economic development of each country and a major indicator for measuring the economic effects
of globalization4. The dynamics of these indicators and the level of working poor is shown in
Figure 10

4

Globalisation and the EU economy: https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policycoordination/international-economic-relations/globalisation-and-eu-economy_en
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Figure 9. Dynamics of working poor and R & D expenditure in the EU for the years 2008-2015

Figure 10. Dynamics of working poor, FDI and market integration in Bulgaria and the EU

If market integration / investment intensity and foreign direct investment as a percentage
of GDP for Europe follow an almost similar trajectory for the survey period, for Bulgaria their
dynamics differs significantly. Despite the weaker dependence due to the limited study period, the
presence of a partially inverse relationship between the investment indicators and the working poor
level could be noticed. Over the years, until the start of the 2008 crisis, there has been an increase
in investment and low levels of working poor. In the years after the crisis, the decline in investment
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is accompanied by an upward dynamic of the working poor. Both investment in R & D and foreign
direct investment and their intensity are key to a country's economic activity. The role of
investment in raising employment, also in improving productivity and competitiveness as well as
production volumes is extremely important. Conclusions on their impact confirm the results
already obtained on other factors, confirming the role of stimulating employment and intensive
growth as a means of highly qualified and highly paid work, which inevitably leads to a decrease
in the working poor.
4 Conclusion
The processes over recent years have given us reason to conclude that "working poor" are not only
a highly risky group, but they already form a lasting trend as a way of life. It is mainly due to the
low level of pay, which is to some extent artificially and intentionally maintained in some areas.
The low labor cost does not have a future in an economy based on knowledge and lifelong learning
- the basis of the Lisbon Strategy. Government policy should also seek to provide new jobs created
by economic growth rather than “subsidized employment”.
In the labor market, active policies are mainly targeted at the unemployed and the workers
are already out of their reach. In order to overcome labor poverty, it is necessary to take measures
to enable the groups concerned to have a higher level of education, better qualifications and skills.
An important condition for limiting the share of working poor is to have an income support policy
because many of those affected also have health problems that prevent them from working more
hours and thus get higher wagesIn order to neutralize the effect of the loss of income accompanying
temporary employment and part-time employment, it is necessary to provide social protection for
working poor.
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