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At a glance

— The “empowerment line” gauges progress toward a world in which everyone can meet their essential

needs. This threshold, set well above the international poverty line, is the point at which people can afford a
standard basket of essential goods and services and begin to save.

— Economic growth is rapidly improving living standards in lower- and middle-income countries, but this

effect stalls out in advanced economies. In wealthier countries, higher costs and inequality prevent about

20 percent of the population on average from reaching full economic empowerment.

— Struggling households benefit from higher incomes only when those gains translate into greater

purchasing power. Comparing economies at every step of the income ladder reveals that the essentials

generally become more expensive as countries become wealthier—and these cost increases tend to match

or exceed income gains for the bottom 20 percent of households. Housing is the biggest affordability issue

for higher- and middle-income economies; food costs are an important differentiator elsewhere.

— Ifall countries could lower the costs of essential goods and services to match peers with better

affordability at the same income level, almost a quarter of a billion additional people could reach the

empowerment line. These outperformers show that it is possible to limit household expenditures on basic

goods and services.

— Wihile affordability is influenced by policy and the delivery of public services, the private sector has

scope to act. In addition to easing cost burdens for their own workforces and across their value chains,

businesses can develop affordable offerings in housing, energy, food, healthcare, and communication. They

can find opportunities to pass on productivity-driven savings to consumers and expand low-cost business

models into underserved regions and populations.

High costs for the necessities of life have millions
feeling as if they can’t get ahead. Postpandemic
inflation has given prominence to a structural issue
that’s been brewing for years: the cost of the basics
is out of reach for too many households.

The empowerment line, introduced in previous
research by the McKinsey Global Institute (MGI),
offers a way for public- and private-sector

leaders to monitor this issue. It considers the daily
expenditure needed to afford a basket of essential
goods and services that constitute a frugal but
decent living standard (see sidebar, “What is the
empowerment line?”). A sharply higher standard
than the international poverty line, it is designed
to encompass those who are not formally counted
as poor but are still unable to make ends meet. As
of 2020, 9 percent of the global population lived in

extreme poverty, while 60 percent lived below the
empowerment line.!

This analysis extends our earlier research by
analyzing empowerment outcomes for countries

of differing income levels. It also highlights a major
issue that needs to be tackled to unlock further
progress: affordability. Comparing countries, we see
the cost of the basics rising in tandem with GDP per
capita. Those cost increases largely or wholly eat
up the additional income that goes to the bottom

20 percent of the population when a country attains
a higher rung on the income ladder. That pattern is
one of the factors preventing wealthier countries
from achieving universal economic empowerment.

Much of the debate on how to help struggling
households centers on boosting incomes and
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reducing inequality. But the puzzle can’t be solved
in full without addressing the cost side of the ledger
as well. Indeed, if countries with more expensive
empowerment baskets could lower those costs to
match better-performing peers of similar income
levels, some 230 million additional people would

be above the empowerment line today. The global
population that is fully empowered would grow by
about three percentage points.

In advanced and emerging economies alike, the high
cost of housing is often the biggest factor keeping
adecent standard of living out of reach. In lower-
income countries, food costs are also a pressing
issue. This creates real stress, since the costs of
essential goods and services have been rising
faster than overall inflation—and lower-income
households devote alarger share of their budget
to these items.? Putting essentials within reach

for everyone would require addressing structural
issues, including low productivity growth in sectors
such as education and construction, constraints on
access and supply, and low levels of competition.

A broad “affordability agenda” could relieve at
least part of the burden for households on the
margins. Policies and public investment would
need to be part of the answer—but the private
sector can make a real difference, too. In tackling
this issue, companies may find opportunities to
boost employee productivity, gain a labor cost
advantage, and find new sources of revenue in
underserved markets.

Economic empowerment rises with
income, but only to a certain point

Most countries gauge progress in living standards
by looking at GDP per capita or household income,
but that doesn’t fully reflect what it takes to get by in
agiven place. Progress toward economic inclusion
requires factoring in both what households bring in
and what they must pay out. The empowerment line
captures those outlays. It can shed light on whether
people have sufficient spending power to meet all
their fundamental needs (see sidebar “What is the
empowerment line?”).

Globally, growth fuels economic empowerment
In perhaps the greatest achievement of modern
times, more than a billion people have exited

extreme poverty over the past three decades. Most
were in the fastest-growing lower- and middle-
income economies, including China and India.® This
has produced substantial global progress in human
development outcomes such as child mortality and
average years of schooling.*

A point-in-time view of 120 countries shows that
those with higher average incomes typically

have larger shares of the population above the
empowerment line. Climbing the income ladder is
critical: only about 20 percent of the population

is fully empowered in lower-income economies,
but that share increases to roughly 50 percent in
middle-income economies and about 80 percentin
higher-income economies. At the global level, this
is the crux of the matter, since more than 4.7 billion
people had not yet reached the empowerment line
as of 2020.°

Note that our analysis uses a snapshot of 2022
data and does not track the relationship between
GDP per capitaand empowerment over time. But
academic literature, as well as our own analysis of
related metrics, indicates that the point-in-time
results across countries also apply to individual
countries as they grow. Economic growth is how
acountry reaches a higher rung on the income
ladder—and it is the most powerful mechanism for
improving living standards in lower- and middle-
income economies.®

MGI’s previous research shows how faster
productivity-driven growth could liftincomes

and transform lives on a massive scale. Ramping

up growth is no easy feat, however. It involves

not only maintaining baseline growth in the face

of headwinds but also boosting productivity,

which requires greater competition, innovation,

and labor mobilization.” While growth increases
incomes on average, ensuring that those below the
empowerment line share in the benefits depends on
employers creating better jobs and training workers
to step into them. This dynamic does not happen
without intentional and well-coordinated effort.

In economies where growth has collapsed, the
consequences for vulnerable households are
immediately apparent. With its long-term economic
challenges unresolved, Argentina has recently
experienced both stagnation and skyrocketing
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What is the empowerment line?

The empowerment line is MGlI’s estimate

of the expenditure required for every
individual in a given country to access
nutritious food, housing and energy, safe
water, transportation, healthcare, education,
clothing, and communication, with some
minimum spending on recreation or
community activities. It implies a frugal life
but enables people to focus on more than
mere survival.

This is the point at which people can begin
to meet some of their material wants and
exercise more choices about where and how
they live. Critically, the empowerment line
also includes a small margin for savings to
reduce the risk of falling back into poverty;
only beyond this point can people start

to build wealth. At a societal level, lifting
people meaningfully above poverty is
correlated with improved metrics ranging
from reduced childhood mortality and
longer life expectancy to additional years
of schooling and expanded digital and
financial inclusion.!

Empowerment extends and complements
the “living wage” concept that has gained
traction for employers and workers to
evaluate wages against living costs.
Because itis based on consumption,
however, it can apply to the entire
population (including children, the elderly,
and people with disabilities or caregiving
responsibilities), not only workers. Itis
agnostic as to the source of spending power;
in addition to reflecting earned wages, it
captures spending by people relying on
government transfers and retirees spending
down accumulated lifetime savings.

To calculate the empowerment line, we use
detailed 2022 and 2023 cost-of-living data
from the Wagelndicator Foundation, which
conducts surveys to understand spending
on adefined basket of essential goods and
services (not the economy-wide basket
used in measures of purchasing-power

parity, or PPP). For example, housing costs
are for arented two-bedroom apartment in
an average urban area, while food costs are
for a balanced diet making up 2,100 calories
per day (accounting for food differences
across economies). We also layer in buffers
for savings and social participation.? In
higher-income economies, housing tends
to make up the largest share of the basket
(about 40 percent), while food makes up the
largest share (approximately 35 percent) in
lower-income countries.

These data already reflect the in-kind
services provided in a given country.
Education or healthcare that is fully
provided by the government, for example,
lowers the empowerment line. Because
the data are based on household surveys,
the perception of a safety net also plays a
role; public programs that do not fully reach
their intended populations may not be fully
reflected in empowerment line figures, and
households may not consider rebates or tax
credits when providing an estimate of their
out-of-pocket costs.

Empowerment costs may differ across
countries because of varying production
costs of essentials, profit margins

for producers, and the extent (and
effectiveness) of subsidies and other in-kind
social benefits. Because details about
those components of the empowerment line
cannot be discerned from survey data alone,
itis beyond the scope of this research to
disaggregate them, although that would be
a promising area for future research.

In this research, the term “affordability”
describes whether it takes relatively high
or low expenditures by households to
acquire the essential goods and services

in the empowerment basket, based on
comparing costs across all countries in the
same income band. In addition to capturing
differences in production costs, this
approach captures differences in whether

households must pay for goods and
services out of their net income or whether
they are publicly provided. For example, fully
tax-funded education systems are more

“affordable” than alternative models that
charge fees.

Note that for a subset of 20 very low-
income countries, our analysis sets the
empowerment line at a standard “floor” of
$12 per person per day in PPP terms rather
than using a bottom-up calculation of locall
costs. Although the empowerment basket
may actually cost less than $12 in these
countries today, this choice reflects the
aspiration to set an ambitious global target
for minimum living standards, and this
requires a higher adjustment in the poorest
countries, enabling quality improvements
where needed.

Having established the empowerment
line, we can then calculate the share of
population below it in each country, using
consumption data from Oxford Economics
and distribution data from World Data
Lab, which gets us to a daily per capita
spending figure for each country. Like the
empowerment line itself, daily spending
figures reflect impacts from cash transfers
and publicincome-assistance programs.

There is broad agreement that living wage
data quality and methodology (which our
research builds on) could be improved,
and we acknowledge these limitations.® In
addition, we estimate the empowerment line
at the national level, which does not reflect
substantial variations within countries;
economic empowerment requires higher
levels of consumption in a booming city
than in a small rural town, for example. The
estimates are calculated on a per capita
basis, but at the household level, spending
patterns will vary with the number and
characteristics (such as work status) of
household members.

" From poverty to empowerment: Raising the bar for sustainable and inclusive growth, McKinsey Global Institute, August 2023.

2 We calculate social participation as 10 percent of basic needs, based on Wagelndicator Foundation data. That includes the cost of recreation, hobbies, or enrichment
activities. It also serves as a buffer to account for any expenses specific to individual countries that may not be reflected in the global framework. We also include a savings
buffer equal to 5 percent of the total empowerment basket.

3 Carlotta Balestra, Donald Hirsch, and Daniel Vaughan-Whitehead, Living wages in context: A comparative analysis for OECD countries, OECD Papers on Well-being and

Inequalities, working paper number 13, OECD, 2023.
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inflation, pushing many middle- and working-

class families into precarious circumstances.® A
serious hunger crisis has developed in Pakistan,
where growth ground to a halt in 2023 amid a
similar inflationary spiral.® This underscores the link
between growth and living standards.

Higher average incomes don’t translate into
economic empowerment for everyonein
wealthier economies

While higher income levels correlate with better
empowerment outcomes, that relationship dissolves
at the top of the income ladder, once countries
exceed about $20,000 in GDP per capita (Exhibit 1).
Reinforcing what we see from this static view,

Exhibit 1

research has found a similar pattern over time in
Europe. In the continent’s lower-income economies,
there is a positive, statistically significant
relationship between growth and lower material
deprivation, but that relationship does not hold for
its higher-income economies.

In short, very high levels of general prosperity are
not a guarantee of baseline security for everyone.
For example, although GDP per capita is more than
three times higher in Switzerland than in Spain (in
USD terms), their shares of the population below the
empowerment line are similar. Even the wealthiest
economies have not lifted the last 20 percent or so
of the population above the line.

Better empowerment outcomes and higher incomes tend to go
hand in hand, but the effect plateaus after a certain point.
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Total sample = 120 countries representing ~90% of the world’s population.

Source: Wagelndicator June 2022, October 2022, and January 2023 data sets;

analysis

McKinsey & Company
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Boosting incomes is the biggest determinant of
empowerment for much of the world, but not in
wealthier countries. In fact, differences in GDP per
capita alone explain 79 percent of the variations

in empowerment outcomes across lower-income
economies and 43 percent across the middle-
income segment." For these two groups of
countries—which happen to be home to more than
85 percent of the world’s population—reaching
the next rung on the income ladder is key. That is
achieved through economic growth, which creates
jobs, increases household incomes, and generally
expands access to goods and services. However,
differing levels of GDP per capita explain less than
15 percent of the differences in empowerment
outcomes across the wealthiest countries

(Exhibit 2).

Globally, countries with similar levels of GDP

per capita have quite different shares of their
populations above the empowerment line; the
variations are on average 20 percentage points.
These differences matter: keeping income levels
constant, if all countries matched the empowerment
outcomes of their best-performing peers,

360 million more people would be above the

line today."”

What else is at work? In short, inequality (the way
national income and wealth are distributed) and
affordability (how far it goes, especially for those
at the bottom). Inequality of wealth and income
leaves the poorest segments without the means
to fully meet their needs, even in countries where
the average income is high.”® Beyond whether

Exhibit 2

Income gains have a greater influence on empowerment outcomes
in lower-income economies than in wealthier economies.

Extent to which income gains, affordability, and inequality
factor into people’s ability to reach economic empowerment’

GDP per capita 44 lower-income 40 middle-income 36 higher-income
grouping? countries countries countries
(<$5,000) ($5,000-$20,000) (>$20,000)
50% of sample 35% of sample 15% of sample
population population population
Factors’ 100 —
explanatory B
power, %
B GDP per capita B «— In wealthier
alone economies,
W GDP per capita, - factors of
affordability, 50— affordability®
and inequality and inequality*
combined " E have greater
- explanatory
_ 43 power.
Share of 0-
population above N
empowerment line,’ 23 49 @
%

'Results determined by running a linear regression in which GDP per capita is the independent variable and the share of population above the empowerment line is
the dependent variable. Values refer to the R-squared values associated with each regression, or the share of the variation in empowerment outcomes explained
by GDP per capita. The incremental explanatory power of inequality and affordability is determined by running a multivariable regression in which GDP per capita,
inequality, and affordability are the independent variables and the share of population above the empowerment line is the dependent variable. 2Total sample is 120
countries, representing ~90% of the global population. The cost of the essential goods and services in the empowerment basket. A country with higher
affordability has a lower empowerment line than a less affordable country. *Inequality in private consumption expenditure (as defined in GDP). °Based on a simple
average across countries within the income band.

Source: Wagelndicator June 2022, October 2022, and January 2023 data sets; World Data Lab; Oxford Economics; World Bank; McKinsey Global Institute analysis

McKinsey & Company
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people have spending power, we also have to look
at how much they need to pay out. We use the term
“affordability” to describe whether the household
expenditures needed to obtain the goods and
services in the empowerment basket are relatively
high or low for a given country’s income level.

For higher-income economies, affordability and
inequality together explain an additional 80
percentage points of the variation in empowerment
outcomes. Both of these factors individually have
greater explanatory power than GDP per capita
alone. While it’s important to focus on what people
at the bottom earn, what households need to
spend to acquire the basics merits attention, too. In
lower- and middle-income economies, growth still
matters above all—but the cost of the basics is even
more important to empowerment outcomes than
distributional effects.™

Two countries at the same income level may have
different empowerment costs for a variety of
reasons, starting with policy choices about which
services are publicly funded and to what extent, and
how effectively those services reach the intended
recipients. Some of it comes down to local context.
In some places, people may need their own cars to
get around, for instance; in others, two-wheelers or
public transit might suffice. Additionally, the same
item might have different quality standards from
place to place—for example, apartments in cold
climates need extra insulation and glazed windows.
Finally, costs can vary for identical items due to issues
such as trade restrictions (see sidebar “Estimating
the empowerment line across countries”).

For the bottom 20 percent of
households, high costs for the
essentials prevent living standards
from rising

Economic growth lifts household incomes—even
for those at the bottom. Our point-in-time view of
countries across the income ladder shows that an
incremental $100 of GDP per capita is associated
with an additional $18 to $22 of consumption by
households at the 20th percentile of income. If

this static view holds over time, income growth
should translate into higher spending power across
a population.

But higher income levels are also associated with
higher costs for life’s necessities, including food,
rent, energy, and transportation.®® As a country adds
that incremental $100 in GDP per capita, affording
the basics takes an additional $18 (Exhibit 3).
Income gains for a household in the bottom quintile
are almost fully eaten up by higher costs. This effect
is most pronounced in wealthier economies, where
many households on the margins simply don’t see
their living standards improve.'® More prosperous
households feel these cost increases, too. But their
income gains are large enough to absorb them while
still coming out ahead.

Postpandemic inflation has greatly exacerbated the
squeeze on household budgets worldwide; the past
few years have brought supply chain disruptions

as well as global spikes in food and energy prices
stemming from the pandemic, geopolitical conflicts,
climate change, and blockages of shipping routes.

But it's important to emphasize that the rising

cost of living is not only arecent or transitory
development. The prices of certain essential goods
and services, such as housing, healthcare, and
education, tend to increase much faster than overall
consumer price indexes."” The average consumer
benefits from lower relative prices for items such

as communication technologies and clothing, while
facing higher relative prices for housing, healthcare,
and education. For low-income households, this
issue is magnified, since essential items account for
adisproportionate share of their expenditures.

There are structural forces at play in this
phenomenon. Labor-intensive sectors, such

as healthcare and education, and other low-
productivity-growth sectors, such as construction,
compete for labor with much higher-productivity
sectors; they thus must raise wages at a higher
rate than their productivity growth. Although
high-productivity sectors such as technology
may pay higher wages while lowering prices, low-
productivity, labor-intensive sectors tend to pass
higher production costs on to consumers.®

Beyond productivity and wage dynamics, inefficient
markets often drive up the cost of the basics. This
could be related to the extent of competition (and
trade openness) in a given sector, regulation, or
potential supply constraints. Most important is
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Exhibit 3

At higher income levels, households have greater ability to consume—

but they also face higher costs.

Household spending increase corresponding to a $100 increase in GDP per capita

W 44 lower-income M 40 middle-income
countries (<$5,000)

50% of sample population

Jﬁ General position of empowerment line for each income group —

countries ($5,000-$20,000)
35% of sample population

36 higher-income
countries (>$20,000)
15% of sample population

Household
spending
increase,’

$

80th 50th

$18 goes toward
increased cost of
empowerment basket?

20th

Percentile of household spending

Note: Analysis based on cross-sectional data across 120 countries as of 2022. Sample countries represent ~90% of the world’s population.
'Calculated using a separate regression for each income group in which GDP per capita is the independent variable and spending at each of the defined

percentiles is the dependent variable.

2Calculated using a single regression across countries with GDP per capita above $2,500 in which GDP per capita is the independent variable and empowerment

costs are the dependent variable.

Source: Wagelndicator June 2022, October 2022, and January 2023 data sets; World Data Lab; Oxford Economics; World Bank; McKinsey Global Institute analysis

McKinsey & Company

that housing supply is often restricted (by zoning

laws, for example) and thus not able to respond to
increasing demand related to population growth,
migration, or changing preferences.

These types of issues add up to daily stress

and missed opportunities for billions of people
worldwide. Many are unable to save or to exercise
choice about where and how they’d like to live.

For example, more young adults in higher-income
economies are living with their parents, delaying
their independence by years; others are not having
children because they feel they can’t afford it."®

If all countries could bring down the costs of the
essentials to match the best-performing countries
at theirincome level, we estimate that some

230 million additional people worldwide would
reach full economic empowerment (Exhibit 4).2°
This figure is larger than the entire population of
Nigeria—and it would boost the share of the global
population above the empowerment line by three
percentage points (and by five percentage points
in our sample countries with GDP per capita above
$2,500). Individuals would be relieved of pressure
and better able to secure the economic foothold
they need to thrive.
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Exhibit 4

Making the essentials more affordable could lift 230 million people
to full economic empowerment.

Population that could reach the empowerment line if countries lowered
the costs of essentials to match those of top performers’

Countries’ GDP 2,500- 5,000—- 10,000—- 20,000—- 40,000+
per capita, $ 4,999 9,999 19,999 39,999
Population
uplifted,? —
million _230

million

Change in fully
empowered
population,® %

60 — -

oaly )

empowerment 40 — ; i i i %/ -

basket - 5 3 3 ° ﬂ}/ ~
co$st, 00 ° .5 @ ﬁ.%/./ Lowest cost

) Do N9y Y, ° line?
@ Country : e .°MOM’“?§.~# % a
\ i i i i \ T
25 5 10 20 40 60 80 100 120

GDP per capita (log scale), $ thousand

'Based on 93 countries, representing ~60% of the global population.

2930 million people could be lifted above the empowerment line if countries above the “lowest cost line” brought down the costs of essential goods and services to
match a set of top performers in the same income band. The “lowest cost line” is calculated as the best-fit line across top-quartile performers on the affordability of
the empowerment basket within an income range of +/-25%. Countries more than 1.5 standardized residuals away from the general relationship between GDP per
capita and the cost of the empowerment basket are excluded as top-quartile performers. No economy moves below the $12 PPP global empowerment line floor.
Based on a simple average across countries within the income band.

Source: Wagelndicator June 2022, October 2022, and January 2023 data sets; World Data Lab; Oxford Economics; World Bank; McKinsey Global Institute analysis

McKinsey & Company

Housing and food are the biggest
affordability issues globally

Four basic items are most significant to the

overall cost of the empowerment basket: housing,
food, transportation, and healthcare (Exhibit b).
Together these items account for 80 percent of the
consumption required to be empowered.

Housing is the biggest affordability challenge in
high- and middle-income economies, explaining at
least a third of the difference in the cost of a fully
empowered life across those countries. Housing
interventions can be transformative; conversely,
inaction can have a dramatic impact on individuals
and families in places where housing markets are
distorted. Countries that have prioritized affordable

housing are able to lift living standards for a
wider swath of the population—and in countries
with worsening housing affordability, the issue is
becoming untenable.

The swings that could be possible with an
emphasis on affordable housing are significant.
For example, our estimates imply that if housing
costs in Germany were hypothetically 26 percent
lower, matching the level of its most affordable
peer economy, 3.7 million more people would

be lifted above its empowerment line.?' In Mexico,
if housing costs were hypothetically 18 percent
lower (again, matching its most affordable

peer economy), 2.4 million more people could
reach empowerment.

Abetter life everyone can afford: Lifting a quarter billion people to economic empowerment
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Exhibitb

Globally, housing and food are the biggest differentiators
of empowerment costs across countries.

Distribution of costs driving the difference between the most and least affordable
empowerment baskets, 2022,' %

ltems in empowerment basket:> [l Housing [l Food Transportation [l Healthcare Others

Countries’ GDP 2,5600-
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5,000—
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of difference
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basket cost,
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'Based on 93 countries, representing ~60% of the global population.

Housing, food, transportation, and healthcare account for ~80% of the cost of the empowerment basket. Housing costs are inclusive of energy and other utilities.
3Low end of range based on bottom quartile of costs; high end based on top quartile of costs. Costs are derived using bottom-up Wagelndicator values except in
Bangladesh and Guatemala, both of which have empowerment lines set at the $12 PPP global floor. For these two countries, we assume that costs are distributed

o—
|

in a pattern similar to that seen in bottom-up calculations.

Source: Wagelndicator June 2022, October 2022, and January 2023 data sets, Oxford Economics; World Bank; McKinsey Global Institute analysis

McKinsey & Company

In lower-income economies, food is also a
significant cost-of-living factor with a major effect
on empowerment. In countries with GDP per capita
between $2,5600 and $5,000, food costs 2.5 times
more in some places than in others.

The housing squeeze has an imbalance of
supply and demand at its core

Previous MGl research has found that rising
incomes have historically gone together with
increasing housing prices.?2 From 2002 to 2018,
well before the pandemic, individuals across
European Union countries faced an average
housing rental cost growth 16 percentage points
higher than overall inflation.?® Now the issue

has become even more acute in the pandemic’s

wake, notably in the major cities of high-income
economies, including Australia, Canada, the United
States, and multiple countries in Europe.?*

What helps to explain these rising costs? In short, an
imbalance in demand and supply.

On the demand side, a number of factors push
costs up. Population growth, particularly among
the middle class, is one. In addition, better housing
is typically the first thing individuals spend on when
they have an upward bump in disposable income,
and then, as households build wealth, homes are
often their primary store of value.?® Furthermore,
as economies grow, people expect higher-quality
living environments and household sizes get smaller,
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Estimating the empowerment line across countries

We acknowledge the difficulty of making
precise comparisons across countries
when looking at issues related to poverty
and consumption. For example, economic
empowerment implies spending $41 per
person per day in the Netherlands and
$24 in Japan. Part of this difference comes
down to varying general price levels.
Accounting for this, however, explains less
than 40 percent of the difference between
these two countries. In PPP terms, the
cost of empowerment would be $47 PPP
in the Netherlands and only $29 PPP In
Japan.' PPP is meant to provide a common
benchmark, but it has limitations in the
context of this research.

This is explained by several factors,
as follows:

—  First, essential goods and services in
the empowerment basket vary based
on local contexts and the extent of
public support (see sidebar “What is
the empowerment line?”). For example,
Japan has nearly universal public
healthcare, whereas individuals in
the Netherlands are required to
contribute to their own standard health
insurance premiums.?

— Second, PPP does not reflect the
composition of the consumption
basket at the empowerment line.
Consider, for example, the PPP factor
for housing, which includes rental and
owned units of all sizes.® By contrast,

the housing component of the
empowerment basket only considers
renting a two-bedroom apartment

in an average urban area and costs
borne by the individual.

— Third, the same essential item can

vary in quality and characteristics.
The average home in Canada has

2.6 rooms per person, while in South
Korea, the average home contains
1.5 rooms per person.* Quality—not
only in housing but also in healthcare,
education, food, and other areas—
can also vary because some countries
have more stringent or extensive
regulations than others (for example,
more detailed building codes or
product safety requirements).

— Fourth, the precise composition of

the empowerment basket itself differs
slightly across countries. Housing
tends to represent a larger share of the
basket in higher-income economies
than in lower-income economies, and
even among higher-income economies,
some countries have higher costs of
individual items and therefore have a
different distribution of items built into
the empowerment cost.

The upward shifts in the empowerment

line go hand in hand with higher income
levels, even in PPP terms. This mirrors a
phenomenon described in development
literature of national poverty lines rising

with income levels. In the case of poverty
lines, changing bundles of consumption
and higher standards are cited as reasons
for an uptick as countries develop.®

Separately, we note measurement
challenges that affect 20 of the lowest-
income countries. As noted earlier, we
apply a global empowerment line floor

of $12 PPP per person, per day. Costs in
these countries may actually be lower, but
we chose to make an upward adjustment
to account for quality improvements.
Applying the $12 PPP floor implies that
23 percent of all lower-income countries’
populations on average are above the
empowerment line. If we were to use a
bottom-up calculation of local costs to

all countries, that average would go up

to 26 percent. When we apply the floor,
economic growth becomes an even more
important factor in lifting people above
the empowerment line; the variation

in empowerment outcomes explained

by GDP per capita levels (as shown in
Exhibit 2) is 12 percentage points higher
compared with results based only on local
costs. In nearly all of these countries, GDP
per capitais less than $2,500, and the
primary challenge is raising this level. As
we consider affordability opportunities

in the remainder of this research, we
exclude these countries to avoid conflating
affordability with lowering standards in
places where they need to rise.

' Using World Bank International Comparison Program PPPs for households’ final consumption expenditures. More broadly, a similar trend is observed for national extreme
poverty lines expressed in 2017 PPP, which also rise in line with GDP per capita. See Assessing the impact of the 2017 PPPs on the International Poverty Line and global
poverty, policy research working paper number 9941, World Bank, 20292.

2 Basic insurance in the Netherlands covers, for example, prescription medication and consulting a general practitioner. Long-term treatments are covered by the state. See,
for example, “Health insurance,” Government of the Netherlands, March 2024.

3 Purchasing power parities and the size of world economies: Results from the 2017 International Comparison Program, World Bank, 2020.

4 Forrooms per person, see the OECD’s Better Life Index on Housing at www.oecdbetterlifeindex.org/topics/housing/.

5See, for example, Martin Ravallion and Shaohua Chen, “A proposal for truly global poverty measures,” Global Policy, volume 4, issue 3, September 2013.
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leading to greater costs per person.? In “superstar”
cities with better job opportunities, demand for
housing is especially strong and prices are inelastic.?”
Demand for housing also comes from investors who
seek attractive investment opportunities in real
estate, particularly in major cities.?®

On the supply side, years of underinvestment,
zoning restrictions, and regulations—as well as local
resistance to new builds—have produced housing
shortages that have compounded over time.?®

In some locations, vacation rentals are reducing
supply and pricing out locals.2° Increasing interest
rates in the past two years have further limited
housing supply.®" New builds have become more
expensive because of the price of scarce land in
dense cities and because of construction costs that
have outpaced inflation.

Both public and private actors could
accelerate economic inclusion by
putting more weight on affordability

The empowerment line could be a useful tool for
galvanizing both public and private efforts to expand
inclusion, with a greater emphasis on affordability.

The public sector plays a major role

Much of the debate about how the public sector can
improve the well-being of lower-income households
revolves around income, inflation, and potential
responses such as tax policies, cash transfers, and
labor regulation. But the public sector also affects
affordability. Most governments deliver public
goods and services such as housing, education, and
healthcare. Most intervene in markets to a certain
extent, perhaps by subsidizing priority goods

(such as food or energy), preventing price gouging,
ensuring competition, or regulating trade.

One of the roles of government could be to maximize
the efficiency of end-to-end value chains (such as
food or energy delivery); this could take the form of
streamlining regulatory burdens or building modern
infrastructure. Boosting the reach of existing
in-kind transfer programs could help further bring
down households’ spending on essential goods.

In some cases, policies focused on cost reduction
may have a larger impact than those focused on
supplementing incomes. In two-thirds of OECD

countries, for example, housing rental costs are a
greater share of lower-income households’ income
than total tax and social contribution payments.3?
Whatever strategy governments pursue, it is
important to monitor the impact of interventions
over time, keeping in mind the potential for
unintended consequences.®®

The private sector could also do more

There’s a strong case for companies to care about
empowerment. Internally, empowered employees
are better able to contribute productively and

have less incentive to leave.®* Moreover, helping
employees save on living costs can produce a labor
cost advantage, especially for companies that are
internalizing those costs by adopting “living wages.’
Externally, some consumers make purchasing
decisions based on a company’s reputation

as an employer and as a corporate citizen.®®
Empowerment initiatives can enhance brands, and
having a reputation for delivering value inspires
loyalty. More broadly, helping more families achieve
higher living standards creates a virtuous cycle in
which more consumers can afford a broader set of
products and services. It also contributes to more
stable societies and better business environments.

The private sector’s role in providing jobs—ideally
jobs with stability, benefits, and decent working
conditions that pay a living wage—is one of the
biggest drivers of empowerment. Establishing these
jobs might involve taking a long-term view of the
potential for higher productivity through investing
in skills, rethinking job roles, and recruiting in ways
that expand opportunity for people who might
otherwise be stuck in low-wage work.%® Large
multinationals could influence wages and working
conditions—for instance, trying to reduce the
precariousness of nonstandard employment (such
as temporary, part-time, and on-call work) across
their broader value chains.

Through innovation, companies can address

unmet demand in the lower-cost end of the

markets for housing, energy, food, healthcare, and
communication. They could develop new affordable
offerings and expand low-cost business models
into underserved regions and customer segments.
There may be opportunities to pass on productivity-
driven savings to consumers, particularly in labor-
intensive service sectors such as healthcare that

Abetter life everyone can afford: Lifting a quarter billion people to economic empowerment 12



have seen high relative price growth and in other
low-productivity sectors such as construction.®”

Indeed, many forward-thinking companies are
already embarking on initiatives like these. Further
progress starts with identifying profitable ways to
deliver positive impact—and the empowerment line
could be a useful tool that helps companies prioritize

the initiatives with the greatest return on investment.

Economic growth is a prerequisite for empowering
households, especially in lower- and middle-income
economies. But it's not enough to solve the last
piece of the equation. When costs of essentials rise
faster than household incomes, people are priced
out; this strains individuals, families, communities,
and eventually the social fabric. Ensuring that
housing, food, education, healthcare, and other
essentials are within reach is part of building

more balanced economies where everyone has a
measure of security and the opportunity to realize
their full potential.
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