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What is income?

Income is the amount that is received in a given period of time. It is a flow of funds.

How is income distributed in Australia?

According to the ABS - in 1999-2000, the richest 20% of income units received 48.5% per cent of total income. The poorest 20% of income units received less than 4% of total income.  

Note: Income units are made up of one person or a group of related persons within a household, whose incomes are assumed to be shared. 

What are the main sources of Income in Australia?

The main sources of income are: -
· Wages and salaries – 56%

· Business profits – 21%

· Property income – 9%

· Social security – 10%
What is Wealth?

Wealth is the value of the things a person owns at a point in time. It is a stock of assets. Wealth distribution shows greater inequality. In 1998 the richest 20% of income units owned 65% of the total wealth. The poorest 20% had negative wealth – They were in debt.

What are the main sources of Wealth in Australia?

The main sources of wealth are:-
· Land, houses, units – 57%.

· Business assets – factories, capital, shares – 28%

· Consumer durables - cars, furniture, etc. – 6%.

· Government Securities – 3%.

· Investments overseas - 4%.

· Cash deposits – 1%

Is there a relationship between income and wealth?

High levels of income allow a person to increase their level of wealth, eg savings, buying property. Income is also earned from wealth, eg interest on deposits, dividends from shares, rent from property.  Wealth produces income and income can be used to accumulate wealth.

How is income inequality measured?

Income inequality is measured by a Lorenz Curve. A Lorenz curve graphs the cumulative percentage of income against the cumulative percentage of income units. 
The following table shows the percent of income and wealth of each quintile (20%) of income units in Australia in 1990-2000.
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These statistics can be then plotted on a Lorenz curve as shown below. It demonstrates that inequality of wealth is greater than inequality of income. 
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Income and Wealth in Australia 1999-2000

The Gini Coefficient

Income and wealth inequality can also be measured by the gini coefficient. This is a numerical value for comparing inequality. The gini coeficient is the ratio of the area between the lorenz curve and the 45 degree line to the whole area below the 45 degree line. Looking at the next graph it is equal to:

area A

area A + B


This increase in income inequality in Australia is supported by ABS data that shows the gini-coefficient for Gross Weekly Income in Australia has risen from 0.40 in 1981-82 to 0.45 in 1999-2000.  This is reflected in the shift of the lorenz curve further from the line of equality. Australia has even greater disparities in wealth, with the top 10% now owning 45% of the nation's wealth. 


The richest 1% increased their share of wealth from 12% to 15%. This was made largely at the expense of middle-income earners. Even the increase in the number of shareowners in recent years has had little effect on the distribution of wealth. The richest 10% own 90% of the shares held by private investors. The gini-coefficent for net wealth in Australia in 1998 was 0.64, the same as in 1986 but if you exclude the effects of superannuation, it has risen from 0.67 to 0.70.

Is there Poverty in Australia?

Poverty can be defined in two ways:

· Absolute poverty is a state in which a family’s income is too low to be able to buy the quantities of food, shelter, and clothing that are deemed necessary.  It is measured by using the absolute poverty line.

· Relative Poverty  is defined as a proportion of average earning.

  Estimated Poverty Rates in Australia, 1997

How does Australia Compare?

Percentage of Population below the Income Poverty Line

Inequality in Australia

The distribution of market incomes during the 1980's and 1990's had become more unequal. From 1994-5 to 1999-2000 gross average weekly income rose for:

· Wages - 20%

· Business profits – 28%

· Government cash benefits – 16%

· Interest, rent, dividends and superannuation – 30%.

At the same time, however, the level of Government benefits and the income tax system had become more progressive during the 1990’s. The introduction of the GST in 2000, however, reduced this trend. Average market incomes of the richest 20% were 13 times greater than that of the lowest 20% of income earners. When the effect of tax and transfer payments are included this ratio falls to 5:1. 

When income inequality is measured in terms of after-tax (disposable) income the overall effect was a reduction in the disposable income gini-coefficient to 0.40 in 1999-2000. This still reflects a rise in post-tax income inequality from a gini-coefficient of 0.36 in 1986. There was an increase in after tax incomes of just under 20% in real terms from 1982 to 1994 for the bottom 20% of households and a rise of over 10% for the top 30% of households. The middle 30% of income earners group declined, with a loss of over 10% in real terms. 
What effect do the Government Policies have?

Direct benefits such as pensions and family allowances do tend to favour the poor.  The poorest 40% gain most from these benefits. Indirect benefits are non-cash benefits received by households from health, education, housing and other social security and welfare services such as child care assistance. All groups benefit from these but the poorest 20% benefit the least.

The direct tax system is progressive as higher income earners pay a higher proportion of their income in tax relative to low-income earners. 1% of income is paid in tax by the lowest 20% of income earners and 34% by the highest 20%.

The indirect tax system is regressive as higher income earners pay a lower proportion of their income in tax relative to low-income earners. 12% of income is paid in indirect tax by the lowest 20% of income earners and 8% by the highest 20%

The Impact of Fiscal Policy

Fiscal Policy has impacted on income and wealth inequality in 3 main ways.

1. Fiscal Restraint by cut backs to Government Expenditure and tightening of means and assets tests to receive welfare. These are all designed to increase the Fiscal Balance but have increased income inequality.

2. Tax Reform mainly in regard to the introduction of the GST, income tax cuts and reductions in company tax. The GST is a regressive tax and places a bigger burden on the lower income group. The cuts in income tax tended to favour middle and higher income groups. Self-funded retirees were especially disadvantaged by these reforms.

Company tax has been reduced from 39% in 1993 to 30% and the rate of capital gains tax has been halved for investments of more than 12 months. These have contributed to increased inequality in income and wealth.

3. Privatisation of public assets such as telstra and the airports has tended to increase the tax burden for many while increasing the wealth and income of a relative few higher income units. 

The 30% tax rebate on private health insurance also tended to favour higher income earners.

The Impact of Labour Market Policies

Industrial Relations Reforms have increased income inequality. Women and the lowly skilled have suffered most from the reforms. Women working fulltime earned on average only 81% of male workers in 2001. The situation is further worsened for woman as they mostly work part-time.  In 2001 women made up 34% of the full-time workforce and 71% of the part-time workforce.  The new industrial relations system favours the skilled over the unskilled.

The average weekly earnings of employees vary with the types of pay setting arrangements. Persons working under collective and individual agreements had the highest average weekly total earnings.Those under awards had the least.  Females are disadvantaged the most as 31% of women are covered by awards compared to 17% of males. The growth in part-time jobs which largely are based on awards has also increased income inequality.

· AWFTE is average weekly full-time earnings

The Impact of Monetary Policy

While low interest rates have encouraged growth and lower unemployment, they have also reduced earnings from savings. This is especially a problem for retirees who use the interest income for living.

Interest Rates in Australia

Further Resources

Other free resources and articles on HSC economics topics can be found at the Greenacre Educational Publications website at:  http://homepages.ihug.com.au/~gep/economics.htm
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