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Discuss the consequences for Australia of an unequal distribution of income and wealth, and the 

policies that can be used to address this issue. 

The distribution of income and wealth is an important issue that has both economic and social 

impacts on our daily lives. Australia although considering it to be the land of ‘fair go’ is around the 

average level of equality for developed nations. There are many factors that contribute to an 

increase in inequality including such to create a more efficient and internationally competitive 

economy. Recent statistics show that the top 20 precent of wealthy people own around 61% of total 

wealth in Australia and the bottom 20 per cent own almost nothing. As a result nearly 70% of 

households live below the average of household wealth level being around $720,000. 

After worsening income and wealth equality in Australia around the 1980s, wealth inequality has 

remained stable with the Gini coefficient (for wealth) in 1988 being at .71 and declining to .61 in 

2006. Inequality has grown across many forms of wealth assets such as home, business ownership, 

interest and profit, this is been counterbalanced by the growth of compulsory superannuation which 

redistributes income for employees. Also during the 1990s and 2000s, Australia’s strong economic 

growth increased income inequality. 

There are multiple perspectives available into the consequences of income and wealth inequality. 

Free market economists argue that since each individual receives a share of income according to 

their marginal productivity. Also that income inequality is a driver of increased motivation for 

productivity.  

The economic benefits of inequality allow for the productive capacity of an economy to be utilised to 

its full capacity leading to an increase in real GDP. Inequality encourages people to attain higher 

qualifications and training in order to participate for a longer period of time in the workforce. The 

incentives of additional income from employment and also improved productivity attract inequality 

in Australia. Higher incomes are a dominant influence on how the workforce operates and the level 

of its mobility. Risk taking is strongly encouraged with inequality as the returns and rewards for 

successful entrepreneurships are great. Also if people have higher income because they have 

worked harder then there will also be more savings in the economy and the formation of capital 

through the accumulation of wealth. 

The economic costs of inequality have the potential to hinder economic performance on the long 

run as it reduces the total utility and satisfaction of the workforce. Societies that are happier tend to 

be more productive. The uneven distribution of income leads to lower savings levels and a constraint 

of economic growth as lower income earners will save less of the money as they have to spend a 

higher ratio of the income on basic necessities. For high income earners, inequality leads to 

conspicuous consumption where sometimes there is wasteful and excessive spending on goods and 

services. Inequality also increases the government’s burden as lower income earners will rely on 

welfare support and assistance, and in doing so will cause an increase in the budget’s spending on 

transfer payments. 

However others can argue that social costs of income and wealth inequality outweigh the benefits of 

economic inequality. There are few social benefits on inequality. Although the inequality of 

opportunity exists due to the fact that every individual has different attributes, abilities and skills. 
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Also the level of access available to certain networks may not be present for all people thus creating 

inequality of opportunity. 

The social costs of inequality are predominantly social class divisions and poverty. The divide 

between higher and lower income earners becomes more distinctively visible with inequality. 

Employers are often in the higher social classes whilst employees tend to belong to the lower social 

statuses. Conflict can often arise between people of the higher and lower social spectrums, leading 

to instability both for the economy and in society. The other impact of an unequal distribution of 

wealth and income is the effects on low income earners which lead to poverty. Although absolute 

poverty is minimal in Australia, there are still some sectors of Australian society that face income 

levels and lifestyles that are deemed to be below the expectations of the modern Australian society. 

One economic objective of the Federal Government is to reduce the growing economic and social 

divide within Australia. The government can most directly impact the level of inequality in the 

economy and society through policies such as the fiscal budget and labour market reforms. Incomes 

are the essential means of maintaining an acceptable standard of living and also assist in the 

acquirement of wealth. The clear distinctions between the lower and higher income earners also 

reflect upon the ownership of wealth  amongst the entire population. 

Unemployment is a major issue that is a consequence of the inequality surrounding the distribution 

of income. During periods of higher unemployment, governments are expected to provide welfare 

support which is a deficit on the fiscal budget. Extended or long term unemployment reduces the 

productivity of the economy therefore the government can use fiscal measures such as the stimulus 

package of 2009 after the GFC to encourage consumer and business spending in order to create new 

jobs. The availability of new employment opportunities increases aggregate demand which helps 

reduce the level of income inequality. Government initiatives to provide additional training such as 

through TAFE and VET courses enable people to attain more skills that can reduce the level of 

unemployment in the economy. 

Changes in the labour market can be assisted by government policies to ensure that employment is 

fair and sustainable. Underemployment refers to those people who are working less than full time 

but would like to work more hours. People whom are underemployed often miss out on income that 

if they were fully employed thus contributing to income inequality. Government stimuluses can 

assist with growth in the economy and would enable unemployed persons to seek full employment. 

Reform such as the decentralisation of the labour market such as through the Howard government’s 

Work Choices legislation has widened the gap between wage earners. However, in 2009 the Fair 

Work Act was passed enabling special provisions to help low paid workers in the wage 

determination process. Such government policy has assisted in the reduction of income inequality 

and has been designed to assist the living standards of the low paid. 

The government can also use changes to taxation, transfer payments and other assistance to impact 

the level of inequality in Australia. Government policies are designed to tax the wealthiest groups in 

order to redistribute income to lower socio-economic groups. A progressive taxation system as used 

by the current Australian government enables a tax free threshold of $18,000 in 2012 for low 

income earners. Higher income earners are also taxed more to allow for the government to provide 

transfer payments to those requiring assistance. 
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In attempting to achieve greater equality, governments can face fiscal constraints while firms can 

face higher production costs. Since 1992 the government has introduced compulsory 

superannuation for all employees to be paid by employers. The current requirement is that an 

additional 9% of the employee’s salary be deposited into a fund for use in retirement. While 

superannuation increases the income and wealth of all quintiles on the Lorenz curve, it is particularly 

important for the lowest 20% of income earners in Australia. Government policies have had a mixed 

impact on the distribution of income and wealth. Progressive taxation, social welfare and 

compulsory superannuation have reduced inequality as the delicate balance between economic 

productivity and social externalities are continually important issues for the government to manage. 


