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Discuss the policy options available to the government to address the issue of unequal distribution 

of income and wealth in the Australian economy. 

Income and wealth inequality is the extent of which such is unevenly distributed among various 

sections of the population. Australia is around average compared to other advanced economies for 

the level of income and wealth inequality. Statistics show that the level of equality has declined 

slightly from 1997 with the Gini coefficient at 0.303 shifting to 0.331 in 2007. In response to the 

issue of income and wealth inequality, the government can utilise its economic policy mix to address 

this issue. Several key policies that are within the government’s control are macroeconomic and 

microeconomic reforms. Macroeconomic reforms including the use of the fiscal budget and interest 

rate influence with monetary policy. In order to enact microeconomic reforms into the economy to 

address the issue of unequal distribution of income and wealth, the government can promote 

structural change and introduce labour market reforms. 

Fiscal policy plays an important role in impacting upon the distribution of income within the 

economy. As the government’s budget is a major tool of fiscal policy that affects the level of revenue 

and expenditure for the upcoming year, government spending and taxation is used to redistribute 

income amongst the economy. Australia’s progressive taxation system ensures that higher income 

earners will pay a larger proportion of the incomes as tax to the government whilst lower income 

earners will be able to benefit from the reallocation of funds for infrastructure, public goods and 

other benefits such as welfare payments. Household incomes have risen about 3% for higher income 

earners with little change for the lower to middle income earners. 

Monetary policy is one of the major instruments within the government’s economic policy that has 

implications for nearly all aspects of the economy. Changes to monetary policy stances are often 

referred to as contractionary or expansionary with the Reserve Bank increasing or decreasing the 

country’s cash rate. The key objectives of monetary policy being to maintain low inflation, minimise 

fluctuations of the exchange rate, reducing unemployment and sustaining economic growth all have 

both direct and indirect implications upon the distribution of income and wealth on the Australian 

economy. Price stability and low inflation ensures that lower income households will not be forced 

to spend a larger ratio of the incomes on the basic necessities such as food, accommodation and 

healthcare as costs will remain relatively accessible to all. Fluctuations of the Australian dollar can be 

caused by domestic and international factors; therefore the effectiveness of national monetary 

policy can have a limited effect on the economy and the distribution of income and wealth. However 

a reduction in the level of unemployment will ensure that the amount of the people within the 

population belonging to the lower quintiles will slowly diminish as incomes increase from 

employment. Increased participation in the workforce and low unemployment contributes to 

economic growth will allows for more people to receive an income and therefore be able to increase 

their consumer spending. Monetary policy with a contractionary stance will slow down the economy 

and make credit more difficult to access which may affect the ability of certain quintiles to receive an 

equitable portion of income in the long term due to a time lag. Expansionary monetary policy tends 

to be able to lower interest rates allowing for businesses to invest thus take on new labour which 

gives the opportunity for more people to earn an income in order to reduce the disparity between 

the rich and the poor. 
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Microeconomic reform of the economy has the aim of improving the efficiency and increasing the 

productivity of production. This is achieved through structural change and policies including labour 

market reforms. Labour market reforms allow for change to way in which workers are employed and 

their conditions of employment. The introduction of the minimum wage has ensured that minimum 

standards of pay are maintained for all workers regardless of background, career or other factors. As 

the minimum wage is managed and set by Fair Work Australia relative to inflation and other 

economic factors, this acts as a safe guard to the population especially the lower income earners. 

Also the use of enterprise agreements is another measure which has continued to achieve pay 

increases for employees with employers forced to negotiate with unions and their employees on a 

collective basis. The introduction of the ‘better off overall test’ also ensures that no employee will be 

worse off under their new workplace agreements which assists in the distribution of income by 

giving lower income earners a boost to their pay. Structural changes to the labour force such as 

increased flexibility and conditions such as the government’s new paid parental leave scheme will 

allow mothers to continue to receive incomes whilst on maternity leave. This acts to enable the 

maintaining of people within certain quintiles and seeks to avoid people falling out of certain 

quintiles because of a cut to their incomes. Improvements and increased productivity also drive 

economic growth which leads to an increase in overall wages and incomes for most sectors of the 

economy and population quintiles. Deregulation has also made it cheaper for consumers to shop 

around and spend on goods and services as there is more competition in the marketplace. This helps 

to maintain the ratio of income in which lower quintiles have to spend on goods and services. 

Overall the role of the government in the promotion of equity and equality in the distribution of 

wealth and income can be addressed through the use of its economic policy mix. The government 

has the ability to enforce a combination of fiscal, monetary and microeconomic policies that 

reallocate resources and money to different sections of the population and economy. The unequal 

distribution of income and wealth although not currently a major economic priority for the 

government has been indirectly addressed in particular with the introduction of new labour market 

reforms in particular during the Howard and Rudd governments. The fiscal budget has the ability of 

withdrawing money from the rich and giving it to the poorer people in the economy. Monetary 

policy and interest rates affect the performance of the economy. When the economy performs will 

the likelihood for a more equitable distribution of income and wealth increases. Microeconomic 

reforms such as structural change and deregulation have also assisted in the promotion of a fair 

distribution of income and wealth for households as lower income earners can save or keep more of 

their money without having to spend it on basic necessities. Through a combination of fiscal, 

monetary and microeconomic reforms the government’s economic policy mix can be tailored to the 

circumstances and address the situations facing the distribution of income and wealth in the 

Australian economy. 


