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Summary

Extreme inequalityd which is what we are now experiencing in Australialows economic growth,
creates social havoc and undermines faith in our political institutions.

The Treasurer,Josh Frydenbergrecentlynoted that we have enjoyed a remarkable 27ears of

uninterrupted economic growth and that the majority of Australians have never experienced a

recession in their working lives.In this major speech settingout the Conservative economic
platform for the upcoming Federal election, thilember for Kooyong failed to mentiorthat the
vast wealth generated over the last three decades has decisivelgone into the hands of the

privilegedfew, and not the many While somebrag about the absence of recessionsn t he ol ucky
c o u n Austmalian workershave bee experiencinganemic wages growth the slowest of any
sustained period since World War %l That is a terrible indictment othe Morrison government
The fact is Australia did a foomostofeurpoptwdr history pr ovi d

than we have managed to achieve in recent yearsyen thoughprofits have sky rocketed and
growth has been steady

Over the last 27 yeardabour produdivity has increased dramatically and every Australian has
contributed to that achievement Yet only the powerful elite in the banks, insurance companies,
big business and multinationals have significantly benefited from this additional wealfPr.ofits,

executive salaries and bonuses have soared while average real wage growth has remained

glacial. Consequently, workerdave been trying to stretch a static pay packet to covetsing
energy bills, childcare costs, medical expenseasd other necessities of fe. The battle to make
ends-meet has become an ongoing nightmare for mosworking families Living costshave

outstripped household incomes over the past three years as weak wage growth delivered the

biggest fall in living standards for more than 3@ears

In his speech to the Sydney Institute on the 22 of January,the Treasurer explained in great
detal t he Coal i ti onAudiraliaftom thealreddgveryunfairinsoime distribution
that existstoday intoa nation with significantly wase levels ofincome and wealth inequality
Many of the policies he outlined have a remarkable similarity to those pursued by President
Trump in America over the last two year®olicies that have exacerbatednequality, caused
social deprivationand shaken democracy.

The main focus of the Coalition agenda in personal income tax cuts for the very wealjfand
businesses while promising further attackson those requiring welfare,the trade union
movement and the ability of workers to get a fair wage. Inshspeech Frydeberg spoke about

0cl ass and hisfagenda ade it clear that the Coalition has itpolicyd guns é sharply

focused on those in the middle and lowergots of the income distribution while cutting the taxes
of the wealthy and providing mie free rides for the elite.

1 Josh Frydenburg, Speech to Sydney Institute, 22 January 2019.
2l yYRNBS {GS6FNIZT WAY {GFYT2NRIABVRI ¢SRS | NRESNBRKGE?

RIS A RBN.

3 New analysis from Associate Professor Ben Phillips, Australian National University, using ABS Disposable Household

income data from the National Accounts, CPI and population growth,.2019



The approach of the Treasurer is sharply at odds with the stance takenthg Governor of the
Reserve Bankof Australia (RBA). The RBA is amdependentinstitution that is responsible for
ensuring sound money ananacroeconomic stablity. Governor Phillip Loweas argued on many
occasions over the last year thatvage growthis too lowto fulfill the objectives of the RBA He

appreciates that stagnate real wages depress demand anithus represents a fundamental

problem for preserving robust levels of economic growth in the current global context.

The Abbot, Trnbull and Morrison @vernment has tried to deny that inequality is a problesnd
tried to divert attention from the low wage crise$-or example,m late 2018 the current Treasurer
arguedt hat the answer to Australiads economic and
pie but t o.5Thisomplistic prepospionpuls the Governmentdirectly at odds with
the evidence and recommendations of the most respected yet conservative international
economic institutions In the recent past the IMFWorld Bank and the OECbave all produced
hard evidence demonstrating that high inequality depresses economic growlxcessive levels
of wealth and income inequalityweakens the ability of lowincome groups to buy goods and
services, discourages entrgreneurs from investing, reducesthe incentive for productivity
enhancing technological change, slowsconomic growth anddestroys job.If you really want to
agrow the pidit is important to ensure hat everyone is getting a fair slice.

Conservative politicians also try to dismiss concerns about inequality by claiming it is an
inevitable global trend. It is true thatdr the last thirty yearsincome and wealthinequality has
been increasing in a majority oOECD countriesBut the pace of change has varied significantly
from country to country. Common explanations for rising inequality include technological change
and globalsation which have impacted all advanced economies. The fact that inequality varies
significantly from country to country means that other factors hawaso been at play. The most
important of which concern government policy on labour market institutiorsycial expenditure
and taxation. Some countries have used policies in these domains to mitigate the effects of
globalisation and technological change on inequalitywhile others have exacerbated gaps
between rich and poor by simultaneously reducingxes a the richand public expenditure on
welfare and servicesthat support to middle and lowrncome earners. The countries with the
highest levels of irquality have alsoweakenedsupport for trade unions, collective bargaining
and minimum wages.

Scott Morrisonsays,0i f you have a go, you wil/| get a goo.
been ohaving a goé for decades and building the
sufficiently in the rewards that stem from this increased productivity. For the t&80 years these

rewards have been monopolised by a small elite of wealthy and powerful people. These trends

are getting worse not betterln just one year, letween 2016 and 2017, the number of Australian

4 The RBA has formhannual inflation target of between 2 % and 3 %. In 2018 the inflation rate (as measured by the CPI)
was just 1.8%.

5 Eryk Bagshaw & David Croteeasurer Josh Frydenberg challenges Labor on inequality, lays out new ecbrofidza Q
Sydney Morning Herald, 15 September 201&s://www.smh.com.au/politics/federal/treasurer -joshfrydenberg
challengeslabor-on-nequalitydaysout-new-economicfocus-20180913 p503hg.html
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billionaires increasedby over 20% from 34 to 43)6. It is this group and their multi-millionaire
friends who fall slightly short of the billionaire categoythat exert excessive political influencen
our countrythrough their ability to control parts of the media and fund lobby groups. This is one
reason why public confidence in our political system and other key institutions is being
undermined

If we areto restore faith in democracy and our political intuitions it is imperative tiemonstrate

that after years of consistent economic growthevery Austalian should be better off.
Unfortunately,that has notbeenthe case In the last three yearawve have seen living standards

fall for working familieswhile there has been a dramatidncreasein the wealth of billionairess.
tisnottheopol itics of envyo6 to seek a fair di strib
productivity.

To maintain robust economic growth and ensure that all Australians prosper from rising
productivity the ACTU is recomending policy reformin the following ares:

- Ensuring that real wages rise in line with national productivity improvements through the
introduction of anew Living Wage, tackling insecure work, restoring penalty rates for
700,000 low paid workers, raising publicsector wages and reform the collective
bargaining system so it can deliver rising living standards

- Making sure everyone pays their fair share of tax includingrporations and the
wealthiest members of our societyThis includes reforms to capital gains, negative
gearing and familytrusts;

- Lifting the very poorest Australians out afire povertyincluding through an increase in
Newstart and an increase in the aged pension for those without adequate
superannuation;

- Increasead expenditure on health and education

- A comprehensive Jobs Bh to reduceunderemployment and unemploymentand,

- Measures to tackleexcessive corporate power.The Banking Royal Commission has
shown the extent of corporate excess and lalareaking. Australia is alsdittered by firms
with oligopoly power in certain sectorsStronger competition policy is requiretb ensure
peopleare not being ripped off by excessive prices.

Boosting the wages of the low paid and middle class makes sound economic sense. In a time of
international economic uncertainty boosting domestic consumption by lower income groups is
desirable. It will provide greater certainty for domestic producers and help lift business
investment out of its recent trough. Balanced growth of this nature will ensure trehployment
growth remains strong. The combination of these political, social and economic achievements
will be reflected in a larger andeinvigorated middle class. The polaation of the last few
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7 New analysis on falling living standards from Associate Professor Ben Phillips, Australian National University, using ABS
Disposable Household income data from the National Accounts, CPI and population growth, 2019.
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billionaire wealth increased by a massive $36 billion to $160 billion in total. This is equivalent to an increase of $100

million a day. The Australian billionaire weailticrease of $36 billion last year is enough to fund about half of the
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decades can be reversed. A more equal Australia will bae that is more harmonious. It will
help slow, and eventually eradicate, recent trend towards extremist politics. A more equal and
inclusive society will help mitigate a wide range of social problems. It will help restore social
mobility and once again dbw Australians to believe they live in a country where everyone gets a
of ai.r gobé

Theeconomiccontext: global prospects heightened uncertainty
and darkening skies

Globally most respected economic institutionsddieve the risk of recession hasncreasedand
some pundits fearo wi nt er P Isis row ewidemtgh@t. economic growth in China, the
engine of the global economyor the last two decades, islowingrapidly. Stimulus measures by
the Chinese authorities will exacerbate already excels® debt levelsand add to vulnerabilities.
Recent gyrations in financial markets anthe inversion of bonds yields in the@ther main global
economic power, the US, indicate that the current economic up-swing has reacheda
conclusion A softlanding may ke possible but many wellplaced observers believedownside
risks have increased® The latest data from both Japan and Germangoint to economic
contractions and the probability of a disorderly Brexit remains highmErging and developing
countries also cotfront a deteriorating economic outlook as commodity prices declinge cost
of borrowing rises sharplyand, despite recent rhetoric from Washington and Beijing,
international trade tensions remain intensel! Economic fearis mounting and because ofvery
high debt levels and limited scope for expansivaonetary policy governments have limited tools
in respondng to these challenges

The gepolitical environment compounds theeconomic risks The two lagest AngleSaxon

countries confrant their deepest political divisionsin a century. Other western countries that

might be expected to shoulder the burden of leadership for liberal, social and democratic
principles - such as France- are increasingly paralged by an increasingly violentmovement

protesting against excessivéncome inequality Germany and several north European countries

also confront profound national political challenges that constrain their ability to act decisively

and preserve global political stability. Meanwhile the number of armed conflicts and the lig

politically extreme national leaders irother parts ofthe world continues to growBecause of

these political constraints there are realistic
coordinated and effective response to a severe globalecomd ¢ s | owdowno.

At home we face a national electionlt is fair to ask what is the best political and economic
strategy to steer Australia through these choppy global waters and maxdendbur owneconomic
growth, shared prosperity and politidastability in the face of theseforeign challenges. A

9 International Monetary Fund, World Economic OutlpBkctober 2018 and discussions at the HWorld Bank Anual
meetings in Bali, October 2018.
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sensible responsemight start by considering policy changes that suppogreater economic self
reliance andslightly more political independencethan has been required over the last 30 or 40
years while maintaining existing alliances and cooperation with regional partners

This paper argues thathese global conditions enhance the desirability of policiedesigned to

reduce incane and wealth inequality Howeverwe can confidently predictthat conservative

politicians will assertnow is not the time to boost wagesnd increase public expenditureand

rather the focus should remain on tax cuts for corporationand the wealthy In fact, as noted

above Josh Frydenberdoreshadowed these arguments whenénsaidonow i s not the t
redistribute the pie but to grow the pié. These arguments hinge on the assertion that high

inequality is required to boost investment, growth and jobs.

This is simplistic nonsenseThe fact is that by sharing economic wedh more fairly we will
accelerate economic growth. This iparticularly true at a time when international demand is
declining and on the domestic front people are starting to cuspending and investment3 A
reduction in income and wealth inequalityin Australia will maximbee our economic growth
potential over the next few years thereby providing scope to maintain high fir¢evels while
ensuringbetter living standardsfor lower and middle income earners. As we will sdgelowthe
ACTUperspective on the relationship between inequality andgrowth is shared by the
International Monetary Fund (IMF), World Bankhe OECD and even some of the richest
capitalists in the world.

From a political perspective the current global environment means we should pkacing a

premium on promoting shared prosperity, cohesive societies and greater integration. This is not

the time to mimic those who want to divide their own natiosand play totheirsecc al | ed O0Obasebod
by exacerbating inequality, attackingmmigrants and denying the urgent need for pragmatic

climate change and energy policies.

This paper will also argue that a wide range of policy tools should be used to reduce inequality
and promote cohesion. By using the widesange of economic instruments theveight placedon

any one particular policy wilremain modest. We thus need tause wage, tax and public
expenditure policies sensibly and pragmatically to reduce inequality and boost growth. This
includes tackling theprimary income distributionby introducing a living waggerestoring penalty
rates, ensuring that casual and precarious workers get a decent incoraed reforming our wage
fixing and industrial relations system.

Ourtax and welfare systems also requirslight adjustments to reflectbest practice in countries
that have achieved high and sustained economic growth without massinereases in inequality.
Ataxation systemthat is mildly progressive, treats all sources of income in a consistent manner
and is fully enforced arerudimentary and fair principles that need to be appliedWe also need
to better utilise public policies and government revenue to provide the best levels of education,
health and social sevices possible, because thesepolicies have a profound impact on
inequality, social inclusion and political stability. Through marginal but simultaneous
adjustments to policies on all these fronts it will be possible to maintain a balanced and

13 ABS Cat 8501.0 Retail Trade, Australia, December 2018



reasonably strong domestic economy as global growth slows and geopolitical uncertainty
increases

Letds not go dowAsweapproadlmmationac an r o
election politicians need to outline theirision to tackle rising
inequality inAustralia

A national election mustbe held at some point in the next few months and nofficial
campaigning has beerunderwayfor some time The Australian people have right to expect
that between now ancelection day allpolitical parties will set out theiwvisionfor the country and
explain the policies they will pursue tdranslate promises intoreality. As partof this process all
major political partiesshould be required to unambiguously declare their viewand proposed
policies regarding income and wealthdistribution; wage gravth; penalty rates and support for
workers in precarious jobsways to promote a balance of power at the workplace that is
conducive to higher productivity and greater equitgublic financial support for health, education
and social servicesand other issues that impact on socid cohesion anda fair society.

Many politicianswill dodge these issuesver the next few months. Alternativethey willattempt
tomovethe O goal post s dtheassuds imrways that suit theireotvn agendaWhen
politicians fail to give comprehensive andorthright responses to critical policy question®ne
must look at their past policy record and the signals they have sdrthrough their statements
and campaignstunts.

Prime MinisterMorrison began his unofficial early election campaighack in November2018.
At that time he began wearing an American styled baseball capand pretended to tour
Queensland ona bus while campaigning about hisso-called achievements.In his words and
deeds, including thoseat the G20 meetinglate last yearin Argentina,our new Prime Minister
made clear his admiration for President TrumpMore importantly in the latter months of 2018
he proposed replicatingsome of themost controversial and dangerous foreign policy decisions
made by the current Americadministration

Morrison hasalso expressed support for a rangefalomestic policies thatreplicate the Trump
agenda This isparticularly true in respect ofregressive tax policies that will benefit millionaires
and multinationals the rejection of any sensible climate change and energy policjessing
immigration to createfear and panic and acceptance or support ofdiscrimination on various
grounds including gender and sexuabrientation. Other key prioritiesof the current Trump
Administrationthat are likely to appeal to a Morrison Government includgismantling legislation
that had made access to health services affordale for the poor and low income earnersthe
introduction of a pay freeze for the public sect@mployees continuedrejection of any increase
in the Federal minimum wage;and, the elimination or reduction ingovernment programs that
help mitigate the saial consequences of massive income and wealth inequixl

The United Stateshas levels of income and wealth inequality that far exceed other advanced
economies. For examplghe top 1% of the income distribution in the USA receive 20 of total



income for the entire country and this is double the OECD averdgd.he distribution of wealth

is far more skewed. The top 1% of the distribution in the USA account for over 40 % of all wealth
compared to an OECD average of less than 20%.Inequality of this magnitude is a major factor
contributing to endemic social and health problems among people in lewand middle income
brackets as well as high levels of crime and violenc&oday the USA is a divided and divisive
nation.

This is not a reord anyone should want temulate in Australia. Howeverthe current Australian
Government isnot just copyingAmerican policies it is also utiing politicaltactics drawndirectly
from the Trump playpook. The tactics beingutilised include exaggeratig achievements,
diverting public attention from critical issuesand attempts at obfuscation It is also evidentthat
a dysfunctional approach to governingour nation has replaced e&idence based policy
development, careful consultation Wwh experts and detailed Cabinet deliberationsinstead
0 ma k+t-up-gnther uaad oOf udgi isthe nevhnermin&anbesralhe parallels with
a White House that has been charactesgd by misinformation, bitter infighting, regular policy
reversds and complete confusion are stark.

Former leader of theLiberal Party, JohnHevsmwar ned abowpitf itdhat Odmamof our
and expressed disagreement with some dhe extreme positions our national Government has

recently adopteds. Former PrimeMinister Turnbull has been evermore forthright about the

dangers that the extreme right of his own Party represent ftire nation. The long list of former

Liberal Party members lining up to run as independents in the forthcoming election urnidees

these concerns about the extreme rightving agenda of thecurrent Government

It is imperative that we do not go any funer down this disastrous routeOn the domestic policy
front Australia has nothing to gain, but a lot to lose, by copying the current United States
Administration inrespect of: tax policy; health, education and social policy; wages policy; and
environmental policies.

While, as a nation,we have a tendency toclosely observe trenddrom the wider world in fields
as diverse as culture, fashion, politics and public policy and sometimes try to replicate these
developments, this is normally implemented in gudicious manner. Most of the timewe borrow
and adapt the best, not the worst, of global trends. In theiorent global environment this sbuld
entail broadening our perspectivewell beyond the USA and carefully considering policies that
other countries have used to promote lower levels ofequality, increased fairness andénclusion
while maintaining robust levels of economic growth and strong labour markets.
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15 Ibid, Figure 1,17, page 52.

16 JohnHewoon O Beware the Trumpification of our politicso, S MH,



International economic institutions, famous academics and even
business leaders support measures to reduce inequality

The OECD recently stated that:

0The financi al crisis revealed the significa
including the assumption that growing the pie is enough to generate improvements in
weltbei ng ®for all .o

The IMF, theWorld Bankand OE® have all advocatedreducing inequalityin order to promote
faster and sustainable economic growthThere is a consensus among these institutions that a
stronger focus on redistribution will enhance growth, not diminish iEorexample the IMF have
stated that:

OWhile some inequality is inevitable in a market based economic system, excessive
inequality can erode social cohesion, lead to political polarization, and ultimately
lower economic growtlgts

The OECD met at Ministerial Level at the end of M20Q18. The Australian Government was
represented by Steven GQobo who at that time wasour Minister for Trade Tourism and

Investment. At that meetingMinister Gobo and his colleagues in theMinisterial Council
endorsed the OOECD Framelwmelkugdgiove PGl owtyhdctTlhins

0 C aamytto those at the top, households at the bottom of the income distribution have
experienced stagnant wages and | ow income gr
growth show that theaccumulation of disadvantages for certain income groups can
have detrimental effects on the prosperity and webieing of all. Large degrees of
inequality weigh on the potential 2f or future

The OECD has undertaken some purtant quantitative analysis and demonstrated that
increases in inequality have a significant negative impact on economic growth after a time lag.
The OECD estimatedthat the rise in inequality over the 20 year period 1982005 in 19
countries knocked 4.7 percentage points off cumulativegrowth in these same countries
between 1990 and 2010.20
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DNR g KE X [ ka Lhtbps:fwww.megdorgfmem/daburients/GVIN-20185-EN.pdj.

See also the Statement of the Chair of the OECD Ministerial Council 2018 which notes that the Ministeciil Cou
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It is not just the key international economicinstitutions that believe thee is a positive
relationship between reduced inequality and growtlEven some of the most famous and wealgh
global businessleaders have recently conceded that income inequality has reachéelvels that
are undesirable and need to be reversed For exampt, Jamie Damond, the Chairman and CEO
of JPMorgan Chase recentlyrote that:

OPeople are disconnected and not benefiting from economic growth. Inequality has
grown. Wages are not rising enoughéé. . Busi ne:
have a respondbility to help those left behindé!

Many academic economistsalso strongly disagree with our Treasuresn inequality. Joseph
Stiglitz wasin Australialate last yearto receive the Sydney Peace Prize. Professor Stiglitz won
the Nobel Prize foreconomics and is a former Chief Economist of the World Bartte had a
simple message for Australia: do not follow the American model. He has argued that:

6é.far from being either necessary or good
tends to lead b weaker economic performane®2

As the IMF concluded:

0é. .if the income share of the top 20 percent
declines over the medium term, suggesting that the benefits do not trickle down. In

contrast, an increase in the income share of the bottom 20 percent (the poos)associated

with higher GDP growth. The poor and the middle class matter the most for growth via a
number of interrelated econé&mic, social, and

One does not requirea Nobel Prize in economicer a career in the IMRo understandthat rising
inequality will depress, not strengthen, economic growtfihere are several channels through
which this relationship works, some operating in the short term and others that may take
decades to be fully felt.

First, in the short term, poorer families need to spend alitheir income to survive and muctof
their expenditure goes towards buying locally produced services and goods, like rent, utilities
and food. This boosts demand and creates income for other people ihe community who in
turn spend their incomes. By comparison those at the top end of the income spectrum use
much bigger proportion of their incomeso either buy expensive foreign made luxury goods
they investin properties, shares andother assets. Consequently particularly at a time when
foreign demand and international trade is going to be heavily constrained it makes sense for
Australia to become more selfeliant and boost domestic consumptionRedistribution of income
from the very rich to the vey poorwill contribute to this objective.

AW YAS 5AY2YS 4. dzaAyS&aa Ydzaid R2 Y2NB (2 KSNowdmieRPE&E S 6K2 KI O

22 Stiglitz XStandard Economics Is Wrong. Inequality and Wmeg Income Kills the Econonifhe rules of the game
can be changed to reverse inequaditytp:/evonomics.com/josephstiglitzinequalityunearnedincome/
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Second, rising inequality has had a profound impact on the financial decisions of households. At
the bottom of the income distribution low wage growth has been associated with a significant
rise in debtto-assets ratios. Rising mortgages and consumer loans which have not been
sufficiently secured mean that the probability of default has increased and the risk of financial
market instability is heightened. Meanwhile among wealthy householdsete was a time wha
savingswere recycled through the financiasystem to provide capital for entrepreneurs wishing
to build factories open new ventures, createinnovative technologiesand generatejobs. This is

far less evident in the economy today.

A much higher proportion ofvealth now goes into unproductive financial transactions rather
than the real economyFor example, in 1998 over 48% of business investment in the USA went
into new strucures like factories and retail outlets plus industrial equipnm. In 2018 the
comparable figure washelow 29%24 Similar trends are evident in other advanced economies
like Australia.In recent year wealth waincreasinglyinvestedin propertyand sharesthat merely
inflate housingand asset priceswithout generatingnew production orgood jobs Increasingly
investments by the wealthy fund sharbuy-back schemes that push up equity prices but do
nothing to increase private infrastructurebuild factoriesor expand the number of retail outlets.
Five multinationalcompanies: Apple, Alphabet, Cisco, Micros@ind Oracle devoted a massive
115 billion dollars to buying back their own stock in the last ye&¥. While the business
investment that still goes towards tangible assets isincreasinglydirected into labour saving
intellectual propertyand technology Thusrising wealth among the eliteincreasinglyfails to
expand the productive base of the economyand encourages Obubblesd in
shares, property and other equitiesThisenhancesthe risk of a financial crisis.

These developments explairwhy rising inequalityover the medium to longer termhas been

closely associated with greater economic instability and shorter gribwspells. Increagd

inequality, and its associated focus on inefficient financial transactionsend to create economic
cycles that h a v e-b a schedacter. The entl esuls of thedebggrations has
beenlower growthover the medium to longer term in most OECD countries.

Third, there are other longer term channels through which inequality weakens growthror
example, bw wages and rising poverty reduce the scope parents have to invest in the education
and developmert of their children. Over time this has a negative impact on our human capital
resources and productivityperformance, which in turn means slower economic growtRising
inequality also undermines trust in governments and other institutions and has led the
backlash against globalization and open international trade.

There are multiple sound economic reasons why we should be adopting policies to reduce
inequality in addition to the very obvious social and political reasons for fostering cohesion rather

than division. The noti on t hat we shoul d, gndiferjet abautc us o n
distributional issues, is complete economic nonsense.
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What does the evidence show aboubhequalityin Australie?

There area range of concepts andmany statistical indicators that can be usedto gauge
inequality of income and wealthMost of the literature and policy debates focus on inequality in:
gross wages and salaries derived from employment; gross income agdjess of sairce; net or
disposableincome which takes into account taxes and governmecash transfers;net income
adjusted to reflect the impacton household consumptiorof government servicedike education
and health that are provide free or are subsidisedwealth inequality; and finally the inequality
between the share of national out going to labour in the form of wages and salaries and that
going to capital through profits.

To get an accurate and comprehensive picturef how a country is managing inequalitpne
needs toreviewthis lengthy list of indicators and review long term trends.

Wageinequality

In recent years average real wage growth in Australias stalled and most workers have not
received the benefits they should have enjoyed from productivity improvementgweverthis
wage criss has not been uniform across the labour market. In general workers on high wages
have enjoyed substantially greatepercentage increass in their real wages compared to those
in the middle and bottom of the wage spectrum. This is reflected in a decoupling between median
wage growth that is the growth in wages applying to the person at the midint of the wage
spectrum and average wage gwth. Consequently wage inequality has expanded significantly.
Over the period 1995 to 2012 the ratio of median to average wages declined by over 3
percentage points. As can be seen from Figure 1 this divergence in wage growth between low
and medium paidworkers on the one hand,and highly paid workerson the other,has been
particularly significant in Australiacompared to other advanced economies. The decoupling
effect in Australia significantly exceedsthe OECD average and is much greater than that
experienced in all west European countries for which the OECD has data.

Figure 1: The ratio of median to average wages has declined OECD countries 1995-2013.
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In late November 2018 the Australian Bureau of Statistics (ABS) released National Accounts
based data thatcoverstrends in the distribution of household income, consumption and wealth
over the period 200304 to 2017-18.26 Figure2 presents data from this urce concerning the
proportion of total compensation paid to employees in 2017/18 acrosse income distribution.
The bar at the far right of Figure2 indicates that 46% of wages, salaries and employer
contributions to superannuation went to the 20% of hseholds who enjoy the highest inconse

in Australia. Atthe other end of the spectrurffar left of Figure2) the poorest 20% of households

in the nation received just 3% of all wages, salaries and super contributions in the last
financial year. The ratimf compensation received by the top 206 compared to the bottom 20%
is16to 1.

Figure 2: Compensation of Employees (COE), share of total compensation
received by households in each quintile of the income distribution, 2017-18.
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Source: ABS, Australian Nationalcéounts: Distribution of Household Income, Consumption and Wealth, 2003/04 to 2017/18,
Chapter 2

Income inequality

Virtually allfamilies have some sources ofmarket income beyond what they receive through

work, albeitthese amounts areusually very minor for thee at the bottom end of the distribution.

This additionalpre-tax and transferincome might be derived fronbank interest,dividends,rents,

the profits of own account workersand a range of other sources. When we take into account

income derived from all sourcesincluding wages and salariesthe share of total income

accruing to those at the top of the distributiofincreases. The new ABS datindicates that those

in highest quintile (top 20%) of the income distribution ec ei ve near |l y hoal f of
0 g r oirca@m@ in Australia. To be precise this elite group accrued 47.5% of all pa& and

transfer income in 2017/ 18.

26 ABS Catalogue Nx204.0.55.01120 November 2018.
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This is only 1.6 percentage points higher than the proportion of employee goensation
accruing to those in the top ondifth of the distribution. This would tend tosuggestthat the
labour market is critical to the debate about inequality and thancome gaps resulting from what
happens at the workplace are highly significant in determining if our society is fairnot. The

| atest OECD Economic Survey of Australia confi

r

m

inequality has risen primarifd ue t o hi gher e2aThen@QECI lsaveihighdighteda | i t y. 0

the expansion in partime and other precarious forms of work as one factor contributing to the
ongoing rise in wage inequality.

The tax and social security systems and public policies in areas like health and education also

playa critical role in determining if we have an inclusive society but these mechanisms will only
be able to achieve this objective if the wage gap between those at the top and bottom of the
spectrum is reasonable. If we do not have ebust wage floor and a wage fixing mechanism
that ensures real wages increase in line with productivitphprovements,the burden on the tax
and welfare systemto deliver a fair societywill be excessive.

Thedata released by the AB$ late 2018 also shows that theproportion of total gross income
going to the top 20% of the distributiorhas remained fairly castant for the last three years.
Politicians and commentators who want to obfuscate and justify tax and welfare policies that will
exacerbate inequality will no doubt higight this outcome.They will assert that inequality has
stopped increasing so there is nothing to worry aboutioweverover a longer period it is evident

that this top quintile has increasedtheir share ofthesec al | ed 0 e & Thairshare afallp i e

gross income is now2.4 percentage pointshigher than it was in2003/04, which is the earliest
year for which data is available from this source.

By comparison in 2017/1.8 those in the bottom quintile of the distribution accounted for a mere
3.6% oftotal income prior to taking into accouhtaxes andgovernmentincome transfers. This
figure decreased from 4.1% in the previous yeddn averagelower incomehouseholds endured
a deterioration in their relative income position in the last yearOver theeight years for which
data is available from this source the share afross ormarket income going to the poorest 20%
of Australian households has fluctuated between 3.3% and 4.1%he ratio of gross income going
to the richest 20 % of households comparetb the poorest 20% of households exceeds 13 to 1
throughout this period

While the income gapsiescribed aboveare shocking and help explairthe pervasive sense of
unfairness in our society, it is longer term trends in inequalignd the gaps between thos at the
very top and bottom of the spectrunthat are most important from both an economic and
fairness perspective. Figure 3 below showsthe share of total incomeheld by those in the top
1% of income distributiorover the last 70 years. It is evident that between the 1950s and early
1980s the share of income accruing to thigich elite diminished albeit with some short term
fluctuations. In the mid-1980s this broad trend was reversed and the share of national @ome
going to the top 1%has been on asharp upward bng term trend since that time

The data used in Figure is from the World Wealth andncome Database. This sourcehows
that the share of total income held by thétop 1% of the income distribution dminished to just

27 OECD, Economic Surveys Australia, December 2018, p 74.
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4.4% in 1981. But over the next three decades the proportion of totAustralianincome held by
this small elite group had more than doubled, reaching 9.1% by 2014 (which is the latesath

available from thissource). Similar trends areevident if one considers a larger section ofiigh

income earners. Tie richest 10% of Australians managed to accrue 23.9% of alitional income
in 1978. By 2014 this groupaccounted for 31.9% of national incomeBased on the most recent
data from this sourceroughly onethird of all income is flowing to ondenth of the population,
whereas forty yearsago this group controlled less than a quarter of total income

As can be seen from Figur& these trends are not constantover timeand the share of ncome

accruing to the richest 1% of the populatiorhas declined on occasions. For example, this
happenedfollowing the global financial crisis in 208 when asset prices fell dramatically for a

short periodbefore recoveringand then moving to muchhigher peaks. Despite theseshort-run
fluctuations the overall trend isclear t he very wealthy are enjoying a
pied that is at | dicetheyhaveghadirthe lhst70yehre. bi gge st

The Government has attempted to oOmove the goal
focusing attention on short run changes in income shares or carefully selecting points in time to
make comparisonsFor example, they will focus on changes in the shaod income belonging to
the elite in 2008 and compare that with the latest data and claim there has been no change in
inequality. Or, as mentioned above, thewill assert that income inequality is not increasing any
further because thee have not been dramatic increasesin the last few yearsBut as explained

in the previous section it is the medium tdonger term changes in income distribution thatare
important and are associated with major structural changes in the econonthat retard
economic growth Over the last forty years the top decile of the distribution has increased their
share of total income from less than a quarter to aroundnethird. This has become a fixed
feature in the economic landscape of Australidhese changes have exacerbatddstability and

led to slower averageeconomic growth ratesby encouraging investment in financial assets
rather than the real economy.
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Figure 3: Increasing income inequality since the rise of neoliberal economic policies

Top 1% fiscal income share, Australia, 1958-2014
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Source: World Wealth and Income Database

Net or disposable income inequality

Our tax andsocial security systemshould help redistribute income and make Australia a more
fair country. There is evidence that our public policies are helping to promote this objective but
only up to a point, and by international standards our policies are not particularly progressive.
Fgure 4 presents data from the AB that shows the distribution oftotal income between
quintiles after taking into account the impact of taxes and cash transfeli&e the aged pension,
Newstart and the family tax benefifthe blue bars) Figure4 also adjusts the resulting disposable
income data to take into @countthe impactofd i n ublia sgréices like health and education
on the welfare of households at different points in the distribution (the green bars).
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Figure 4: Gross and Adjusted Disposable Income - Share of

total, income quintiles, 2017-18
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Source: ABS Cai204.0.55.011 - Australian National Accounts: Distribution of Household Income, Consumption and Wealth, 2003

04 to 2017-18

After taking into account taxes and cash transfers the proportion of total gross disposable
income accusing to those in the top 2% of the distribution declines to 41% (down from 47.5%
of gross national income) and the share going to those in the lowest quiniibereases to 8% (up
from 3.6% of gross national income).

When thedata on disposable incomess then adjustedto take intoaccount the expenditure that
households at different points along the income distribution would need to spend on public
services like education and health if these items were not provided by governments one gets

another important indicator of inequalitytt a t

t he

ABS has

ter med

oadj ust e

(the green bars in Figurel). This brings the share of total income accruing to those in the top
guintile down to 35% and boosts the share going to those in the lowest quintile up to 11%. A
number of authors have reviewed this same data and underlined the critical importance of these
government services in reducing the vast gaps in living standards between rich and poor in

Australiaz8

Rather than just looking at what proportion of total income goes to thep 20% or 1% of the
population, there are other statistical indicators that attempt to measure the dispersion of
incomes across the entire population. The swalled Gini coefficient is one such indicator, with

higher values indicating greater incoméequality. kgure 5 depicts trends in the Gii indicator

for disposable incomes iMustralia, Canada and the USA over the last qter of a century. This

28 |bid.
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indicator takes into account both the secalled market incomes that people receive from wages,

salaries and other sources plus the impact of taxes and transfers they might receive fromithe

governmens, but not the o0in KkindA®é.Iniakthreeccountrgeditisg ov er n me
evident that short term fluctuationsoccur in the Gini coefficientbut the medium to longer term

trends are towards widening inequality. It is also evident that income inequality is sfgrantly

greater in the USA tha in either Australia or Canadalt is clear that Canada and Australia had

comparable leves of incomeinequality in the early to mid2000s, but more recentlyCanada has

done a far betterjob in preventing income inequality from increasing.

Figure 5: OECD says Inequality is rising in Australia
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Source: OECD Economic Survey of Australia, March 2017

By OECD standards Canada does not have a particularly progresshame tax system or

generous social security systenit should be disconcerting that Australia has failed to match the
achievements ofCanada since the early to mi@000s. If we compare the income redistribution

system in Australia with most wesEuropean countries it becoms apparent that our tax and

social security systems are failing to provide the degree of support to low income groups that is

required to generate an inclusive and fair societyFigure 6 shows the Gini coefficient of

disposable income for a large number of OECD countries. The coefficient for Australia is
significantly above the OECD average aso well abovethat applying inthe vast majority of

European countries. Canada is in line with the OECD averagedrawing comparisonsetween
Australia and Canada O6&wet earrrei bnloyt hsiegtht.i ng o0t he bar
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Figure 6: Gini coefficient of disposable income
Total population, OECD countries, 2016 or latest, 2010 and 2007
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Wealth nequality

Due to very rapid increases in the value of homes, investment properties, shares and other
assets held by the rich, wealth inequalitys significantly greaterthan income inequality.It is
common among the wealthy elite in Australia to have a muditiillion dollar home, several
investment properties, and a large portfolio of shares, bonds and other assefe extremely
wealthy may also store their assets in precious metals, antiques, paintings and similar forms
that appreciate over time. Some of these as$g may generate a regular flow of income which
is reflected in data on income inequality, others do noOver time all these assetstend to
increase in value (capital gainsyvhich contributes towealth inequality At the other end of the
incomespectrum many young Australiands are struggl:
to move back in with their parentswhile older persons without adequate superannuation and
those relying on social benefits to survivare highly unlikely to haveassets that appreciate in
value. This is reflected in Figur& below which indicates that just over 60% of all net worth in
Australia is held by those in the highest wealth quintile while those in the bottom quintile hold
just 1% of net wealth.
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Figure 7: Share of net worth held by households in different quintiles of
the distribution
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Source ABSCat5204.0.55.011 Australian National Accounts: Distribution of Household Income, Consumption and
Wealth, 200204 to 201718

Figure 8 shows the distribution of some key assets that contribution to wealth inequality. It is
evident that the top quntile control well over 80% of all shares and other equities held by
households in Australia and they all own around 60%f all currency, bank deposits,
superannuation and insurance reservedt is evident from Figure8 that the remaining 80% of
Australianhouseholds have limited financial assetsWhile it comes as no surprise to find that
those in the bottom quintile of the distribution have limited financial assets it is more surprising

to see the relatively | ow sharmré¢ r avhichfrétiosernc i a l
the second, third and fourth quintiles of the distribution.
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Figure 8: Financial assets- share of total, net worth quintiles, 2017-18
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Table 1.Changes of net wealth at different points of distribution

Selected OECD countries, between 2006 and 2016 or latest, annual percentage change

23?;?{'2 g/llij?:ltlit:;hree Top quintiles [ Top 10% | Top 5%
Australia 0.9 0.2 -25 -0.1 11 11 0.8
Canada 3.2 35 4.4 34 3.1 2.9 2.6
us 0.7 -3.3 -9.9 -3.2 1.3 1.6 1.6
Source: OECD, 0The Framework for p,abled.ypaged®hi on on inclusive

Table 1 contains information that allows us to examine more closeigalth inequality trends in
Australia compared to the USA and Canada since the r2d00s. The figuresin this Table were
compiled by the OECRANd indicate that between 2005 and 2016 peoplein the bottom quintile

(the bottom 20%)of the distribution in Canada had a 4.4% annual average increase in their net

wealth. This is a very substantial improvement for the poorest segment of societyver roughly
the same period (2006 to 2014) the OECDdata show that the bottom quintile in Australia

suffered a 2.5% annual average decline in their net wealth. The comparable group in the USA

suffered a massive 9.9% annual average decline in their net wealffne poorest section of the

population in Canadahad a substantial improvement in their economic welfare and living
standards in the last decade while the same group in Australia went backwards, and those in

the USA were reversing at top speed.
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Table 1 also shows that in Australia the middle three quitgs (the middle 60%) of the
distribution suffered a small annual decline in their net wealth while there was rougtayl%
annual increase in the net wealth of those in the top 20% or 10% of the distributidn.aggregate
there was a significant increasen wealth inequality over this decade in Australia. Interestingly
the opposite occurred in Canada.ln Canada people at all points along the distribution had
greater increases in their wealth than the comparable group in Australia but the increases were
highest for the poorest segments ofCanadian society and the rate of increase gradually
decelerated as one moved up the wealth ladder. The OECD have suggested that the narrowing
of the gap between rich and poor in Canada was in part the result of the strqmgrformance by
young people who improved their relative position whereas in Australia growing disparities
between young and older peopléartlyrelated to ownership of real estate that was appreciating
rapidly) ledto the widening in inequality?®

The measurement of income and particularly wealth inequality is extremely difficult and a

number of independent organisations have devoted considerable resources to developing
accurate estimates3 The data derived from different sources is not completelygsistent but

Figure 9: Australian Wealth Distribution 2017
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the general pcture that emerges is very similarAttention has rightly focused on inequality
between the very elite, such as the top 1% of the distribution and the remainder of the
population. For examplePxfamproduced theinformation in FHgure 8 using Credit Suissalata
for 2017 to highlight the wealth distribution in Australia.

Figure 9 suggests that over 52% of all wealth is controlled by those in the top 10% of the
distribution and those in the top 1% of the distribution account fa massive 23% of all wealth

in Australi&!. According to this sourcenearly a quarter of all wealth in the nation is in the hands
of just 1% of our populationThe report by Oxfam also showetiat the wealth sharefor those in

the bottom half of the distrbution has been decliningalmost continuously over the past two
decades while the share of wealth held by the top 1% has grown steadily over the same period
with some slight dips followed by a rapid recoveris can be seen from Figur&0 the wealthgap
between the top 1% and the bottom 50% of the distributiowas greaterin 2017 than at any
time over this20 year period.

Figure 10: Wealth share held by the top 1% v bottom 50% over time
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m——=_ Bottom 50%

Source:Oxfam Australianinequality Factsheet2018, compiledusing Credit Suisse data from their Global Wealth Report

31 source Oxfam Australian, Inequality Factsheet, 2018, compiled using Credit Suisse data from their Global Wealth Report.
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Inequality between capital and labour

Another important guide to trends in inequality are measures that show the proportion of total
output (GDP) that goes to labour in the form of wages and salaries and that which goes to
capital in the form of profits.In early 2018 the ABS used theiNational Accounts data base to
produced the nformation contained in Figure 1 which shows the labour share of outpuh a
dozen selected industriesThe ABS had the following to say about their own analysis:

oConsistent with the general global trend,
the past two decades in Australia. There was a steady decline through the late 1990s

and early 2000s, which was temporarily disrupted by the effect of the global finaalkc

crisis on company profits in 200708. In recent years, the labour income share has

been relatively volatile during a period of large movements in commodity prices that

al so affect company profits. o

Figure 11: Aggregate Labour Income Shares between 1997-98 and 2016-17

= 16 Market Sector industries

Source: ABS, O0Trends i rusttrtad ilaadho (WCrati Meaman@&E0a r0e 5i5n 04 2

The ABS noted that the labour share of output has declined in many countries in the last two
decades. Howeer as can be seen from Figure 2 this is not the case in all OECD countries. It is
also evident thatdecline in the wage share in Australia is much greater than the OECD average
and on par with the decline in the USA. It is notable that over the last two decades that wage
share in New Zealand increased by roughly 5 percentage points while it declinedabgut the
same amount in Australia.
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Source: OECD 6The Framework for Policy Action on Inclusive Growth©

Occupational Soci al Mobility: Australiads entre

Despite all the rhetoric aboutAustraliabei ng a country in which everyo:
evidence suggests otherwise. The children of families the bottom of the income ladder have

little chance of moving upwardAustralia is in the two worst countries in the OECD in respect of

occupational mobility. Almost half of children of manual workers remain manual workers

themselves, and only 12% become managerd his compares to 37% and 24% respectively in

the OECOsee figure ¥4 and 15). 32 The OECIhas suggested thathe low completion rate for

VET certificates has played a rthe@ECDhasAustrali ab
reported that taking into account earnings mobty from one generation to thenext as well as

the level of income inequality in Australia, it could take 4 generatis of children born in a

family at the bottom of the income distribution to reach the mean income

This has harmful economic, social and polital consequences. Lack of generational mobility
means thatmany of the most talented young Australians are dead the opportunity to fulfil

their potential. This is devastating for the individual and also bad for the economy as it lowers
productivity potential economic growthMoreover recent studies by the OECD reveal thhere

is a substantial risk foryoung peple frommiddle-income households to slide into low income
and poverty over their lifetimes4
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https://www.abc.net.au/news/inga-ting/8749946
https://www.abc.net.au/news/inga-ting/8749946
https://www.abc.net.au/news/ri-liu/8748060
https://www.abc.net.au/news/nathanael-scott/8748130
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