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This chapter examines some remaining distributional issues. It touches on these issues for completeness rather than to provide a thorough examination. 

Chapter 2 reported analysis which suggests that: 

· there has been an increase in inequality in market incomes in the 1990s;

· the tax and welfare system has had an effect in largely offsetting the increase in market income inequality; and

· taking account of all sources of income, tax and welfare payments, there has been little change in overall income distribution — although middle income earners have not fared as well as those at the bottom and the top of the income distribution.

Figure 
5.1 outlines different aspects of income distribution. It provides a framework for the issues examined in this chapter.

Chapter 4 examined the distribution of income at a broad level (the first level of figure 
5.1) and found the income gains of the 1990s were shared evenly between labour and capital.

An even distribution of income between labour and capital, on the one hand, and an increase in market income inequality, on the other hand, means that the distribution of labour and capital income to individuals and households must have been uneven. For example, there may have been increased divergence in earnings and the distribution of dividends. 

This chapter briefly examines the aspects of distribution that are shaded in figure 
5.1. It looks at readily available information on the distribution of labour earnings and the distribution of capital income. The chapter also reports the distribution of income to two other major groups — governments and foreigners. It also touches on an additional element of distribution not shown in figure 
5.1 — the observed differences in the experience of rural and urban areas. Following on from the previous chapter, some passing consideration is given to any influences that productivity growth may have had. 

Details supporting the review presented in this chapter are reported in appendix D.

Figure 5
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Concepts of income commonly used in the analysis of income distribution
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a(Indirect benefits are received from the use of government-provided or subsidised services, such as health care and education.
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Trends in earnings distribution 

The dispersion of earnings can be influenced by the dispersion of the wages paid to different jobs or a change in the distribution of jobs, for example growth in jobs with higher wages, causing the movement of people into the higher income groups (Norris and Mclean 1999). Recent research into possible causes of increased earnings dispersion have focused on mechanisms such as skill biased technological change, which can shift the employment opportunities towards members of the workforce with particular skills, and trade-related structural change, which can result in shifts in employment opportunities across industries. Also, there have been recent changes in the method of wage determination, which has evolved from a centralised system toward an enterprise-based system. These changes could have brought greater flexibility in wage determination, that could widen wage dispersion, depending on demand conditions and/or productivity performance, without the flow-on effects to other firms. 

Table 5
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Distribution of earnings for full-time adult non-managerial workers, 1980 to 1998

Earnings as a percentage of median earnings

	
	Lowest decile
	Highest decile

	Males
	
	

	1980
	73.8
	150.4

	1990
	69.5
	156.3

	1998
	65.5
	162.6

	Females
	
	

	1980
	81.8
	142.8

	1990
	74.9
	147.6

	1998
	71.8
	150.4


Source: Norris and Mclean (1999).

The available evidence does suggest that there has been increasing earnings inequality across individuals in the 1990s, similar to that experienced in the 1980s. Research by Norris and Mclean (1999) found evidence of increasing earnings inequality in Australia during the 1990s, for both male and female full-time (non-managerial) workers (table 
5.1). This increase appeared to be a continuation of increases in earnings inequality during the 1980s, and was at a similar rate. 

The increased inequality in earnings may be the result of change in the structure of employment, more than changes in relative wages. As identified by de Laine, Laplagne and Stone (2000), high-skilled white collar employment grew by around 12 per cent between 1986 and 1998, and the wage bill share of high-skilled white collar workers by 14 per cent in the same period.

In terms of family earnings, research by the National Centre of Social and Economic Modelling (NATSEM 2000) reports that, for the period 1982 to 1996-97, families in the top four income deciles experienced increased real wage income. In the same period, there was a decline in wage income in the middle income groups. The lowest income decile actually experienced growth in real wage income over the period, though not as significant in dollar terms, as the wages growth in the highest deciles. 

There is some evidence to suggest that, in Australia, chief executive officer salaries are increasing at a higher rate than average earnings. Kryger (1999) reports that between 1988 and 1998 salaries of chief executive officers increased by 112 per cent, compared with an increase of 51 per cent for average earnings. However, this affects a relatively small group. 

At a broad level, changes in relative wages between skill groups have not been significant (appendix D). Nevertheless, there may have been increased earnings inequality within skill and occupational groups. Wooden (2000b) suggests that the introduction of enterprise bargaining may have contributed to increased wage dispersion within occupations.

In terms of the distribution of wages between industries, as indicated in chapter 4, there has been little industry variation in wage growth, even with marked industry productivity differentials. 
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Trends in distribution of capital income

The capital share of total income remained steady during the 1980s and 1990s, as identified in the previous chapter. Looking at this result in more detail, what can be said about the distribution of this capital share? In this section, trends in the distribution of capital income over the 1980s and 1990s are examined.

Share ownership

As noted in chapter 2, there has been an increase in the proportion of Australian adults owning shares, from 9.2 per cent of the adult population in 1986 to 53.7 per cent in 1999. The fact that over half of adult Australians now either directly or indirectly own shares indicates a wider distribution of capital income through dividend payments in the late 1980s and 1990s. 

However, although the proportion of Australian adults owning shares has increased, share ownership is still highly concentrated. According to Access Economics (1998), the top 10 per cent of income units still held 90 per cent of total shares held directly by private investors in 1998. Further, of this 90 per cent, the top 1 per cent of income units held almost two-thirds. 

Foreign capital

The 1980s and 1990s saw the easing of restrictions on the flow of capital into and out of the country. The move to an open economy encouraged domestic producers to specialise, to export and to take advantage of possible economies of scale. A more open economy is also considered to have facilitated the productivity improvements experienced in the 1990s (PC 1999b).

The easing of restrictions on capital movements facilitated an increased inflow of foreign capital. Foreigners now earn a significant proportion of capital income generated in Australia. Australia relies heavily on foreign capital for development, and the inflow of capital from overseas does have significant benefits. Foreign capital often brings with it technology and expertise and plays an important role in the development of infrastructure that may help to boost the productive capacity of the economy (PC 1999b).

Foreign capital needs to be serviced through dividend and interest payments. The outflow of capital income grew by an average of 2.1 per cent a year in real terms in the 1990s. This compares with average annual growth of 14.0 per cent in the 1980s. 

These results indicate that foreigners did not repatriate a greater share of the 1990s income gains.
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The government sector

Governments influence the distribution of income in the economy through the tax and transfer system. Redistribution activities take the form of transfer payments, such as pensions, allowances and benefits. Health, education and other social programs also influence income distribution over the long term. Government health and education expenditure are examined in appendix A.

Revenue

Productivity improvements in the 1990s have resulted in increased incomes. All other things equal, this generates more tax revenue for governments which can be channelled in various ways, including better social infrastructure and income support.

During the 1990s, revenue as a percentage of GDP did not vary greatly, with the highest level of 33.2 per cent in 1996-97 and the lowest level of 29.7 per cent in 1992-93 (appendix D). The lack of variation in government revenue as a percentage of GDP over the 1990s indicates that governments have shared in the income gains of the 1990s.

Tax and transfer payments

Government transfers typically take the form of income support payments. Income support payments as a percentage of GDP fell consistently during the 1980s — from 6.8 per cent in 1984 to a low of 5.4 per cent in 1989. Payments rose to 7.7 per cent of GDP in the mid-1990s before falling to 7.1 per cent by 1998. An increase or decrease in income support payments can be influenced by a number of factors, such as the prevailing economic conditions (for example, changes to the number of unemployed persons), changes to eligibility requirements for payments and the demographic make-up of the population (such as the number of elderly and families with dependent children).

Data on government cash transfers received at the family level give an indication of the distribution of payments (NATSEM 2000). As detailed in appendix D, at the family level, government cash transfers increased in real terms for all but the top two income deciles between 1982 and 1996-97. This, coupled with the progressive nature of the income tax system, offset the real decline in private income experienced by most of the middle and lower income deciles.
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Trends in rural and urban distribution

The relative wellbeing of Australia’s rural and urban communities is an aspect of distribution which does not fit neatly into the flowchart in figure 5.1. However, it is an aspect of distribution which is attracting an increasing amount of attention in the community. There are several issues that influence the wellbeing of regions, including access to services, the viability of townships and the prevailing economic conditions. However, this section focuses on the economic indicators, income and employment, with an emphasis on changes in the relativities between rural and urban areas in the 1990s compared with the 1980s. Discussion of some other factors, including provision of services and prices, is provided in appendix D.

Diversity across non-metropolitan regions in the 1990s
 is illustrated by income and unemployment data. Those regions dominated by the mining industry, and regions in the States experiencing relatively high economic growth, Western Australia and Queensland, tended to experience income growth relative to the national average and faster declines in unemployment rates. In contrast, other non-metropolitan regions, such as some of those in New South Wales and Victoria, experienced relative declines in income and slower declines in unemployment rates. The majority of non-metropolitan regions — 32 of 50 statistical divisions — experienced higher income growth relative to the national average. The unemployment rate fell in a majority of regions. Over the same period, 6 of 8 capital cities experienced falls in average income relative to the national average, but relatively faster declines in unemployment rates than the average for non-metropolitan regions.

In contrast, during the 1980s, the trend was towards increasing unemployment rates in all regions, and a relative income decline in a majority of regions. The average rise in unemployment rates in metropolitan regions was slightly higher than the average rise in the non-metropolitan regions, but from a lower initial rate. The average income of 6 of the 8 capital cities rose relative to the national average, but in virtually all non-metropolitan regions relative income declined.

Analysis of the readily available data does not give a clear indication that there has been an increasing divergence between metropolitan and non-metropolitan regions. Rather, the data indicate that there is significant variation in the economic experience across non-metropolitan regions. Factors such as the performance of industry in the region, and differences across States, appear to have significantly influenced the economic experience of regions in the 1990s. Also, there has been a significant change in the distribution of wellbeing within regions, with the growth of large regional centres at the expense of smaller towns. 
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Assessment

From the brief review undertaken in this chapter, it appears that there has been a widening in the earnings distribution during the 1990s, though at a similar rate to that experienced in the 1980s. In terms of capital income, there has been a more even distribution of share ownership. However, whilst foreign income from capital increased marginally, this was at a much slower rate than that of the 1980s. Distributional changes between urban and rural regions remain mixed, with no clear universal trend evident. 

� Amongst the less skilled occupations, employment growth has been variable. Some low-skilled white collar occupations have had relatively high employment growth while other occupations, such as tradespersons, have had relatively low growth. In aggregate, employment growth for less skilled occupations has been lower than that of high-skilled white collar occupations (see, for example, Cully 1999). However, even in those low-skilled occupations with relatively high growth, the recent increase in part-time employment lowers the relative growth in employment in terms of hours worked (Wooden 2000a).


� Census data are used in this section. The examination of the 1990s is therefore a comparison of 1991 and 1996. For the 1980s, 1981 and 1991 are examined. These periods will obviously be affected by the business cycle.
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