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Introduction

One of the most brutal tests of national identity was described by Gavan Daws in his study of prisoners of war.1 Looking at men who were ‘barely functioning skeletons’, beaten by their Japanese captors, weighing less than forty kilograms and surviving on less than a thousand calories a day, Daws imagined that national character would disappear.

Not so, he discovered. Among captured soldiers in World War II, Daws observed clear national patterns:


The Americans were the great individualists of the camps, the capitalists, the cowboys, the gangsters. The British hung on to their class structure like bulldogs, for grim death. The Australians kept trying to construct little male-bonded welfare states. [Unlike Americans] Australians could not imagine doing men to death by charging interest on something as basic to life as rice. That was blood-sucking; it was murder. Within little tribes of Australian enlisted men, rice went back and forth all the time, but this was not trading in commodities futures, it was sharing, it was Australian tribalism.




Tom Uren, a prisoner of war who went on to serve in parliament, talked in his first speech about the difference between the Australian and British troops working on the Thai–Burma railway.2 The Australians, under the command of ‘Weary’ Dunlop, mostly pooled their allowances from the Japanese (officers received more than other men). They lived ‘by the principle of the fit looking after the sick, the young looking after the old, the rich looking after the poor’. By contrast, the British each kept their own allowance and divided up their tents according to rank. When the wet season came, cholera and dysentery killed all but twenty-five of the four hundred British men. As Uren put it, only a creek separated the camps, but it was the difference between equitable sharing and the law of the jungle.

Even the Australian military, one of our most hierarchical institutions, is infused with the nation’s egalitarian spirit. Indeed, it has been suggested that this is one reason our forces are such effective peacekeepers. When the United Nations intervened in Somalia in the 1990s, Australian troops were more inclined to go on foot patrols than the French and US forces, who tended to stay in jeeps and behind sandbags. As a result, our troops were more likely to listen to local townspeople rather than just hearing the views of tribal leaders. This in turn made them more effective at solving local disputes. It was, as one account put it, ‘an example of the traditional Australian sympathy for the underdog being put to very good use’.3

Egalitarianism goes deep in the Australian character.4 Most of us don’t like tipping. There aren’t private areas on our beaches – getting a perfect spot on the golden sand depends on when you arrive. Audiences don’t typically stand when the prime minister enters the room. When, as a federal member of parliament, I move around my electorate, my constituents will happily bail me up at the supermarket and swimming pool, the local café and running events. If a plumber drops around to fix the toilet, we’ll offer them a cuppa. In Australia, it’s quite normal to sit in the front seat of a taxi, but try the same thing in the United States and you’ll soon find yourself dealing with a flustered cabbie.5

In January 1994, Los Angeles was hit by an earthquake and parts of Sydney were burned by bushfires. In the United States, the result was a tent city. In Australia, neighbours opened their homes to one another, with not a tent to be seen. Tim Flannery wrote, ‘For the people of places like [the Sydney suburb] Jannali, the prospect of a tent city housing their neighbours would have been a deep insult to their sense of mateship. They would have done anything in order to avoid it.’6 When Hurricane Katrina hit the United States, thousands were left stranded by the disaster. But not since the Great Depression has a crisis left large numbers of Australians living in shanty towns when other accommodation was available.

Our language has egalitarian cues. The word ‘mate’ is a universal leveller. I will say, ‘Thanks, mate’ to a cabinet minister and a bus driver – sometimes in the same day. The word ‘sir’ is now going out of fashion in the United States and the United Kingdom; but for at least two generations, Australians have used it only as a form of politeness, not deference.7 In 2014, when the prime minister Tony Abbott reintroduced knights and dames, he was greeted with guffaws, and the decision was reversed the next year. Australians didn’t want to start calling people ‘sir’ and ‘madam’. The only knight I’ve ever known is one I thought of as a mate: my co-author on inequality Sir Tony Atkinson, whom you’ll meet in the coming pages. The first governor of the Reserve Bank of Australia was called ‘Nugget’, and one of our billionaires is frequently referred to as ‘Twiggy’.8 If Jerome Powell and Elon Musk have similarly downmarket nicknames, they’re keeping them extremely quiet.

Yet an egalitarian spirit is no guarantee of true equality. Indeed, as the nineteenth-century political philosopher Alexis de Tocqueville suggested, ‘When inequality of conditions is the common law of society, the most marked inequalities do not strike the eye; when everything is nearly on the same level, the slightest are marked enough to hurt it.’9 Tocqueville’s point is that sometimes people in equal societies worry too much about inequality, while those in unequal societies worry too little about inequality. Put another way, just because we call each other ‘mate’ doesn’t mean we have an equal distribution of incomes.

An important goal for policymakers is to ensure that economic gains are broadly shared across the community. Yet since the early 1980s, Australian inequality has increased significantly. That’s true regardless of what measure we use. If we look at pay packets, the gap between the highest earners and the lowest earners has grown. If we look at total income (including investments in property and shares), inequality between the top income and bottom income groups has increased. And if we look at wealth, summing up the value of each household’s assets – cars, homes, investments and the rest – then we see that the inequality gap between the richest and poorest has widened.

To see the full extent of inequality today, imagine that we conducted a parade of Australians, in which each person’s height reflected their wealth. Suppose the parade lasted an hour, in which time all Australians walked past. In this parade, the average wealth would be represented by a person of average height. What would such a parade look like?10

The parade would begin with the subterranean people – those whose debts exceed their assets. They might tell an accountant that they are underwater, and they appear underground because they literally have negative net worth. Credit-card debt and payday loans are the reality for some living on the brink.

After a minute or so, people are above ground, but only barely. For about ten minutes, it is more like watching a parade of insects. Everyone is less than 10 centimetres tall. We are seeing people who have an old car and a few bucks in the bank, but no substantial superannuation savings and no property. Fifteen minutes in, and people are just 20 centimetres tall. They might work in fast food, childcare or as farm hands. They are more likely to live in outer-suburban or regional Australia.

At the half-hour mark, the people filing past are only 80 centimetres tall. The average household wealth in Australia is $1.5 million, but it takes until minute forty-three to see someone of average height. That’s because wealth is massively skewed, with someone at the ninetieth percentile having sixty times more assets than someone at the tenth percentile. For most of the hour, the wealth parade resembles a parade of dwarves.

After we see average-height people, heights begin to soar. In reality, the tallest living person is a Turkish man who, at 2.5 metres, is too tall to play basketball. In the wealth parade, such giants appear at minute fifty-one. The rich cast shadows over the impoverished. In minute fifty-six, people in the parade are 4 metres tall, with household incomes of over $3 million.

Towards the end of the parade, things start to get wild. With one minute to go, people are 7 metres high. They have multiple investment properties and complicated share portfolios, and can afford to collect cars, art and jewellery. With half a minute to go, people are 10 metres high. Their household wealth is $9 million, almost the average house price in Australia’s most expensive suburb, Bellevue Hill. We are entering the world of the super-rich, some of whom hold assets offshore, stashing cash in ‘vulture funds’ and ‘opportunistic investment funds’.

In the final milliseconds of the parade, Australia’s billionaires flash past. Their heads are literally in the clouds. The shortest billionaire is a kilometre high. The tenth-richest Australian is 16 kilometres tall – nearly twice as high as Mount Everest. At the very end comes Gina Rinehart, Australia’s richest person. She is over 46 kilometres tall.


Jan Pen, a Dutch economist, invented the parade to remind us that the distribution of wealth is very different from the distribution of physical traits. We are quite similar to one another in size, looks and physical prowess, but our economic resources are vastly different.

‘The rich are different from you and me,’ said an awestruck F. Scott Fitzgerald.11 ‘Yes,’ replied the laconic Hemingway, ‘they have more money.’ Australia’s first billionaires arrived in 1987, with Robert Holmes à Court and Kerry Packer vaulting past the billion-dollar mark.12 In 2024, there were 150 billionaires in Australia.

Should we care? To see if you regard inequality as important, take this test. The pictures below show Australia’s wealth divided into five pieces. Suppose that you had an equal chance of being in any of the five slices. Would you prefer Distribution I (where the richest fifth have 54 per cent of the wealth), or Distribution II (where they have 63 per cent)?


Figure 1: Which wealth distribution would you choose?
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If you’re like most people, you will opt for Distribution I. Not knowing where you might end up, you’re behind what the Harvard philosopher John Rawls famously called the ‘veil of ignorance’. This reminds me of the way my parents would divide up a piece of dessert between my brother Tim and me. If I got to cut, Tim got to choose. And here the result is the same: if you have to choose how to cut the pie without knowing which piece you’ll get, you’re likely to choose a fairer distribution. Oh, and in case you’re curious, Distribution I shows how Australia’s wealth was distributed in the mid-1960s. Distribution II shows how it is distributed today.13

Inequality isn’t just to do with fairness – it also concerns how society can work most effectively. As rich and poor stretch further apart, the social fabric threatens to tear. This point was made most memorably by the British prime minister Benjamin Disraeli in his 1845 novel Sybil. Writing in a class-riven age, he described the affluent and the disadvantaged as being


two nations; between whom there is no intercourse and no sympathy; who are as ignorant of each other’s habits and thoughts, and feelings, as if they were dwellers in different zones, or inhabitants of different planets; who are formed by a different breeding; are fed by a different food, are ordered by different manners, and are not governed by the same laws.




The data bear out Disraeli’s analysis. At the end of the nineteenth century, Britain was one of the most unequal nations in world history, with the top 1 per cent owning more than two-thirds of all wealth.14 Today, that mantle has moved across the Atlantic Ocean to the United States. Life there has many admirable aspects, but rising inequality has begun to drive a wedge into the heart of US society. Wealthy Americans are increasingly opting to develop inefficient private workarounds for things that used to be publicly provided.15

When they’re sick, some of the US super-rich turn to ‘concierge medicine’, which provides home visits and immediate access to specialists. Fearing crime, they may move to a gated estate, such as Florida’s Indian Creek Island, accessible only via a well-guarded bridge to the mainland, and home to multiple billionaires.16 If public libraries close, the rich can afford to buy their books and magazines. If there isn’t an accessible public park, the rich can enjoy a nature walk by joining a private golf club. If local sporting facilities are inadequate, the richest can install a home gym or build a private swimming pool. And if the electricity grid goes down, the most affluent can switch to a backup generator.

In 2004, Democratic presidential hopeful John Edwards gave one of the best stump speeches of modern times, concerning the ‘two Americas’. Like Disraeli, Edwards emphasised that splitting the country wasn’t just bad for the poor; in the long run it would also hurt the rich.

In my work as a member of parliament, I’ll occasionally meet people who find it hard to believe that any family could get by without a six-figure income, multiple cars, and children in private schools. From the outset, I know I’ll have a tough time persuading them that they and their friends aren’t typical. I don’t begrudge them their affluence, but I worry at how little they empathise with how other people really live. Half of Australian households have an annual pre-tax income below $112,000. One in five households has an annual pre-tax income below $50,000.17 In Double Bay (NSW), Toorak (Vic.) and Cottesloe (WA), average incomes are at least five times higher than in Elizabeth Park (SA), Broadmeadows (Vic.) and Myall Creek (NSW).18

Mining magnate Gina Rinehart, too, has sometimes seemed out of touch with her homeland. In a video message, she called on Australians to ‘Do something to make more money yourself – spend less time drinking or smoking and socialising, and more time working’.19 She has bemoaned the fact that Australia has to compete with Africa, where workers earn $2 a day, and called for a special economic zone around the Pilbara, with lower labour and environmental standards.20 Doubtless Rinehart works hard, but few Australians have had a private plane at their disposal since childhood. And in the wake of Rio Tinto’s destruction of the 46,000-year-old Juukan Gorge rock-shelters, few people are clamouring for lower environmental standards in the Pilbara.

One of the issues I’ll discuss in this book is how the very rich make their money. Are they benefiting from hard work or a breakthrough innovation? Or are they earning what economists call ‘rents’: profits that are well above the cost of production, flowing from having monopoly power or some form of exclusivity?

Making this distinction isn’t always easy, but one way to see it is to compare Gina Rinehart with her father, Lang Hancock.21 At the time of his death in 1992, Hancock was worth $150 million.22 In the 2024 rich list, Rinehart was worth $40.6 billion. Is Rinehart really 270 times more ingenious than her father? Not by her own account. She once said that ‘Lang Hancock was the first person to observe and realise that in fact Australia could supply the total world consumption of iron ore’.23 (Others have disputed the claim he was first, but I’ll let it stand.) In explaining the vast wealth difference between Hancock and Rinehart, it’s hard to ignore the substantial increase in the world iron ore price since 1992, delivering economic rents to Rinehart that her father could only have dreamed of.

For their part, the poor can often struggle just to get by. Poverty affects your life in myriad ways, from the very small to the very large. For example, if your household income exceeds $80,000, you’re likely to be missing an average of three teeth due to tooth decay. But if your household income is below $20,000, you’re likely to be missing ten teeth due to tooth decay. As a result, the poor have seven fewer teeth than the rich – an income gap that shows with every smile.24 People in poverty are also twice as likely to have skipped meals or pawned something, and likelier to report being depressed, nervous or lonely.25

One of the most significant differences is in life expectancy. In a study conducted with the public health researcher Philip Clarke, I found that those in the richest fifth of the population could expect to live, on average, six years longer than those in the poorest fifth.26 That’s six more years that the rich have to travel, chat with friends, catch up on great movies and enjoy good food. Just by dint of being more affluent, the rich get six more birthdays with their grandchildren than the poor.27 (In Chapter 5, I’ll discuss the trickier question of whether other people’s income also affects your health.)

In the table below, I’ve crunched data from recent surveys, splitting the sample into three groups based on household income, and comparing outcomes on a range of measures.28 High-income adults are more than twice as likely to be employed and almost twice as likely to be partnered. The rich are more likely to be happy, have slightly better mental health and have much better physical health. By contrast, the poor are more likely to have experienced pain, to have been seriously ill or injured recently, or to have been a victim of violence. The poor are also more likely to have been to jail or have had a close family member jailed. This reflects the over-representation of poorer Australians among both victims and perpetrators of crime.



Table 1: Your money and your life
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While it’s true that some of the effects might run in the opposite direction (for example, being jailed makes you poorer), it’s likely that most of what we’re observing is the impact of poverty. That is what has been found in a series of studies looking at the impact of a sudden drop in income. Indeed, not having enough money can even affect your decision-making ability. Financial counsellors have long noted the damage that can be done when someone on the poverty line misses a credit-card payment, triggering punitive interest rates. An intriguing behavioural economics study suggests that poverty causes people to make decisions that aren’t in their long-run economic interest.29 When participants in the experiment were artificially given lower incomes, they were tempted to over-borrow at high interest rates. The end result was to increase the gap between rich and poor.

The poor are also more disengaged from politics. Low-income respondents are less likely to have participated in a protest march, worked with others to express political views, or signed a petition. Although government affects the lives of the poor more than the rich, it’s the affluent who are most interested in election campaigns, and who tend to know more about how our political system works.

≠

This book is about economic inequality. In the main, I won’t be talking explicitly about gender inequality, or the gaps between First Nations people and other Australians. But there’s a significant overlap. In Table 1, I’ve shown the share of women and First Nations people in each of the three income groups. Women tend to live in poorer households than men. First Nations people are over-represented among the poor and under-represented among the rich.

Inequality also affects the gender pay gap. To see this, take a traditionally male occupation (banking) and a traditionally female occupation (teaching). If the pay gap between bankers and teachers widens, it will increase the gender pay gap – potentially offsetting factors such as falling rates of gender discrimination. If your main focus is the gap between men and women or the gap between Indigenous and non-Indigenous Australians, you should care about overall economic inequality too.

This is a book about inequality in Australia. In principle, we could look at inequality across cities or states. That would produce quite different results. For example, our most equal city is Darwin, and our most unequal is Sydney.30 Some of the most equal places in Australia include Roxby Downs (SA), Palmerston (NT) and Ashburton (WA), while some of the most unequal include Gwydir (NSW), Cleve (SA) and Cottesloe (WA).31 Over time, the geography of inequality has changed. A century ago, Australia’s most unequal state was probably Victoria, with its goldmining wealth and company bosses.

Another approach would be to look at world inequality, comparing the incomes of the world’s eight billion people. The distribution of incomes across the planet is much more unequal than the distribution in any one country.32 The bottom half of the world’s population receives just 9 per cent of global income and owns a mere 2 per cent of world wealth. Viewed from a global perspective, even poor Australians tend to be richer than the average African.33 Global inequality is higher now than it was in the late nineteenth century, but it’s fallen in recent decades thanks to rapid economic growth in China and India.

I’ve chosen not to focus on towns, states or the entire world because the first point of comparison for most of us is other Australians. This is partly a matter of empathy, as most people feel a strong affinity for their country. But thinking in terms of nations also reflects the practical changes that policies can make. Most of our taxes are raised at a national level, and the Australian government pays pensions and allowances to the neediest. Not all the levers that might affect inequality are at the national level (states have a good deal of influence over education, for example), but that’s where most redistribution is done.

My discussion of the story of Australian inequality will start before the nation’s founding. In the next three chapters, I discuss how inequality has fluctuated. Chapter 1 begins with First Nations Australians before English settlement and discusses the changes in inequality through to Federation. Chapter 2 picks up the story at Federation and discusses the ‘great compression’ that took place until the 1970s. Chapter 3 discusses the rise in inequality from the 1980s to the present day.

Once we know the contours of Australian inequality, we need to look at its causes and consequences. In Chapter 4, I look at how Australia matches up internationally and explore the main drivers of inequality. As an economist, I believe that big changes tend to be a function of events and policies, so the causes I’ll focus on are technology, globalisation, taxation, unionisation and education. Chapter 5 analyses the consequences of inequality, looking at its benefits and costs – and busting a few myths along the way.

We cannot think about inequality without considering how things change over time. So in Chapter 6, I look at mobility and discuss the relationship between equality of opportunity and equality of outcomes. Chapter 7 then moves on to how Australians feel about inequality and redistribution. Are we happy with the existing gap between rich and poor, and do we want more social spending or lower taxes? Which values underpin inequality, and how does this play out in the political arena?

In our book, Reconnected: A Community Builder’s Handbook, Nick Terrell and I find that community engagement has weakened over the past generation. Over recent decades, Australians have become less likely to join community groups, play organised sport or attend religious services. We have fewer friends and are less likely to know our neighbours. Australia has become less a country of ‘we’ and more a nation of ‘me’.

As with community, so too with equality. As US political scientist Robert Putnam has noted, civil society tends to be stronger when income is distributed more equally. In the 1950s and 1960s, English-speaking countries were more community-minded and more egalitarian than they are today. But it would be foolish to think we should wind the clock back. So in the final chapter of this book, I look at a modern egalitarian agenda: how do we maintain an open economy but ensure that prosperity is widely shared across Australia?






1

First Nations to Federation

In 1770, Captain James Cook wrote of First Nations Australians that


they live in a Tranquility which is not disturbed by the inequality of Condition. The Earth and Sea of their own accord furnishes them with all things necessary for Life. They covet not Magnificent Houses, Household stuff, etc; they live in a Warm and fine Climate; and enjoy every Wholesome Air.1



Was Cook right? In a sense, yes. When it came to economic resources, inequality among First Nations people was constrained by the necessities of subsistence.2 One study of the eastern Gunwinggu people on the Gulf of Carpentaria estimated that getting 2000 calories a day (a bare minimum to survive) required everyone except the oldest, youngest and sickest to forage for nine hours a day in the wet season, and five and a half hours in the dry.3


Anthropological research indicates that some First Nations societies had rules on how food should be distributed; for example, a Worrorra man would give meat to his wife’s parents, then to his own parents, and finally to everyone else.4 When food was scarce, as it often was, the principle of generosity – backed up by ancestral law – often prevailed.5 The simple reality was that even if a greedy hunter wanted to keep a whole kangaroo, it would quickly spoil. First Nations people developed a range of tools to obtain food (such as spears, digging sticks, harpoons and fish nets), but most groups were highly mobile and so did not need to invent techniques for large-scale food storage.

What was true of traditional First Nations Australian societies was true of hunter-gatherers generally. People in these societies had only as many possessions as they and their pack animals, canoes and sleds could carry. Typically, there was no such thing as private landownership. What was foraged from plants came in small quantities. Animal carcasses could not be kept for long. Hunter-gatherer societies in Africa, Asia, South America and the Pacific were extremely egalitarian, with less wealth inequality than any modern capitalist economy.6 Imagine how much more economically equal Australia would be if each of us owned only what we could carry.

Yet small differences in resources between traditional First Nations Australians were offset by large differences in power.7 It was an advantage to be male, older and a member of a more powerful social group.8 Traditional First Nations societies often practised polygyny, with most permitting husbands to have up to four wives (the Yolngu people allowed twenty-six wives per husband, the highest recorded).9 This led to considerable social inequality, even in a community with relatively little inequality of consumption or wealth. Food may have been pretty equally distributed, but sex was not.10

In the decades after colonisation, while living standards rose rapidly among British settlers, First Nations Australians saw few benefits and many costs. Their communities were devastated by diseases such as smallpox, tuberculosis, measles and the common cold.

Let’s move now from the colonised to the colonisers, and take a look at the first colonial settlement, established in Sydney in 1788. The power imbalance between guards and convicts was colossal. As histories such as Robert Hughes’ The Fatal Shore have taught us, the savagery of some of the early jailers was appalling. Yet the gap in material conditions among the settlers was modest. As Hughes put it, hunger was ‘the hateful equalizer’.11

One study demonstrated this by analysing the extensive public records for Sydney from 1788 to 1790, which show the salaries of every soldier and civilian, as well as each person’s food ration and clothing allowance.12 After a price was put on the rations, inequality among the British settlers was estimated to be not only lower than has been observed at any other point in Australian history, but also lower than inequality in the United States, Britain and the Netherlands at that time.13 Indeed, I had to look internationally to find a Western nation that at any point in its history was as materially equal: it was Sweden in the 1980s, at the high point of its egalitarian project.14

The early British settlers and First Nations Australians therefore shared a key trait: equality in resources sitting alongside massive differences in power. For both groups, income inequality was lower than at any time in the two and one-third centuries since colonisation. The reason for this was simple: both lived so close to starvation that sharing available resources equitably was the only way to keep people alive.15 In a small society, it’s hard to deny one person one meal a day so that someone else can have four. (Governor Phillip’s early invitations to dine with him at Government House concluded with the request, ‘Please bring your own bread.’16)

Yet while Australia in the late 1700s had a fairly equal distribution of resources, this state of affairs didn’t last long. The colony required entrepreneurs to provide goods and services, and many merchants came to hold monopoly positions and enjoy large profits from their frontier businesses.

Another factor was the distribution of land. While there was an initial attempt to distribute land equally, a few poor harvests quickly turned the focus onto maximising agricultural output. Because only a quarter of the convicts had farming experience, many enterprises faltered and governors increasingly gave more land to successful farmers.17 Table 2 shows how the land share of the top 10 per cent and the top 1 per cent rose for selected colonial administrations between 1788 and 1821.18



Table 2: Rising inequality in colonial land grants
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From 1788 to 1821, the share of land going to the top 10 per cent more than doubled, and the share going to the top 1 per cent tripled. The most influential settlers received multiple land grants, including nine to William Balmain and seventeen to the Wentworth family (who received 5 per cent of all land granted under Governor Macquarie).19 This suggests that political connections, not just productivity, shaped allocation decisions.

One way to see the growth of inequality in this era is to look at the rise of the super-rich. In his 2004 book The All-Time Australian 200 Rich List, William Rubinstein identifies the Australians throughout history whom he judges to have been the wealthiest.20 The cut-off for inclusion is personal wealth of 0.17 per cent of national income, equivalent to $2.5 billion today. The list ranges from Samuel Terry (‘the convict Rothschild’) to present-day magnates such as the Westfield founder, Frank Lowy. From 1984 onwards, I add in anyone on the rich list whose wealth exceeds 0.17 per cent of national income.


In Figure 2, I have mapped the share of ‘all-time rich-listers’ who were in their last two decades of life in any given year since English settlement.21 Because Rubinstein’s list covers two centuries, you might expect to see the richest Australians spread evenly across this period, but the graph depicts a much more uneven pattern. The vast bulk of Rubinstein’s all-time Australian rich list lived in the nineteenth century, with nearly a third in the 1820s. Note also the absence of anyone on the list from 1940 to 1980, and the return of the all-time rich-lister in recent decades. I will come back to this in the next two chapters.


Figure 2: Number of all-time rich Australians
 (defined as wealth exceeding 0.17 per cent of GDP)
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The key to nineteenth-century inequality was property. As Charles Darwin noted when he visited Australia in 1836: ‘The whole population, poor and rich, are bent on acquiring wealth: amongst the highest orders, wool and sheep-grazing form the constant subject of conversation.’22 In 1844, the top 0.1 per cent owned a whopping 17 per cent of land, and 11 per cent of all livestock.23

Yet as Figure 2 shows, inequality in nineteenth-century Australia fluctuated. The graph of all-time rich-listers peaks in 1820, but then falls mid-century. This pattern shows up in other data too. Although we do not have regular income surveys and taxation statistics for this period, we can assess inequality by asking: how many days’ work were required to buy a hectare of land? As economic historian Jeffrey Williamson explains, ‘in a world where the agricultural sector was big and where land was a critical component of total wealth’, this is revealing: ‘It tells us how the typical landlord at the top of the distribution did relative to the typical unskilled (landless) worker near the bottom.’24

The measure captures the economic resources of employees versus landlords. When fewer days of work were required to buy a hectare of land, workers could hope to make the jump into the landed class. When the requisite number of work days was greater, property ownership was out of the question, and paying the rent took up a larger share of a worker’s pay packet. In Chapter 3, we will look at a similar measure: the number of years of work needed to buy a house.

To put the historical data in context, let’s look at the number of days’ work required to buy a hectare of land today. (Note that with this metric we are referring to land, not homes, and most land is not in cities. A hectare of land in remote Australia is much cheaper than a house in the suburbs.) Dividing average weekly wages by seven, average daily earnings for full-time adults come out at around $270, while a hectare of farmland costs around $4700.25 So an average full-time worker today would need to work for seventeen days to buy a hectare of farmland (ignoring taxes).

Turning back to the past, the period from 1820 to 1870 was characterised by rapid growth in per-person incomes, which grew twice as fast as in the United States and three times faster than in the United Kingdom.26 Moreover, Jeffrey Williamson and economic historian Laura Panza argue that this period witnessed an egalitarian revolution. Freed convicts became wage-earners and moved up the earnings ladder. Large-scale land settlement made property less scarce, and lowered its relative value.

In Figure 3, the first line – running from the 1820s to the 1870s – uses data from Panza and Williamson. It shows how long an unskilled worker had to toil to buy a hectare of land. This number peaks in 1835 at fifty-four days before dropping to just nine days in 1871. This implies that an unskilled worker in 1871 could buy six times as much land with their pay packet as they could have done thirty-six years earlier. Australia’s national bard, Les Murray, once described European settlers to Australia as ‘the poor who got away’.27 And it was indeed a great escape – while in land-scarce Europe most labourers could never dream of affording a plot of land, by the 1870s it was within reach for the typical Australian worker.



Figure 3: Number of days work required to buy a hectare of land
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Based on slightly different data sources, the second line, running from the 1860s, shows the number of days a manufacturing worker had to toil to buy a hectare of farmland. Compared with the first series, this metric looks at better-paid workers and cheaper land. Accordingly, when the first two lines overlap in the 1860s, the second line is slightly below the first one. It starts in 1865, when the average daily wage of a manufacturing worker was £0.18 and a hectare of farmland cost £0.74, or four days’ toil.28 Over the ensuing decades, the cost of land rapidly outpaced average earnings with wages hit hard in the 1890s depression.29 By 1901, the average daily wage had only increased to £0.19, while a hectare of farmland cost £3.90, or twenty days’ work. By 1905, it took twenty-six days’ wages to buy a hectare of farmland. This measure of inequality suggests that Australia became more unequal during the final decades of the nineteenth century. It implies that many workers would have felt the opportunity to move from labourer to landowner was slipping from their grasp.

The story of inequality in the late 1800s is not as clear as I would like. While Figure 2 and Figure 3 suggest growing inequality, there is some evidence to the contrary. Analysing the distribution of earnings in 1870 and 1910, Panza and Williamson contend that Australia became more equal.30 While I do not rule out this possibility, I place less weight on this finding because it is drawn from only two datapoints, and their estimates of earnings distributions are not as precise as one might hope. On balance, my assessment is that Australian inequality rose in the late 1800s, but I remain open to revisiting this view if further evidence comes to light.

Just as it does today, a vast divide existed between toilers and tycoons in the late nineteenth century. To get a sense of the gap – and the role of property ownership – let’s look at the stories of two nineteenth-century Australians, Richard Casey and Jock Neilson.

Born in 1846, the son of a Tasmanian doctor, Richard Casey became a jackeroo at age seventeen and quickly rose to managing sheep stations in the Riverina. Casey experienced a setback when he and his business partners were unable to repay their creditors in the depression of the 1890s. However, he was quickly off to the Western Australian goldfields, where he managed to profit handsomely from the sale of shares in a mine that turned out to contain little gold.

Back in Melbourne, Richard Casey became a company director and investor. He built a thirty-five-room home on a hectare of land in South Yarra, bought his cigars five hundred at a time and engaged an entourage of servants. He bought racehorses, chaired the Victorian Racing Club and wore suits made in London. Casey was a member of the most exclusive clubs in Sydney, Melbourne and Brisbane, married the daughter of a Brisbane merchant and associated with rich businessmen like himself.

A little younger than Casey, Jock Neilson was the first of eight children. Alongside his father and brothers, he worked as a bush labourer: timber-cutting, making roads or fixing fences. His sisters worked as servants for rich farmers. The Neilson family built their own home, which had an earth floor and was lined with hessian. Meals were cooked on a camp oven and the room lit by ‘slush lamps’ that burned animal fat. In 1895, the family tried to fence their land to keep the rabbits out, but by the time they got it done the crop had been eaten. Neilson’s mother died of typhoid, and he lost a brother and a sister to tuberculosis.

Visiting Australia in the late nineteenth century, the English novelist Anthony Trollope was struck by the fact that ‘the bulk of the labour is performed by a nomad tribe, who wander in quest of their work, and are hired only for a time’.31 This description fitted Jock Neilson perfectly. His life consisted of tramping through western Victoria, looking for odd farm jobs. He sheared sheep, picked grapes, made fences and – perhaps toughest of all – dug mallee roots out of fields (‘mallee grubbing’). He estimated that, over a thirty-year period, he had more than two hundred employers.


Late in life, Jock Neilson finally found an audience for the lyric poems he liked to compose while working. His poems often dealt with the themes of hard work and poverty:


The weather’s hot and horrid

and the old man’s got the blight,

The grain is small and shrivelled

and the bags are very light,

The rain may come tomorrow

and knock the whole lot down

And last night came a letter

from the mortgagees in town.



The stories of Richard Casey and Jock Neilson are told by historian Stuart Macintyre, who notes the ‘colossal’ extremes of wealth and poverty of the era, and points out that Casey would have been several thousand times wealthier than Neilson.32 The differences manifested themselves in their housing, health and even mode of travel: while Neilson walked up to a thousand miles in a journey, Casey travelled first class by ship to London whenever he wished.

Wealth provides an insurance policy in the face of a crisis. In the classic Australian novel Power Without Glory, Frank Hardy writes of the late-nineteenth-century downturn:


Unemployment grew to alarming proportions. Bewilderment and panic gripped the speculators, business men and bankers; starvation and despair gripped the workless. The Trade Unions resisted with a series of strikes, culminating in the maritime strike of 1890 . . . John West [the central character in the novel] was sacked, together with most of the other boot workers. The West family sank with their kind deeper into the mire of poverty.33



Note the different impact here. While bankers suffered panic, boot workers suffered poverty.

Another useful measure of social equity is the share of people working as domestic servants. The historian Barry Higman observed that when income gaps are large, societies will have more domestic servants.34 There is always demand for such servants – the question is whether people can afford to hire them.

On this measure, inequality was extremely high in the nineteenth century, with nearly 4 per cent of Australians working as domestic servants in 1861 (to put this into perspective, this is a larger share of people than currently work as schoolteachers). Half of all employed women were servants. The fraction of Australians working as servants fell to 3 per cent in 1901, and 2 per cent in 1921. Nonetheless, these numbers still reflect a high level of domestic servitude. Servants would compose only 1 per cent of the population in 1947, and would then drop to almost zero over the next few decades.35 (As I will note below, servants are now making a comeback, albeit in a different form.)

If we were to take a time machine back to nineteenth-century Australia, the extremes of wealth would remind us more of Dickens’ London than the nation of today. Land was expensive, servants were abundant, and the divide between rich and poor was vast. The historian John Hirst points out that policemen were instructed to salute gentlemen dressed in frockcoats and top hats, and letters to such men were always addressed ‘Esquire’.36

Penned on the eve of the twentieth century, Henry Lawson’s poem ‘For’ard’ describes the class distinctions on a steamship.37 The ‘for’ard’ section houses the ‘second-classers’, who are ‘stowed away like sheep’. In the aft section, the gentry travel in ‘cushioned cabins’ with ‘saloons ’n’ smoke-rooms’. Women in the for’ard section are fed separately, ‘Just as if they couldn’t trust ’em for to eat along with us!’, while the gentlemen and ladies ‘always dine together, aft’. Separating the two groups, a sign in the middle of the ship ‘says that second-classers ain’t allowed abaft o’ this’.

Lawson yearns for a time when ‘the curse o’ class distinctions from our shoulders shall be hurled . . . When the people work together, and there ain’t no fore-’n’-aft.’ How much would these ideals be realised in the twentieth century, when a new nation was born?
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Federation to the 1970s – the Great Compression

After the recessions and droughts of the 1890s, Federation in 1901 brought with it a sense of excitement and possibility. W.K. Hancock sums up the spirit of the era as imbued with ‘the sentiment of justice, the claim of right, the conception of equality’.1 Yet the rhetoric of equality had clear limits. In September 1901, Prime Minister Edmund Barton told the federal parliament: ‘I do not think that the doctrine of the equality of man was really ever intended to include racial equality.’2 This attitude echoed that of the US founding fathers, who wrote in the Declaration of Independence that ‘all men are created equal’, but kept their slaves. Support for equality in Australia was stronger in word than deed, and division according to gender and race remained entrenched and official.

Just as in the nineteenth century, there was a good deal of economic inequality. Large fortunes were made in the early decades of the twentieth century, and many of the super-rich lived extravagantly.3 The retail merchant Samuel Hordern lived the high life in Sydney, racing yachts and breeding racehorses. The goldmining millionaire Walter Hall was also a racehorse owner, and his Potts Point mansion was filled with old master paintings. Samuel McCaughey had a 1.3-million-hectare pastoral empire in the Riverina, and angered downstream farmers by damming rivers that flowed through his property.

Yawning social gaps meant that great deference was paid to the elite. They coveted membership of the exclusive Melbourne Club or the Australian Club in Sydney: both founded in 1838, and both of which exclude women members to this day. In New South Wales and Queensland, the state upper houses were appointed, not elected – and only ‘gentlemen’ were seriously considered in most cases. This was a world apart from how the poorest Australians lived.

Two early clashes between the classes occurred in 1907. The first saw the millionaire farm-machine manufacturer Hugh McKay compelled to pay ‘fair and reasonable’ wages. In a case that came to be known as the Harvester judgment, the Commonwealth Conciliation and Arbitration Court ruled that employees were entitled to seven shillings a day, a wage that would keep an average family out of poverty.4 The case was celebrated by the union movement, and by the Australian Labor Party, which had been formed in 1891.

1907 also saw the formation of the NSW Rugby Football League, which broke away from Rugby Union over the issue of player payments.5 Traditionally, Union had enforced amateurism. That was fine for affluent players, but working-class men could not take time off to train and play without receiving compensation. Again, the working classes had a win, with professionalised Rugby League soon displacing Union in New South Wales and Queensland. Current and future Labor politicians were among League’s early leaders.6 H.V Evatt, who would go on to lead the Labor Party nationally, served as one of the founders of Sydney University’s Rugby League club. When he first ran for the electorate of Balmain, Evatt advertised in the official Rugby League journal that he was ‘the Rugby League candidate’.
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And yet the gap between rich and poor remained large. The minimum (or ‘basic’) wage was around £100 a year, less than US labourers of the era were earning, but a little more than their counterparts in the United Kingdom.7 With even a bungalow in a cheap suburb costing £800, home ownership was out of reach for many.8 The housing stock was also of much lower quality than today: in the 1910s, more than half of Australia’s houses had wooden walls.9

Life for many Australians was hard in the Downton Abbey era. At the outbreak of World War I, it still took nineteen days’ wages for a manufacturing worker to buy a hectare of farmland. At this time, many Australians would have been conscious of living in a country where the rich were doing considerably better than the rest.

Australia at this time was more egalitarian than Britain, but the class divides were substantial nonetheless. When 400,000 men enlisted to fight in World War I, many owned nothing beyond what they carried. The First Australian Imperial Force included considerable numbers of men who had been unemployed.10

On the home front, the outbreak of World War I was particularly felt by the poorest. The closure of European markets and the cessation of British loans caused mass layoffs in export industries, such as timber and coalmining, and caused many public-works programs to stop. Through 1914, unemployment rose from 6 to 11 per cent. The hardship continued the following year. Because wages were restricted but prices were not, the real wage fell by 10 per cent from 1914 to 1915.11 The ferocity of class conflict in the era can be seen in the number of working days lost to strikes: five million in 1917 alone, or two and a half days for every worker.12

Despite their sacrifice, many returning soldiers faced bleak employment prospects. Into the 1920s, most men commuted by foot or bicycle, children wore hand-me-downs, people washed once a week in a tub, and doctors were only for emergencies. Stuart Macintyre quotes one account of the staple diet of such families:13


white bread with either dripping, jam or treacle, and tea. There is a certain amount of meat scraps and potatoes, perhaps rice occasionally, but the staple diet the children get, two or three times a day, is such as I have described.




In the last chapter we had to rely on fairly crude eighteenth-and nineteenth-century measures of inequality, such as the number of magnates, the number of people working as servants, and the relationship between wages and land prices. But as we come closer to the present day, the quality and range of inequality measures steadily improves. Indeed, Australian data for the early twentieth century are surprisingly good for the era. Corrado Gini, the Italian statistician who was one of the founders of the study of inequality, drew on earnings, incomes, inheritances and land values collected in the 1910s by the state of Victoria in devising the measure known as the ‘Gini coefficient’.14 A Gini of zero means a perfectly equal society, while a Gini of one means a perfectly unequal society, in which a single person has all the resources.

One way that we can learn about inequality in the twentieth century is by considering the share of income received each year by the top earners. Although direct surveys of income were relatively rare, income taxes had been introduced in several states by the early twentieth century, and authorities regularly published tabulations of tax returns.

The idea of using taxation statistics to analyse inequality has a long lineage, but only relatively recently has it been properly refined.15 In crunching the figures, I teamed up with an Oxford University economist, Sir Tony Atkinson, and together we dug through dusty yearbooks and annual reports to compile a picture of inequality from the early twentieth century onwards. More recently, these data have been compiled by economist Roger Wilkins. This methodology allows us to answer questions such as ‘What was the income share of the top 1 per cent of Australian adults?’ Figure 4 shows the answer to this question, spanning the period from 1912 to 2020, the most recent year for which taxation statistics are available (for simplicity, tax years are represented by their starting year, so 1942–43 is simply 1942).


Figure 4: Top income shares
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Let’s start with the top 1 per cent, ‘the affluent’, who would be defined in 2020 as people with pre-tax incomes over about $275,000. In the 1910s, the affluent received 12 per cent of all personal income – twelve times their proportionate share. With the exception of a brief spike caused by the Korean War wool boom, the top 1 per cent’s share in the era of World War I was higher than at any other point of the twentieth century.16


The pattern is similar for the top 0.1 per cent, ‘the opulent’. In 2020, you needed an annual pre-tax income exceeding $935,000 to be in the top one-thousandth of income earners. As the lower line in Figure 4 shows, the opulent in the 1910s and 1920s had around 4 per cent of all household income – or forty times their proportionate share.

The time of greatest economic hardship was the Great Depression of the 1930s. In the first year of the Depression, Australia’s national income fell by 8 per cent.17 In 1931, the Arbitration Court reduced all award wages by 10 per cent and the federal government cut the aged pension by 12.5 per cent.18 There was talk of ‘equality of sacrifice’, but top income shares did not fall much. Those who suffered most were the one-third of men who were unable to find work in 1932, the families that struggled to stay together, the hundreds of people who slept in the Sydney Domain, and the children who went to school malnourished.19 While some of the super-rich gave generously, many charities struggled to raise resources. Average real earnings in the late 1930s were no higher than they had been in the late 1920s.20

World War II marked an important shift in the social compact, partly because so many citizens had vivid memories of living through World War I. In 1939, unlike in 1914, there was widespread recognition of the massive sacrifice that war entailed, and a strong belief that the burden must be shared fairly across the community. Prime Minister John Curtin told parliament in 1942: ‘there will have to be a fairer distribution of wealth’.21


Various measures were put in place to achieve this. Prices and rents were controlled so that workers did not see their costs escalating while their wages were frozen. Ration cards were introduced for basic foodstuffs and clothing.22 Income taxes were federalised and the tax base expanded so that the typical worker paid federal income tax for the first time. Tax rates were increased for high earners as well, with the top marginal tax rate reaching 93 per cent in the latter years of the war. The effect of all these changes was to reduce the after-tax incomes of the rich and boost the buying power of the poor.

As the government’s 1945 white paper on full employment noted:


On the average during the twenty years between 1919 and 1939 more than one-tenth of the men and women desiring work were unemployed . . . [W]ar-time full employment . . . has shown up the wastes of unemployment in pre-war years, and it has taught us valuable lessons which we can apply to the problems of peace-time, when full employment must be achieved.23



In 1947, the Australian Council of Trade Unions successfully persuaded the Arbitration Court to rule for a forty-hour working week. The government directly created jobs, quadrupling the size of the federal public service between 1939 and 1951.24 Home ownership rates rose significantly, with 200,000 homes built between 1945 and 1949.25 The price of cars continued to fall relative to wages, and the number of cars increased by 450,000. On one estimate, an employee at the end of the 1940s would have needed to work for two years on the minimum wage to afford a new Holden sedan.26 By the mid-1960s, the price of a new Holden was down to a year’s minimum wage.

Census and survey figures are not as plentiful for the past as for today, but at certain moments of crisis (1915, 1933 and 1943), the Australian Bureau of Statistics decided to ask about incomes.27 In 1969, the ABS carried out a sample survey of incomes. Putting this handful of observations together shows clearly that inequality fell from the 1930s to the 1960s.28 Gaps across occupations narrowed too. One study of NSW wages found that at the time of Federation, unskilled workers earned £0.71 for every pound a skilled worker took home.29 By 1938, this had ticked up to £0.80. By 1957, it was £0.91.

The Australian education system also saw improvements in the post-war decades. These were partly spurred by the recognition that in some cases our schools had failed to produce military recruits who could read and write. One in twenty of the Australian soldiers who fought in World War II was functionally illiterate, and many more had low literacy levels.30

For some, having served in the war meant a scholarship to attend university. One of these men was my paternal grandfather, Keith Leigh, who could not have paid the fees for the University of Melbourne on his modest clergyman’s wage. For thousands of men like Keith, the end of the war brought new opportunities. Post-war Australia did not have enough high-school graduates to create a university revolution on the scale of the US ‘GI Bill’, but it nonetheless expanded access to many more young men.

Post-war Australia also held on to a social safety net that included age pensions (introduced in 1909–10), child endowment (1941), widows’ pensions (1942), funeral benefits (1943) and unemployment benefits (1945).31 Yet in 1950 we still spent less per person on these programs than the United Kingdom, the United States or New Zealand.32 A key reason for this was the decision in the 1930s to means-test the Australian age pension. Other countries provided benefits that were equal across the board (or which were linked to earnings, and so more generous to those at the top). Their welfare states acted like piggy banks, helping people smooth income across their lives. But from an early stage, the Australian welfare state would redistribute income from the rich to the poor. Like age pensions, the invalid and widows’ pensions were means-tested. This focus on the neediest has been a key feature of Australian welfare.

The statistics on inequality in the post-war era bear out the anecdotal evidence. Looking back to Figure 4, we can see that from the 1910s to the mid-1950s, the income share of the affluent (the top 1 per cent) fell from 12 to 8 per cent. By 1980, it was below 5 per cent. In seven decades, the income share of affluent Australians had more than halved.

A similar pattern held for the opulent (the top 0.1 per cent). In the 1910s and 1920s, the opulent had about 4 per cent of household income – forty times their proportionate share. By the 1950s, this had fallen to 2 per cent, and by 1980, it was down to 1 per cent. Under the prime ministership of Malcolm Fraser, the share of income held by the top one-thousandth of Australians was only a quarter of what it had been under Billy Hughes.

The pattern is even more startling if we look at the two hundred or so all-time richest Australians. As you’ll recall from Figure 2, around 30 per cent were in their peak years in the 1820s, and 20 per cent in the 1880s and 1890s. In the 1910s, about 5 per cent of all-time rich-listers were occupying the well-padded seats of Australia’s exclusive clubs. But then a funny thing happened. Like the Tasmanian tiger, the Australian magnate disappeared in the 1930s. From 1940 to 1980, no one left an estate large enough to put them on the all-time rich list. For forty years, Australia was mogul-free.

William Rubinstein, who compiled the rich list, noted the near-absence of millionaires during the post-war decades. In the 1940s and 1950s, he wrote, there were only a handful of Australians worth more than £1 million. In 1955, for example, the cut-off to make the all-time rich list was £8 million. No one came close.

In this era, corporate Australia was shifting from a period of asset-owning proprietors to professional managers, but managerial salaries were yet to take off. As Donald Horne noted, ‘Most business executives now were not self-made men, or inheritors of family position, but people who worked their way up through one or more business bureaucracies.’33 Analysing the historical records of BHP (‘the big Australian’), researcher Mike Pottenger and I estimated that the BHP CEO earned fifty times as much as an average worker at the start of the twentieth century, but only fifteen times as much by the late 1940s.34

For society as a whole, these were prosperous decades. In the Menzies era (1949–66), real wage growth was 4 per cent a year; five times faster than it had been from 1901 to 1940.35 For ordinary workers, the late 1950s and early 1960s saw paid annual holidays increase from one week to three.36 By the 1960s, most Australian homes had a vacuum cleaner, a washing machine, a radio and a television. There was a fridge in 97 per cent of Australian homes in the 1960s, an appliance that most Britons, Germans and Italians did not yet possess.37

Australian incomes in the post-war era were rising faster at the bottom than the top. In one study, I looked at the distribution of incomes across Australian males. In an era when men were the main breadwinners, their income said a lot about how money was distributed across families. From the early 1940s to the late 1970s, I found a significant drop in male inequality.38 To put the size of the equalisation in perspective, the reduction in inequality over these three decades was as large as the modern-day difference in inequality between Australia and the much more equal countries of Scandinavia.39 Falling inequality among men was accompanied by a steady narrowing of the gender pay gap during this period, with the equal pay cases of 1969 and 1972 being key milestones.40

For Australia to make such a shift in a single generation was radical, and the change was keenly felt by those at the top of the heap. Rubinstein writes that ‘so markedly different were trends among the very rich compared with those for society as a whole that the post-war period seemed to constitute, as it were, an age of affluence for everyone except the very affluent’.41

The social norms of this era were different. Rubinstein argues that ‘most of the wealthy now eschewed conspicuous consumption and ostentatious display of riches and privilege as politically unwise and economically costly’.42 Craig McGregor, writing in the 1960s, said that the wealthy ‘feel under some pressure to be accepted by ordinary working Australians rather than the other way round’.43 He noted a survey of the time which found that 54 per cent of Australians described themselves as ‘middle class’, significantly higher than the share in the United States (42 per cent) and the United Kingdom (35 per cent).44 Visiting in 1963, Dame Edith Sitwell said, ‘I am struck by something indisputably gentle about Australia.’45

One influence on the egalitarianism of the post-war decades was a romanticised notion of the bush ethos. As Russel Ward noted in 1958:


Through the trade union movement, through such periodicals as the Sydney Bulletin, the Lone Hand, or the Queensland Worker, and through the work of literary men like Furphy, Lawson or Paterson, the attitudes and values of the nomad tribe were made the principal ingredient of a national mystique.46




It is invariably difficult to know whether the egalitarian spirit shapes a more equal society or the other way around. In this instance, my guess is that the man from Snowy River deserves only some of the credit. True, ours was a very equal nation in the 1950s and 1960s, but the post-war fall in inequality was not unique to Australia. Atkinson and I have also estimated top incomes for New Zealand, where we see almost precisely the same pattern.47

Across many advanced nations, inequality fell during the first three-quarters of the twentieth century. As universal suffrage allowed government to escape the clutches of the elites, social-democratic governments won office and implemented significant social reforms, including mass education, public healthcare, pensions, public housing and unemployment benefits. At the start of the twentieth century, Western European governments spent mostly on defence, police and justice, and accounted for less than one-tenth of the economy. By the 1970s, those governments spent substantial sums on health, education and welfare, and accounted for over two-fifths of the economy. Another important equalising factor for European nations were the two world wars, which significantly reduced the wealth shares of the richest, and shaped politics in favour of a more redistributive state.48

In the United Kingdom, the fall in wealth inequality over this period was especially dramatic.49 Recall from Chapter 1 that in 1900 the richest 1 per cent of Britons owned two-thirds of all wealth. By 1980, that share was down to about one-sixth. One of the chief drivers of Britain’s wealth equalisation was the spread of home ownership. When World War I came to an end, three-quarters of Britain’s housing stock was owned by private landlords. By 1981, private landlords owned only about one-tenth of properties. Other egalitarian policies implemented by the UK government after World War II included an expansion of educational opportunities, a stronger social safety net and employment policies that helped workers organise collectively for better pay and conditions.

In the United States, the 1929 share-market crash led to financial regulations that reduced the power of the financier-industrialists who had prospered in previous decades. The New Deal increased home ownership, expanded private pensions and made income taxes more progressive. President Franklin D. Roosevelt recognised that excessive wealth concentration could endanger the social compact, and that prosperity needed to be more broadly shared. The number of US millionaires almost halved between 1925 and 1950.50 Claudia Goldin and Robert Margo have dubbed the reduction in US inequality in this period ‘the Great Compression’. Across a broad range of metrics, they found that wage and income inequality fell in the United States in the post-war decades. Within workplaces, the earnings gap between skilled and unskilled workers narrowed; across occupations, incomes grew faster at the bottom than the top.51 In the 1950s, the economist Simon Kuznets suggested that while inequality had risen in the early stage of industrialisation, it would now inexorably trend downwards in advanced nations. John Kenneth Galbraith declared that ‘poverty, inequality and economic peril are of the past’.52 By the 1970s, inequality had stayed low for so long that one economist wrote that studying it ‘was like watching the grass grow’.53

However, we should be wary of romanticising the economy of the post-war decades. Although these were good decades for reducing inequality, discrimination against many groups was worse than it is today.54 Thousands of talented women were shut out of the professions, many same-sex couples stayed in the closet for fear of being ostracised, and First Nations Australians were not properly counted in the census until 1967.55 It was a time when a member of my own party could joke in parliament that ‘two Wongs don’t make a White’, indicating that racial inequity remained alive and well.56

Australia was also a more closed economy. This was the era of high tariff walls (known as ‘protection all round’). These trade and immigration barriers may have helped reduce poverty for the white men who constituted the bulk of the Australian labour force, but they also reduced our growth rate. Although our economy grew at a decent clip in this era, it was outpaced by most other advanced nations. From the 1950s to the 1980s, Australia grew about 1 per cent per year more slowly than the typical OECD country.57 While we should seek to learn from the egalitarian post-war decades, it would be a mistake to try to revisit them.
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The spirit of the great compression is summed up in the story of Essington Lewis, the chief executive of BHP from 1921 to 1950.58 An aggressive, hard-working man, Lewis’s early tenure at BHP saw the use of ‘shadow boards’, which marked on the wall where each tool was meant to go and prevented workers from ‘borrowing’ tools for their personal use. When the Great Depression hit, he callously described it as a ‘fiery furnace’ which was ‘necessary to put us on a proper economic basis’.59

And yet Lewis’s personal dealings with BHP’s workers were characterised by egalitarianism. Inspecting the company’s steelworks in Newcastle, Whyalla and Port Kembla, he was said to be more comfortable with factory workers than engineers or clerks. During one visit, he pointed to the shadow board and asked an old hand, ‘What’s the magnifying glass for?’ The steelworker was relaxed enough to reply, ‘That’s so I can see me pay.’

World War II shaped Lewis’s views too. Because he was close to Prime Minister Robert Menzies, Lewis was appointed director of munitions in 1940. When John Curtin replaced Menzies, Lewis was kept in the job and came to respect the Labor leadership team. His belief in the importance of a strong central government limited his criticism of post-war economic regulation.

In 1921, Lewis was paid £4000, about twenty-four times the average wage.60 Over the following three decades, his wage grew more slowly than that of the average factory worker. When he died in 1961, Lewis’s entire wealth was valued at £98,000, about a hundred times the average annual Australian wage at the time.61 To put this in perspective, in 2023, BHP CEO Mike Henry earned two hundred times the average Australian full-time wage in a single year.62 It is to the current era of rising inequality that I now turn.
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The 1980s to Today – the Great Divergence

In late 2001, at the age of fifty-five, the Australian journalist Elisabeth Wynhausen decided to take leave from her job and try life as a low-wage worker. Following in the footsteps of George Orwell (Down and Out in Paris and London) and Barbara Ehrenreich (Nickel and Dimed), Wynhausen spent the best part of a year staying in budget accommodation and working at entry-level jobs.

In one job, Wynhausen moved to a country town and worked packing eggs. She earned $14 an hour in a job that started at 6 a.m., left her body aching at the end of the day, and where the smell from the nearby chook sheds was constant. Three weeks in, the manager, a millionaire several times over, came to speak to the workers. He announced that the company was selling its egg division. ‘It’s not all doom and gloom,’ he told them – but they knew their jobs were going. Wynhausen was struck by the fact that none of the workers challenged the manager: ‘seeing them standing mute in front of the boss was like seeing them stripped of all defences.’1


The story of Australian inequality varies according to your perspective. My maternal grandfather, Roly Stebbins, was born in a tent in 1922, and left school at age fourteen to earn money for the family. Yet broadly shared prosperity in the post-war era allowed Roly and his wife, Jean, to buy a car, build a home and raise four children into the middle class.2 Roly lived to the age of ninety-two. For most of his life, inequality in Australia was falling. By contrast, members of Generation Y have seen inequality rise pretty much throughout their lives, with income and wealth gaps widening considerably.

One way to see this is to look at differences in earnings. Since 1975, the Australian Bureau of Statistics has surveyed employees about their salaries, allowing us to track wages at the top and bottom.3 Figure 5 shows how wages for adult full-time workers have changed over the past four decades, with all figures expressed in 2024 dollars to adjust for inflation.

Since 1975, full-time wages for the median employee (the fiftieth percentile) have increased 47 per cent (from $61,000 to $90,000). For a worker in the tenth percentile, wages have risen only 28 per cent (from $46,000 to $58,000). For someone in the ninetieth percentile, wages have risen 74 per cent (from $92,000 to $160,000). If workers in the tenth percentile had enjoyed the same wage gains as those in the ninetieth, they would be earning an extra $21,000 a year.

Who’s at the top and bottom of the distribution? Tax data suggest that among the lowest paid occupations are beauty salon assistants, kitchen hands, domestic cleaners, café workers, trolley collectors, vegetable pickers, pet groomers and gymnasts. Among the top paid are surgeons, financial dealers, anaesthetists, mining engineers, judges, gynaecologists and cricketers.4


Figure 5: Annual earnings (adjusting for inflation)
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Among top corporate executives, earnings have increased even faster. Remuneration of ASX 100 CEOs rose rapidly during the 1990s, and has continued to climb since. In 2001, the median reported pay of an ASX 100 CEO was $1.8 million (forty-seven times median full-time earnings). In 2022, it was $4.6 million (fifty-four times median earnings).5 On a realised-pay basis, 2022 saw thirteen CEOs earn eight-figure salaries ($10 million or more).6

A major driver of this trend is the shift towards incentive-based pay. In the late 1980s, bonuses typically accounted for less than one-tenth of CEO pay; a decade later, they accounted for about one-third. Today, bonuses constitute about half the pay for CEOs of major firms.7 Incentive pay makes CEO earnings more volatile. In order to get executives to accept more risk, boards have significantly increased their total rewards.

The theory behind incentives for CEOs is that because boards cannot monitor all the boss’s decisions, they need to make sure that the CEO has some skin in the game. Without their own money at stake, the argument goes, executives will devote too much time to pet projects. At its best, incentive-based pay aligns the interests of CEOs with those of shareholders.

Yet too many CEO contracts overpay for good luck and over-punish for bad. Historically, CEO pay has closely tracked the overall share-market index.8 Since no individual firm has much effect on the whole market, rewarding bosses when the entire share market rises (and penalising them when it falls) is hardly a clever strategy.9 This has improved somewhat in recent years, with institutional shareholders paying greater attention to executive remuneration. They have been helped by a 2011 law that can prompt a spill of the board if more than a quarter of the shareholders vote against the remuneration report two years in a row. Yet companies are still reluctant to withhold bonus payments: in 2022, the typical ASX 100 CEO got more than two-thirds of their maximum bonus, and only one received zero bonus.10

CEO pay has also been pushed upwards by the rapid growth of our largest firms. From 1987 to 2007, the top twenty firms grew more than twice as fast as the rest of the Australian share market.11 When two firms merge, wages typically rise in the corner offices, but not on the front desk. As the biggest got bigger, it is unsurprising that they were willing to spend more on their CEO. Economists have also pointed to the global competition for ‘superstar’ CEOs, an issue I will return to in the next chapter.

Higher top pay spills across to other occupations. The pay for politicians and judges isn’t set by a free market, but by a Remuneration Tribunal that benchmarks salaries against what it regards as ‘comparable’ occupations. So these salaries are a reflection of what is happening at the top end of the labour market. Over the period from World War II until the early 1980s, salaries of federal MPs and High Court Justices grew more slowly than the pay of average workers.12 But over the past thirty years, the pay of federal MPs has increased from twice to three times average wages, while the pay of High Court Justices has grown from five to seven times average wages.13

For a more complete picture of income distribution, recall Figure 4. In 1980, top income shares in Australia were at a seventy-year low. The income share of the affluent (the top 1 per cent) was below 5 per cent, while that of the opulent (the top 0.1 per cent) was around 1 per cent. Then these shares began to rise. Over the past thirty years, the affluent have almost doubled their share (to 8 per cent of household income excluding capital gains, and 10 per cent of income including capital gains), while the opulent have tripled their share (to 3 per cent of all household income excluding capital gains and 4 per cent of household income including capital gains).14 Overall, inequality is not yet at the levels that prevailed in the 1910s, but it’s close. Researchers have also shown a high degree of income persistence among the affluent.15 If someone reports an income in the top 1 per cent, there’s more than a 70 per cent chance that they will be in the top 1 per cent the following year. The persistence of top incomes rose in the mid-2000s and early 2010s. It’s sticky at the top.

Like the great compression, the great divergence has also occurred in Canada, New Zealand, the United Kingdom and the United States. The difference between rising US and Australian inequality does not lie in the trend, but rather in where the nations started and finished. For example, since 1980 the income share of Australia’s affluent has risen from 5 to 8 per cent, while in the United States it has increased from 10 to 21 per cent. So on this measure, Australia is almost twice as unequal as it was in 1980 – but the United States is still twice as unequal as Australia.16 Women are significantly under-represented among high-income Australians, making up one-quarter of the top 10 per cent, one-fifth of the top 1 per cent and one-sixth of the top 0.1 per cent.17

One way of understanding what has happened over recent decades is to look at the distribution of economic growth across the population. The top tenth received 12 per cent of all household income gains from 1950 to 1981, but 93 per cent of the income growth from 2009 to 2019 (a higher share than in the United States or European Union during this decade).18 Broader measures also show a rise in inequality, although the trend is not as stark as we see at the top. Review papers by experts including Peter Whiteford, Rob Bray, Roger Wilkins and Peter Saunders tend to conclude that even after accounting for the equalising effect of taxes and welfare payments, the gap between the top and the bottom grew from the early 1980s to the late 2000s.19 (Incidentally, the welfare system has twice the equalising force of the tax system.20)

Another way to measure inequality is to look at the share of people living on less than half the median income. This measure, known as ‘relative poverty’, increased in the 1980s, 1990s, 2010s and early 2020s. According to the most recent estimate, 13 per cent of Australians are in relative poverty.21 Just as the top is accelerating away from the middle, so too is the bottom falling away from the middle. If you think of inequality as being like a foot race, everyone is still moving in the same direction, but the front runners are accelerating away from the pack, while the laggards are falling further behind. Most studies also show a rising gap in the total value of what the rich and poor consume.22 Again, while the Australian patterns are troubling, they’re less extreme than those in the United States, where real incomes for households at the bottom tenth have grown at just 1 per cent a year for the past half-century.23

Although earning gaps have grown for those in the labour force, Australia has a relatively high minimum wage by international standards. This means that one of the most significant contributors to inequality across households isn’t how much you’re paid but whether or not you work. In a household among the poorest tenth, only 18 per cent of adults are employed; in the richest tenth of households, 88 per cent of adults have a paid job. Australia’s unemployment rate is low by historical standards, but joblessness has become more concentrated across neighbourhoods and families.24

Other measures point in the same direction. We often think of domestic servants as a feature of the past, populating nineteenth-century novels of Emily Brontë and Charles Dickens. Yet one study estimated that the servant share of the workforce, after declining for most of the twentieth century, more than doubled from the 1980s to the 1990s.25 The super-rich employ maids, nannies, chefs and security guards. Companies have established themselves in the ‘household management’ industry, catering to the personnel needs of the opulent (and sometimes the affluent).26

Until now, I’ve mostly viewed the great divergence through the lens of income. But if you want to see some seriously large gaps, look not at what people take home each year, but at the total value of everything they own: their wealth. In general, the poor spend everything they earn (and then some), while the rich save significant amounts. Moreover, the poor seldom get much from their parents, while the rich can generally expect a bequest (tax-free since Australian inheritance taxes were abolished in 1979).

While you can find out about someone’s income with a question or two, learning about their wealth takes more time. Think of your own case: chances are that you have a good idea of what your taxable income will be at the end of the year, but figuring out your wealth involves putting a value on assets such as a car, home and television, remembering how much you’ve got in investments, and subtracting debts.27

The most straightforward approach is to start with the largest source of wealth in the economy. Just as earnings are the biggest component of income, property is the biggest component of wealth. This means that the property market is fundamental to wealth inequality. In Chapter 1, I charted the number of days that the typical full-time employee had to work to buy a hectare of farmland (ignoring taxes). The third line of Figure 3 picks up the series in 1994, when five days’ work would buy a hectare of farmland. In 2023, that number had more than tripled, to seventeen days. Measured in terms of average wages, farms are far less affordable than they were a generation ago.

But most workers aspire to buy a house, not a farm, so the more relevant comparison is between earnings and house prices. Figure 6 shows the ratio of average house prices in Sydney and Melbourne to average Australian full-time wages, starting in 1880.28 The shape of the chart follows a similar pattern to the other inequality graphs in this book. In the late 1800s, the typical house cost around six years’ earnings. This figure fell through the early decades of the twentieth century, and by the 1940s the average house cost just three years’ earnings. Homes cost around four times average earnings in the 1980s, and around five times average earnings in the 1990s. But in the early 2000s, house prices began to skyrocket away from wages. By the early 2010s, the typical house was worth seven years’ wages. By the early 2020s, the typical house was worth eleven years’ wages, a ratio almost three time as high as it was in the 1980s. Measured in terms of housing affordability, Australian inequality is worse than at any time in recorded history.


Figure 6: How many years’ earnings does the average house cost?
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Housing affordability is a key driver of home ownership. In the 1940s and 1950s, Australian home ownership rose rapidly. But since the 1980s, the share of adults who own their home has declined. This drop has been particularly marked for younger people. In 1981, the home-ownership rate among people aged twenty-five to thirty-four was 61 per cent. In 2021, it was 43 per cent. One study looked at how long it took to save for a 20 per cent deposit. In the early 1990s, it took the average Australian about seven years to save such a deposit. By the early 2020s, it took almost twelve years. Many young people see themselves as ‘forever renters’.29

A more comprehensive analysis of wealth points in the same direction. In collaboration with economist Pamela Katic, I drew together data from wealth surveys and inheritance tax records to estimate long-run wealth inequality.30 Our estimates include not only houses, but cars, shares and bank deposits.31 Our results suggest a similar pattern to that for top income shares, but with even more dramatic trends. From 1915 to 1953, the wealth share of the affluent fell from 34 to 15 per cent, and by 1978 it had fallen still further, to 7 per cent.32 Over the following decades, the wealth share of the affluent rose steadily.

The wealth share of the opulent has followed a similar trajectory. They had 13 per cent of wealth in 1915, 5 per cent of wealth in 1953 and 2 per cent in 1978. In the past generation, the wealth share of the opulent has risen. As was shown in Figure 1, changes at the very top affect the whole population. If we rank everyone by their wealth and divide them into five equal-sized groups, we see that the shares of the bottom four groups have shrunk since the 1960s, while that of the top group has grown.

Thanks to information from rich lists, we don’t have to stop at the top one-thousandth of wealth-holders. We can look at how many on the current lists would qualify for the all-time rich list.33 As you’ll recall from Figure 2, no one on the 1983, 1984 or 1985 rich lists made the cut – continuing a more than four-decade absence of magnates. Then, in 1986, three Australians made the all-time rich list. The mogul was back. Within a few years, tycoons like Kerry Packer and Alan Bond were making headlines. The spirit of the time was captured by the man who protested against one of Bond’s coastal developments by changing his name to ‘Fast Bucks’.34

While some of the names on the Australian rich list changed, the wealth of the super-rich kept growing, largely unaffected by events such as the 1987 stock-market crash.35 In the 1990s, the top ranks of the list were populated by men such as Frank Lowy, Richard Pratt and Harry Triguboff. In the 2000s, we saw the rise of Andrew Forrest, Clive Palmer, Ivan Glasenberg and, most spectacularly, Gina Rinehart.

In 2024, the cut-off to enter the top-200 rich list was $718 million, and wealth holdings increase rapidly from that point. Oilman John Paul Getty once said: ‘If you can count your money, you don’t have a billion dollars.’ Australia now has 150 billionaires. Twenty-three people on the 2024 rich list would qualify for the all-time Australian rich list, down from twenty-eight in 2022.

The share of Australian wealth held by the super-rich is steadily rising. Figure 7 shows the share of household wealth held by the top 0.001 per cent of adults (two hundred people in recent years) and the share held by the top 0.0001 per cent of adults (twenty people in recent years).36 From 1983 to 2024, the top 0.001 per cent increased their share of Australian household wealth more than fivefold, from 0.7 per cent to 4.2 per cent. Over the same period, the top 0.0001 per cent increased their share of national income from 0.2 per cent to 2.1 per cent: more than a ninefold increase. The top twenty Australians now have twice as much wealth as the bottom two million households.37


Figure 7: Top wealth shares
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In the Introduction to this book, I discussed the question of whether those on the rich list earned their money from working harder and smarter than everyone else, or through super-normal profits (known by economists as ‘rents’). To analyse this question, Lachlan Hotchin and I studied the industries in which Australian rich-listers made their fortunes. We then compared the degree of market concentration in those industries with the average degree of market concentration across the economy.38 We began by looking at top wealth-holders in 1990 and concluded that they had tended to make their money in industries where market concentration was higher than in the economy as a whole. We then looked at the data for 2020 and found that the problem had become more pronounced. The industries that made top wealth-holders rich tend to be sectors such as iron ore mining, paper manufacturing and television broadcasting, where markets are especially concentrated. Other studies have reached similar conclusions for the super-rich in the United Kingdom, the United States and New Zealand.39 As anyone who’s played Monopoly knows, once you’ve bought all the property, you just sit back and let the money flow in. The magazine celebrating the 2023 rich list bore on its cover a photo of ninety-year-old property developer Harry Triguboff, who has been on every Australian rich list since 1983.40

The proliferation of iron ore magnates on recent rich lists has more to do with world commodity prices than a sudden surge of hard work and innovation by mining entrepreneurs. As I noted in the Introduction, the difference in wealth between Rinehart and her father, Lang Hancock, is hard to explain as anything other than Rinehart enjoying greater ‘economic rents’. And while the late Richard Pratt’s business savvy was often lauded as the reason for his success, his cardboard box business was found in 2007 to have operated what the Federal Court called ‘the most serious cartel case to come before the Court in the thirty-plus years in which price fixing has been prohibited by statute’.41

The impact of rising wealth inequality has been felt by many Australians. A survey in 2000 asked if the distribution of wealth was fairer, less fair, or about the same as in 1990. Eleven per cent said it was fairer, 30 per cent said no difference, and 59 per cent said it was less fair.42 Asked in 2023 whether they felt that ‘The gap between rich and poor is too great and should be reduced’, 74 per cent agreed while only 7 per cent disagreed.43

I once presented some of these findings at the University of the Third Age. In the question-and-answer session, a white-haired man asked, ‘What do they spend it on? I mean, if you gave me a million dollars a year, I wouldn’t know what to do with it.’

I appreciated the questioner’s asceticism, but assured him that if he were to find himself with a seven-figure income, he would quickly discover new ways to spend the money. Matching the rise in top incomes over recent decades, there is now a plethora of ways to part the super-rich from their cash.

For a start, there are luxury homes. With only a fixed amount of waterfront land, it is no surprise that the price of harbourside property has soared as inequality has risen. For example, the median house price on Wolseley Road in Point Piper is $24 million. There are at least fifteen streets in Australia where the typical home sells for over $10 million.44 As well as water views, top-end homes can have granite benchtops and ironbark floorboards; they can also feature customised home theatres, indoor waterslides, rock climbing walls, and infrared saunas.45

Now it’s time to think about how you’ll get to and from work. Perhaps you could start with a Porsche 911 Turbo or Maserati MC20, each costing around half a million dollars? From 2011 to 2023, Porsche sales in Australia quadrupled, after strong growth the previous decade.46 Or there’s the million-dollar carbon-fibre Lamborghini Aventador SVJ, which goes from 0 to 100 kilometres per hour in 2.8 seconds (the same rate of acceleration as if it were to fall off a cliff) and consumes over 17 litres of fuel every 100 kilometres.47

Another option is to take to the skies. A basic Robinson helicopter starts at around half a million dollars, but if you want something that’s faster, quieter and more comfortable, you can spend over $5 million on upmarket brands such as Eurocopter.48 Since the mid-1990s, the number of helicopters in Australia has tripled (prompting an attempt to operate a floating helipad in Sydney harbour).49 At the start of the millennium, superyachts (craft measuring 24 metres or longer) were virtually unknown in Australia. Now, there are around 120 superyachts owned by Australians. Sydney, Melbourne, Cairns and the Gold Coast have all undergone marina upgrades to cater for superyachts.50

If you want to travel interstate or overseas, you’re probably looking for a private plane. While Cessnas are the most common make of private aircraft, they’re just the entry-level choice for the super-rich. The Bombardier Global Express 7500, which can fly nonstop from Australia to the continental United States, costs around US$75 million. At least four Australian billionaires own one.51 In the past two decades, the global fleet of private jets has more than doubled, and according to one report, Australia has the fourth-largest market in the world for private jets.52

If you’re interested in politics, why not buy a billboard advertisement? Over the past decade, Mineralogy, the mining company owned by billionaire Clive Palmer, has donated over $200 million to Palmer’s United Australia Party. Prior to the 2019 election, Palmer’s advertising expenditure topped that of Labor and the Coalition combined, and even exceeded the advertising spending of Coles, Toyota or McDonald’s.53

Wondering what to consume? According to the connoisseurs, one of the greatest vintages for Penfolds Grange Hermitage is the 1971, a bottle of which will cost you about $2000, or about $40 a sip. Incidentally, that bottle has increased in price at four times the rate of average earnings: a reflection of the increased demand for high-end commodities.54 Or if your tastes tend to the illicit, you might consider cocaine – what Robin Williams once described as ‘God’s way of telling you that you are making too much money’. Cocaine is most prevalent in affluent neighbourhoods, and the share of Australians who used cocaine in the past twelve months has risen eightfold, from 0.5 per cent in 1993 to 4.2 per cent in 2019.55

When it comes to holidays, I’m indebted to Jacquie Hayes, who for some years wrote an unselfconscious column called ‘First Class’ for the Australian Financial Review. Flying back from Paris, she laments that all the seats at the front of the plane are occupied, and asks, ‘Is it really worth flying first class on Qantas any more?’56 She thinks more highly of Emirates, appreciating their in-flight showers (‘as I crossed the Tasman Sea the other day at 40,000 feet, naked and standing on a heated bathroom floor’), but tut-tutting when the airline substitutes the 2003 Dom Perignon for the 2000 vintage (a wine ‘lacking the seductiveness of the advertised 2000’).57 In case you haven’t flown first class lately, a return flight to Europe costs around $20,000 to $30,000.

Among her many overseas jaunts, Hayes describes helicopter rides in Hong Kong and yacht trips in Auckland. She suggests readers book their place on the Virgin Galactic Space Flight (currently retailing at US$600,000).58 A keyword that crops up often in her writing is ‘private’: she takes private lessons, invests in private equity and stays in the private sections of top-rated hotels.59 Some private treatments sound tempting, while others are distinctly odd. After staying in the ‘private ski beach’ section of an exclusive Utah resort, she writes: ‘I don’t think I’ll get used to pulling my ski boots on or off myself – the St Regis ski valet staff take care of that here.’60

Yearning for privacy, Hayes asks why there isn’t a proper private members’ club in Australia, akin to those in London and Hong Kong, where women don diamonds and waiters allegedly charge based on the quality of guests’ wristwatches. She sighs: ‘Annual subscriptions may only be a couple of grand a year, yet the very best of this breed of private club are synonymous with sophistication, exclusivity and unapologetic snobbery.’61

Hayes’ tastes surely aren’t unusual for the super-rich. If they were, the Australian Financial Review wouldn’t have given her a column. Her desire for exclusivity points to the way in which the super-rich are constantly comparing themselves with each other. What are all these people doing in first class? How do I get the best dress at the Melbourne Cup? Can we create a club that keeps out the single-figure millionaires, and only lets in those worth at least $10 million? These status games are costly to play because ‘the best’ is often scarce. There are only so many Picassos, private islands and landing bays for private planes.62

While average incomes in Australia have been steadily rising, we should not forget about the extent of deprivation at the bottom end. In 2022, 12 per cent of Australians could not afford a week’s holiday away from home each year, 7 per cent could not afford at least $500 in savings for an emergency, 4 per cent could not afford dental treatment if they needed it and 2 per cent could not afford presents for immediate family members or close friends at least once a year. Each year, eight out of a thousand children were subject to a case of substantiated abuse or neglect.63 For Australia’s most disadvantaged, some worry that the ‘fair go’ has gone.

≠

In 1995, one social researcher reported: ‘The more Australians think about their increasingly competitive society, the more they . . . reflect wistfully on the possibility that the ideal of Australia as an egalitarian society is being challenged (and may already have disappeared).’ As a focus group participant put it:


The haves and have-nots are now very distinct groups, these days. In the fifties and sixties, the people seemed to be more equal . . . Now you have a lot of these rich households . . . contrasted with those families who are struggling along on welfare.64



The great divergence is over a generation old, having begun around 1980. During this period, most people at the bottom and middle have become better off, but the gains have been more modest than at the top. As Midnight Oil’s Peter Garrett presciently put it, ‘the rich get richer, the poor get the picture’.65 Measured in terms of consumption, income or wealth, the last generation has seen the rich outpace the poor. In the next chapter, I set about trying to understand the factors that caused the great convergence and the great divergence. What drives inequality?






4

Drivers of Inequality

The story so far. After more than a century of fluctuating inequality (from English settlement to World War I), inequality in Australia fell for about half a century. In the past generation, the gap between rich and poor has widened again. Internationally, Australia’s level of inequality now ranks around the middle of the pack. For example, a recent comparison finds that Australia has the seventeenth-highest level of inequality among thirty-eight advanced nations.1

If all you knew about Australia was that we were a rich country that spoke English, that’s about where you’d expect to find us. As Figure 8 shows, there are clear global patterns of inequality. Latin American countries tend to be among the most unequal, followed by English-speaking nations (with the United States leading that group) and Mediterranean countries. Northern Europe tends to be more equal again, and the most equal of all are the Scandinavian and Eastern European nations.



Figure 8: Comparing income inequality across advanced countries
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In this chapter, I will explore the big factors that drive differences across countries and changes over time. These include technology and globalisation (which have combined to create ‘superstar’ workers), union membership, taxation and education.

Technology and Globalisation

Imagine you want to be filthy rich. What activity might earn massive returns in a capitalist economy? For a start, you will need to be able to do something that no one else can do and which other people want to buy. For example, you might make great tools, be an exceptional leader, provide valued entertainment or heal the sick. At any time or place in history, you would be rewarded by your community for having these skills. But to move from being rich to filthy rich, you need a way of magnifying your skills to reach a larger audience.

That’s where technology and globalisation come in.2 By allowing talented workers to affect more people, technology and globalisation turn those who would once have been mere ‘stars’ into what economists call ‘superstars’. Because the world has experienced a rapid period of technological improvement and global connectedness, we have more superstars today than ever before.3

The economist Sherwin Rosen explains superstar labour markets by contrasting Elizabeth Billington, an opera star from the early 1800s, with Luciano Pavarotti, who died in 2007.4 While Billington sang to a full house in Covent Garden and Drury Lane, she performed in the era before recording, and so was unable to reach a wider audience. Consequently, Billington earned around £10,000 a year (about AUD$800,000), while Pavarotti earned at least $20 million annually.5 Recording technology acted as a force multiplier: not only adding another income source, but also allowing Pavarotti to reach a global audience where Billington could reach only a local one.

More recent data has shown that globalisation and technological change have led to more inequality in the music industry. Looking at concert revenue, one study found that in 1981, the top 1 per cent of musicians (such as U2, Bruce Springsteen and the Rolling Stones) garnered 26 per cent of the total.6 By 2017, that figure had more than doubled, with 60 per cent of concert revenue going to the top 1 per cent of musicians (which included Justin Bieber, Beyoncé and Coldplay). In 1964, the priciest tickets to see the Beatles in Australia cost $3.70 ($63 adjusted for inflation). In 2024, the most expensive tickets to see Taylor Swift in Australia cost $1250.7

The same ‘winner takes all’ dynamic can also be seen in the movie industry. Over the past generation, the top tenth of Hollywood movies have steadily increased their share of total revenue: 62 per cent in 1982, 67 per cent in 1992, 68 per cent in 2002, 76 per cent in 2012 and 90 per cent in 2022.8 In 2021, a single movie, Spider-Man: No Way Home, accounted for one-eighth of all US cinema revenue. According to the New York Times film critic Janet Maslin, the shift towards mass-market blockbusters began with the success of Jaws in 1975.9 Over the ensuing decades, producers increasingly eschewed niche artistic films that characterised the pre-Jaws era (for example, Mean Streets, Chinatown, The Conversation) in favour of mass-market blockbusters (for example, Beverley Hills Cop, Terminator, Alien). As smash-hit movies replaced hidden gems, the earnings of top actors entered the stratosphere. In 2023, Jason Statham, Leonardo DiCaprio, Jennifer Aniston, Matt Damon, Ryan Gosling, Tom Cruise, Margot Robbie and Adam Sandler each earned over US$40 million.10

In Australia, technology has significantly advantaged those at the top. Email and videoconferencing have boosted the productivity of office professionals, but barely changed the daily tasks of hairdressers and childcare workers. As I noted in the last chapter, our biggest firms have grown larger, which means that those who run them have taken on more responsibility (and been handsomely remunerated for doing so), while the rest of the workers haven’t seen their pay packets grow commensurately. At the same time, Australia is increasingly connected to the rest of the world, with professional service firms serving the Asia-Pacific and executive recruitment panels searching globally for talent.

One industry that has been affected by technology and globalisation is my former profession of law. In the 1980s, many firms were city-based and the fax machine was the hottest technology around. Consequently, the best lawyer in a large Sydney firm would service the most profitable Sydney clients. By the 1990s, national partnerships were common: airfares had fallen and email and mobile phones allowed rapid communication, meaning that the top Sydney partners were increasingly looking after the top Australian clients. Since the 2000s, with the rise of international partnerships and the ubiquity of videoconferencing, a senior Sydney partner is likely to be working for the firm’s top Asia-Pacific clients. So it’s no surprise that a superstar Sydney lawyer is earning more than ever before.

Research by Michael Coelli and Jeff Borland points to what they call the ‘routinisation hypothesis’.11 Over the past five decades, job growth has been weak or non-existent in occupations involving routine tasks, such as basic clerical and production jobs. In these occupations, computers and robots have increasingly taken over from people. By contrast, there has been strong job growth in occupations involving the kinds of non-routine cognitive work typically done by professionals, technical experts and managers. Not only have computers struggled to supplant professionals in these roles; technological developments have often benefited those professionals (as we saw in the law example above). It remains unclear whether new artificial-intelligence tools will change this pattern or simply serve to make professionals and managers more productive. Among lower-paid occupations, recent decades have seen solid job growth in occupations involving non-routine manual work, such as personal care, food preparation, cleaning and security services. Robot waiters and robot security guards remain rare.

The globalisation of Australia’s CEO market is another example of superstar labour markets at work. One of the first overseas CEOs was Bob Joss, brought in to head Westpac in 1993 on an annual salary nearly as large as those of the other three major bank CEOs combined.12 Since then, Australians have become accustomed to overseas-born CEOs such as Ahmed Fahour (Australia Post), Ross McEwan (NAB), Sol Trujillo (Telstra) and Alan Joyce (Qantas). We may get better talent as a result, but one of the consequences of doing a worldwide search is that we now pay the global price for CEOs – even if a local gets the job. Moreover, because firms want ‘the best’ CEO, there’s a tendency to overpay.13 Mathematically, half of all CEOs must be paid less than the median. Yet only about one-twentieth of firms said that they would give their CEO a remuneration package below the median.14 The remuneration of chief executives at Australia’s 100 largest listed firms is around a hundred times average earnings, while remuneration for CEOs at the top 100 US firms is almost three hundred times average US earnings.15

This globalisation of professional labour markets is a particular advantage for English speakers. If you look at the income share of the top 1 per cent, you’ll see that it’s risen much more steeply in English-speaking countries, such as Australia, Canada, New Zealand, the United Kingdom and the United States, than in non-English-speaking countries, such as France, Germany, Japan, the Netherlands and Switzerland.16 If you’re an English-speaking CEO, globalisation just magnified your job options. But if you’re a German-speaking CEO, your options haven’t changed much. Indeed, one Canadian study found that the increase in top earnings had been much smaller in the predominantly French-speaking province of Quebec.17 While a top English-speaking accountant in Toronto could readily move south to take a job in the United States, globalisation hadn’t done much for her French-speaking counterpart in Montreal.

Unions

A powerful force for equality in Australia has been the union movement. Unions foster equality in different ways. One is that they can tip the scales towards workers as a whole by increasing the wage bill and reducing profits. This applies particularly for firms that enjoy a monopoly position. An extreme example is a one-company town. When employees have no choice about where to work, the firm can pay them a pittance. Forming a union means that workers have collective power, because they can now threaten to stop work if their pay demands aren’t met.

Another way that unions reduce pay gaps is by pushing harder to raise the earnings of the lowest paid. Unions have typically done this by advocating fixed-dollar pay increases rather than percentage increases. For example, $50 a week is a 10 per cent wage rise for someone with weekly earnings of $500, but a mere 2 per cent wage rise for someone on $2500.18 Unions have also sought to reduce wages at the top, for example by advocating curbs on executive pay.19 These redistributive wage demands are an expression of the democratic structure of unions.

Unions also attempt to influence redistribution through the political system. In Australia, the most significant manifestation of this was the creation in 1891 of the Australian Labor Party, which formed government at the federal level just thirteen years later. Labor still retains a strong union link, with half the delegates to our national conference representing their union. Internationally, ‘labourist’ parties such as the ALP tend to be more in favour of redistribution than social-democratic parties like the US Democratic Party.

From as early as 1834, when the Tolpuddle Martyrs were transported to New South Wales for trying to form a union, Australia had a strong association with collective bargaining. The oldest unions were formed in the 1830s. In 1856, Melbourne building workers won an eight-hour day. Subsequent decades saw the formation of unions representing miners, seamen and tailoresses, and the 1890s shearers’ strikes over wages and employment rules. A universal forty-hour working week was finally won in 1947, and four weeks’ annual leave came in 1974.20 Unions today are pressing for pay equity – making the case that workers in female-dominated industries have been systematically underpaid.

Figure 9 plots union membership since 1891, combining multiple estimates to form a consistent series.21 (For a discussion of the factors that caused the collapse in union membership, see my 2010 book, Disconnected.) On the same chart, I have shown the share of income (including capital gains) held by the top 1 per cent.


Figure 9: Union membership and inequality

[image: image]




The results show a moderately strong inverse relationship between inequality and union membership. Around 1980, the low point of Australian inequality, one in two workers were members of a union. The most recent survey, in 2022, was conducted in a much more unequal Australia, and found that the union-membership rate had fallen to just one in eight.

Graphs aside, the academic evidence on this point is quite clear. A fall in union membership has been shown to be responsible for a significant portion of the rise in US inequality in the 1980s, and for most of the difference in inequality between the United States and United Kingdom.22 One study for Australia suggested that up to one-third of the change in inequality during the 1980s and 1990s was due to the collapse of unions.23

Economists are fond of complaining about the role of unions. They are sometimes criticised for advocating their members’ interests ahead of non-member groups, such as customers, the unemployed or overseas workers. Yet other advocacy groups do much the same. Stronger unions are one of the reasons that Australia has historically been a more equal nation than the United States. But today, Australia’s unionisation rate (13 per cent) is not much higher than the unionisation rate in America (10 per cent).24 If you want a single institution that will act as a bulwark against a widening gap between rich and poor, it’s hard to do better than unions.


Taxation

Another important factor affecting inequality is the tax system. For the first hundred years after British settlement, Australia was almost solely reliant on import taxes (tariffs) for government revenue. It took a long time before Australia saw progressive taxes such as inheritance taxes (first levied in 1868), land taxes (1878) and income taxes (1880): each partly a response to rising economic inequality.25 But even in 1901, the various tiers of government together raised five times as much from tariffs as from taxes on inheritance, land and income put together.26 A 1904 reform pamphlet described the taxation system of the time as ‘inequitable, unequal and cumbersome’.27

With the outbreak of World War I, Australia imposed federal inheritance taxes (in 1914) and federal income taxes (in 1915). Yet total revenue from state and federal income taxes remained below that from tariffs until 1941, when World War II prompted the federal government to turn income tax from an elite into a mass tax.

Figure 10 shows two lines: the top income tax rate (the highest rate paid by anyone in the country) and the income tax rate paid by a typical person in the top 1 per cent. Obtaining the schedules for recent decades is easy, since only the federal government levies income taxes. It’s a bit more complicated for the early decades of the twentieth century, since each state had its own income tax and they were fond of adding extra levies and surcharges.28

When I first looked at Figure 10, two things immediately struck me. The first was that for most of the twentieth century, the top tax rate was higher than the tax rate paid by a typical member of the top 1 per cent. For example, in 1921, the top tax rate was 45 per cent, but this rate applied only to a tiny fraction of the population. The typical tax rate paid by the top 1 per cent was 11 per cent. Only since 1979 has the top tax bracket come down low enough that most people in the top 1 per cent paid the top tax rate (from that point on, the two lines sit on top of each other.)


Figure 10: Top income tax rates

[image: image]



Second, the chart shows a strong inverted-U shape, which neatly mirrors the trajectory of the top 1 per cent share. The top tax rate peaked in the years from 1942 to 1944, when it was a whopping 93 per cent (the United States and United Kingdom went higher still, at 94 per cent and 97.5 per cent respectively). The highest rate paid by the top 1 per cent peaked at 65 per cent in 1975. Since then, the top tax rate (and the marginal rate paid by the top 1 per cent) has steadily fallen: from 60 per cent in the early 1980s, to 47 per cent in the 1990s and to 45 per cent today.29

Some of Australia’s tax cuts have been accompanied by measures to expand the tax base. For example, the government expanded the capital gains tax in 1985 and began to tax fringe benefits in 1986.30 Many services (and some goods) that had previously been untaxed were covered by the goods and services tax, which came into effect in 2000. Yet there were also measures in the other direction, such as the scrapping of state and federal inheritance taxes in the late 1970s, and the decision in 1999 to halve the capital gains tax on assets held for more than a year.31 For most high-income earners, a generation of reforms to ‘broaden the base and lower the rate’ has seen a reduction in their average tax rate.

Australia’s cuts to the top tax rate in the past generation mirrored a global trend, with many advanced countries reducing their highest income tax rates in the 1980s and 1990s. Advocates of these tax cuts correctly point out that very high taxes can reduce entrepreneurial effort and discourage saving. But the cuts have also directly contributed to the rise in inequality. Lower taxes increase top wage earnings by providing an incentive to take on additional work, and they increase capital earnings by allowing investors to reinvest a greater share. So cuts to the top tax rate have the effect of increasing top incomes. Based on research with Sir Tony Atkinson, I estimate that one-third of the rise in top incomes over recent decades is due to cuts in top tax rates.32


Education

One of the most intriguing explanations of what drives inequality was put forward by the Harvard academic super-couple Claudia Goldin and Larry Katz.33 They suggest that we should think of inequality as a ‘race’ between technology and education. In eras when technological advances outpace schooling attainment, the gap between rich and poor widens. But in times when the quantity and quality of education increases, so too does equality.

In the United States, Goldin and Katz argue the first seventy-five years of the twentieth century saw rapid educational advances. The ‘high-school movement’ saw a boom in school construction during the inter-war era. By the mid-1930s, it was normal for a young person living in the north of the United States to complete ten years of schooling, a standard not achieved in Australia until the mid-1960s. In the 1950s in the United States, there was a boom in university attendance (a boom that did not hit Australia until the 1980s). Yet in the past generation, US educational attainment has stagnated while technology has continued to advance. Technology is winning the race, and US inequality is skyrocketing.

For Australia, our big educational booms have been the primary-schooling movement of the late nineteenth century (which increased adult literacy from under 75 per cent to over 90 per cent), a significant increase in high-school completion rates from the 1960s to the 1980s, and a rise in university completions in the past generation.34 Yet over the past decade, educational gaps have grown. At the top end, the share of twenty-five to thirty-four-year-olds with a bachelor’s degree has risen (from 37 per cent in 2014 to 45 per cent in 2023). But other young people are struggling. School attendance rates have dropped, and the share of young people completing high school has fallen from 82 per cent in 2012 to 79 per cent in 2023.35 Many other advanced countries have higher levels of educational attainment than Australia.36

Historically, periods of educational stagnation are not unusual.37 If we estimate average years of education (including school and university) among the Australian working-age population, we can see that they rose by only about a year from 1920 to 1960.38 But from 1960 to 1980, they rose by three years.39 Australia’s education boom arrived at least a generation after the US boom and continued into the twenty-first century. The technological shock of the computer revolution did increase Australian inequality, but by less than it would have done if we had not also continued to raise the quantity of education at the same time.

It’s easy to see why education is the great equaliser when we look at the individual benefit. Someone who completes Year 12 is 22 per cent more likely to have a job than someone who drops out in Year 9.40 For those with a job, high-school completion raises annual earnings by 44 per cent (compared with leaving school in Year 9). Compared with someone who finished Year 12 but has no post-school qualifications, a diploma boosts earnings by 11 per cent, while a bachelor’s degree boosts earnings by 41 per cent (equating to more than a million dollars over a lifetime).41 Despite significant increases in education, the wage returns have stayed constant over recent decades, debunking claims that we’re becoming ‘overeducated’.42 Measures to boost education levels – such as raising the minimum school leaving age and increasing the number of university places – are likely to have an equalising effect.

Yet while the quantity of Australian education has risen significantly, test scores have failed to improve. University of Melbourne researcher Chris Ryan and I found that the results of Australian secondary students on an international maths test had fallen from 1964 to 2003, and test scores on a separate literacy test had worsened from 1975 to 1998.43

Recent evidence tells a mostly troubling tale. The OECD’s international PISA exam – which tests how well students can apply what they’ve learned in school to real-world situations – has been testing Australian fifteen-year-olds since the early 2000s. Over that time, average reading, maths and science scores have fallen. By 2022, the decline in reading and maths was equivalent to a full year of learning, meaning that fifteen-year-olds were scoring at the same level as fourteen-year-olds two decades earlier.44 Australia’s own NAPLAN tests, which test students in five different subjects at four different year levels, mostly showed no improvement from 2008 to 2022.45 The only hint of optimism comes from an international maths and science test (TIMSS), which showed improvements in performance from 1995 to 2019.46



Figure 11: Test score inequality and earnings inequality
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So while Australians are staying at school longer than previous generations, today’s secondary students are performing no better than their parents did (and on some tests, worse). This means that in the ‘race’ between education and technology, education is hopping on one leg.

We should also be concerned about the relatively large gap between high-and low-performing students. As Figure 11 demonstrates, countries with larger test-score gaps also have larger wage gaps. While the effects could run in either direction, these findings are yet another reason to redouble our national efforts to improve education for the most disadvantaged. Disturbingly, the gap in reading scores between advantaged and disadvantaged students in Year 3 widened from 1.4 years in 2008 to 2.3 years in 2022.47
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Putting the effects in this chapter together, I estimate that the rise in Australian inequality over the past generation can be attributed approximately one-third to technology and globalisation, one-third to de-unionisation, and one-third to tax cuts. Increases in the quantity of education have helped offset inequality a bit, but not as much as if quality had risen too. These are not the only drivers of inequality, but they are the main characters in the story of Australian inequality.48

Understanding the drivers of Australian inequality doesn’t tell us how to reduce the gap between rich and poor. Raising tariffs to ‘protect’ local industry has a superficial appeal until you think about how much more it would cost to produce an Australian-made television. Capping CEO salaries might sound tempting until you recall reports from the 1980s and 1990s that bemoaned the low quality of Australian managers.49 Globalisation is here to stay. The same is true of technology. Few of us would give up the internet, with the global connectedness that accompanies it. From the English Luddites who smashed automated looms in the 1810s to the Australian shearers who attempted to block the introduction of wide combs in the 1980s, history is littered with examples of people who tried and failed to stop technological innovation.

The best we can do is to teach people to swim in rough waters. Increasing the quantity and quality of education becomes vital as technology advances. For example, a mechanic who lacks the skills to replace an onboard computer is destined to be the one washing the wheels in a few decades’ time. Schools, universities and companies should help people master the new artificial intelligence tools, so that apps such as ChatGPT make workers more productive – rather than redundant.

We also need to keep inequality firmly in mind when devising taxation and industrial relations policies. Few people would argue for reinstating the 60 per cent top income tax rate that prevailed a generation ago, which surely deterred some entrepreneurs from starting down the rocky road towards creating their own businesses. It’s rare to hear anyone argue for a return to ‘closed shops’: workplaces where union membership is compulsory. But we need to be aware that further reductions in top tax rates and union membership are likely to cause inequality to rise.

Having looked at the drivers of inequality, the next question is: does it matter? Is inequality really such a bad thing, or might it even have some benefits?
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Consequences of Inequality

Let’s take a moment to look at inequality on the sporting field by comparing one of the most unequal contests – English Premier League football – with one of the most equal – the Australian Football League. Of the thirty EPL championships between 1994 and 2023, two teams, Manchester United and Manchester City, have won nineteen.1 In the same period, no AFL team has won more than four premierships. Over these three decades, only seven different teams won the EPL championships, while fourteen different teams have won the AFL premiership.

There are simple structural reasons for this difference. English football operates much like feudalism. The money from television rights is shared out according to each team’s finishing position, with the top-ranked teams getting the most. Players are signed by scouts, who search the globe for promising players. A recent report put Manchester City’s salary bill at £423 million (around AUD$800 million).2 The AFL is a great deal more egalitarian. Television revenue goes to the league, which shares it out evenly among the teams. Players enter the game via a draft, in which lower ranked teams get first pick of promising players. And a team’s total salary bill is capped at $16 million (rising to $18 million in 2025). Teams such as the Geelong Cats have argued that the AFL should do even more redistribution, but everyone admits there is more equalisation in the AFL than in English football.3

Supporters of the more unequal game might point to the innovations that English football engenders. With such vast resources, Manchester United and Manchester City are at the cutting edge in their use of technology, development of game strategies, medical treatment of injured players and selection of new recruits. These phenomenally rich clubs are able to pioneer techniques that are then adopted by other teams.

But inequality comes at a cost. Economists describe the Australian Football League as having more ‘competitive balance’ than the English Premier League, meaning that you’re more likely to see an upset at the AFL. The main reason to make any sport more equal is so that it becomes interesting to watch. English football these days tends to be tiresomely predictable.

It wasn’t always like this. Prior to the 1970s, when Australian sports began instituting changes to increase ‘competitive balance’, EPL football was the more unpredictable sport. From the 1880s to the 1960s, no EPL team won more than 10 per cent of all championships, while in the AFL (then known as the Victorian Football League), Collingwood won 18 per cent of all premierships. For that period, the list of all the different teams that became EPL champions is twice as long as the list of all the different teams that became AFL premiers.4

Yet in recent decades, the two leagues have radically diverged. English football has become increasingly unequal, while the AFL has been fairly equal. In the past thirty years, twice as many teams have become AFL premiers as EPL champions. Just three teams – Manchester United, Manchester City and Chelsea – account for 80 per cent of the EPL champions in the modern era.5

Rugby League, too, has instituted reforms to improve competitive balance. As we have seen, the game emerged as a response to Rugby Union’s refusal to allow player payments. Yet despite its egalitarian beginnings, the early decades of League showed the kind of fixed hierarchy that would have made a baron blush. From 1925 to 1929, the winners were South Sydney, South Sydney, South Sydney, South Sydney and South Sydney. In the post-war era, St George won eleven premierships in a row. Yet in the 1970s, League began to get more competitive balance. Players could move more readily across teams. New clubs were encouraged to enter the competition, with the number of teams almost doubling from the 1970s to the 1990s. In the 1990s, a salary cap was instituted. Despite the Penrith Panthers’ recent run, League is a much more fluid competition today than it was before those reforms.6

Inequality not only has costs across sporting teams; even within teams, larger gaps can reduce performance. One study looked at the significant rise in salary inequality in US major league baseball.7 It found that teams with large gaps between the best and worst paid players underperformed those with more equal wage distributions.

In this chapter, I will discuss why inequality matters, addressing head-on the criticism that the gap between rich and poor shouldn’t concern policymakers. This puts me at odds with some famous economists. For example, Robert Lucas argued that ‘of the tendencies that are harmful to sound economics, the most seductive, and in my opinion, the most poisonous, is to focus on questions of distribution’. Martin Feldstein believed that ‘there is nothing wrong with an increase in wellbeing of the wealthy or with an increase in inequality that results [solely] from a rise in high incomes’.8

One of the arguments most often made by such critics is that discussions of inequality distract from the more important problem of improving outcomes for the truly disadvantaged. Why worry about the gap between the rich and the rest, the argument goes, when we should be concerned with the wellbeing of the poor?

The problem with this argument is that while we might be able to set an appropriate poverty line for a decade or two, rising incomes for the middle class will eventually change our notions of what poverty means. For example, the seven-shilling minimum wage that was seen as reasonable in the 1907 Harvester judgment would be regarded as grossly inadequate today. The least affluent Australians are richer than half the world’s population, but we wouldn’t tell someone in Blacktown to compare themselves with the poor in Bangladesh.9 Even definitions of homelessness depend on what is classed as ‘inadequate housing’. By today’s definition, most nineteenth-century Australians would be regarded as homeless.10 You can’t define poverty without thinking about what’s normal in a society.11 As the British historian Richard Tawney neatly noted: ‘what thoughtful rich people call the problem of poverty, thoughtful poor people call with equal justice a problem of riches’.12

The interrelationship between the wellbeing of the rich and poor was recognised by the grandfather of modern economics, Adam Smith, who argued:


This disposition to admire, and almost to worship, the rich and the powerful, and to despise, or, at least, to neglect persons of poor and mean condition . . . is . . . the great and most universal cause of the corruption of our moral sentiments.13



To Smith, it was only fair that everyone should get a share of the national wealth, that schooling be free, and taxation be progressive.14 A focus on inequality has marked the writings of many Nobel laureates in economics, including Claudia Goldin, David Card, Angus Deaton, Simon Kuznets, Amartya Sen, Joseph Stiglitz and Paul Krugman.15

Broadly speaking, arguments about inequality fall into two groups. The first are ‘instrumental’ arguments: inequality matters because it affects something else that you care about (such as growth or mobility). The second are ‘intrinsic’ arguments: inequality matters inherently.


Let’s start with the instrumental arguments, beginning with the question: do unequal countries grow faster or slower? Christopher Jencks (Harvard), Dan Andrews (OECD) and I took data for the past half-century and looked at whether initial inequality predicted economic growth. We found an effect, although not in the direction I had expected. Our study concluded that countries with higher income inequality experienced more rapid economic growth.16

One reason for this might be that inequality spurs entrepreneurs to take risks. Starting a business can often be exhausting and risky. If your start-up idea means working sixteen-hour days and taking out a second mortgage on your home, you’re probably more likely to take a shot if the rewards of success are very high. Another reason might be that today’s rich provide tomorrow’s start-up capital. You can see this happening in places like Silicon Valley and Tel Aviv, where the super-rich often invest in new ventures.17

Yet while the effects of inequality on growth are positive, ‘trickle-down’ works slowly. Viewed from the standpoint of the bottom 90 per cent, we found that it took over a decade for them to get enough economic growth to make up for having a smaller income share. Put another way, it takes quite a while for the pie to grow enough to make up for the fact that the poor have received a smaller slice.

Another instrumental reason to care about inequality is its impact on social mobility. Although the data isn’t clear-cut, it looks as though in countries with larger income gaps, the accident of your birth tends to determine where you end up. In the next chapter, I will discuss what we know about intergenerational mobility in Australia, and the suggestive evidence that inequality makes it harder for someone to move from adversity to abundance. Although inequality is often justified on the basis of mobility, it looks as though there isn’t much of a trade-off between the two. Instead, countries tend to get the best or worst of both worlds: equal societies are mobile, while unequal societies are also immobile.

A third instrumental reason to be concerned about inequality is its impact on democracy. As we saw in the Introduction, the rich are more likely than the poor to engage in political activity (such as contacting government officials or signing petitions). But there is also reason to think that rising inequality may skew political outcomes towards the interests of the most affluent. As the Republican Party boss Mark Hanna said of US politics in the Gilded Age: ‘There are two things that are important in politics. The first is money, and I can’t remember the second.’ Studies have found that US senators’ voting behaviour is very strongly related to the opinions of their richest constituents, modestly related to those of middle-income constituents, and unrelated to the views of low-income constituents.18 Contrary to Plato’s fear that the poor would wield too much power in an unequal democracy, the reverse seems to be closer to the mark.19

Inequality can also affect political outcomes by shaping our notion of the common good. Democracy does not require perfect equality, but a strong democracy does depend on a society with enough equality that people ‘bump up’ against those who are different from them. Without a modicum of social mixing, shared interests can become subservient to self-interest. When the most affluent use different hospitals and schools, travel solely by private transport and live among those in their own income bracket, they may lose touch with the need for a strong safety net to protect the most disadvantaged. It works the other way, too. If the poor are cut off from the rich, they may cease to understand how hard you have to work to create a successful business. (In the United States, leisure time has become increasingly unequally distributed – while the rich have a larger share of the money, the poor have a larger share of the leisure time.20)

Looking beyond growth, mobility and democracy, others have claimed that inequality – as distinct from, say, poverty – worsens social outcomes such as health and crime. Yet on closer inspection, such claims turn out to be fragile. Inequality does many things, but its effects on life expectancy and homicide are small or non-existent. I’ll spare you the details here, but the interested reader can find them at the end of the chapter.

Let’s sum up the instrumental arguments about inequality. It is modestly good for growth, although trickle-down is very slow. Based on the available evidence, inequality is probably bad for mobility and democracy. And inequality doesn’t appear to have much impact on health and crime.

Now let’s turn to the intrinsic arguments. In the Introduction, I mentioned the notion of the ‘veil of ignorance’, devised by the philosopher John Rawls.21 His great insight was to imagine how people would think about inequality if they did not know where in the pecking order they would end up. Put yourself in the position of a baby that’s about to be born: before you leave the womb, you have no idea whether your family lives in a shack or a mansion. Given that ignorance, what kind of income distribution would you choose?

Rawls’ conclusion was that from behind the veil, people would tolerate differences only if their effect was to make the poor better off. Put another way, you would only accept a smaller share if it would increase the total size of the pie. This means that you probably wouldn’t choose perfect equality, since that would be a world that didn’t reward effort. On the other hand, viewed from behind the veil of ignorance, extreme inequality would look as unattractive as putting all your income on one number of the roulette wheel. The ideal would be something in between.

In choosing a society with fair redistribution, we would likely have in mind the fact that our economic success is significantly shaped by factors we cannot control.22 For example, the genetic lottery shapes our intelligence, health and looks – all factors that affect earnings. Children who have the luck to be first born have certain advantages, but that doesn’t make them any more meritorious than their siblings. Luck also shapes how our talents are valued. If I’d been born into a competitive hunting society, my poor eyesight and light build would have made me a bad spear-thrower and a lousy fighter, but that wouldn’t have made me any less deserving. So too a plain-spoken factory worker is of equal intrinsic worth today as he was a generation ago, even though there is now less demand for his skills. Luck affects not only what we’re born with, but also whether our particular talents are rewarded by the society we join.

The veil of ignorance makes us think about justice and fairness without regard to our own attributes. Each of us needs to ask the question: what kind of a society would I want if there was an equal chance that I might be born weak or strong, male or female, with rich or poor parents, able-bodied or with a disability, Indigenous or non-Indigenous? Thinking about the world through the veil always makes me feel a little more vulnerable. My guess is that if you were faced with the prospect of starting life with myriad disadvantages, you’d probably opt for a relatively equal society.

This sense of egalitarianism reflects what Lester Thurow termed ‘the income distribution as a public good’.23 Anyone who thinks that economics is about maximising money rather than maximising wellbeing hasn’t gotten past first-year university. In maximising wellbeing, inequality matters – because a dollar brings more happiness to a poor person than to a rich person. One analysis asked people to rate their happiness on a zero to ten scale, and looked at how much money was required to move them up by one point. They found that to buy the same increase in happiness cost $6000 for the poorest households, but $100,000 for the richest.24 This is one reason redistribution makes sense – because taxing a millionaire to make sure a pauper doesn’t become homeless has the effect of increasing aggregate wellbeing.

Even setting aside Rawls’ veil of ignorance, there are good reasons to think that we might want to curb excessive inequality. As I’ll discuss below, a mounting body of evidence tells us that humans feel a palpable discomfort at high levels of inequality. My sons are constantly benchmarking against one another. When Sebastian, my eldest, was aged six, I asked him whether he’d prefer that he and his four-year-old brother, Theodore, both got one biscuit, or he got two and Theodore got three. Without hesitation, he replied: ‘I’d prefer one each.’ Puzzled, I pushed Sebastian a little to find out why. ‘Because it would make me sad if Theo had more than me,’ came the reply.

This sentiment isn’t confined to children. A survey asked US respondents whether they would prefer a world in which they had an annual income of $50,000 and others earned $25,000; or a world in which they had twice as much ($100,000) but others had four times as much ($200,000).25 Half of those surveyed preferred to be poorer (with an income of $50,000 rather than $100,000) so long as it meant being at the top of the heap rather than the bottom. Changing the subject matter from income to other attributes (such as education or attractiveness) yielded a similar result: relativities mattered at least as much as absolutes.

In a famous economics experiment called the ‘ultimatum game’, the first player chooses how she would like $100 divided between her and another person.26 The second player can either accept that split, or decide that both players will get nothing. If all people cared about was being better off, then the second player should accept the division when he gets anything at all. So if the first player proposes to keep $99 and hand over $1, a second player who doesn’t care about inequality should accept. Yet in thousands of settings it has been shown that many people have a cut-off around $25, below which they’d rather get nothing than receive a share that they regard as miserly. It offends our dignity – our sense of justice.

In another economics game, players were given an option to spend $1 of their own money to reduce another player’s earnings by $3.27 Depending on our political views, we might call this ‘egalitarianism’, ‘taxation’ or ‘punishment’. Regardless of the name, two-thirds of players chose to penalise another, with their targets typically being the richest players. In this game, greater equality came at a price, but most players were willing to pay it.28 This is consistent with a large literature in psychology showing that people prefer to barrack for underdogs over favourites.29

Admittedly, these economics games are conducted in a laboratory, which may cause people to behave differently. John List, an economist who is sceptical about how much the ultimatum game can tell us about real-world behaviour, pointedly observes: ‘What is puzzling is that neither I nor any of my family of friends (or their families and friends) have ever received an anonymous envelope stuffed with cash.’30

But you don’t have to rely on laboratory experiments. One US study compared individuals with the same income who lived in high-and low-income neighbourhoods.31 It turned out that as their neighbours’ incomes rose, an individual’s happiness fell. Another study encouraged staff at a large public university to go online and check out their co-workers’ salaries.32 The effect was to reduce job satisfaction among workers who earned less than those around them. A cross-country analysis finds that people in more unequal places tend to be less happy with their lives, an effect that holds for both rich and poor respondents.33 Other research reaches similar conclusions.34

John Stuart Mill once noted, ‘men do not desire to be rich, but richer than other men’.35 He may have been overstating things, but relativities are practically important if people are competing for ‘positional goods’, such as a home in a desirable suburb, a place in a top university or a sought-after job. In such cases, rising top incomes may lead to an ‘expenditure cascade’, as those in the middle have to spend more to stay in the race.36 When inequality is modest, a young person can happily wear a $200 outfit to a job interview. But if top incomes rise, they may feel a need to buy a $1000 outfit to compete. Similarly, the rise in cosmetic surgery (one in twenty Australians has had at least one procedure) is driven by the desire to meet a rising social standard.37 If we feel obliged to spend more on clothes, homes and plastic surgery, then we can end up in a ‘status race’ that looks a lot like an arms race. As any football fan knows, once everyone gets to their feet, you have to stand up too if you want to keep watching the game. Similarly, if people’s spending is based not on their own desires but the need to keep up with the Joneses, the whole thing ends up being socially wasteful.
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In the early 1300s, Venice was one of the richest cities on the planet.38 A trading hub, its success owed a great deal to the ability to bring together the money of established financiers and the ideas of new entrepreneurs. The colleganza – akin to a company in today’s capitalist economies – allowed risk-sharing and encouraged businessmen to venture trading expeditions.

Then, in 1315, Venice’s social structure changed. The elites published the Libro d’Oro – a register of the nobility, comprising a tiny minority of all Venetians. Only those whose names were listed in the book could participate in key decisions. What had been an open society became increasingly closed. The colleganza was banned. For the next two centuries, Venice’s population steadily shrank. What had been a successful open society became a failed experiment in established privilege.

The lesson of Venice’s rise and fall shows how entrenching privilege can ultimately harm a society. Those who published the Libro d’Oro made Venice more unequal. That had instrumental costs, as the society became less mobile and less democratic. It also grew more slowly (suggesting that my academic findings about growth may not hold under conditions of extreme inequity). But there were surely also intrinsic arguments against what Venetians called La Serrata (the closure). From behind the veil of ignorance, would anyone have chosen to live in a society where those not on the list became second-class citizens?

At the other extreme, few of us behind the veil of ignorance would choose perfect equality. One reason is that it wouldn’t be very interesting. The French artist Francis Picabia put it nicely when he noted: ‘Nature is unfair? So much the better, inequality is the only bearable thing, the monotony of equality can only lead us to boredom.’ This monotony was on full display in the Soviet Union during the 1960s and 1970s, when most citizens were assigned an apartment, had few consumer goods to choose from and could not travel outside the country.

Like other communist societies, the Soviet Union tried to put into practice the Marxist principle: ‘from each according to their ability, to each according to their need’. What it found was that by entirely breaking the link between what an individual puts in and what they get back, massive damage was done to total economic output. Most people ended up with a fairly equal slice of a small and unappetising pie.

As the English philosopher Jeremy Bentham noted two centuries ago, ‘Perfect equality is a chimera – all we can do is to diminish inequality.’39 As you’ll see in Chapter 7, that’s the view Australians take today: few desire perfect equality, but most want smaller earnings gaps and a more equal distribution of wealth.

So inequality is about getting the balance right. Indeed, if I’d been writing this book in 1980, when the top 1 per cent share was at a seventy-year low, the top tax rate was 60 per cent and half the workforce was in a union, I doubt I would have been perturbed by Australia’s level of inequality. As many economists did at the time, I might have pointed out that our high tariffs and insular culture were leading to sluggish firms and few entrepreneurs. The central economic problem of 1980 wasn’t inequality; it was the closed economy.

I even have mixed feelings about inequality at home. I gave the example above of my eldest son, Sebastian, who once told me that he’d prefer that he and his brother Theodore get one biscuit apiece, rather than Sebastian getting two and Theodore getting three. On the one hand, I love that my sons are thinking about fairness, but it can also seem an infuriating waste of time to a busy parent. ‘Don’t worry about him,’ I want to say, ‘just focus on your own share!’

When I mentioned to a friend that my wife was pregnant with our third child, she surprised me by suggesting that one benefit of having three children is that we’d have fewer squabbles over who gets what. ‘With two, they constantly benchmark against each other,’ she said. ‘With three, they don’t compare as much.’ So one benefit of having three children is that your kids spend less time worrying about equality. Even Labor MPs like me sometimes get sick of talking about fairness.

Until now, this book has focused on the gap between rich and poor at a single point in time. We’ve looked at inequality in earnings, total income and wealth. In each case, it’s as though we’ve taken a photo of the society and compared everyone’s positions. This has the advantage of being straightforward, but it misses the changes that take place over time. Life is more like a video than a photo. In the next chapter, I will focus on an issue that’s intimately related to inequality: social mobility. How much change do we see from one generation to the next, what factors drive it, and how is it linked to inequality?

Technical Note: What Inequality Doesn’t Do

When I began researching the effects of inequality, I expected to find large negative impacts everywhere I looked. Believing that most English-speaking countries had grown too unequal, I expected that the adverse effects of this would show up in a host of measures. But the more I looked at the data, the less certain I became that inequality was an unmitigated evil. As I have argued in this chapter, inequality appears to be good for growth and to have no substantial effects on health or crime, and perhaps to have adverse effects on social mobility and democracy.

This is a considerably more mixed bag than some other studies have found. For example, Richard Wilkinson and Kate Pickett argue that if the United Kingdom became as equal as Scandinavia, everyone would live a year longer, mental illness would be halved, teen birth rates would fall by two-thirds, homicide rates would fall by three-quarters and everyone could get seven extra weeks’ holiday a year.40 This is a heady concoction, but I can’t convince myself to swallow it. The closer you get to Wilkinson and Pickett’s results, the more fragile they appear.41 Part of the problem is that they’re looking at a snapshot in time rather than changes over time. Another difficulty is that their results are often driven by one or two countries (place your thumb over what looks like the most influential dot on a scatter plot, and an apparent relationship frequently disappears).42


To see the problem, take the case of health. As we saw in the Introduction, there is a strong relationship between an individual’s income and their health. The poor have fewer teeth, experience more pain and even live for fewer years. But while a person’s own income is a powerful predictor of health outcomes, there’s little evidence that the poor get sicker when the rich get richer.43 The more careful one is with the data, the less convincing is the claim that rising incomes at the top reduce the health of those at the bottom. If inequality were bad for your health, you would expect to see the biggest health improvements in the countries that had not experienced a rise in inequality. But during the last two decades of the twentieth century, improvements in life expectancy were similar in countries saw a substantial rise in inequality (such as Australia and the United Kingdom) and those where inequality stayed static (such as France and Switzerland). The impact of inequality on health is either small or non-existent.

A similar story holds for crime. In recent decades, some of the most significant reductions in violent crime have occurred in countries where inequality has risen. From the early 1990s to the early 2020s, Australia’s homicide rate halved. The United States had witnessed almost as large a reduction.44 In both countries, the gap between rich and poor widened over this period. We don’t yet understand all the factors that drive crime, but it doesn’t look as though inequality is a major contributor.

One reason that social scientists have been able to get into a methodological battle over the effects of inequality on health, growth and crime is that the data are reasonably good. By contrast, measures of social mobility are notoriously imprecise, and it’s difficult to agree on appropriate ways to measure degrees of democracy. Because of this, my conclusions on these outcomes are more cautious. Over coming decades, I expect that researchers will steadily accumulate better evidence on social mobility and democracy, which I’ll incorporate into future editions of this book, changing my conclusions if necessary.
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Mobility

Isabel and her mother heard the shot when her father took his own life. He was twenty-one years old, her mother was nineteen and Isabel was only five months old. When Isabel was nine, she overheard that he had died by suicide rather than in an accident as she’d been told. For years, she blamed herself for her father’s death.

After her father’s death, Isabel mostly lived with her grandparents. They took care of eleven children, living in a small three-bedroom weatherboard house. The six boys slept in a shed out the back, with the girls in the two bedrooms inside.

When Isabel was three years old, her mother remarried and they moved into public housing. Then a half-brother was born and the family moved into their own home in a low-income neighbourhood. Isabel remembers a mother who was still growing up, and meals of Coca-Cola, chocolate and chips. She told me, ‘You’d be surprised how many chips you can get for a couple of dollars, and they fill you up on a cold night.’

When Isabel was eleven, her mother divorced her second husband. Shortly afterwards, the bank called in the mortgage, and Isabel and her mother were back with the grandparents. Only this time, she shared a bedroom with her half-brother rather than her cousins.

Isabel was fifteen when her mother married her third husband. On the upside, her new stepfather was a builder, so was able to build them a house. On the downside, he was a compulsive gambler whose debts caused them to lose the house.

At twenty-two, Isabel fell pregnant to her boyfriend and decided to have the baby. She hadn’t counted on his drug problem getting worse, and that the stress of the baby would lead him to become violent. When he hit her, Isabel walked out. At twenty-two, two decades after her father’s suicide, she was a single mother with her own daughter.

Isabel isn’t her real name, but the reason I’ve chosen to tell her story is because of where she’s ended up. Today, Isabel is a senior figure in the federal parliament. Few people there know what she went through growing up, but she often thinks about it when she’s having a hard day at work. It puts the little things into perspective, she told me.

In this chapter, I will discuss the issue of intergenerational mobility and some of the barriers to moving from poverty to prosperity (or vice versa). When we talk about inequality, we refer to the gap between rich and poor at one point in time. Intergenerational mobility is a different concept, measuring how easy it is for each generation to move up or down the economic ladder. When people say, ‘The apple doesn’t fall far from the tree,’ they’re describing a society in which children grow up to earn a similar income to their parents. Conversely, ‘Anyone can make it’ describes a society in which parental background is no barrier to what a child can grow up to achieve.

By the end of the chapter, I hope I will have persuaded you that mobility matters, and that it can be tough to move from the most disadvantaged neighbourhood to the most affluent. But the reason I chose to start with Isabel’s story is to emphasise that we should never give up on anyone, or be gulled into thinking that demographics is destiny. Concerns about the difficulty of moving up the pecking order shouldn’t ever lead us to think that a particular individual cannot make it.

Australian society prides itself on being one where people can easily move from one social class to another. Perhaps the best example is Samuel Terry, the Manchester thief transported in 1801 for stealing stockings. By the time of his death in 1838, Terry’s wealth exceeded 3 per cent of the colony’s total income.1

Writing in the 1960s, Craig McGregor argued:


There is not so much difference between the way the different classes speak, the way they dress or the schools they went to . . . The lack of widespread extremes in social differentiation makes it easy for class-jumpers to ‘pass’.2




In the same decade, Donald Horne wrote:


There are no possibilities in Australia of determining status by simple inspection. You can’t place a man in a social scale by listening to his accent or what he talks about or by looking at his clothes or observing his manners.3



But even in that period, there was evidence that children tended to follow in their parents’ footsteps. A survey of school-leavers in 1959–1960 found that many boys entered their fathers’ occupations, including 61 per cent of farmers’ sons, 38 per cent of skilled tradesmen’s sons, and 36 per cent of sons of university-educated fathers. What McGregor called ‘class-jumpers’ did exist, but they were perhaps not as prevalent as popular wisdom suggested.

One way that economists measure social mobility is by looking at ‘intergenerational elasticity’. This boils a society’s level of mobility down to a single number, which asks the question: if a father’s income is 10 per cent higher than average, what do we expect his son to earn when he reaches the same age? (Historical comparisons look at men because women have traditionally had lower employment rates.) In a very mobile society, a father’s earnings would be unrelated to his son’s wage, so the number will be small. Conversely, in a very static society, a father’s earnings will have a large impact on his son’s earnings. If a 10 per cent increase in fathers’ earnings had zero impact on sons’, the society would be perfectly mobile. If a 10 per cent increase in fathers’ earnings led to a 10 per cent increase in sons’, it would be entirely static, with no class-jumping whatsoever.

In a 2007 study, I estimated the relationship between the earnings of Australian fathers and sons.4 My research found that for every additional 10 per cent that a father earns, his son’s earnings rise by about 2½ per cent. This is larger than the effect in Scandinavian nations (where the 10 per cent increase pushes up sons’ earnings by 1–2 per cent), but smaller than the effect in the United States (where it raises sons’ earnings by 4–6 per cent). This indicates that the effect of parental background on a child’s life chances is about twice as large in the United States as it is in Australia. Comparing the Australian and US results, my study found that this is particularly due to the persistence of poverty in the United States: someone born into the bottom fifth of the income distribution has half as good a chance of making it into the top fifth in the United States as they would in Australia.

Another way to think about the level of social mobility in Australia is to compare the intergenerational transmission of income with that of a characteristic that we know to be affected by genes: height. For every 10 per cent increase in a father’s height, his son’s height goes up 5 per cent. Take a moment to think about a few father–son pairs that you know. My guess is that not many of them involve very short sons and tall fathers (or vice-versa). In the United States, the heritability of income is similar to the heritability of height.5 But in Australia, income is only about half as heritable as height. In Scandinavia, the hereditability of income is smaller still.


In past decade, better data has enabled Australian researchers to produce several excellent studies on intergenerational mobility.6 The finding that Australia is a more socially mobile country than the United States holds up across multiple datasets and approaches (and is true for wealth mobility too). We have also learned more about the factors that drive Australian intergenerational mobility, with researchers pointing to the role of segregation, education and family structure.7 Researchers have also looked at the question of absolute mobility, asking, ‘Are we richer than our parents were?’ It turns out that while four-fifths of baby boomers had higher real incomes than their parents, this figure has fallen to two-thirds for recent generations.8

In this chapter, I will argue that the life chances of advantaged and disadvantaged children stem from three big differences: money, parents and time. Disadvantaged children are typically raised by fewer parents, in households that are poorer, and with less parental time spent on them.

Whatever your political views, I expect there’s a part of this chapter that will make you shift uneasily in your seat. Many conservatives take the view that the gap between rich and poor doesn’t matter, because every child can make it if they try hard enough. Unfortunately, the evidence I will present throws a bucket of cold water over this view.

On the other hand, many progressives don’t like to talk about the effects of parenting on social mobility. We may spend hours reading Harry Potter to our children, but we tend to cringe at the idea that what we’re doing is transmitting privilege across generations. There’s something comforting about the thought that all parents are just muddling through. And yet it turns out that not all family structures and parenting styles are equally effective – at least as measured by children’s academic and economic outcomes. But before I gingerly pick my way through the thorny ground of families and parenting, let’s talk about money.

At the start of this chapter, I distinguished inequality (the income gaps that exist in a society) from mobility (the ease of class-jumping). It’s now time to look at how these two concepts are related to one another. Are unequal societies the most fluid? Or are the nations with large gaps between rich and poor also those where people occupy the same class from birth to death?

The question isn’t merely of academic interest. In a survey covering several advanced countries (including Britain, the United States and Germany, though not Australia), the vast majority agreed with the statement: ‘It’s fair if people have more money and wealth, but only if there are equal opportunities.’9 Many people are willing to bear high inequality – but only if it comes with high mobility.

Alas, the empirical evidence seems to point the other way. Writing in 2009, OECD researcher Dan Andrews and I looked at inequality and social mobility in ten nations. We found evidence that nations with more inequality in the mid-1970s were less socially mobile in the ensuing quarter-century.10 A few years later, the US economist Alan Krueger presented more evidence for this pattern, which he memorably tagged ‘the Great Gatsby Curve’.11 Recently, the Canadian economist Miles Corak has compiled evidence from sixteen advanced countries that shows the same pattern.12

If high inequality entrenches poverty and plutocracy across generations, it will damage something that many of us hold sacred.13 If inequality makes us a more static society, then the rich list will increasingly be populated by those with inherited wealth rather than the self-made. One way to see this is to look at the pattern of inheritances. Figure 12 shows the share of inheritances received by people in different wealth deciles. In 2022, the poorest half of households received just 10 per cent of inheritances, while the richest tenth of households received 43 per cent of all inheritances. With property prices at record highs, inheritances are likely to further increase Australian inequality.14


Figure 12: Share of inheritances by household wealth decile
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The fact that more inequality leads to less social mobility is most shocking to those in the United States.15 Deep in the American psyche is the notion that theirs is a nation where anyone can make it. Regaling the Democratic Convention in 2004 with his extraordinary life story, Barack Obama claimed that ‘in no other country on earth is my story even possible’.16 Yet he acknowledged, as president, that ‘it is harder today for a child born here in America to improve her station in life than it is for children in most of our wealthy allies’. If anything, it has become harder for an American to move from penury to plenty.17

In theory, a society could be unequal (with a large gap between rich and poor), but mobile (with lots of class-jumping). In practice, this doesn’t tend to happen. Societies with a large gulf separating the haves and have-nots are generally those in which few people escape the circumstances of their birth. To see this, think back to the ladder analogy in the Introduction. If inequality measures the gaps between the rungs, then intergenerational mobility measures how easy it is to climb up or down. If the rungs move wider apart, the ladder becomes harder for someone to climb. In a very unequal society, you are likely to stay on your birth rung.

Now let’s talk families. The debate over the role that family structure plays in perpetuating poverty over generations has a long lineage. One of the most famous treatments of the issue was a 1965 report issued by the US assistant secretary of labor, Daniel Patrick Moynihan. Moynihan’s focus was on Black Americans (then commonly referred to as ‘Negroes’).18 The Moynihan Report argued:



The gap between the Negro and most other groups in American society is widening. The fundamental problem, in which this is most clearly the case, is that of family structure. The evidence – not final, but powerfully persuasive – is that the Negro family in the urban ghettos is crumbling. A middle-class group has managed to save itself, but for vast numbers of the unskilled, poorly educated city working class the fabric of conventional social relationships has all but disintegrated. There are indications that the situation may have been arrested in the past few years, but the general post-war trend is unmistakable. So long as this situation persists, the cycle of poverty and disadvantage will continue to repeat itself.

The thesis of this paper is that these events, in combination, confront the nation with a new kind of problem. Measures that have worked in the past, or would work for most groups in the present, will not work here. A national effort is required that will give a unity of purpose to the many activities of the Federal government in this area, directed to a new kind of national goal: the establishment of a stable Negro family structure.



Moynihan argued that high levels of single parenthood among Black Americans were partly a legacy of slavery (a system in which 30 per cent of slave children were sold before their tenth birthday), as well as poverty, unemployment and low wages in the modern era.19


Upon its release, the Moynihan Report was attacked by many on the progressive left, including the Black American leaders Al Sharpton and Jesse Jackson. Moynihan was accused of stereotyping black men, focusing too much on behaviour and giving racism a free pass. The title of one book that criticised Moynihan was Blaming the Victim: it was a term that quickly entered common usage.20

Nearly half a century after the Moynihan Report, the share of Black American children born to unmarried parents has risen from one-quarter to three-quarters. And yet it’s easy to see why Moynihan’s diagnosis still rankles. Black American men have seen their incarceration rates soar and their wages flatline, so it’s harder than ever to be a good dad. And the millions of Black American women who are struggling to make it as sole mothers have enough on their plates without being told that their failure to marry is hurting their children.

The same is true of the debate about lone parenthood in Australia. Nothing has made me more in awe of lone parents than having children. When our boys are ill, my wife and I sometimes shake our heads and ask, ‘How do lone parents do it?’ From speaking with constituents who are raising children on their own, I know what enormous sacrifices they make. Yet while the topic is uncomfortable, there’s no getting away from the simple fact that it’s easier to raise a child with two adults than one. So if we are to understand how and why patterns of disadvantage are replicated across generations, it’s important to think about the role of family structure.


Initially, I’ll focus on lone parenthood, since talking about ‘marriage’ has a moral sting that can inflame the debate. Later, though, I’ll return to thinking about why marriage might matter.

The first thing to note is that the share of Australian children in lone-parent households has approximately doubled over the past generation. On recent figures, 22 per cent of children live in such households, up from about 10 per cent in the late 1970s.21 In public debates, commentators often attribute the rising share of children living in lone-parent households to the increase in the divorce rate, but the statistics don’t bear this out. While the introduction of no-fault divorce in 1975 led to a surge of divorces in the following year, the current divorce rate is only slightly higher than it was before the legislation passed.22 Instead, the rise in lone-parent households is mostly driven by lower partnering rates.

If the rise in lone parenthood was spread equally across advantaged and disadvantaged families, it might not have much impact on social mobility. But that’s not the pattern that researchers have observed. In general, children from poor families are less likely to live with both parents than children from well-off families.

One way that this can be seen is by looking at First Nations children, a traditionally disadvantaged group. Across Australia, almost half of First Nations children live in single-parent families, considerably higher than the national average.23 Given that First Nations children face a host of other barriers – from lower-quality public services to poor housing to racism – it is troubling that so many live in lone-parent households.

Another marker of low socioeconomic status is lower levels of education. Is the decline in partnering happening across all education groups, or is it particularly concentrated among those with less education? To test this, I compared children whose parents both had a university degree with children where neither parent had a university degree. I then asked the question: were children with university-educated parents more or less likely to be living with both parents at the age of fourteen?24

For children born in the 1940s and 1950s, children of university-educated parents were actually less likely to be living with both parents than children of non-university-educated parents. Among baby boomers where neither parent had a university degree, around 87 per cent were living with both parents. Among baby boomers whose parents both had a university degree, around 83 per cent were living with both parents. For children born in the 1960s and early 1970s, the share living with both parents at age fourteen did not differ according to parental education.

Then from the late 1970s birth cohort onwards, the lines diverged. Those in Generation Y were more likely to be living with both parents in their teenage years if their parents had university degrees. The same was true for Millennials. Among Generation Z (those born from the mid-1990s onwards) the gap has widened to over 20 percentage points. Children born in 2007 have an 88 per cent change of living with both parents if their parents have university degrees, but a 66 per cent chance of living with both parents if neither parent has a university degree. Since the 1940s, children of university-educated parents have become slightly more likely to be living with both parents, while children of non-university-educated parents became much less likely to be living with both parents.25


Figure 13: Share of children living with both parents at age fourteen
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The result is that First Nations children and those in less-educated households are more likely to be raised in lone-parent households. Few would disagree that raising a child as a lone parent is harder than raising a child as a couple. In a lone-parent household, there is typically less time for one-on-one engagement with adults and less money to go around. Although friends and extended family often help out, it remains true that on many measures, children raised in lone-parent households do worse than those raised in two-parent households.26 There are doubtless instances in which children are better off when their parents separate (such as in the case of domestic violence), but lone parents must work harder than couple families to raise their children.

Until now, I’ve focused on whether children are raised by one parent or two, avoiding the question of whether parents are married. Everything I have said treats de facto parents identically to married parents. Let’s now turn to a thorny question about family structure: does marriage matter?

The first thing to note is that the statistics about marriage are much better. To produce the figures above about partnerships, I spent hours analysing microdata. But to find the share of children born out of wedlock, you need only look on the Australian Bureau of Statistics’ website. There, you’ll find that from 1971 to 2022, the share of babies born to unmarried parents rose from 9 to 40 per cent.27 To a large extent, this is due to the decline in ‘shotgun marriages’. One estimate from the 1960s suggests that one-third of first children were conceived out of wedlock, but because most couples quickly tied the knot, the share of births to unmarried parents back then was just 6 per cent.28

In the Indigenous community, the share is higher still. Eighty-two per cent of First Nations babies are born to unmarried parents.29 In the Northern Territory, 92 per cent of First Nations births are to unmarried parents, and 43 per cent do not have a father’s name listed on their birth certificate.30

Yet from a child’s viewpoint, what matters is not whether his or her parents wear metal bands on their left ring fingers, but whether they are in a stable relationship. In my own circle of friends, there are half a dozen couples who were unmarried at the time of their children’s birth. Three of those couples chose to get married when the children were in primary school. The other three are still unmarried. It looks to me as though the children of these relationships are doing equally well. Indeed, in an era when women increasingly keep their maiden names, I am unable to tell which parents at my children’s school are married.

Yet while having parents in a stable de facto relationship is no better or worse for a child than having parents who are married, there is some evidence that de facto relationships are less stable than marriages. For example, when a US survey interviewed a random sample of unmarried parents at the time of their child’s birth, a large majority intended to stay together.31 But by the time the child turned five, only 18 per cent were married or cohabiting. In most of the other cases, either the mother or father had begun a new romantic relationship. And in 60 per cent of cases, these new relationships had led to new children. Put another way, among children whose parents were unmarried at the time of their birth, most had a new half-sibling by the time of their fifth birthday. To the extent that this pattern holds in Australia, it does suggest that the rising share of children born to unmarried parents may presage a rising share of children raised in complex or unstable households.32

Should all pregnancies end in marriage? Not a bit of it. My good friend Sarah found out she was pregnant a few days after breaking up with her then boyfriend.33 Because of her firm religious views, there was no question of terminating the pregnancy. She raised her daughter on her own, then began dating again. She met another man, got married and had two more children.

It’s important that the debate on family structure be grounded in high-quality evidence. In his book, former Liberal MP Kevin Andrews cites a spate of studies that purport to show that married people are more likely than unmarried people to volunteer, have better mental health, and are less likely to die of cancer.34 I think he overstates the case, since those who marry are typically better off even before they tie the knot.

Another claim often made by conservatives is that the poor are having too many children (as a house guest in The Great Gatsby sings, ‘One thing’s sure and nothing’s surer: the rich get richer and the poor get – children’).35 For all the times I’d seen this argument made, I had yet to observe a skerrick of evidence for it, so in the spirit of MythBusters I put it to the test. Using a 2022 Australian household survey, I restricted the sample to partnered women above childbearing age (forty-five to sixty-four) and looked at how many children each woman had borne.36 Differences exist, but they are small. For example, women in the poorest fifth of the wealth distribution had borne an average of 2.6 children, while women in the richest fifth had borne an average of 2.3. It is more common for disadvantaged women to have large families: 21 per cent of the poorest women had borne at least four children, compared with 10 per cent of the richest. But overall I found a weak relationship between family size and wealth. If all you know about a family is the number of children, chances are you will do a bad job of guessing its wealth.

Just as controversial as the issue of family structure is that of parenting style. In the United States, researchers have shown that children of higher educated parents are more likely to read books and to get a good night’s sleep.37 Affluent parents are also less likely to use corporal punishment, and more likely to be stringent about restricting screen time.38 Observing a small sample of families with toddlers, a pair of researchers found that professional parents addressed about two thousand words per hour to their children, in contrast to the five hundred words from parents receiving welfare benefits.39 By the age of three, the most advantaged children had heard thirty million more words from their parents than the least advantaged. The effect of this can be life-changing. As one US educator put it: ‘An affluent five-year-old has about the same vocabulary as an adult living in poverty.’40

We know less about this issue in Australia, but the evidence seems to point in the same direction. Children from disadvantaged families are more likely to be worried about parental job loss, fighting in the family, and excessive drug and alcohol use.41 In affluent homes, three-quarters of children report that they enjoy reading, while only half the children from disadvantaged backgrounds say the same.42

Parenting approach seems to drive some of these differences. Analysing Australian data, the University of Chicago researcher Ariel Kalil and her co-authors compared pre-schoolers who have university-educated mothers with those whose mothers do not have a high-school qualification.43 They found that pre-schoolers in the first group average twenty-two minutes a day of reading and colouring, while those in the second average sixteen minutes. Six minutes a day may not sound like much, but overall it means that pre-schoolers with highly educated mothers receive nearly 40 per cent more ‘teaching time’.

Kalil concluded that the difference has little to do with working hours, income or marital status. Highly educated mothers aren’t parenting differently because they’re richer or have more time: rather it’s because of what Kalil called ‘their values, knowledge, and expectations’.

The sociologist Annette Lareau describes the parenting strategy employed by highly educated parents as ‘concerted cultivation’.44 She notes that such parents are more likely to schedule activities for their children, encourage children to question adults and promote a sense of entitlement. Lower educated parents tend to employ a less pushy and more organic style of parenting, known as ‘natural growth’.

Concerted cultivation can entail plenty of scheduling, as parents shuttle children between cooking classes and horse-riding lessons, violin practice and hockey training. But it also involves engaging directly with children as if they were little adults: asking them about their day and discussing with them the interactions they have had with adults. So-called helicopter parents are probably practising an intense form of concerted cultivation. Concerted cultivation is the very opposite of the old saying that ‘children should be seen and not heard’. Children become the focus of the household.

Natural growth is the parenting style used to raise most Baby Boomers and almost all children born before World War II. It allows children more free time to explore their own pursuits. ‘Go and play outside until dinnertime’ is a sentence more likely to be associated with natural growth parenting. Less emphasis is placed on engaging with adults as equals. Kids are allowed to be kids. If you’ve seen the television series Mad Men, set in 1960s America, you’ll recognise natural growth parenting. There are even movements afoot today to return to this kind of approach, such as the ‘slow parenting’ movement (sample book titles: The Idle Parent: Why Less Means More When Raising Kids; Free Range Kids; Confessions of a Slacker Mom).

Whichever of the two strategies your gut prefers, it looks like children brought up by concerted cultivation tend to do better academically and earn higher incomes as adults.45 Moreover, as Ariel Kalil’s evidence demonstrates, differences in teaching time are visible at a young age and are correlated with the educational background of the parents. These differences mean that children arrive at school with quite different levels of preparation. To me, such work screams out the need to get Australia’s best teachers in front of our most disadvantaged pupils.

In her book What Money Can’t Buy, the University of Chicago’s Susan Mayer discusses how her thinking on poverty has evolved.46 Over time, Mayer acknowledges, she came to focus less on money, and more on social and cultural explanations for poverty. My own intellectual journey on this issue has been similar. Unless we properly understand the family dynamics of poverty, I do not believe policymakers can craft effective solutions to boost social mobility.

For too long, most progressives have shied away from discussion of family structure and parenting for fear of being accused of blaming some of the hardest working people in society. But we should not ignore the body of scholarship showing that if we want to cut poverty and boost mobility, we must think seriously about what happens inside families.

So far, I’ve talked about the role of money, families and parenting in perpetuating social status across generations. To keep the story straightforward, I haven’t discussed all the factors that affect mobility. For example, some research suggests that following your parent into the same firm is one way that social status is replicated across generations.47 Others point to the importance of genes. While genetic factors explain around one-fifth of the transmission of income across generations, there’s little likelihood that policymakers will ever tinker with your DNA.48 Genes help determine our height, our health and our IQ, each of which has an impact on earnings.49 But the latest wave of research suggests that gene–environment interactions have a major impact on development, indicating that we should be wary of any form of genetic determinism.50

And then there’s education. Even at school, large achievement gaps exist between the children of lower and higher educated parents.51 By the time they hit the labour market, the gap has grown larger still, since children with less educated parents are more likely to leave school early and less likely to complete a post-school qualification. As a friend of mine who was the first in her family to attend university once told me, it was hard for her father (a lone-parent migrant) to show her a world that he had never entered. Children such as herself ‘don’t even see [university] as a realistic dream. In fact, they define themselves as the kind of people that don’t do those things.’52

For the most part, differences in educational achievement reflect money, family and parenting, but that doesn’t absolve the school system from trying to redress disadvantage.53 Finland used to ask children to choose between vocational-track and academic-track schooling at age ten. When they raised that decision point to sixteen, Finland’s intergenerational mobility rose.54 It is vital that the Australian educational system allows late-bloomers to flourish.

It would also help if private schools provided more needs-based scholarships. At present, many scholarships are based on academic performance rather than need. Non-government schools receive more government funding when they enrol a student from a disadvantaged background, but this is rarely carried over to the fees these students are charged. Another way in which independent schools perpetuate existing hierarchies is by giving preference to the sons and daughters of alumni.55 By privileging the children of ‘old boys’ and ‘old girls’, such schools are reducing the amount of social mobility in Australia.


It’s also clear that parents’ views about education are transmitted to their children. Surveying teenagers and their parents, one Australian study found that when mothers thought an education was extremely important to get ahead, children were more likely to hold the same view.56 These attitudes are likely to be one channel through which intergenerational patterns are replicated.57 But if we are looking for ‘deep’ causes, then money, families and parenting will be more important.

≠

In the previous chapter, I argued for more equality – but not perfect equality. The same goes for mobility. As the economist-turned-politician Hugh Dalton pointed out in his 1925 book on inequality, families are constantly working in different ways to benefit their children.58 Perfect equality of opportunity, Dalton argued, would require abolishing all inheritances, gifts and spending on children above a certain maximum. Indeed, he suggested that if families are helping children in important non-material ways, perfect equality of opportunity would require taking all children away from their parents at birth and raising them in public institutions. And yet the fact that perfect equality of opportunity is impossible and undesirable does not stop politicians of all stripes from aiming for greater equality of opportunity.

To prevent birth becoming fate, we need to think hard about money, parenting and family structure. Government policies should recognise that the way to prevent children’s destinies diverging is to invest disproportionately in the neediest – in children like Isabel. But those interventions must acknowledge the powerful effects of the home environment on children’s life chances.

In the conclusion, I’ll discuss some specific ideas about what might help to increase mobility and reduce inequality. Before we get there, let’s take a moment to look at the evidence on attitudes to inequality. How do Australians feel about the current gaps between rich and poor, and what do we think is the proper role of government?
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What Do Australians Think About Inequality?

Let’s try another version of the veil of ignorance test we did in the Introduction. Suppose you had an equal chance of being born into any of the five wealth quintiles in Australia. Would you prefer to be born into a society where the bottom fifth had 1 per cent and the top fifth had 63 per cent of the wealth? Or a society where the poor had 15 per cent and the rich had 24 per cent?

As you may recall, the first set of numbers is the actual distribution of wealth in Australia. When surveyed about their ideal distribution, though, the majority of respondents wanted the nation to be more egalitarian.1 Indeed, the second set of figures is the preference of the most affluent.

In part, this is because most people believe that our wealth distribution is considerably more equal than it turns out to be. On average, Australians think that the top fifth has 40 per cent of all wealth (actually 63 per cent), while the bottom fifth has 9 per cent (actually 1 per cent). This isn’t just a mistake that Australians make: a similar survey found that Americans also underestimated their level of wealth inequality.2 Shown the wealth distributions in Sweden and the United States (without country labels), 92 per cent of US respondents preferred the former.3

Attitudinal surveys show a preference for greater equality, but not complete sameness. Take a survey conducted in 2019. At that time, official statistics indicate that unskilled factory workers earned around $50,000, while the chair of a large national company earned around $600,000. Asked how much people in those occupations ought to earn, the typical respondent thought the factory worker should earn $140,000 and the corporate chair should earn $879,000.4 They wanted the pay gap between the factory floor and the corner office to be reduced.

Other surveys have asked Australians whether they agree or disagree that ‘differences in income are too large’. In 2019, 73 per cent agreed, up from 66 per cent in 1994.5 Conversely, only 13 per cent agreed that ‘large differences in income are necessary for Australia’s prosperity’, down from 29 per cent in 1987.6 Australians tend not to be enraged about inequality – asked how angry they feel about the wealth gap between rich and poor on a scale from one to ten, the average person gives an answer of five – but most want to see a more egalitarian nation.7

Increasing concern about inequality can be seen across advanced countries.8 Moreover, those countries where inequality has risen most have seen the largest increase in the share of people who think that differences in income are too large.9


Another way of measuring attitudes to inequality is to show people different possible pictures of the income distribution and have them pick the one they prefer. In these exercises, only 14 per cent of respondents say that their ideal is a pyramid-shaped income distribution, with a few people at the top and everyone else below.10 Yet 64 per cent of people believe that a pyramid shape accurately describes Australian society today.11 We see the reality of income inequality, but the share of people who want to live in a pyramid-type society is lower than it was in the late 1980s.12

Perhaps one reason Australians like equal societies is that most of us think we’re in the middle. A miniscule 1 per cent of people describe themselves as ‘upper class’, and only 8 per cent call themselves ‘upper middle class’.13 Further insight comes from a question that divided society into ten groups, and asked people which they put themselves into. Mathematically, a tenth of us must be in the top 10 per cent, but only 1 per cent placed themselves in the top group, and only 1 per cent placed themselves in the second-highest group. Over half the population say that they are in the middle 20 per cent of society.14 Personally, our household’s income puts us in the top 10 per cent. If that’s your situation, I’d encourage you to be honest about it too.

We have discussed how the Rawlsian veil of ignorance would likely cause us to choose a society with relatively low levels of inequality. This is consistent with evidence from economics experiments, which show that relativities have a strong effect on people’s happiness. It matches with much of what we know about the Australian psyche, which is infused with a clear preference for egalitarianism.

For many, a source of egalitarian preferences is religion. In Christianity, Luke’s gospel has Jesus saying, ‘Sell everything you have and give to the poor, and you will have treasure in heaven’ (Luke 18:22), while Matthew’s gospel says, ‘It is easier for a camel to go through the eye of a needle, than for a rich man to enter into the kingdom of God’ (Matthew 19:24). In his first letter to the Corinthians, Paul wrote using the Greek word agape – unconditional love for other humans. Paul emphasised that agape required kindness and tolerance, protection of the needy and unselfishness. Agape was, he said, greater than faith or hope (1 Corinthians 13).15

In a similar vein, many Muslims are guided by the injunction to share their possessions with those who have less. The Qur’an says: ‘Allah has favoured some of you above others in worldly gifts. But those more favoured will not restore any part of their worldly gifts to those whom their right hands possess, so that they may be equal sharers in them. Will they then deny the favour of Allah?’ (Ch.16:V.72).

Many Buddhists follow the words of the Dalai Lama: ‘There can be no peace as long as there is grinding poverty, social injustice, inequality, oppression, environmental degradation, and as long as the weak and small continue to be trodden by the mighty and powerful.’ Sikhism’s founder, Guru Nanak, taught ‘Accept all humans as your equals, and let them be your only sect’ (Japji Sahib 28). Sikhism emphases the free distribution of food, a practice known as langar.

Religions do not preach egalitarianism in every instance, but for some people they provide an important inspiration to redress inequalities. Many of the community groups that are most passionate about providing Christmas hampers, serving breakfast to the homeless, looking after refugees and helping people with disabilities are those with a religious foundation. When COVID-19 hit, such groups provided valuable assistance to those who lacked social supports. Many of these people are also those who are most troubled by an Australia in which the affluent increasingly lose touch with the disadvantaged.

What do people believe government should do about rising inequality? Over the past quarter-century, the Australian Election Study has been asking whether we agree that ‘Income and wealth should be redistributed’.16 In 1987, the share of people who favoured redistribution was 58 per cent. As Figure 14 shows, this rose rapidly in the 1990s, peaking at 76 per cent in 2001. In 2022, 69 per cent supported redistribution.17


Figure 14: What should government do about inequality?
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A more specific question shows a similar trend. Asked whether the government should cut taxes or spend more on social services, only 19 per cent of people in 1987 favoured additional spending.18 But by 2007, 58 per cent preferred a spending increase to a tax cut. In 2022, 44 per cent favoured a spending boost. Given that tax cuts tend to be regressive, while social services spending tends to be progressive, one interpretation of these data is that Australians are more inclined to curb inequality than they were in the 1980s.

Other surveys point in the same direction. Asked in 2019 whether ‘It is the responsibility of the government to reduce the differences in income between people with high incomes and those with low incomes,’ 57 per cent agreed – a slightly higher share than had been recorded a decade earlier.19 Similar views apply to corporations, with 63 per cent agreeing that ‘it is the responsibility of private companies to reduce the differences in pay between their employees with high pay and those with low pay’.20 Australians don’t tend to think that the rich are undeserving, but 70 per cent of people think people with high incomes should pay more tax.21

Views about inequality have a political dimension. Indeed, the political philosopher Norberto Bobbio famously argued that if you want one principle to divide left from right, it is inequality. Those on the conservative or libertarian side of politics, he argued, are heirs to Friedrich Nietzsche, who believed that all were born unequal and that this was a good thing. By contrast, those on the progressive or social-democratic side are heirs to Jean-Jacques Rousseau, who believed that all were born equal and that many of the inequalities we observe come from social institutions. In other words, the right condemns social equality because of a belief in natural inequality, while the left condemns social inequality because of a belief in natural equality.22

In saying this, Bobbio isn’t arguing that people on the right of politics will always defend inequality, or that people on the left will always strive for perfect equality. In Australia, his point simply translates into saying that your attitudes to inequality are a pretty good predictor of whether you’ll vote for Labor or the Coalition.23

Recent statistical evidence supports this point. In a survey conducted after the 2022 election, 64 per cent of Labor voters said they believe that income and wealth should be redistributed, in contrast to 36 per cent of Coalition voters.24 The difference is even greater among politicians. An anonymous survey of federal parliamentary candidates conducted in 2019 found that 83 per cent of Labor candidates agreed that income and wealth should be redistributed, compared with 7 per cent of Coalition candidates.25

Anecdotal evidence backs this up. Labor prime minister Anthony Albanese has argued that ‘We need to ensure that as our nation’s wealth grows, the benefits are shared more equally’, while his treasurer, Jim Chalmers, has noted that ‘without dedicated action, inequality in one generation breeds inequality in the next’.26 Former Labor treasurer Wayne Swan has argued that reducing inequality is the ‘central and abiding purpose of the Labor cause today’, pointing out that equity is a consistent theme in the music of Bruce Springsteen, Cold Chisel and the Hilltop Hoods.27

By contrast, former Liberal prime ministers have been more sanguine about inequality. John Howard once commented that ‘It’s very important to get this income distribution thing in perspective. To the extent that any gaps have widened, it has been that people at the top – there are more of them, and they’re doing better.’28 Tony Abbott took the view that ‘in the end we have to be a productive and competitive society and greater inequality might be inevitable’.29 Robert Menzies famously distinguished between ‘leaners’ and ‘lifters’, a theme taken up by Liberal treasurer Joe Hockey when delivering the 2014 budget, perhaps the most regressive budget in living memory.30

Political debates about inequality in Australia display both a partisan pattern and a secular trend. To see this more precisely, I searched the federal parliamentary debates and recorded the number of times the word ‘inequality’ has been mentioned in either the House of Representatives or the Senate since Federation. The word has appeared over five thousand times (although not all these mentions relate to economic inequality).31 To make a comparison over time, I adjusted according to the amount of time parliament sat each year.32 The parliamentary mentions are charted in Figure 15, averaged to a hundred. Years in which a federal Labor government was in office for most of the year are marked with bars.

The frequency of inequality debates declined during the first two decades after Federation (perhaps because the focus was on establishing Commonwealth institutions, and then dealing with World War I). Inequality was often talked about during the Great Depression of the 1930s, but then little debated in the post-war decades. From the 1970s onwards, inequality has been mentioned more often in parliament, although there was a modest decline in the late 1980s, followed by a sharp rise that coincided with the early 1990s recession. In the past half century, the discussion of inequality appears to be more common under conservative governments. Parliamentary mentions of inequality rose under the Coalition government of John Howard (1996–2007) and soared during the Coalition governments of Tony Abbott, Malcolm Turnbull and Scott Morrison (2013–22). At its peak in 2018, inequality was mentioned six times more frequently than the average since Federation.


Figure 15: Parliamentary mentions of inequality
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These trends are not specific to politicians; they also reflect shifts in the national mood.33 It was not until the 1970s that concern about inequality returned to the level it had been in 1901. In the past generation, as the income share of the top 1 per cent has risen, disquiet about inequality (as expressed in federal political speeches) has reached unprecedented levels.

Partisan differences have also been expressed over the question of restricting access to government payments to those with incomes (and sometimes assets) below a given threshold. In general, Labor governments have favoured targeting welfare payments towards the poor, while Coalition governments have typically preferred universal payments.34 While targeted welfare is generally regarded by economists as being more equitable and more efficient, it involves denying some voters payments. Episodes of means-testing have therefore seen governments criticised heavily by their opponents.

For example, when Bob Hawke’s Labor government sought to reintroduce the pension assets test in the 1980s, the Opposition leader Andrew Peacock described assets-testing as a ‘callous and cynical grab for funds’ that was one of ‘the assaults the Government has made on the elderly’.35 The Coalition’s shadow minister for social security said that an assets test was ‘penalising thrift’.36

Under John Howard’s Coalition government, the trend was in the opposite direction. Near-universal family payments were expanded. Universal payments such as the First Homeowner Grant, the Baby Bonus and the Private Health Insurance Rebate were introduced. Similarly, under Scott Morrison’s Coalition government, the largest pandemic support measure was JobKeeper, a flat-rate payment. Only one-quarter of JobKeeper payments ended up in the pockets of workers, with the remaining three-quarters supporting the profits of businesses, some of which used it to pay executive bonuses.37

Means-testing by the Rudd and Gillard Labor governments was met with criticism from the Coalition. When the government means-tested the Baby Bonus to exclude the top 6 per cent of families, Malcolm Turnbull called it ‘an appeal to Labor’s divisive envy politics’.38 After Labor froze indexation on a Family Tax Benefit supplement and scaled back the Dependent Spouse Tax Offset, Joe Hockey said ‘I despise this envy; this envy and this jealousy.’39 When the Baby Bonus was scaled back for second and subsequent children, a Coalition frontbencher called the decision ‘vicious and savage’, while Hockey compared it to China’s former One Child Policy.40 The practical politics of reducing inequality are not straightforward.

≠

In 1901, visiting Frenchman Albert Métin was struck by the debate over inequality in Australia. European reformers, he noted, were happy to call themselves socialists and to discuss philosophy. But when theoretical arguments were put to Australian progressives, he said, they ‘ignore or run away from them’. When Métin asked one worker to sum up his program, the man replied, ‘My program! Ten bob a day!’41

This practical egalitarianism marks many aspects of Australian life. On virtually every war memorial erected in the past century, soldiers are listed alphabetically. Typically, rank isn’t mentioned.42 Everyone who serves Australia in battle earns the title ‘digger’. In World War I, Australians’ refusal to salute British officers when off-duty caused frequent confrontations. A British officer observed that he had never met troops so unimpressed by senior rank.43 Another mark of our egalitarianism is the fact that Australian soldiers went on strike during World War I, action that would have been unthinkable in more hierarchical nations.44

As we saw in earlier chapters, Australia experienced high levels of inequality at the time of World War I. Yet in the 1950 and 1960s, some accounts implied that inequality had become an irrelevancy.45 But by the 1990s, the gap between rich and poor was back on the public radar. As one study participant put it:


class distinctions are creeping back into Australian society. Although we like to think of Australia as being an egalitarian society, it is surprising how often you hear people saying things which suggest that they really think they are in a different class from the rest of us.46



In recent decades, Australia’s preoccupation with the ways of the rich is apparent just from our viewing habits. Popular television programs include Top Gear (promoting expensive cars), The Block and Selling Houses Australia (in which people renovate soon-to-be expensive houses) and Dancing with the Stars (showcasing affluent celebrities).


My review of public opinion data demonstrates that a majority of Australians believe that differences in income are too large. Respondents would prefer a more equal distribution of earnings, and even the affluent would prefer a less skewed wealth distribution. Most people think that government and private companies have an obligation to reduce inequality, and seven out of ten of us say that income and wealth should be redistributed to ordinary working people. These concerns stem from both religious and secular values, and have been reflected in the political realm, where inequality is being debated more than ever. Yet as the politics of means-testing illustrates, policies to reduce inequality are often controversial. It is to these solutions that I finally turn.
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What Is to Be Done?

In 2002, two bombs exploded in Bali nightclubs, killing and injuring hundreds of people. At the local hospital, there was a shortage of painkillers. Graeme Southwick, an Australian doctor on duty, asked patients to assess their own pain levels. He kept being told by patients in the ‘Australian’ ward that they were okay – the person next to them was suffering more.

Coming across this account, the historian John Hirst was reminded of the description of injured Australians in Gallipoli nearly a century earlier.1 He quotes the official war historian Charles Bean, who describes the suffering and then says, ‘Yet the men never showed better than in these difficulties. The lightly hurt were full of thought for the severely wounded.’ Even in the midst of their own pain, the first instinct of many Australians was to think of those worse off than themselves.

A sceptic might suggest that Bean viewed our men’s suffering through patriotic glasses, or that the wounded soldiers of other nations behaved similarly. But Australia’s egalitarian spirit shows up in other places too. A successful Australian entrepreneur once claimed that the competitive nature of sport proved Australians didn’t believe in reducing inequality, arguing that ‘We do not handicap an athlete because they are abnormally fast’.2 But it turns out that this is exactly how our sports often operate. Many Australian team sports have salary caps, while many individual sports have handicap systems. As any golfer can tell you, handicaps make the game more fun, because they allow people of different abilities to compete with one another.

We don’t just handicap people. Australia’s favourite horse race, the Melbourne Cup, literally puts lead in the saddlebags. Horses must carry at least forty-nine kilograms, and extra weight is put on horses that have already performed well. Racing historians celebrate Carbine, who won the 1890 Cup with a whopping sixty-six kilograms of lead in his saddlebags. By contrast, America’s most famous race, the Kentucky Derby, does not add weight based on a horse’s past performance.3 The Melbourne Cup is a more egalitarian race than the Kentucky Derby.

As I noted in Chapter 2, Australian beliefs about inequality even explain why Rugby League split from Rugby Union in the early twentieth century. Because Union refused to allow player payments, it was a fine game for private schoolboys, but no way for a working-class man to make a living. For the remainder of the twentieth century, League dominated Union in the key states of New South Wales and Queensland. In the United Kingdom, a similar split occurred, but League never became as dominant.

In the 1850s, an English gold-digger wrote home that ‘Rank and title have no charms in the Antipodes.’4 In the 1880s, an essayist opined that Australia


is the true republic – the truest, as I take it, in the world . . . In England the average man feels that he is an inferior, in America that he is a superior; in Australia he feels that he is an equal. That is indeed delightful.5



The father of the Australian novel, Joseph Furphy, wrote in 1903 that human equality was ‘self-evident . . . and impregnable as any mathematical axiom’.6 Legend had it that Australia was the nation where Jack was as good as his master – if not better.

Egalitarianism has characterised the Australian national identity for well over 150 years – dating back to an era when the country was quite unequal. Similar sentiments were being expressed in other settler societies, such as Canada and the United States, but Australia’s powerful labour movement did more to make them a reality. After becoming more unequal in the late nineteenth and early twentieth centuries, Australia reached a turning point. From the 1920s to the 1970s, we steadily became a more equal society. But since then, Australia has become more unequal, with the income share of the top 1 per cent doubling and that of the top 0.1 per cent tripling.

Part of the purpose of this book is to stir a debate about inequality. One of my greatest fears is that we will sleepwalk into a more unequal Australia without realising what is being lost. As the social researcher Hugh Mackay put it in the late 1990s:


There is now a widespread belief . . . that both rich and poor Australians are becoming more numerous and that if the gap between them grows much wider, it may well turn out to be unbridgeable. Such a prospect is so disturbing to the Australian people – and so incompatible with their dreams – that they are reluctant to discuss it.7



We need to be careful that we do not unwittingly lose something that past generations of Australians have held sacred.

So how should we go about reducing inequality? First, we must maintain the policy expertise that has delivered solid economic growth over recent decades. Without improved productivity, we cannot continue to increase average incomes per person. Sluggish economies often hurt the most disadvantaged, with the unskilled most likely to be jobless, and the poor most at risk when social services are pared back. Australia’s economic growth has been based on more than good luck. It has relied on a commitment to open markets – welcoming foreign investment, migrants and imported products. And it has depended on policies that encourage innovation, which means good public infrastructure, along with appropriate regulations and incentives to carry out research and development.

Second, we must improve our education system. As a society, we need to recognise that there’s nothing equal about a race in which people start from different points. Equality of opportunity doesn’t mean making the strongest competitors run in gumboots, but it might mean buying a pair of runners for someone who can’t afford them.8 As technology advances, our education system has to do more – particularly for the most disadvantaged. Early intervention programs and a better education system are vital to reducing inequality.

As I discussed in Chapter 4, although educational attainment has risen, large gaps remain between children from rich and poor backgrounds. By the time children reach Year 9, the attainment gap between those with parents in high-status occupations and those whose parents are jobless equates to three to four years.9 The attainment gap between children with higher and lower educated parents is similarly large. We know that a child from a poor background has a lower chance of finishing high school, but these figures suggest that even if they do complete their schooling, there will be a massive gap in their understanding of the curriculum.10 The typical Year 12 student from a disadvantaged background will read at the same level as the typical Year 8 student from an advantaged background, and their maths ability will match the average Year 9 student from a well-off family.

This stands as a brutally high barrier to further study for many disadvantaged pupils. With lower test scores, it is more difficult to win a place at university, and more difficult for those who do enrol to graduate. From 2008 to 2022, the achievement gap in grade-three reading between advantaged and disadvantaged students widened by almost a full year of achievement.11 It is vital that we improve educational opportunities for children from poor backgrounds. These might include incentives for the best teachers to work in the most disadvantaged schools, better programs to keep young people engaged, and high-quality early childhood programs for extremely disadvantaged children.

Third, we need to acknowledge the role that family structure plays in perpetuating advantage and disadvantage across generations. But we need to be sure that solutions don’t just compound the problems, because raising children as a lone parent is tough enough without adding to the social stigma. We should build up the evidence on light-touch programs that encourage relationship stability, rather than making it harder to get a divorce. Similarly, the evidence on parenting investments shouldn’t be taken as a licence to intervene in complex household decisions, but as a pointer towards trialling ways of encouraging a little more ‘concerted cultivation’ in the most disadvantaged households.

Fourth, it’s worth recognising the role that unions play in reducing inequality. Throughout their history, unions have advocated most strongly for the lowest paid workers. That has traditionally meant arguing not only for greater pay equality, but also for more equity in conditions. In past generations, unions have argued that workers at the bottom of the income scale deserved the right to time off when they were sick, an annual holiday and superannuation so they could enjoy a decent retirement – all conditions that had long been enjoyed by higher paid employees. Recent years have seen unions fighting for pay equity across sectors – successfully arguing, for example, that workers in the female-dominated social and community sector were being underpaid relative to male-dominated occupations.

A healthy union movement does not require going back to ‘closed shops’, in which employees could not get a job without first joining the union. Such arrangements not only violated the principle of free association; they also encouraged laziness on the part of management and union leaders. Today’s union movement recognises that it needs to work hard to attract and keep members, and the best union leaders are experimenting with new ways to boost membership. Unions also rely on laws that give them the chance to persuade new employees to sign up, which means the ability to enter workplaces, play a role in wage negotiations and conduct safety inspections.12

Fifth, we need to make sure that welfare spending continues to be targeted towards those most in need. Since the start of the millennium, one of the few countries that has reduced inequality is Brazil. Although inequality is still high there, it’s going in the opposite direction to that of many other countries. One reason for this, according to the experts, is that Brazil did a better job of targeting its welfare spending towards the poor.13

In Australia, a tradition of means-tested social payments has meant that our welfare system is more progressive than that of any other advanced nation.14 The average advanced country gives twice as much welfare to the bottom fifth of the population as to the top fifth, while Australia gives twelve times as much to the poor as to the rich.

Yet as the discussion in Chapter 7 illustrates, the politics of means-testing will continue to be difficult.15 Standard political theories suggest that elections are won by focusing on ‘the median voter’, not by targeting the most disadvantaged. There will always be pressure on governments to relax means-testing and expand universal rather than targeted programs. But when governments focus on the neediest, it’s possible to reduce the gap between the poor and the middle. For example, the Rudd government’s decision in 2009 to boost the single age pension (which is means-tested and assets-tested) by over $1600 a year reduced by one-fifth the share of people in poverty.16

Sixth, we need to maintain a progressive income tax system, in which those who earn more pay a higher tax rate than those with lower incomes. Progressive taxes recognise that those on higher incomes have more discretionary income. High incomes may be a reflection of effort, but they are also sometimes a product of good fortune, which is why one economist has proposed that we index our tax scales to inequality.17 Moreover, the further up the income scale you are, the more capacity you have to fund our schools, military, hospitals and pensions. And while higher income people are lighter users of the income support system, they tend to be heavier users of other public services, including universities, roads and airports.

According to one study, the inequality-reducing effect of the Australian tax system fell slightly between 2001 and 2016.18 As economists point out, it makes more sense to carry out redistribution through the income tax system than through other taxes.19 Tempting as it is to achieve redistribution via environmental, consumption or company taxes, this ends up being extremely inefficient. We can achieve outcomes that are more equitable – and more efficient – if we maintain a strongly progressive income tax system. Flattening the income tax scales will increase demands to use less efficient taxes to achieve the same goals.

Seventh, the way to improve social policies is to evaluate them well. At present, too many evaluations are low quality, such as naive before–after studies.20 Testing new social policies by means of medical-style randomised trials would provide better information about what works. Randomised trials are compulsory for pharmaceuticals, but almost non-existent for social policies (although a new Australian Centre for Evaluation is trying to change that).

Raising the evidence bar isn’t just about a better feedback loop; it also embodies a more modest approach to politics. If we knew everything about how to help the truly disadvantaged, we wouldn’t have multi-generational poverty cycles, wide educational achievement gaps and a growing jail population. If we believe Australia should be more equal, then we need to combine optimism about addressing the problem with realism about the ability of any particular policy to get there.

Eighth, we need to keep a check on monopoly power. Monopolies overcharge customers and underpay suppliers. Too often, they focus on building anti-competitive ‘moats’ to keep out new entrants. The poorest consumers can suffer the most. If you’re on a tight budget, it’s tough to buy in bulk or find the cheapest stores. Peddling false hope among the vulnerable, some scams deliberately target poor communities.

Strong competition laws aren’t just vital for consumers; they’re important for workers too. Monopsony power arises when employees have only a few job choices – allowing firms to pay people less than they’re worth. One in five Australian workers is subject to a non-compete clause that hampers their ability to move to a better job (and a bigger pay packet). A more competitive economy is good for both productivity and equality.

Ninth, it is vital to recognise the link between inequality and social isolation. As Nick Terrell and I documented in Reconnected: A Community Builder’s Handbook, Australia has suffered a drop in civic connectedness over the past generation. People are less likely to play an organised sport, less likely to attend a religious service and less likely to volunteer. The typical Australian today has only about half as many close friends as in the mid-1980s.

Equality and community are two sides of the same coin. One survey asked Australians how often they met people a lot richer or a lot poorer than themselves. Almost half said that in the typical week, they did not encounter people who were a lot richer or a lot poorer.21 When we live more isolated lives, it’s harder to close the income gap. A more connected society is likely to be a more equal one too.

Tenth, we need to keep egalitarianism at the heart of our national story. A belief in equality has been a golden thread through Australia’s history, even at times when the gap between rich and poor has widened. It is vital that egalitarianism stay at the core of our country’s ethos.

National identity is shaped by stories. Some are symbolic nuggets. Peter FitzSimons recounts the tale of a conversation with Bob Hawke, in which an insistent waitress twice interrupted the then prime minister in mid-sentence to take his coffee order. Only in Australia, FitzSimons thought to himself.

Our big national episodes matter too. The 1854 Eureka Rebellion – a collective uprising against oppressive taxation – should be reclaimed by both sides of politics as our driving legend.22 It recognises that hard-working entrepreneurs are vital to our nation’s success. And it tells of the willingness of protestors to join with their mates in a cause greater than themselves: a fairer Australia. With a strong egalitarian spirit, there is more chance that Australia will reduce economic inequality.

≠

Inequality may loom larger than any of us, but creating a fairer society is something that happens on a very human scale. Something as simple as a great teacher in a disadvantaged school can change a life forever. Here’s what one Melbourne girl wrote to her English teacher:


you were the only teacher that believed in me . . . I was doubted, labelled dumb/stupid and put down constantly in every class, except in Writer’s Workshop. You created an environment that made each student special, like they belonged in the class . . . I know I never spoke about personal things but you and Writer’s Workshop changed my life just before I had given up. Things at home have even gotten better since I joined your class . . . Never forget that by treating young adults/teenagers like equals or as a friend and just simply believing in them you’ll give them faith, hope, dreams and inspiration.23



Ultimately, the choice for Australia is summed up by the differences between two football leagues. Do we want a society that looks like the English Premier League, with a winner-takes-all approach and the same teams taking out the championship most years? Or do we want to emulate the Australian Football League, with rules that reduce inequality, increase competitive balance and make the game more interesting?

The past generation has seen many successes for the Australian economy. We are more productive and entrepreneurial, more open to ideas, products and people from overseas. But at the same time, we have become more unequal. There are many things about the 1950s and 1960s that we would not want to keep, but it’s worth trying to reclaim those high levels of equality. Too much inequality strains the social fabric, threatening to cleave us one from another. Australia is a stronger nation when we act together than when we pull apart.
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