
2 Living standards

2.1 Overview
What can our purchases and level of happiness tell us about the health of the economy?

2.1.1 Material and non-material living standards
You have probably heard the phrase ‘standard of living’ (or ‘living standards’) before, but do you know what
it means? Most people would say that living standards refers to how ‘well off’ they are or how much they own
or are worth. To some extent these concepts are linked to the concept of living standards, but there is much
more to it. The first thing to note is that there are two types of living standards: material living standards and
non-material living standards.

What are living standards?

living standards how well off a
nation is overall

per capita per head of population

Living standards refers to how well off a nation or country is overall. The most common types of living
standards are the material (or economic) living standards. Material living standards relate to the level of
economic wellbeing, influenced by annual levels of Gross Domestic Product (GDP) per capita, incomes, and
consumption of goods and services.

The second type of living standard is referred to as non-material living standards. Non-material living standards
are value-based elements of human wellbeing that are not connected to material possessions. They affect the
quality of our daily lives. Elements of non-material living standards include our
level of personal happiness and self-fulfilment, the crime and death rates, the
absence of pollution, and political freedom. Many of these are difficult to
measure precisely.

FIGURE 1 Living standards can be measured by our access to goods
and services.
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FIGURE 2 Material living standards refers to the number of goods and
services we can afford to buy.

These two living standards also affect each other in compatible and conflicting ways. For instance, increased
economic living standards may cause a decline in our non-material living standards. Increased production could
cause more pollution, longer hours of work and stress. Alternatively, efforts to reduce environmental damage,
such as introducing a carbon tax, may slow the growth of some industries and the economy, increase costs to
consumers and undermine material living standards.

In this topic we will more closely examine the different types of living standards, how they are measured and
how Australia has performed in terms of improving the living standards of Australians.

Learning objectives
Students will investigate:

• the links between economic performance and living standards, and how and why variations exist within and
between economies.

LEARNING SEQUENCE

2.1 Overview
2.2 Living standards related to economic performance
2.3 Variations in economic performance
2.4 Measuring living standards
2.5 Wealth distribution
2.6 SkillBuilder: Sustainable Development Goals
2.7 Review

Resourceseses
Resources

eWorkbook Customisable worksheets for this topic

Video eLesson Living standards around the world (eles-2382)
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STARTER QUESTIONS

1. What is meant by living standards?
2. Identify the two types of living standards.
3. Why do you think it is important to measure changes in living standards?
4. Which element of living standards is more important to you? Explain your answer.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

2.2 Living standards related to economic performance

LEARNING INTENTION

By the end of this subtopic, you will be able to define ‘living standards’ and explain their relationship to economic
performance.

2.2.1 Getting the balance right
Economies measure their economic performance to determine how well the economy is providing for its
citizens. Measures such as unemployment rates, inflation rates and the rate of economic growth, however, do
not provide information about living standards.

FIGURE 1 Living standards can be improved by economic growth.

Changes in the performance of an economy as measured by indicators such as inflation and unemployment
rates and the rate of economic growth can have an impact on both material and non-material living standards.
As such it is important that the government, which is responsible for managing economic performance, takes
changes to living standards into consideration when implementing policies and strategies to improve economic
performance.
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As we will see, this can require a delicate balance in policy implementation as some policies may improve
material living standards but may negatively affect non-material living standards, and vice versa.

Let’s examine the link between the indicators of economic performance and material and non-material living
standards.

2.2.2 Living standards and economic growth
Improvements in material living standards are most often measured by changes in GDP, the same measure used
to calculate the economic growth rate of an economy. The difference in the calculation is that the value of GDP
is then divided by the number of people in the economy (GDP per capita). This measure aims to calculate the
value of goods and services each member of the economy has access to. If there is an increase in the value
of GDP per capita, it is assumed that the material living standards of each individual in the economy have
improved. However, this is not always the case.

FIGURE 2 Material and non-material living standards can be improved by
owning your own home.

Strong and sustainable economic growth
It is expected that economic growth will be both strong and sustainable. Strong economic growth is defined as
a growth rate of between 3 per cent and 4 per cent on average per year. At this rate of economic growth, goals
such as low inflation, full employment and external stability should be achievable. However, a higher rate of
growth — such as 5 per cent — would lead to economic problems, and living standards would ultimately suffer.
At a rate of 5 per cent per year, the pace of the economy would be pressed beyond its productive capacity. The
producers of goods and services would not be able to keep up with the demand. This would cause cost and
demand inflation due to general shortages of resources and of finished goods and services. It would also cause
spending on imports to grow quickly.

However, an economic growth rate of less than 2 per cent per year would also endanger the government’s
economic goals. The unemployment rate would rise because there would not be enough jobs and incomes
created for a growing labour force. Higher unemployment would lead to poverty and falling material living
standards, because living standards suffer unless economic growth takes place at the right speed.

Growth should also be sustainable. Sustainable growth refers to the rate at which Australia’s economy can
grow its production of goods and services without jeopardising the living standards of future generations.
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The obvious problem in this context is that our demand for non-renewable natural resources is creating very
serious environmental problems such as pollution, global warming, resource depletion and loss of biodiversity.
For example, clearing old growth forests and land, discharging waste into our waterways and the atmosphere,
building in sensitive areas, building more freeways and encouraging excessive consumerism may maximise
our short-term living standards and lifestyles, but what future will our children have? Will they be able to enjoy
the same material and non-material living standards as we do? So, in this sense, the rate of economic growth is
only sustainable in the long term if it does not deplete non-renewable resources, degrade the environment and
reduce the ability of future generations to meet their needs and wants. In some ways, a trade-off exists between
economic growth and some aspects of current and future living standards.

DISCUSS

Many non-renewable natural resources are being used up to maintain our current living standards. As a class,
discuss whether tighter restrictions should be placed on using these resources even if it means that economic
growth will be damaged as a result.

Resourceseses
Resources

Video eLesson Clearing forest for an oil well in the Amazon (eles-2437)

2.2.3 The weaknesses of GDP per capita as a measure of living
standards
An increase in the value of goods and services produced per year divided by the number of people in the
economy does not necessarily mean that people are better off or that their standard of living has improved.
There are a number of things to consider when using GDP per capita as a measure of living standards.

GDP per capita is an average
GDP per capita gives only a rough idea about average material living standards, provided there is also a fairly
even distribution of the goods and services produced, and provided the extra production makes people happier.
There is no evidence to suggest that an increase in GDP is shared equally among the people in the economy.
These are assumptions that can make rises in GDP per capita quite meaningless.

GDP per capita assumes improvements in living standards
It is assumed that an increase in GDP per capita results in better employment opportunities, an increased life
expectancy, increased consumer choice, improved provision of government services, and better health and
education services. These improvements should help to raise both material and non-material living standards.
However, there is no information that tells us whether these improved GDP figures and employment figures have
resulted from people working longer hours or from machinery and computers being introduced to replace labour
in performing some jobs.

These factors can reduce our leisure time and perhaps the quality of family life, as well as resulting in increased
unemployment and an increased need for welfare.

GDP per capita doesn’t measure the environmental impact
Pollution and environmental damage, resource depletion, stress, urban problems, overcrowding and possible
increases in crime and divorce rates are not measured by GDP per capita, yet they have a significant impact
on our living standards. Money spent combatting crime, legal fees involved in family divorce and the costs of
dealing with pollution are actually recorded as additions to GDP’s value. GDP does not distinguish between
good economic activity and bad activity or negative external events.
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FIGURE 3 An increase in GDP doesn’t necessarily mean a reduction in poverty rates.

Resourceseses
Resources

Weblink Australia GDP annual growth rate

2.2 EXERCISE

Remember

1. Define economic growth.
2. Define GDP per capita.
3. Distinguish between economic growth being strong and being sustainable.

Explain

4. Explain why economic growth may be considered a good measure of living standards.
5. Explain why GDP per capita may not be considered an appropriate measure of living standards.
6. Explain why GDP per capita may be a better measure of material living standards than economic

growth rates.
7. Explain why GDP per capita is not a useful measure of changes in non-material living standards.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

2.3 Variations in economic performance

LEARNING INTENTION

By the end of this subtopic, you will be able to explain the impact on material and non-material living standards of
not achieving some economic goals.

2.3.1 Economic performance can impact living standards
As discussed in topic 1, it is important for an economy to measure its performance. The government sets goals
for the economy and in setting these goals it is necessary to determine whether they have been achieved.
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Some of the government’s main economic goals are:

equity the quality of being fair or
impartial

external stability a government
goal where Australia is able to
meet its financial obligations in its
international trade and financial
dealings

• low inflation levels: a 2-to-3-per-cent increase in the CPI per year
• strong and sustainable economic growth: a 3-to-4-per-cent increase in GDP per year
• full employment: a 5-per-cent unemployment rate
• equity in the distribution of income and wealth
• external stability through a reduced trade deficit and decreasing levels of foreign debt.

FIGURE 1 Changes in economic performance can impact living
standards.

If the economy is not able to achieve these goals — either through exceeding its targets or, in some cases, under-
achieving in terms of targets — there will be an impact on both material and non-material living standards.

It is important for the economy and the public to understand how living standards can be affected if these goals
are not met. The government’s intention to achieve these goals will influence government policies in the future.
Let’s examine the impact on material and non-material living standards of not achieving some of these goals.

2.3.2 Living standards and unemployment
Unemployment is when a person who is willing and able to work is unable to find
paid employment. This can happen when a person who has been employed loses
their job due to a downturn in the economy, technological developments (which
can render jobs redundant) or seasonal changes (where jobs disappear for a
period of time).
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In these circumstances an unemployed person’s living standards can be reduced long term. This is because:
• they are no longer earning an income. Having to rely on government welfare payments means their income

decreases.
• they use their savings to assist them in maintaining spending habits in the short term. Unemployed people

may use their savings to pay for necessities until they find a new job.
• as the length of time they are unemployed increases, their savings evaporate and spending on goods and

services decreases
• financial stress increases as they become disheartened about finding another job. This stress can manifest

itself in health and family problems.

The end result is that the material and non-material living standards of unemployed people deteriorate if they
remain unemployed for an extended period of time.

FIGURE 2 Unemployment can have devastating effects on individuals and society.

Resourceseses
Resources

Weblink Australia youth unemployment rate

2.3.3 Living standards and inflation
Inflation is when there is an increase in the general level of prices. A high inflation rate (more than 3 per cent)
is seen as unfavourable because it generally has adverse effects on the achievement of other government goals,
ultimately eroding the living standards of Australians.
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Inability of Australian businesses to compete with overseas producers
Inflation causes Australian producers to raise their prices to cover costs. This reduces their ability to compete
internationally, which leads to reduced profits, slowing business expansion and even forces business closures.
Unemployment inevitably increases as a result, leading to negative impacts on living standards.

Inflation may also encourage the import of cheaper goods and services from countries that may not have been
affected by inflation. This can put further pressure on local businesses, which cannot compete with these
imported goods and services.

Inflation impacts confidence in the economy
When inflation increases, consumers become less willing to purchase goods and services because they believe
they are getting less value for their money. Their confidence in the economy declines as their purchasing power
declines. In addition, interest rates usually go up during times of high inflation because the government tries to
stop the excessive spending that may have caused inflation in the first place. However, higher interest rates can
further undermine confidence and slow household consumption because consumers are obliged to cover higher
loan repayments. So, decreased spending and increased financial stress reduce consumers’ living standards.

Inflation distorts how resources are used
Those people who own the resources in our economy — the land, labour and capital — are always using or
allocating those resources to areas where they are most likely to maximise the income and return on their
investment. Ideally, the economy would like resources to be used to produce goods and services for consumption
or expansion. However, inflation tends to cause the prices of shares, property and some other assets to rise faster
than the inflation rate. This can cause resource owners to direct their resources into those areas so they can
maximise their returns and improve their living standards. The end result is that resources may be moved away
from productive long-term options such as investment in plant and equipment. As a result, resource allocation is
distorted, long-term sustainable economic growth is slowed and living standards fall.

Inflation affects income distribution

FIGURE 3 Inflation can erode the purchasing
power of our currency.

The impact of inflation on individuals can differ according to their power in the market, the industry they work
in or their financial situation. Some of these individuals will discover that:

• they become poorer because their incomes do not
keep up with rising prices. Fixed income earners
such as retirees, those on welfare or those unable
to gain wage increases will find that their spending
power falls, as do their material living standards.

• their incomes rise as interest rates and share
returns rise. People who can access wage increases
or can afford to invest in shares, property or term
deposits will find that they can maintain or increase
their purchasing power and enjoy better living
standards.

• their incomes and living standards fall. As noted
earlier, exporters suffer because they become less
competitive internationally.

• interest rates on their variable home loans rise.
This causes repayments to rise and take up a higher proportion of their family income. They have to reduce
their consumption of other goods and services, thus undermining their living standards.

• they may become unemployed due to inflation. This causes confidence to fall, spending to decline and
businesses to close. Unemployed people often lose income and suffer deteriorating material and non-
material living standards.
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2.3.4 International trade and living standards

foreign debt the accumulation of
debt owed by Australians to other
countries or institutions overseas

International trade involves the export of goods and services from Australia to other countries and the import of
goods and services from other countries into Australia. Ideally, the government would like our exports to equal
our imports. However, this is usually not the case and Australia generally has a trade deficit; that is, our imports
exceed our exports. This situation can lead to foreign debt, which has to be repaid by future generations.

FIGURE 4 Trade can work to both improve and
reduce living standards.

Exports currently represent about 20 per cent of spending on Australian-made goods and services. This means
a lot of employment and income is tied to exports. If Australia can increase its exports, more people will be
employed, generating more incomes, resulting in an improvement of our material living standards.

If this could be matched with lower imports, economic growth would be stimulated, boosting the creation of jobs
and incomes and, once again, leading to improved material living standards.

In contrast, circumstances that lead to lower exports and higher imports will have the opposite effect on
economic activity, employment growth and hence living standards.

Alternatively, a change in our trade balance can have a negative effect on our non-material standards. Higher
exports may create more jobs and incomes, but this can cause inflation, negatively impacting the living standards
of some members of society. At the same time, an increase in the production of exports can lead to:

• increased working hours and decreased leisure time for workers in export industries
• depletion of non-renewable resources as the increased production needs to be fuelled by resources
• increased pollution and environmental damage caused by increased production.

Lower exports and higher imports also negatively impact our non-material living standards. If the trade
imbalance leads to a foreign debt, that debt must be repaid at some point. Much of this debt is owed by the
government and the government will repay it using revenue derived from the taxes paid by consumers and
income earners. The higher the debt, the greater the proportion of tax receipts used to repay the debt — tax
receipts that could be better used domestically to build roads, on schools and to provide
welfare and health care. If these areas, if government spending is neglected, there is
increased pressure on existing services, causing stress to workers in those areas
and those who rely on those services for support. This can worsen non-material
living standards.
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Foreign ownership in Australia
Australian laws allow people and companies from overseas to purchase assets in Australia. Foreigners are
allowed to:

• buy shares in Australian companies
• buy houses and land
• invest money into Australian banks and finance companies.

Foreign investors buy into Australian companies, property and shares because of the opportunity to earn
additional income, generally because the interest rates in Australia are higher than those offered in their home
country.

The level of foreign ownership in the Australian economy can be an issue. There are positives and negatives to
the current level of foreign ownership.

Positive impacts of foreign ownership in Australia

The Australian economy can benefit from foreign investment because it:
• increases the sources of finance for Australian businesses. Businesses need investors to fund growth and

expansion, and for the development of new ideas and products. As a small country, we often lack the funds
to undertake all the necessary investment. Foreign funding helps some of these projects begin.

• invests in projects in Australia, creating jobs and improving infrastructure. The reduced unemployment
levels lead to increased living standards as fewer people are relying on government handouts.

• increases employment. This means our government receives more tax revenue, enabling it to spend
additional money on health and education, which in turn improves our non-material living standards.

Negative impacts of foreign ownership in Australia

The Australian economy can also suffer as a result of foreign investment in our economy because:
• money invested in Australia must eventually be repaid, usually with interest.Money flowing out of the

economy means less money circulating in our economy and creating jobs. As a result, economic growth
can slow.

• more money is deposited into Australian banks. This can lead to higher interest rates on borrowings as the
banks must pay interest to foreign investors.

• foreign ownership of shares can place some businesses under foreign control. This means decisions can be
made overseas and some profits may go overseas, resulting in less money being spent in Australia.

• foreign ownership of land and houses can increase the prices of these assets. This makes it more difficult
for Australians to buy their own home. To do so, they may have to move further away from the city,
increasing travel times, congestion and stress within families.

2.3 EXERCISE

Remember

1. Explain why we measure economic performance.
2. Outline three key areas of economic performance that are measured by the government.
3. For each key area of economic performance that is measured by the government, outline the measure

used to assess performance.

Explain

4. Explain why the measures used to assess performance may not be good indicators of living standards.
5. Explain what is meant by distribution of income and why this is an important indicator of living

standards.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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2.4 Measuring living standards

LEARNING INTENTION

By the end of this subtopic, you will be able to identify ways living standards can be measured.

2.4.1 Alternative ways to measure living standards
GDP is the total value of goods and services produced by the economy in a given period (usually a year). By
calculating GDP per capita (per head of population) we can use this figure as a measure of changes to living
standards. If this figure rises, it can be argued that living standards have risen because we all have more goods
and services.

However, GDP has limitations as a measure of living standards because some production is not included, no
measure is taken of the quality of changes considered, and GDP provides no information on how the goods and
services are distributed. In addition, non-material living standards are not accounted for.

There are alternative measures that can be used to better measure living standards.

FIGURE 1 Factors to consider when determining living standards.
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2.4.2 Genuine Progress Indicator (GPI)
The GPI index of overall living standards identifies some of the same consumption data involved in calculating
GDP, but it then makes both negative and positive adjustments to some of the values calculated. The changes are
designed to reflect the positive or negative effects on society and our living standards of certain types of activity
and spending.

Negative adjustments are made to consider the impact on living standards of activities such as:
• environmental damage due to air, noise and water pollution, the loss of wetlands, farmlands and forest-road

accidents
• depletion of non-renewable energy resources
• reduced leisure time due to increased hours of work
• inequality in the distribution of income
• dependence on foreign debt to finance consumption
• expenditure on items referred to as ‘defensive’, such as spending on repairs and medical expenses

following road accidents and spending on security monitoring needed to maintain our lifestyle
• increased crime, which reduces the benefits gained by present and future generations.

Positive adjustments are then made to consider the impact on living standards of activities such as:
• the ongoing services provided by consumer durable household items and public infrastructure with

relatively long life spans. An example would be the benefit to society of a new cross-city freeway that
would reduce travel times and congestion for many years.

• contributions derived from performing housework, parenting, completing unpaid community voluntary
work and other socially productive uses of time.

Supporters of the measure argue that these adjustments make the statistics a far better indicator of the
sustainable level of economic welfare or living standards than simply using GDP.

2.4.3 Human Development Index (HDI)
The United Nations’ Human Development Index (HDI) is a measure that compares the wellbeing of people in
different countries. It is a composite statistic of positive and negative indicators. These indicators are combined
into a single statistical index number. When a country’s index rises, it means there has been progress and living
standards have increased.

CALCULATING THE HDI

The HDI is calculated using the following three indices:

1. A long and healthy life: Life Expectancy at birth: Life Expectancy Index (LEI)= LE−20

82.3−20
2. Education Index: Mean Years of Schooling Index and Expected Years of Schooling Index:

Education Index (EI)= √

MYSI · EYSI
0.951

a. Mean Years of Schooling Index (MYSI)= MYS
13.2

b. Expected Years of Schooling Index (EYSI)= EYS
20.6

3. A decent standard of living: Gross National Income per capita ($US)

Income Index (II)= ln(GNIpc) – ln(100)

ln(75000) – ln(100)

Finally, the HDI is the geometric mean of the previous three normalised indices:

HDI= 3
√

LEI ·EI · II
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LE: life expectancy at birth

MYS: mean years of schooling (years that a 25-year-old person or older has spent in school)

EYS: expected years of schooling (years that a 5-year-old child will spend in education over their lifetime)

GNI per capita: gross national income at purchasing power parity per capita

In 2019, Australia was ranked sixth in the HDI with an index of 0.938, a similar value it has had since 2013.

The two main weaknesses of the HDI are the subjective nature of indicators used to compile the index and the
unreliability of the statistical data for some countries.

2.4.4 Retrieving financial reports
The quality-of-life index is a measure calculated by a private organisation that attempts to measure which
country will provide the best opportunity for a healthy, safe and prosperous life in the future. It is based on a
method that links subjective life-satisfaction surveys and objective determinants of the quality of life across
countries.

The index was calculated in 2019 for 71 countries and territories using ten quality-of-life factors along with
forecasts of future GDP per capita to determine a nation’s score.

The ten quality-of-life factors are:
• material wellbeing as measured by GDP per capita
• life expectancy at birth
• the quality of family life based primarily on divorce rates
• the state of political freedoms
• job security as measured by the unemployment rate
• climate, measured by two variables: the average deviation of minimum and maximum monthly

temperatures from 14°C and the number of months in the year with less than 30 millimetres of rainfall
• personal physical security ratings based primarily on recorded homicide rates and ratings for risk of crime

and terrorism
• the quality of community life, based on membership in social organisations
• governance, measured by ratings for corruption in public office
• gender equality, measured by the share of seats in parliament held by women.

In 2019, Australia was ranked fourth with a score of 191.13 out of 200. Denmark, Switzerland and Finland filled
the top three places.

2.4.5 Other indicators
A range of other indicators are used by some countries to measure the changes in living standards of society.
These include:

• the Green Gross Domestic Product (GGDP)
• the Happy Planet Index (HPI).

Green Gross Domestic Product (GGDP)
The GGDP is an index of economic growth with the environmental consequences of that growth factored into a
country’s conventional GDP. The GGDP places a price/cost on the loss of biodiversity, environmental damage
and climate change. When calculating the GGDP the net natural capital consumption — including resource
depletion, environmental degradation, and protective and restorative environmental initiatives — is subtracted
from the traditional GDP.
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Happy Planet Index (HPI)
The HPI is an index designed to measure human wellbeing and environmental impact. It was introduced by the
New Economics Foundation (NEF) in July 2006, which aimed to give progressively higher scores to nations
with lower ecological footprints. It was developed in response to the belief that measures such as GDP and HDI
were seen as not taking sustainability into account.

The index is made up of three components:
• experienced wellbeing
• life expectancy
• ecological footprint.

In 2016, 140 countries were surveyed, with some ‘poor’ countries scoring high due to their low ecological
footprint and high life expectancy. Australia ranked one hundred and fifth, with a score of 21.2. Costa Rica
ranked first with a score of 44.7. Switzerland ranked 24th with a score of 34.3. Use the Happy Planet Index
weblink in the Resources tab to explore the data and the methodology used.

Resourceseses
Resources

Weblink Happy Planet Index

2.4 EXERCISE

Remember

1. Identify a traditional measure of living standards.
2. Outline three limitations of one of the traditional measures of living standards.

Explain

3. Explain why alternative methods of measurement are necessary.

Think

4. ‘When measuring living standards, material living standards are more important than non-material living
standards.’ Write a response, either agreeing or disagreeing with this statement.

Discover

5. The Australian Genuine Progress Indicator comprises 25 individual indicators.
a. List these 25 indicators.
b. Rank the indicators in order of importance to you.
c. Compare your ranking with those of the rest of the class and determine what the class believes are

the most important indicators to consider when measuring living standards.
d. Select two indicators and summarise what is meant by each of them.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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2.5 Wealth distribution
LEARNING INTENTION

By the end of this subtopic, you will be able to describe the ways in which income and wealth are distributed
in an economy, and understand how this can be measured using the Lorenz curve, Gini coefficient and the
Henderson Poverty Line.

2.5.1 What is wealth?

FIGURE 1 Money is an indicator of income, but not
necessarily of wealth.

Much of the discussion about material living
standards relates to the ability of consumers
to purchase goods and services. In order to
purchase goods and services, consumers
require an income. One aspect of improving
living standards that has not yet been discussed
is wealth.

Wealth can be used to generate income in
addition to the income earned through wages
and salaries. Wealth is often inherited or
handed on from one generation to the next and
enables people already considered wealthy
to build further wealth. As a result, wealth
is unevenly distributed among members of
society.

wealth the stock of assets (such
as property, capital and antiques)
owned by an individual

quintile a statistical value of a data
set that represents 20 per cent of a
given population

There are a number of ways that the distribution of wealth, as well as income, can be measured and used to
assess the living standards of people in the community.

2.5.2 Measuring wealth
There are three main methods used for measuring the distribution of wealth within an economy:

• the calculation of net worth
• the Gini coefficient (using the Lorenz curve)
• the Henderson Poverty Line.

The ABS measure of net worth
The most up-to-date set of government statistics showing the distribution of Australian wealth is the 2017–18
estimate of the distribution of Australian wealth, which is called ‘net worth’. Net worth is the excess of assets
owned by households over their liabilities. Net worth data shows the percentage share of
total net worth by quintile. From this data, a Lorenz curve can be drawn and a
Gini coefficient determined. Perfect equality in wealth distribution is when the
coefficient is at 0, while perfect inequality is when the coefficient is at 1.

FIGURE 2 shows Australian data for net worth (and income distribution) and the
associated Lorenz curves and Gini coefficients.
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FIGURE 2 Australia’s distribution of equivalised disposable household income and net worth(a) per quintile,
2017–18.

50

%

40

60

Income

70

30

7.5

12.5

4.5

17

11.1

22.7
20.4

40.4

63.4

0.7

20

10

0

Lowest quintile Second quintile Third quintile Fourth quintile Highest quintile

Wealth

(a) Equivalised disposable household income
Source: ABS Survey of Income and Housing, 2017–18

Quintile
Lowest
quintile

Second
quintile

Third
quintile

Fourth
quintile

Highest
quintile

Gini
coefficient

Equivalised household income
share by cumulative quintile
2017–18

7.5 12.5 17 22.7 63.4 0.328
Wealth (net worth) share by
cumulative quintile 2017–18

0.7 4.5 11.1 20.4 40.4 0.621
Total equality in income/wealth
distribution

20.0 40.0 60.0 80.0 100.0 0.0
Total inequality in
income/wealth distribution

0.0 0.0 0.0 0.0 100.0 1.0

The Lorenz curve and the Gini coefficient

equivalised disposable income
the level of income from private
sources (such as wages)
and welfare after payment of
personal income tax and special
adjustments to reflect family
circumstances (for example, the
size and ages of a family)

The ABS regularly conducts a survey of household incomes to determine the distribution by quintile (see
FIGURE 2). The data gathered can be used to draw a Lorenz curve. The Lorenz curve shows the cumulative
proportion of equivalised disposable income received by each successive group from the lowest quintile (the
poorest group) through to the highest quintile (the richest group). These points are plotted to form a Lorenz
curve, which shows the pattern of income distribution or wealth distribution.

The Lorenz curve shows a line of absolute equality where each quintile earns 20 per cent of income and wealth.
Lorenz curves show how divergent the actual equality is from the absolute. The more divergent the Lorenz curve
is from the line of absolute equality, the more inequitable the distribution is. In FIGURE 2 we can see that the
poorest 20 per cent of the population earn 7.5 per cent of the income and hold
0.7 per cent of the wealth in the economy while the richest 20 per cent earn
63.4 per cent of the income and own 40.4 per cent of the wealth.

Using the Lorenz curve, the ABS calculates the Gini coefficient — a number
between 0.00 and 1.00. From FIGURE 2 we can see that in 2017–18 the Gini
coefficient for income was 0.328, while the Gini coefficient for net worth
was much higher at 0.621.
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Essentially, the Gini coefficient is calculated using the Lorenz diagram. It involves measuring the area between
the diagonal line of absolute equality and the actual Lorenz curve. The resulting figure is then expressed as a
proportion of the total triangular area below the diagonal. Gini coefficient figures collected over a number of
years can also be compared to determine trends in the distribution of either income or wealth.

The Henderson Poverty Line
Poverty lines are income levels designated for various types of income earners. If the income of a person or
family/household is less than the poverty line applicable to it, then the person or family/household is considered
to be in poverty. The first such poverty line was developed in 1973 by Professor Ronald Henderson.
He determined that in 1973 a family unit of two adults and two dependent children needed the benchmark
income of $62.70 per week to be above the poverty line. This figure is adjusted regularly and in June 2020 the
figure was $1054.12 per week.

2.5 EXERCISE

Remember

1. What is meant by the term ‘wealth’?
2. How is wealth different from income?

Think

3. Why do you think the distribution of wealth is harder to calculate than the distribution of income?
4. What do you think is meant by the phrase, ‘The rich get richer and the poor get poorer’?

Discover

5. As a class activity, play Monopoly. As you play in groups of four, keep a record of the money you earn.
a. How much money did you start with?
b. How much money did you earn by working (passing GO)?
c. How much money did you earn from owning property?
d. Did you earn any other income? If yes, from what source?
e. What were your costs?
f. At the end of the game, calculate your wealth. Measure the total wealth in the class and calculate
your own Lorenz curve.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

2.6 SkillBuilder: Sustainable Development Goals
2.6.1 Tell me

FIGURE 1 The United Nations’ Millennium Development Goals
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The United Nations has recognised that improving living standards should be a global concern. As such, they
developed the Millennium Development Goals. The Millennium Development Goals (MDGs) were eight
international development goals that were established following the Millennium Summit of the United Nations
in 2000. All 189 United Nations member states at the time committed to help achieve the following Millennium
Development Goals by 2015:
1. To eradicate extreme poverty and hunger
2. To achieve universal primary education
3. To promote gender equality and empower women
4. To reduce child mortality
5. To improve maternal health
6. To combat HIV/AIDS, malaria, and other diseases
7. To ensure environmental sustainability
8. To develop a global partnership for development

Each goal had specific targets and dates for achieving those targets. Post-2015, the United Nations wanted to
continue the momentum created by the setting of these goals so they worked with member countries to set and
adopt a set of goals to end poverty, protect the planet, and ensure prosperity for all. These goals are part of a new
sustainable development agenda. Each goal has specific targets to be achieved over the next 15 years.

2.6.2 Show me
The 17 Sustainable Development Goals are an expansion from the original eight Millennium Development
Goals. Each goal has specific targets and dates for achieving those targets. The goals are:
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A summary of the Sustainable Development Goals is:

Goal 1: No poverty
Extreme poverty rates have been cut by more than half since 1990. While this is a remarkable achievement, one
in five people in developing regions still live on less than $1.25 a day, and there are millions more who make
little more than this daily amount, plus many people risk slipping back into poverty.

Poverty is more than the lack of income and resources to ensure a sustainable livelihood. Its manifestations
include hunger and malnutrition, limited access to education and other basic services, social discrimination and
exclusion as well as the lack of participation in decision-making. Economic growth must be inclusive to provide
sustainable jobs and promote equality.

Goal 2: Zero hunger
If done right, agriculture, forestry and fisheries can provide nutritious food for all and generate decent incomes,
while supporting people-centred rural development and protecting the environment.

Right now, our soils, freshwater, oceans, forests and biodiversity are being rapidly degraded. Climate change
is putting even more pressure on the resources we depend on, increasing risks associated with disasters such as
droughts and floods. Many rural women and men can no longer make ends meet on their land, forcing them to
migrate to cities in search of opportunities.

A profound change of the global food and agriculture system is needed if we are to nourish today’s 795 million
hungry and the additional 2 billion people expected by 2050.

The food and agriculture sector offers key solutions for development, and is central for hunger and poverty
eradication.

Goal 3: Good health and well-being
Ensuring healthy lives and promoting the well-being for all at all ages is essential to sustainable development.
Significant strides have been made in increasing life expectancy and reducing some of the common killers
associated with child and maternal mortality. Major progress has been made on increasing access to clean water
and sanitation, reducing malaria, tuberculosis, polio and the spread of HIV/AIDS. However, many more efforts
are needed to fully eradicate a wide range of diseases and address many different persistent and emerging health
issues.

Goal 4: Quality education
Obtaining a quality education is the foundation to improving people’s lives and sustainable development. Major
progress has been made towards increasing access to education at all levels and increasing enrolment rates in
schools, particularly for women and girls. Basic literacy skills have improved tremendously, yet bolder efforts
are needed to make even greater strides for achieving universal education goals. For example, the world has
achieved equality in primary education between girls and boys, but few countries have achieved that target at
all levels of education.

Goal 5: Gender equality
Gender equality is not only a fundamental human right, but a necessary foundation for a peaceful, prosperous
and sustainable world.

Providing women and girls with equal access to education, health care, decent work, and representation in
political and economic decision-making processes will fuel sustainable economies and benefit societies and
humanity at large.
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Goal 6: Clean water and sanitation
Clean, accessible water for all is an essential part of the world we want to live in. There is sufficient fresh water
on the planet to achieve this. But due to bad economics or poor infrastructure, every year millions of people,
most of them children, die from diseases associated with inadequate water supply, sanitation and hygiene.

Water scarcity, poor water quality and inadequate sanitation negatively impact food security, livelihood choices
and educational opportunities for poor families across the world. Drought afflicts some of the world’s poorest
countries, worsening hunger and malnutrition.

Goal 7: Affordable and clean energy
Energy is central to nearly every major challenge and opportunity the world faces today. Be it for jobs, security,
climate change, food production or increasing incomes, access to energy for all is essential. Sustainable energy
is opportunity – it transforms lives, economies and the planet.

Goal 8: Decent work and economic growth
A continued lack of decent work opportunities, insufficient investments and under-consumption lead to an
erosion of the basic social contract underlying democratic societies: that all must share in progress. The creation
of quality jobs will remain a major challenge for almost all economies well beyond 2015.

Sustainable economic growth will require societies to create the conditions that allow people to have quality jobs
that stimulate the economy while not harming the environment. Job opportunities and decent working conditions
are also required for the whole working age population.

Goal 9: Industry, innovation and infrastructure
Investments in infrastructure – transport, irrigation, energy and information and communication technology – are
crucial to achieving sustainable development and empowering communities in many countries. It has long been
recognised that growth in productivity and incomes, and improvements in health and education outcomes require
investment in infrastructure.

Inclusive and sustainable industrial development is the primary source of income generation, allows for
rapid and sustained increases in living standards for all people, and provides the technological solutions to
environmentally sound industrialisation.

Technological progress is the foundation of efforts to achieve environmental objectives, such as increased
resource and energy-efficiency. Without technology and innovation, industrialisation will not happen, and
without industrialisation, development will not happen.

Goal 10: Reduced inequalities
While income inequality between countries may have been reduced, inequality within countries has risen. There
is growing consensus that economic growth is not sufficient to reduce poverty if it is not inclusive and if it does
not involve the three dimensions of sustainable development – economic, social and environmental.

To reduce inequality, policies should be universal in principle, paying attention to the needs of disadvantaged
and marginalised populations.

Goal 11: Sustainable cities and communities
Cities are hubs for ideas, commerce, culture, science, productivity, social development and much more. At their
best, cities have enabled people to advance socially and economically.

However, many challenges exist to maintaining cities in a way that continues to create jobs and prosperity while
not straining land and resources. Common urban challenges include congestion, lack of funds to provide basic
services, a shortage of adequate housing and declining infrastructure.
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Goal 12: Responsible consumption and production
Sustainable consumption and production is about promoting resource and energy efficiency, sustainable
infrastructure, and providing access to basic services, green and decent jobs and a better quality of life for
all. Its implementation helps to achieve overall development plans, reduce future economic, environmental
and social costs, strengthen economic competitiveness and reduce poverty. Sustainable consumption and
production is about promoting resource and energy efficiency, sustainable infrastructure, and providing access
to basic services, green and decent jobs and a better quality of life for all. Its implementation helps to achieve
overall development plans, reduce future economic, environmental and social costs, strengthen economic
competitiveness and reduce poverty.

Goal 13: Climate action
Climate change is now affecting every country on every continent. It is disrupting national economies and
affecting lives, costing people, communities and countries dearly today and even more tomorrow.

People are experiencing the significant impacts of climate change, which include changing weather patterns,
rising sea levels, and more extreme weather events. The greenhouse gas emissions from human activities are
driving climate change and continue to rise. They are now at their highest levels in history. Without action, the
world’s average surface temperature is projected to rise over the 21st century and is likely to surpass 3°C this
century, with some areas of the world expected to warm even more. The poorest and most vulnerable people are
being affected the most.

Affordable, scalable solutions are now available to enable countries to leapfrog to cleaner, more resilient
economies. The pace of change is quickening as more people are turning to renewable energy and a range of
other measures that will reduce emissions and increase adaptation efforts.

Goal 14: Life below water
The world’s oceans – their temperature, chemistry, currents and life – drive global systems that make the Earth
habitable for humankind.

Our rainwater, drinking water, weather, climate, coastlines, much of our food, and even the oxygen in the air we
breathe, are all ultimately provided and regulated by the sea. Throughout history, oceans and seas have been vital
conduits for trade and transportation.

Careful management of this essential global resource is a key feature of a sustainable future.

Goal 15: Life on land
Forests cover 30 per cent of the Earth’s surface and in addition to providing food security and shelter, forests
are key to combating climate change, protecting biodiversity and are homes to many indigenous populations.
Thirteen million hectares of forests are being lost every year while the persistent degradation of drylands has led
to the desertification of 3.6 billion hectares.

Deforestation and desertification – caused by human activities and climate change – pose major challenges to
sustainable development and have affected the lives and livelihoods of millions of people in the fight against
poverty. Efforts are being made to manage forests and combat desertification.

Goal 16: Peace, justice and strong institutions
This goal endorses the promotion of peaceful and inclusive societies for sustainable development, the provision
of access to justice for all, and building effective, accountable institutions at all levels.

Goal 17: Partnerships for the goals
A successful sustainable development agenda requires partnerships between governments, the private sector and
civil society. These inclusive partnerships built upon principles and values, a shared vision, and shared goals that
place people and the planet at the centre, are needed at the global, regional, national and local level.
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Urgent action is needed to mobilise, redirect and unlock the transformative power of trillions of dollars of
private resources to deliver on sustainable development objectives. Long-term investments, including foreign
direct investment, are needed in critical sectors, especially in developing countries. These include sustainable
energy, infrastructure and transport, as well as information and communications technologies. The public sector
will need to set a clear direction. Review and monitoring frameworks, regulations and incentive structures that
enable such investments must be retooled to attract investments and reinforce sustainable development. National
oversight mechanisms such as supreme audit institutions and oversight functions by legislatures should be
strengthened.

2.6.3 Let me do it
Complete the following activity to practise this skill.

2.6 ACTIVITY

Using the Sustainable Development Goals link in the Resources tab, select three of the 17 goals. Prepare a
summary of each of the three selected goals and the state-specific targets to be met by 2030 (note: use the ‘Why
it matters’ and the ‘Facts and figures’ tabs).

Resourceseses
Resources

Weblink Sustainable Development Goals
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2.7 Review
2.7.1 Key knowledge summary
2.2 Living standards related to economic performance

• How an economy performs in terms of achieving its economic goals will affect the living standards of
citizens of that country.

• There are two types of living standards: material and non-material.
• Material living standards relate to the acquisition of material goods and services.
• Non-material living standards relate to the qualitative elements of human wellbeing, which influence the

aspects of living standards unconnected with material possessions.

2.3 Variations in economic performance
• How an economy performs in terms of achieving its economic goals will impact the living standards of the

citizens of that country.

2.4 Measuring living standards
• Living standards are very important to individuals and families.
• By calculating GDP per capita, we can use this figure as a measure of change in living standards.
• Achieving full employment, low inflation, strong economic growth and external stability through balanced

trade will work to improve our living standards.
• The government is involved in assisting the economy in order to improve living standards.

2.5 Wealth distribution
• Wealth can be used to generate income in addition to the income earned through wages and salaries.
• The three main methods used for measuring the distribution of wealth within an economy are:

• the calculation of net worth
• the Gini coefficient (using the Lorenz curve)
• the Henderson Poverty Line.

2.7.2 Key terms

equity the quality of being fair or impartial
equivalised disposable income the level of income from private sources (such as wages) and welfare after
payment of personal income tax and special adjustments to reflect family circumstances (for example, the size
and ages of a family)
external stability a government goal where Australia is able to meet its financial obligations in its international
trade and financial dealings
foreign debt the accumulation of debt owed by Australians to other countries or institutions overseas
living standards how well off a nation is overall
per capita per head of population
quintile a statistical value of a data set that represents 20 per cent of a given population
wealth the stock of assets (such as property, capital and antiques) owned by an individual
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2.7.3 Reflection
Complete the following to reflect on your learning.

ACTIVITY 1

Consider what is important to you now and consider what might be important to you in the future. At your
age, you may think being 25 is far away. Being 50 years old is even further away and not something you would
normally think about.

Write your own personal development goals.
1. Prepare a list of the goals you would like to achieve by the time you are 25 and then prepare another

list of the goals you would like to achieve by the time you are 50 and then 75.
2. Once complete, examine your goals and summarise how they differ at each age. In your response,

consider which of the goals are material and which are non-material.
3. Include a summary of how you will measure the achievement of your goals. Share your personal

development goals and summary with your classmates.
4. Finally, what do you think your parents would write if they were to complete this task?

ACTIVITY 2

Revisit the inquiry question posed in the Overview:

What can our purchases and level of happiness tell us about the health of the economy?
1. Now that you have completed this topic, what is your view on the question? Discuss with a partner.

Has your learning in this topic changed your view? If so, how?
2. Write a paragraph in response to the inquiry question, outlining your views.

Resourceseses
Resources

eWorkbook Customisable worksheets for this topic

Interactivity Living standards crossword (int-5537)
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