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Internal Assessment Resource

Economics Level 2

	This resource supports assessment against:

Achievement Standard 91228 version 2
Analyse a contemporary economic issue of special interest using economic concepts and models

	Resource title: Inequity and Inequality of Income

	4 credits

	This resource:

· Clarifies the requirements of the standard

· Supports good assessment practice

· Should be subjected to the school’s usual assessment quality assurance process

· Should be modified to make the context relevant to students in their school environment and ensure that submitted evidence is authentic


	Date version published by Ministry of Education
	February 2015 Version 2

To support internal assessment from 2015

	Quality assurance status
	These materials have been quality assured by NZQA.

NZQA Approved number: A-A-02-2015-91228-02-5489

	Authenticity of evidence
	Teachers must manage authenticity for any assessment from a public source, because students may have access to the assessment schedule or student exemplar material.

Using this assessment resource without modification may mean that students’ work is not authentic. The teacher may need to change figures, measurements or data sources or set a different context or topic to be investigated or a different text to read or perform.


Internal Assessment Resource
Achievement Standard Economics 91228: Analyse a contemporary economic issue of special interest using economic concepts and models
Resource reference: Economics 2.7B v2
Resource title: Inequity and Inequality of Income
Credits: 4 
Teacher guidelines

The following guidelines are designed to ensure that teachers can carry out valid and consistent assessment using this internal assessment resource. 

Teachers need to be very familiar with the outcome being assessed by Achievement Standard Economics 91228. The achievement criteria and the explanatory notes contain information, definitions, and requirements that are crucial when interpreting the standard and assessing students against it.

Context/setting

This assessment activity requires students to write a report analysing inequity and inequality of income between different ethnic groups in New Zealand, and the social impacts that inequality of household income has on New Zealand society.

Conditions

Teachers will need to determine how long students need to complete each task and what processes they will follow. These will need to be clearly outlined in the student instructions following.

Research may be carried out with a group, but the written report is an individual task.

Resource requirements 
None.
Additional information

For commentaries about the link between income equality and society:

NZ Herald, 22 November 2010, “Social problems linked to income inequality”
http://www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=10689232.

Review of Wilkinson, R & Pickett, K, “The Spirit Level: Why More Equal Societies Almost Always do Better”, Allen Lane (2009). 
http://en.wikipedia.org/wiki/The_Spirit_Level:_Why_More_Equal_Societies_Almost_Always_Do_Better.
For household income statistics: 

http://www2.stats.govt.nz/domino/external/pasfull/pasfull.nsf/web/Reference+Reports+New+Zealand+Now+-+Incomes+(Census+96)+1999?open pages 67-71.
http://www.stats.govt.nz/browse_for_stats/people_and_communities/Households/HouseholdEconomicSurvey_HOTPYeJun10.aspx.
Ministry of Development website – 

http://www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/household-incomes/index.html.
It has information that can be used to produce a Lorenz graph, plus international comparisons, Gini coefficient etc.
Internal Assessment Resource
Achievement Standard Economics 91228: Analyse a contemporary economic issue of special interest using economic concepts and models 
Resource reference: Economics 2.7B v2
Resource title: Inequity and Inequality of Income
Credits: 4 
	Achievement
	Achievement with Merit
	Achievement with Excellence

	Analyse a contemporary economic issue of special interest using economic concepts and models.
	Analyse in depth a contemporary economic issue of special interest using economic concepts and models.
	Analyse comprehensively a contemporary economic issue of special interest using economic concepts and models.


Student instructions 

Introduction

This assessment activity requires you to write a report analysing inequity and inequality of income between different ethnic groups in New Zealand, and the social impacts that inequality of household income has on New Zealand society.

The context of this activity may be changed so that students study another issue. For example, students could look at the degree of inequity through inequality of gender income gaps, and/or the inequality of regional incomes, and/or the inequality of age incomes. 
The thoroughness of your comparison of the causes and impacts of income inequality and inequity, and the extent to which you incorporate relevant economic models into your explanations, will determine the overall grade.

The research component of the task may be conducted as a group, but your report needs to be written individually. You have [insert time] weeks of in- and out-of-class time in which to complete this task.

Task 

Resource A provides data relating to median incomes of different ethnic groups in New Zealand and on disposable household incomes between 1998 and 2008. 
Resource B Household Incomes Report 2011: Short Summary; provides helpful information. 
Follow these steps to write your report:
· Using the statistics and bar graphs in Resource A; identify and describe the differences and inequity in income distribution between different ethnic groups in New Zealand. 
· Explain the degree of inequality of income in New Zealand and describe the income distribution, the degree of “fairness” or equity and the economic trend (1998–2008) shown on a Lorenz curve. Link the Lorenz curve model into your explanations.
· Create a consumption possibility curve (correctly labelled) to illustrate and explain the link between income and wealth.
· Explain the positive and negative social impacts that income inequality has on New Zealand society, using data/information you have gathered or from the provided website resources (at end of Resource B).
· Compare how different groups in NZ society are affected by income inequality, integrating the Lorenz curve and/or consumption possibility curve models into your explanations.
When you have completed your report, hand it in to your teacher.
Student resource A: Tables
Median Incomes of different Ethnic groups in paid employment ($)

	Year
	European (wk)
	European (yr)
	Māori (wk)
	Māori (yr)
	Pacific peoples (wk)
	Pacific peoples (yr)
	Other Ethnic groups (wk)
	Other Ethnic groups (yr)

	1998
	534.00
	27768.00
	460.00
	23920.00
	440.00
	22880.00
	479.00
	24908.00

	1999
	537.00
	27924.00
	480.00
	24960.00
	460.00
	23920.00
	499.00
	25948.00

	2000
	550.00
	28600.00
	480.00
	24960.00
	477.00
	24804.00
	512.00
	26624.00

	2001
	575.00
	29900.00
	499.00
	25948.00
	472.00
	24544.00
	499.00
	25948.00

	2002
	600.00
	31200.00
	525.00
	27300.00
	497.00
	25844.00
	540.00
	28080.00

	2003
	614.00
	31928.00
	540.00
	28080.00
	500.00
	26000.00
	581.00
	30212.00

	2004
	644.00
	33488.00
	548.00
	28496.00
	510.00
	26520.00
	550.00
	28600.00

	2005
	671.00
	34892.00
	600.00
	31200.00
	560.00
	29120.00
	575.00
	29900.00

	2006
	690.00
	35880.00
	610.00
	31720.00
	600.00
	31200.00
	600.00
	31200.00

	2007
	748.00
	38896.00
	623.00
	32396.00
	620.00
	32240.00
	623.00
	32396.00

	2008
	767.00
	39884.00
	671.00
	34892.00
	623.00
	32396.00
	640.00
	33280.00


Adapted from figures from New Zealand Statistics:  Earnings by ethnicity, sex and age groups.

Median Incomes of different Ethnic groups for all people ($)
	Year
	European (wk)
	European (yr)
	Māori (wk)
	Māori (yr)
	Pacific peoples (wk)
	Pacific peoples (yr)
	Other Ethnic groups (wk)
	Other Ethnic groups (yr)

	1998
	320.00
	16640.00
	286.00
	14872.00
	282.00
	14664.00
	191.00
	9932.00

	1999
	338.00
	17576.00
	298.00
	15496.00
	280.00
	14560.00
	200.00
	10400.00

	2000
	341.00
	17732.00
	330.00
	17160.00
	332.00
	17264.00
	206.00
	10712.00

	2001
	380.00
	19760.00
	325.00
	16900.00
	300.00
	15600.00
	225.00
	11700.00

	2002
	420.00
	21840.00
	360.00
	18720.00
	319.00
	16588.00
	225.00
	11700.00

	2003
	439.00
	22828.00
	373.00
	19396.00
	360.00
	18720.00
	222.00
	11544.00

	2004
	458.00
	23816.00
	395.00
	20540.00
	360.00
	18720.00
	258.00
	13416.00

	2005
	493.00
	25636.00
	408.00
	21216.00
	400.00
	20800.00
	269.00
	13988.00

	2006
	518.00
	26936.00
	440.00
	22880.00
	410.00
	21320.00
	345.00
	17940.00

	2007
	564.00
	29328.00
	473.00
	24596.00
	450.00
	23400.00
	350.00
	18200.00

	2008
	575.00
	29900.00
	499.00
	25948.00
	459.00
	23868.00
	378.00
	19656.00


Adapted from figures from New Zealand Statistics: Income by region and ethnic group.
Disposable Household Income ($)

	Year
	Average (wk)
	Average (year)
	Median (wk)
	Median (year)
	Ratios

(year average/

year median)

	1998
	914.00
	47528.00
	761.00
	39572.00
	1.20

	1999
	946.00
	49192.00
	791.00
	41132.00
	1.20

	2000
	953.00
	49556.00
	796.00
	41392.00
	1.20

	2001
	1017.00
	52884.00
	852.00
	44304.00
	1.19

	2002
	1108.00
	57616.00
	918.00
	47736.00
	1.21

	2003
	1163.00
	60476.00
	942.00
	48984.00
	1.23

	2004
	1192.00
	61984.00
	978.00
	50856.00
	1.22

	2005
	1249.00
	64948.00
	1034.00
	53768.00
	1.21

	2006
	1312.00
	68224.00
	1119.00
	58188.00
	1.17

	2007
	1432.00
	74464.00
	1190.00
	61880.00
	1.20

	2008
	1480.00
	76960.00
	1257.00
	65364.00
	1.18


Adapted from the income figures from url address: Household incomes.
Student Resource A: Graphs

[image: image11.emf]National Certificate of Educational Achievement
TAUMATA MATAURANGA A-MOTU KUA TAEA










	

[image: image1.emf]Median Weekly Income

0.00

100.00

200.00

300.00

400.00

500.00

600.00

700.00

800.00

900.00

19981999200020012002200320042005200620072008

Years

Income

European (wk)

Maori (wk)

Pacific peoples (wk)

Other Ethnic groups (wk) 


[image: image2.emf]Median Weekly Income for all People

0.00

100.00

200.00

300.00

400.00

500.00

600.00

700.00

19981999200020012002200320042005200620072008

Years

Income

European (wk)

Maori (wk)

Pacific peoples (wk)

Other Ethnic groups (wk) 


Student Resource B: Household Incomes Report 2011: Short Summary

The Report and the time period covered for the 2010 figures

The Household Incomes Report provides information on trends in the material wellbeing of New Zealanders as indicated by their after-tax household incomes from all sources, 1982 to 2010.  

The Incomes Report is an annual Ministry publication, prepared as part of its work on monitoring and understanding social and economic wellbeing.

It is based on data from Statistics New Zealand’s Household Economic Survey (HES).

The interviews for the latest ‘2010’ figures were carried out by Statistics New Zealand from July 2009 to June 2010 (the ‘2010 HES’).  The income question asked about incomes in the twelve months prior to interview.  This means that the income information overall comes from the two year period from July 2008 to June 2010 – on average from mid-2009.

The findings capture virtually all the impact of the October 2008 income tax changes, some of the impact of the April 2009 tax changes, but none of the impact of the October 2010 tax changes.  

The 2010 survey is the first HES to begin to capture the impact on incomes of the global financial crisis and related economic slowdown in 2008 and 2009.  The delay in registering any impact arises because (a) the incomes of the bulk of New Zealand households were not affected immediately by the recession – there is a lagged impact, and (b) many of those interviewed in the 2009 HES were reporting their incomes mainly for the pre-recession period.

Measuring and reporting on poverty

In the developed nations, poverty is about relative disadvantage – having financial resources or living conditions that are below minimum acceptable levels.
New Zealand does not have an official poverty measure.  The Incomes Report uses several standard measures to capture the movements of household incomes relative to different benchmarks in order to tell the New Zealand story about material hardship. 
Using household incomes to report on material hardship is an internationally recognised approach and has proved very useful in monitoring trends and identifying groups of the population at higher risk of hardship.  The approach does however have some well-known limitations.  For example: 
· it does not take assets into account 

· some households reporting low incomes report much higher expenditure which means that their declared income is not a reliable measure of their material wellbeing  

The Ministry therefore also reports on the material wellbeing of households using non-monetary indicators (NMIs).  NMIs are about the possession of basic items, the ability to do the ordinary things most households can do, the restrictions on a household’s day-to-day living standards, financial stress re paying the bills and so on.  This perspective complements the incomes perspective and is gaining increasing credibility internationally.

The Ministry’s latest report from this perspective was published in December 2009, based on the 2008 Living Standards Survey.  Some analysis using NMIs is included in the Incomes Report as the HES now has a set of NMI questions in each survey. ‘Poverty’ is sometimes used as a catch-all term that goes beyond the core idea of very limited financial resources, and includes other factors that are causes, consequences or correlates of income poverty (e.g.  lower educational achievement, poorer health outcomes, higher levels of child abuse).  The Incomes Report is only about the incomes dimension of poverty.


Key Findings

Household incomes

Median household income remained almost unchanged in real terms from the 2009 HES to the 2010 HES, after a steady and continuous rise from 1994.

Median household income grew 47% in real terms from the low point in 1994 to 2010, with the growth for Maori being 68% and for Pacific people 77%

In 2010, just over two thirds of two-parent families were dual-earner families, up from a half in the early 1980s.  This change and the increasing proportion of dual-earner couple-only households have been the main factors in driving up median household incomes more rapidly than the average wage for individuals.

In 2010, half of older New Zealanders (aged 66+) had less than $100 pw income from sources other than government transfers (NZS, Disability Allowance, and so on)

In the 2009 HES, the NZS rate was around 48% of median household income, down from 58% in 2001. This relative decline reflects the fact that median household income rose quite strongly in real terms from 2001 to 2009, while NZS increased only a little in real terms.  For HES 2010, NZS increased to 51% of the median reflecting the increase in NZS from the tax cuts of October 2008 and April 2009, which was greater than the small lift in the median from 2009 to 2010.  

Household income inequality

In 2010 income inequality in New Zealand as measured using the Gini coefficient was lower than it was in 2001.  (The lower the Gini score, the lower is inequality.)

On the latest OECD figures (2009), New Zealand’s score of 33 was slightly lower than Australia and the UK (34), the same as Japan and Canada, and a little above the OECD-34 median (31). NZ in 2010 was 32.  

In the 1980s, income inequality in New Zealand was low by OECD standards.  Inequality increased rapidly from 1988 to 1992, followed by a decade of steady increase through to around 2001.  Inequality then declined from 2001 to 2010.

Other measures of inequality such as the 80:20 ratio show a similar pattern: the ratio was 2.2 in 1986, 2.7 in 2001, 2.6 in 2007 and 2.4 in 2010.

The decline from 2004 to 2007 was driven mainly by the Working for Families package and the associated growth in incomes for low to middle income households with children.  The lower figures in 2010 compared with 2007 reflect the recent (2009 to 2010) decline in real incomes for the top two deciles (lower investment returns especially), and a small real gain for lower deciles.

The tax and transfer system significantly reduces the inequality that would otherwise exist.

· For around half of households with dependent children the amount received through welfare benefits and tax credits is greater than the amount they pay in income tax.

· With all households counted, and looking at households grouped in deciles rather than at individual households, the total income tax paid by households in each of the bottom five deciles is less than the total transfers they receive (tax credits, welfare benefits, NZS and so on).  It is only for each of the top five deciles that total income tax paid is greater than transfers received.
Low income and income poverty 

This section uses the Social Report’s ‘after housing costs fixed line poverty measure’ (60% of median threshold).

Population poverty rates showed no change from 2009 to 2010 (15%).  This follows a steady downward trend that began from 1994 and continued for 15 years to 2009.

Child poverty rates remained steady at 22% from 2007 to 2010, following the significant reductions from 2001 due to improving employment, the introduction of income-related rents (2000) and the Working for Families (WFF) roll-out from 2004 to 2007.

The WFF package had little impact on poverty rates for children in beneficiary families (around 70% in recent years), but halved child poverty rates for those in working families (15% in 2004 to 8% in 2007 and close to the same since then). 

Nevertheless, in 2010 around two in five poor children come from working families, down from just over one in two before WFF.  (There are around four times as many children in working families as in beneficiary families.)

In 2009, 16% of children were in ‘workless’ households – this ranks New Zealand alongside the UK which in 2009 had the highest rate in the EU.  In 2009, 21% of New Zealand children lived in households with no full-time worker. 

Poverty rates for children in the Maori and Pacific ethnic groups are consistently higher than for those in the European/Pakeha ethnic group: the rates for Maori children (around one in three) are double the rate for European/Pakeha children.  This difference reflects the relatively high proportion of Maori children living in sole parent beneficiary families (43% of DPB recipients are Maori).

As for other years, poverty rates for older New Zealanders (7%) were lower in 2010 than for any other age group (eg 13% for 25 to 64 year olds, and 22% for dependent children).

International comparisons
The OECD and EU publish international league tables that rank countries on their income poverty rates using 50% and 60% of median poverty lines respectively.     
On the latest available figures (2008-09) New Zealand’s population and child poverty rates are close to the overall medians for both measures. 
These league tables in effect compare how far low-income households are from the median for each country.  They can be seen as comparing inequality levels in the lower half of the income distribution.
The information is however often used as if the rankings indicate the extent of material hardship assessed against a common absolute international standard. Thus a country like the Czech Republic with a child poverty rate of 10% is considered to be ‘doing better for its children’ than, say, Ireland (16%), whereas in daily living the ‘poor’ in Ireland are much better off than many ‘non-poor’ in the Czech Republic.

For meaningful international comparisons of material hardship it is better to use non-monetary indicators (NMIs).  Using the official NMI-based EU deprivation index, New Zealand ranks well for older people (65+) and not so well for children – a finding consistent with that produced using the Social Report after housing costs income measure.

Next report
The next update is due in mid-2012, using the 2010-11 HES.

The income information in this will reflect the early impact of the September 2010 and February 2011 Christchurch earthquakes, and the October 2010 tax switch.  The fuller impact of these events will be captured in the 2013 report using the 2011-12 HES. 

http://www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/household-incomes/index.html
For commentaries about the link between Income Inequality and Society:

NZ Herald, 22 November 2010, “Social Problems linked to Income inequality” http://www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=10689232.

Review of Wilkinson, R & Pickett, K, “The Spirit Level: Why More Equal Societies Almost Always do Better”, Allen Lane (2009). 

http://en.wikipedia.org/wiki/The_Spirit_Level:_Why_More_Equal_Societies_Almost_Always_Do_Better
Assessment schedule: Economics 91228 Inequity and Inequality of Income
	Evidence/Judgements for Achievement
	Evidence/Judgements for Achievement with Merit
	Evidence/Judgements for Achievement with Excellence

	The student’s report or presentation explains the degree of inequality of income in New Zealand and describes the income distribution, and the degree of “fairness” or equity. The student has used the data/bar graphs (see Appendix A for an example), to support their explanations.
The student has created a Lorenz curve with correct arrows and labels, described the economic trend, explained some general causes of income inequality and used data/information to support their observations (see Appendix B). 
The student has created a consumption possibility curve with correct arrows and labels and explained the link between income and wealth (see Appendix C).  

The student’s report or presentation explains some of the positive and negative social impacts that income inequality has on New Zealand society.
Example of possible student response:

Causes: Reasons for income differences may include, for example, cultural and value factors, the regions people live in, unequal opportunities, unequal endowment of resources, educational differences, and willingness to take risks. Students may argue that it’s fair to receive higher income if you have undertaken tertiary education or are willing to take risks and set up a business, or they may argue that it’s not fair because some people have an unequal start in life and lack of education or opportunity to earn more income.

Impacts: Income inequality can have positive social and socio-economic impacts on New Zealand such as incentives to show innovation, invention, entrepreneurship, and the investment in the economy that comes from household savings. Negative social impacts include poor health, anti-social problems, and the poverty cycle.
	The student’s report or presentation explains in detail the degree of inequality of income distribution in New Zealand, and the degree of “fairness” or equity. The student has used the data/bar graphs (see Appendix A for an example), to support their detailed explanations.

The student has created a Lorenz curve with correct arrows and labels, explained the economic trend, fully explained most general causes of income inequality and used data/information to support their observations and explanations (also see Appendix B).

The student has created a consumption possibility curve with correct arrows and labels and fully explained the link between income and wealth (see Appendix C).

The student has explained in detail the positive and negative social impacts that income inequality has on New Zealand and has used economic concepts and/or models which support their explanations. 

Example of possible student response:

Causes: The graphs indicate that certain ethnic groups may have more opportunity and support to achieve higher incomes than other groups. This is often as a result of tertiary education. Statistics show a low percentage of Pacific peoples attend and complete tertiary education and gain professional roles (see Appendix D). This may be one of the causes of their lower income levels when compared with the European group. The income levels also vary between different regions (statistics show this). Some possible causes could be the access to opportunities due to regional differences in resource endowments (the different amounts of natural, human, and capital resources that people have) and employment opportunities. 

Causes of income inequality include: cultural factors, the market system, government policies, luck or ill luck, the different stages of life, unequal endowment of resources, the region you live in, your values (some people value things apart from wealth), exploitation, inherited wealth, unequal opportunity, and willingness to take risks. (Students may argue that income inequality is fair and equitable because it provides incentives to work hard and take risks in business to make profits, and encourages people to attain higher qualifications to earn higher incomes or students may argue that income inequality is unfair because not everyone starts out on a level playing field and some people have limited access to resources, opportunities or education.) 

Impacts: The positive social impacts of income inequality on New Zealand is the incentive this creates to show innovation, invention, entrepreneurship, and more efficient use of resources. The negative impacts of income inequality are poverty and lack of opportunities like tertiary education. There can be a feeling of political isolation because low income earners don’t have the income to create a loud voice in the media. When a country has a large discrepancy in household income distribution we see some households (top 20 to 40 percent deciles) with substantial assets and wealth and others (lowest 20 to 40 percent deciles) with few assets and no wealth. The consumption possibility curve shows and explains the gap between those who have enough income to generate assets that create wealth and those who don’t. 
There can be anti-social behaviour like crime and domestic violence. Ill health, low self-esteem, and a build-up of resentment as the “have-nots” see the “haves” wealth. A poverty cycle can develop where low incomes leads to poor health and lack of education and therefore poor employment opportunities which means low paying jobs. 
Explanation of trend shown on the Lorenz curve:
The improvement in income inequality from 1998 to 2008 is most likely due to government actions to reduce income inequality in New Zealand like working for families for low and middle income earners and has reduced marginal tax rates for middle income earners. 


	The student’s report or presentation analyses by comparing the degree of inequality of income distribution between different ethnic groups, and the degree of inequity. The student has used and integrated data/bar graphs into their explanations (see Appendix A for an example). 
The student has created a Lorenz curve with correct arrows and labels, and comprehensively explained the economic trend. They have expanded on the unequal opportunities like education and the other general causes and integrated data/information into their observations and explanations (also see Appendix B).

The student has created a consumption possibility curve with arrows and labels in the correct places and comprehensively explained the link between income and wealth (see Appendix C). 

The student has analysed the different positive and negative social impacts that income inequality has on New Zealand by comparing how different groups are affected, integrating economic concepts and models into these explanations.

Example of possible student response:

Causes of income inequality include:

Culture and values can influence the decisions some families make regarding education or the accumulation of material things.
Access to opportunities can by hindered by regional differences in resource endowment, support for education is lacking or isn’t a high priority for some families.

Unequal opportunities can also include gender income differences–the gender statistics consistently show that women are paid less than men in each ethnic group, which students should view as inequitable.

The forces of supply and demand determine what people get paid so a professional sports person or movie actor can be paid a lot more than many professional people like doctors or lawyers. This is evidence of inequity of market income. However, generally a professional will be paid more than a labourer, which is evidence to support the equity of income inequality.

Tertiary education indicates future income potential. Generally a degree increases your earning potential as shown by wage/salary statistics, which can be argued as being equitable or fair due to the effort and cost involved in getting a tertiary education. 

Age and experience affects income. As we get older our income usually increases due to experience or job promotions. Age income statistics provide evidence of this, which may be argued as being equitable due to work experience. 

People who inherit wealth have a head start, and already have the money to set up businesses or invest in income-generating assets–this advantage may be viewed as inequitable.

Some people are willing to take risks and set up businesses. Successful business owners and/or major shareholders generally receive more income than a person on wages or salary; statistics provide evidence of this as well, and this is evidence of the argument for income inequality being an incentive to work harder or take risks. 

Impacts: The positive social impacts of income inequality on New Zealand is the incentive this creates to show innovation, invention, entrepreneurship, and more efficient use of resources. Investment finance becomes available due to the savings or surplus income from the top decile households. Some of these households also donate to charities and public assets. There is also the economic argument that some income inequality is necessary for efficiency in a free market economy. The trade-off for all these government provisions may be disincentives for people to work if they are receiving substantial transfer payments (benefits), to take risks (entrepreneurs), an increase in compliance costs, no clear price signals for resource allocation, and disequilibrium in the labour market.  
The negative impacts of income inequality are poverty and lack of opportunities like tertiary education. There can be a feeling of political isolation because low income earners don’t have the income to create a loud voice in the media. When a country has a large discrepancy in household income distribution we see some households (top 20 to 40 percent deciles) with substantial assets and wealth and others (lowest 20 to 40 percent deciles) with few assets and no wealth. This can lead to anti-social behaviour like crime and domestic violence. Ill health, low self esteem, and a build up of resentment as the “have-nots” see the “haves wealth. A poverty cycle can develop where low incomes leads to poor health and lack of education and therefore poor employment opportunities which means low paying jobs. 
Comprehensive explanation of trend shown on the Lorenz curve: The improvement in income inequality made from 1998 to 2008 is most likely due to government actions to reduce income inequality in New Zealand. The government’s role is to make adjustments to the market to ensure that outcomes are more equitable. The government has introduced several re-distribution policies in the past decade such as working for families which gives extra income to low to middle income earners, and there has been a reduction in the marginal tax rates (MTRs) that has benefited middle income earners. If the next round of tax cuts goes ahead, low income earners will benefit. The interest write-off on student loans has enabled people to pay off their loans more quickly and therefore have more disposable income. There has been an increase in the minimum wage rate which has increased disposable income for low income earners. There was a focus on training or retraining more unemployed people and placing them in work which would have increased their disposable income and lower unemployment figures for this period which equates to more disposable income for households. 


Final grades will be decided using professional judgement based on a holistic examination of the evidence provided against the criteria in the Achievement Standard.

Appendix A: Graphs
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This bar graph shows that European people consistently earn more income than any other ethnic group in New Zealand. Māori median income has increased between 1998 to 2008 and is now higher than other ethnic groups. The income levels of Pacific peoples remain consistently lower than all other ethnic groups in NZ. Apart from 2001, when the median income for Pacific peoples decreased, and 2004, when the median income for other ethnic groups decreased, the general trend has been an increase in median weekly income for all groups from 1998 to 2008.  
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This bar graph shows income for all people in NZ, not just employed people, so the median income figures are much lower. European people earn more than any other ethnic group, and Māori are the second highest group, followed by Pacific peoples. The significant difference is the much lower income levels for other ethnic groups, so many of these people are most likely unemployed. The general trend has been an increase in median income for all ethnic groups, apart from in 2001 when income for Māori and Pacific peoples decreased.
Appendix B: Lorenz curve


[image: image5]
If we convert these figures into Gini coefficients and plot the curves we would see a shift inwards to the line of absolute equality if we compared 1998 to 2008. The period of 2001–2003 showed a slight worsening of income inequality, but otherwise the general trend for this decade was a decrease in ratios. This tells us that the median incomes have increased against the average or mean income figures during this time period, which indicates an improvement in income inequality. The lower 50% of households have received slightly more percentage of the disposable income over this time period. Compared with the period of 1982 to 1996 where there was a marked increase in income inequality, the period of 1998 to 2008 has shown a marked improvement in the gap between the income average/mean and the median.

Appendix C: Consumption Possibility Curve
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This model illustrates the link between income and wealth, when a consumer earns enough income they can save their surplus income and invest in income-generating financial assets such as term deposits, shares, gold, and rental property. This highlights the gap between people who are able to create wealth and those who either have to spend all their limited income or choose to spend it all. The people in a position to generate long-term wealth expand their future consumption possibilities by increasing their income through income-generating assets. 

Appendix D: Ethnic group Tertiary Qualification Percentages

Tertiary Percentages from 2006 census figures using grouped Total responses
	
	Bachelor degree & Level 7 qualifications
	Post-grad & honours degree
	Masters degree
	Doctorate degree

	European
	10.09%
	2.01%
	1.89%
	0.62%

	Māori
	4.9%
	0.69%
	0.61%
	0.1%

	Pacific Peoples
	3.92%
	0.47%
	0.45%
	0.05%

	Asian
	19.85%
	2%
	4.67%
	0.67%

	Middle Eastern/Latin American/African
	16.83%
	2.6%
	3.9%
	1.65%

	Total People, Other ethnicity
	11.5%
	1.93%
	1.65%
	0.44%


Calculated from 2006 Census Data - QuickStats about Education and Training – Tables: Table 4: Tertiary Stats
http://search.stats.govt.nz/browse_for_stats.aspx.
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Lorenz curve moves inwards when using the years ’98 and ’08, so the income distribution has become more equal 





In this case, the Gini coefficient (area between Lorenz curve and equality line) has become smaller
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A - The consumer is spending all their income on immediate consumption such as food, clothes, and rent and assets that lose value such as cars. 





B – The consumer is spending less income on immediate consumption and depreciating assets and is saving and investing in income-generating assets like rental property. 





The new consumption possibility frontier (CPF) when the consumer uses surplus income to generate long term wealth, which has moved outwards from the previous CPF.
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