Topic B5 - Equity and Equality









	Examples
	Equitable
	Inequitable

	Equal
	
	

	Unequal
	
	




Taxes.


Transfers

Public Provision

Subsidies


Minimum Wage
Equality of opportunity

Affirmative Action

Redistribution Tools

                                Types (direct and indirect) 
Unemployment benefit

  
Progressive


    Disability pay


Regressive


Proportional
Child



Benefit

                                                                 Marginal Tax Rate

Vertical Equity
Housing


Assistance



Horizontal Equity


Means tested






Housing subsidy

Prescription medicines






Public Hospital       Public Schools


Increases cost to business

Reduced efficiency

Reduced employment










Increasing Maori






and Pacific Islander

Increase income                                      

Ensures “fair” wage for workers

Lorenz Curve

Example –NZ  Income Distribution by Household 2010
	Percentage of Households
	Percentage of Income
	Cumulative Percentage of Households
	Cumulative Percentage of Income

	Lowest 20
	8.4
	8.4
	20

	Second 20
	13.0
	21.4
	40

	Middle 20
	17.1
	38.5
	60

	Fourth 20 
	22.4
	60.9
	80

	Richest 20
	37.0
	100.00
	100


And graphically . . .



 
                     Lorenz Curve Showing NZ’s Income Distribution by Household 2010

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	



THE LORENZ CURVE –Equity vs Efficiency ‘Trade off’

                                                                                                                                                           
Cumulative percentage

          

Income







  Cumulative percentage 

                                                                           

  Households

· An economy may chose to increase EQUALITY in the interest of improving EQUITY
· If we assume that more EQUALITY is more EQUITABLE, then a progressive tax or transfer payments lead to an increase in EQUITY. 

· A progressive tax will redistribute income and increase income equality and therefore equity.  The Lorenz curve shifts inwards from X to Y above. 
· Progressive taxes or transfer payments may cause an EFFICIENCY ‘TRADE OFF’


               Equity








Efficiency

A) Causes of Income Inequality





2) Wealth effects





1) The Market 





B) Distinction between Equity and Equality





Equality:  Describes how equal people are; here we look at equality of opportunity and income distribution. Absolute income equality, we all have the same income.














;





Equity:  This is the term used to describe fairness and is subjective in context and based in emotion.  Fed by human values; beliefs; morals; ethics; upbringing.  Difficult to measure and agree upon.





C) If we have inequality of distribution of income, which may be inequitable, the government can intervene with ‘tools for re-distribution’





TAX:  progressive tax.  Marginal rate of tax increases as income increases.





TRANFERS:  these are welfare benefits to those in need or on low incomes.  Some criteria may apply.





Tools for Redistribution





SUBSIDIES:  financial aid provided to those who have low or no income – housing, education.





PUBLIC PROVISION:  providing some goods and services for all, especially those in need.





EQUAL OPPORTUNITY:


Equal opportunities in education, more primary and secondary provision.  


Legislate against discrimination





MINIMUM WAGE:


To promote equity, minimum wage set in the market -$8.00.  A fair wage for a fair days work





AFFIRMATIVE ACTION:  Policies designed to promote certain ethnic or socio-economic groups.  Positive discrimination
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Line of absolute equality





Cumulative % Households





45 degree line of absolute equality of income.





























			           


						


			             y 


					


 x





Gini coefficient is 0 on this line





A more progressive tax system or higher transfer payments provide a disincentive for workers to find work or to work hard, reducing efficiency.  





The opportunity cost of EQUITY is a loss of EFFICIENCY.








