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Fairly equal? Economic mobility in Australia Research paper
Executive Summary

1
Inequality[footnoteRef:2] is a serious concern when people at the bottom of the income distribution cannot meet their basic needs or where they experience the stress of economic insecurity. And inequality is a serious concern when it limits people’s future opportunities. The countries with the highest inequality are also the countries with the lowest intergenerational mobility, with children from poor families more likely to be poor themselves. [2:  The Commission’s recent paper A snapshot of inequality in Australia described how economic resources (income and wealth) were distributed between different people, across the years impacted by the COVID-19 pandemic.] 

Most Australians are keen to ensure that everyone gets a ‘fair go’. What does the evidence about economic mobility in Australia have to say about this? We take a look at three dimensions of mobility: mobility over the course of one’s life, mobility from one generation to the next, and the chances of escaping from poverty. 
While much of the data on mobility in Australia suggests a positive story, and Australia compares very well internationally, there are some worrying signs. Australians living in poverty (incomes below 50% of the median) face some of the highest barriers to economic mobility. One in 10 Australians experience persistent poverty, and where people live matters a great deal to their ability to escape poverty. 
How much are our incomes linked to our parents’? 
Australia’s long-term economic growth has led to each generation earning more income than the last, on average. Most Australians (67% of those born in 1976–1982) earn more than their parents did at a similar age, and this is particularly true of those born in poorer families (figure 1). 
Figure 1 – Children of lower-income parents are much more likely to outearn thema,b
Percent of children who earned more than their parents by parent’s income decile,c 1976–1982 birth cohort
[image: This figure shows the rate at which people earned higher incomes than their parents by the income decile of their parents. It shows that the rate at which people earn higher incomes decreases as the parents’ incomes increases. Nearly all people with parents in the bottom decile earn more than their parents, whereas relatively few people with parents in the top decile earn more than their parents.]
a. The income measure is individual ‘total income’ before taxes and deductions, and including government support payments for people filing tax returns. b. To give a proxy for lifetime income, incomes are averaged over a decade, where possible, between ages 29 and 44 for both children and parents. c. The child’s income is compared against the income of their primary parent in the ALife‑Family dataset.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
Australia has high relative income mobility – a person's rank in the income distribution is less influenced by their parents' rank than in many other countries, including Scandinavian countries (figure 2). In Australia, a 10 percentile rise in a parent’s rank in the income distribution is linked to a relatively small 1.8 percentile rise in the child’s rank. This indicates high equality of opportunity (in terms of incomes). 
Figure 2 – Australia is one of the most mobile countries internationally, in terms of income rank
Rank-rank slopea,b,c for selected countries
[image: This figure compares estimates of rank-rank slope for Australia with estimates in other countries. It shows Australia has one of the lowest estimates of rank-rank slope, similar to countries such as Sweden, Denmark and Canada, meaning Australia has relatively high intergenerational mobility internationally.]a. The lower the rank-rank slope, the less a change in parents’ income is passed on to their children, thus indicating higher mobility. b. For Australia, the rank-rank slope is for people born between 1976 and 1982. c. Where possible, the Commission has selected estimates for other countries that are comparable to the Commission’s methodology.
Sources: Acciari, Polo and Violante (2022) (Italy); Bratberg et al. (2017) (Norway and Germany); Britto et al. (2022) (Brazil); Chetty et al. (2014) (United States); Chuard-Keller and Grassi (2020) (Switzerland); Connolly et al. (2019a) (Canada); Heidrich (2017); Helsø (2021) (Denmark); Kenedi & Sirugue (2023) (France); Leites et al. (2022) (Uruguay); Rohenkohl (2023) (United Kingdom); and Huang et al. (2021) (China). For Australia, Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
While there is substantial mobility across the income distribution, there is some persistence at both the top and bottom. Children with parents in the bottom or top income deciles are relatively more likely to remain in the bottom or top deciles themselves. Almost 15% of people with parents in the bottom income decile remained in the bottom decile, while just 6% of them ended up in the top decile. In contrast, just 7% of people with parents in the top decile ended up in the bottom decile, with 20% remaining in the top decile.
What affects economic mobility over a person’s life? 
We are also concerned about whether disadvantage can be overcome over the course of a person’s life. 
Education is the gateway to many opportunities. People with a Bachelor’s degree or higher earn 23% more than people with a year 12 qualification, on average across a lifetime. If a student misses out on early education opportunities because of family circumstances, financial barriers or local school accessibility, can they recover? Australia has very few age restrictions on attending vocational education or university and many pathways to entry, but not everyone takes up these pathways. 
Adverse life events such as job loss, health problems and relationship breakdown can reduce income, and do not impact everyone equally. Job loss in particular has a persistent negative impact on income, and is more likely to be experienced by people who start on low incomes. The negative impact of health problems on income worsens over time (possibly because the health effect persists) – particularly for those on low incomes. 
That said, lifetime income mobility is high, with most people moving across the income distribution at different points in their life. And many people can avail themselves of new opportunities as their circumstances change – for example, after a relationship separation, women’s incomes recover in about four years. 
Wealth tends to be ‘stickier’ than income, with people experiencing far lower levels of wealth mobility over their lifetimes. When income is adjusted to account for wealth, over 40% of people in the top or bottom two deciles in 2001 remained there in 2022.
What affects the likelihood of escaping poverty? 
While overall mobility is high in Australia, there are worrying signs that people experiencing poverty face particular difficulties moving up the income distribution. This is a concern because, although interrupted by the COVID-19 pandemic, Australia’s poverty rate has steadily increased over the past two decades: survey data suggests the rate of poverty is at its highest since 2001. 
About 14% of Australians experienced poverty in 2022 – or about one in seven people.[footnoteRef:3] People most at risk of poverty include those not in paid employment, who come from a migrant background and do not speak English at home, over the age of 65, who rent housing, and in a single person or single parent household.  [3:  The poverty rate was 13.7% based on income alone, and 14.4% after accounting for housing costs.] 

Poverty varies significantly between regions, which means where you live also affects your likelihood of experiencing poverty (figure 3). Poverty rates are generally lower in cities, but there are some pockets of high poverty, particularly in local areas with relatively high housing costs. Some of the highest concentrations of poverty are in regional and very remote areas. Although regional and remote poverty rates are somewhat moderated once their relatively lower housing costs are taken into account, people living in these areas often face considerably higher prices for everyday items than people living in cities. 
How long poverty lasts matters as much as how many people it affects – longer periods of poverty are harder to exit, particularly as people age. Persistent poverty is also associated with ‘going without’ essential goods and services, such as medical treatment and heating. 
Women are more likely to experience persistent poverty than men. And poverty is intergenerational: children who experience poverty are at increased risk of poverty as adults. Children who grew up in a family that received government support payments are twice as likely to receive support payments themselves, compared to children whose families did not receive support payments.
Poverty is quite a common experience, but most people spend a relatively short time in poverty – around half of poverty spells are a year or less. But there remains a significant number of people for whom poverty is ongoing: about 10% of Australians experienced poverty in at least three of the five years between 2018 and 2022. And people who previously experienced poverty were around 2.5 times more likely to re-enter poverty than those who have never experienced it. This experience of persistent poverty was in spite of the additional government support provided to low income earners during the COVID-19 pandemic.
Younger people are more likely to exit poverty. But people who rent, people with lower education levels and those with long‑term health conditions are more likely to remain in poverty. People who live in disadvantaged neighbourhoods are also less likely to exit poverty, even after other characteristics are considered. People who live in remote locations in adulthood are also likely to remain in poverty over time.
Figure 3 – Poverty rates vary substantially across Australia
Percent of local population in poverty,a by SA3
[image: This figure presents poverty rates before housing costs across Australia. Poverty rates are high in many regional and remote areas, especially in the Northern Territory and Tasmania. Poverty is generally lower in cities, although there are still pockets of high poverty.]a. Local poverty rates are calculated relative to the national poverty line (50% of median household equivalised disposable income), without taking housing costs into account.
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA).


1. [bookmark: _Toc170728184]Economic mobility: Why does it matter?
	Key points

	[image: ]
	Economic mobility measures changes in an individual’s economic wellbeing over time, either during their lifetime (life course mobility) or relative to their parents (intergenerational mobility). 

	[image: ]
	Countries that have high income inequality tend to also have low levels of mobility. While Australia sits in ‘the middle of the pack’ relative to other developed countries in terms of income inequality, we are placed relatively high in terms of intergenerational income mobility. 

	[image: ]
	Mobility measures provide important insights into poverty persistence and access to opportunities.  



Economic mobility (referred to as ‘mobility’ hereafter) is distinct from but closely related to economic inequality. If we liken the income distribution to a ladder, then income inequality can be thought of as the distance between the rungs of the ladder. Income mobility tries to capture how easy it is for people to move up and down the ladder during their lifetime (life course mobility) or move to a different rung of the ladder than the ones their parents were on (intergenerational mobility). [USED FOR SPACING, DO NOT DELETE | Style: No Spacing]
This introductory chapter explores why examining economic mobility matters. It also sets out definitions and concepts relating to how we measure economic mobility. Chapter 2 considers mobility over the course of a person’s lifetime, and chapter 3 considers mobility between generations. Examining people’s ability to escape from poverty (chapter 4) is a particularly important dimension of mobility analysis.
1.1 [bookmark: _Toc170728185]Factors that influence mobility 
The level of persistence in incomes across generations and over a lifetime varies in different societies. Theories of mobility help identify factors that influence income mobility or persistence: these theories explain how initial conditions (parental income and its various channels), combined with significant events throughout an individual’s lifetime, can work together to shape income over their lifetime. While a summary of these factors is provided in figure 1.1 and below, a more detailed explanation is provided in appendix A. 
Figure 1.1 – Income is shaped by economic and social conditions during childhood, and various life eventsa
[image: Figure 1.1 – This diagram shows three sets of factors that can affect income during adulthood. The first set is related to economic and social conditions during childhood. Parental income is associated with human capital investment, location and social networks and family traits which influences income during adulthood. The second set of factors are life events influenced by parental income. Examples include education attainment, employment and some health outcomes. The second set of factors (certain life events) may be influenced by the first set of factors (economic and social conditions during childhood). The third set of factors are other life events like separation, unexpected injury or economic boom/bust that are not strongly linked to conditions during childhood.  ]
a. This diagram should be considered as a simplistic representation of complex relationships (which includes interactions between different factors) and does not show all the factors that influence income. It excludes several important factors such as individual preferences, ability and effort. 
Intergenerational mobility theories suggest that the intergenerational persistence of incomes can be explained by the association between parental income and factors such as:
Human capital investment: Low-income parents may have less resources to invest in their children’s education, skill development and health, which affects those children’s future earning potential (Becker and Tomes 1979; Loury 1981). 
Location and social networks: Location, especially remoteness, influences access to a range of services including medical and dental care, childcare, education, public transport and financial services (Baum and Gleeson 2010; Doko Tchatoka and Varvaris 2021; McLachlan et al. 2013, p. 13; Treasury 2023, p. 126). Location can also shape children’s peers and social networks. Children who grow up in affluent neighbourhoods may have access to high-income peer networks and be able to draw more resources from these networks compared to children with low-income peer networks (Letki and Mieriņa 2015; Mani and Riley 2019). 
Other family characteristics: Low-income earners are more likely to be unemployed, single parents or have lower educational qualifications (chapter 4). Some people face systemic economic exclusion due to their Aboriginal or Torres Strait Islander background (IBA 2023, p. 7). In the case of low-income parents, these family characteristics can affect their children’s future earnings in many different ways, including by influencing their preferences, values, early learning outcomes and socio-emotional wellbeing (including stress levels) (Barón et al. 2015; Kalil and Ryan 2020). 
Literature on life course mobility suggests that income persistence over a lifetime is also affected by significant life events such as securing or losing a full-time job, marriage, separation, onset of illness or obtaining educational qualifications (Lancaster 2021; McLachlan et al. 2013; Parolin et al. 2023; PC 2018). The likelihood of some these events is also affected by initial conditions during childhood (for example, the likelihood of getting higher education qualifications is influenced by access to good schools and educational resources during childhood). 
Changes in the different factors that explain mobility can strengthen or reduce income persistence, thus acting as drivers of or barriers to mobility. The remaining chapters in this paper explore how some of these factors affect mobility in Australia.
Barriers to and drivers of mobility can have compounding effects 
The framework discussed above suggests that intergenerational and life course mobility are affected by interactions between an individual’s childhood conditions, other life events and the broader economic and policy environment (figure 1.1). As such, income changes and persistence will not look the same across the population but will vary for different groups. 
Some groups face a combination of barriers to opportunity, which can compound to limit income mobility and lead to persistent disadvantage. For example, poverty rates in Aboriginal and Torres Strait Islander communities are attributable to a lack of employment opportunities and income support in remote areas (Markham 2023, pp. 2, 7), underfunded or culturally inappropriate education (CLC 2023, p. 17; VACCHO 2023, p. 23), intergenerational trauma and disadvantage (VACCHO 2023, p. 11), continued systemic and interpersonal discrimination (QAIHC 2023, p. 8) and the historic prevention of wealth building (QAIHC 2023, p. 7). 
Experiencing a combination of barriers can increase exposure to negative income shocks or worsen the effect of any single negative influence like limited access to schooling or losing a job. Moreover, favourable changes like getting a school scholarship can be dampened by other barriers to mobility. In extreme cases, people with inadequate resources may experience continuous stagnant or declining economic outcomes. Conversely, at the very top of the income distribution, compounding sources of advantage could potentially mean that children are guaranteed to remain at the top.
In this paper, we seek to understand whether different kinds of mobility traps exist (chapters 2 and 3) and, specifically, whether there is a mobility trap among income support recipients and others measured as being in poverty, such as those in very remote locations (chapter 4).
1.2 [bookmark: _Toc170728186]Why does mobility matter? 
Mobility is linked to opportunity, which is important for wellbeing 
Wellbeing is derived from what individuals are able to do and to be – their capabilities – rather than merely the commodities or income they possess (Sen 1999). Enhancing people’s freedoms to pursue the kinds of lives they value involves providing a range of economic, social and political opportunities. Measures of mobility provide important insights into the opportunities people can access. 
Intergenerational mobility indicates whether parental income is a source of unequal opportunity 
Higher intergenerational mobility[footnoteRef:4] is often seen as an indicator of more equality of opportunity (Chetty et al. 2014; Torche 2015). The principle of equality of opportunity is used widely in politics and media, and in Australia it is informally associated with the concept of everyone getting a ‘fair go’. Despite this, there is no consistent definition for the term. A popular definition of ideal equal opportunity is provided by Rawls (1971, p. 73):  [4:  The association between mobility and equal opportunity is more commonly made for intergenerational mobility but is sometimes also made for life course mobility.] 

Assuming that there is a distribution of natural assets, those who are at the same level of talent and ability, and have the same willingness to use them, should have the same prospects of success regardless of their initial place in the social system … 
According to Rawls, a society is not considered to have equality of opportunity if an individual’s economic outcomes are determined by external circumstances such as parental income and childhood neighbourhood. As such, a low level of intergenerational mobility suggests that parental income does have a large influence on an individual’s economic outcomes – thus indicating an inequality in opportunity. 
This paper explores drivers of and barriers to mobility in more depth, and while some of these aspects may be able to be linked relatively directly to equality of opportunity (for example, the ability to access services regardless of where you live), others may be less suited to analysis through this lens.
Life course mobility provides insights into mobility traps and access to opportunity at different life stages 
Life course mobility may indicate whether people are able to access economic opportunities at different stages of their life, including after adverse events like relationship separation or illness. 
If low-income earners (or other disadvantaged groups) experience more frequent negative income shocks, larger negative income shocks or weaker recoveries from negative shocks compared to high-income earners, then this may be indicative of a mobility trap due to lack of opportunities. In chapter 2, we examine whether some groups are more likely to experience an adverse life event, and whether the impacts of such events are more likely to be negative. We seek to understand whether it is difficult for these groups to recover from adverse events.
Moreover, for a society to be free and open, it is not sufficient for opportunities to only be available in early life. Instead, opportunities should be available through a range of pathways at all stages of life (Fishkin 2014). For example, since education is particularly important for accessing employment opportunities (especially at higher income levels), we examine whether people are able to access and benefit from educational opportunities throughout their lifetimes (chapter 2). 
But a lack of observed mobility does not always mean a lack of opportunities 
People do not always choose to pursue higher incomes even if they have the opportunity to do so. Instead, the level of income they earn can be influenced by their preferences for certain jobs, time spent on leisure and motivation to earn higher incomes. To the extent that these preferences are constant throughout a lifetime, or even across generations, it may lead to lower mobility but does not necessarily reflect a lack of opportunity. For example, if low-income parents value their work for the sense of personal fulfilment it provides over any monetary benefits, it is plausible for them to pass these values on to their children.  Since measures of mobility do not account for differences in preferences (as these are unobservable), they provide an imperfect indication of access to opportunities. 

Low mobility relates to inequality and persistent disadvantage 
Highly unequal countries have low intergenerational mobility 
All else equal, greater inequality – represented by more distance between the rungs of the income distribution ladder – can mean that climbing up the ladder becomes more difficult, leading to lower mobility. Highly unequal countries tend to have low levels of intergenerational mobility, as illustrated by the so‑called ‘Great Gatsby Curve’ (figure 1.2).[footnoteRef:5] While Australia sits in ‘the middle of the pack’ relative to other developed countries in terms of income inequality, we are placed relatively high in terms of intergenerational income mobility.  [5:  The ‘Great Gatsby Curve’ (Krueger 2012) provides a simple starting point for understanding the relationship between income and intergenerational mobility. This paper’s Great Gatsby Curve plots the relationship between income inequality, as measured by the Gini coefficient, and a set of cross-country intergenerational mobility estimates, measured by the rank-rank slope. Other versions of the Great Gatsby Curve have conventionally plotted the correlation between the Gini coefficient and the father-son intergenerational elasticity of income (IGE) rather than the rank-rank slope (Andrews and Leigh 2009; Corak 2013; Durlauf et al. 2022). Appendix A explains how and why figure 1.2 differs from other estimates of the Great Gatsby Curve in more detail.] 

Figure 1.2 – Countries with higher income inequality tend to have less intergenerational mobilitya
Rank-rank slope (RRS)b and Gini coefficient 
 [image: Figure 1.2 – This figure shows the cross-country relationship between intergenerational mobility (measured by the rank-rank slope) and income inequality (measured by the Gini coefficient). Countries with higher levels of income inequality tend to have lower levels of intergenerational mobility.]
a. Where possible, studies are selected based on use of administrative data, use of family income as the primary income measure of parental and child income and use of multiple years of income data. Most studies estimate intergenerational mobility for children born in the late 1970s or early 1980s. b. The rank-rank slope measures the relationship between a parent’s rank and their children’s rank in their respective income distribution (described in detail in section 3.2).
Source: Acciari, Polo and Violante (2022) (Italy); Bratberg et al. (2017) (Norway and Germany); Britto et al. (2022) (Brazil); Chetty et al. (2014) (United States); Chuard-Keller and Grassi (2020) (Switzerland); Connolly et al. (2019a) (Canada); Heidrich (2017); Helsø (2021) (Denmark); Kenedi & Sirugue (2023) (France); Leites et al. (2022) (Uruguay); Rohenkohl (2023) (United Kingdom); and Huang et al. (2021) (China). For Australia, Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife-Family) dataset. Gini coefficients are obtained from World Bank (2023) using 1995 data where possible. Exceptions are Switzerland, France and China where data from 2000 (for Switzerland) and 1996 (for France and China) are used instead due to missing data for these countries in 1995. 
The Great Gatsby Curve does not prove that the relationship between inequality and mobility is causal, but the strength of the observed relationship suggests that the structural features of a society that generate high inequality may also limit people’s mobility. While cross-country differences may also be attributable to cultural, legal and institutional differences between countries, there is evidence that the Great Gatsby Curve also exists across regions within a country (Acciari et al. 2022; Chetty et al. 2014; Fan et al. 2021; Heidrich 2017; Kwon and Jeon 2020; Soria 2022) and over time within a country (Connolly et al. 2019b; Durlauf and Seshadri 2018; Fan et al. 2021). 
Related literature suggests that there could be a cyclical relationship between inequality and mobility – high inequality leads to low mobility in the next generation, which in turn increases future inequality (Durlauf et al. 2022; Narayan et al. 2018, pp. 56–57). This means that if we want to prevent inequality from growing, we need to make sure that people have access to opportunities that can change their fortunes.
Low mobility can lead to persistent poverty 
Mobility helps inform how concerned we should be with inequality by highlighting the long-run dynamics of inequality (Jäntti and Jenkins 2015, pp. 815–816). We would be more concerned with high levels of inequality if this inequality persisted or compounded over a lifetime or across generations. Such a society would see the same set of individuals earn low incomes over their lifetimes and their children would go on to become low-income earners in the future, leading to persistent disadvantage. While a lack of upward mobility, or significant amounts of downward mobility, has implications for people at all levels of the income distribution, it matters most in relation to low‑income earners (including people experiencing poverty). 
Both measures of life course and intergenerational mobility provide important insights in this respect.
Low intergenerational mobility may indicate the persistence of disadvantage across generations. Cohort or geographical analysis of intergenerational mobility can help identify the traits associated with intergenerational persistence of disadvantage (chapters 3 and 4). 
Mobility patterns over an individual’s lifetime can provide insights into the traits or life events that are associated with entry into and exit from poverty, and persistence of poverty (chapter 4). 
1.3 [bookmark: _Toc170728187]Is there a ‘right’ level of mobility? 
Identifying the optimal level of mobility for promoting wellbeing depends on whether we are talking about absolute or relative mobility (box 1.1). 
Absolute mobility is easy to interpret – more upward absolute mobility means more people are economically better off. Greater upward absolute intergenerational and life course mobility means that a greater proportion of people outearn their parents and their own past incomes. We care about raising incomes because income shapes people’s abilities to achieve valued life outcomes, and as such contributes to individuals’ capabilities and outcomes (Sen 1999).[footnoteRef:6]   [6:  Sen’s capability framework (1999) suggests that an individual’s income is one of several factors (including other economic resources, personal characteristics and societal influences) that shape an individual’s ability to achieve life outcomes that are important for wellbeing. The relationship between income and wellbeing (including details on different income measures like personal and equivalised household income) is explored in further detail in PC (2024, pp. 6; 52–54; 63–64) and PC (PC 2018, pp. 20–23). ] 

	[bookmark: _Ref78902111]Box 1.1 – Absolute and relative mobility 

	Where a person’s real income changes, this is reflected in absolute mobility. It is measured by comparing real income (which is the nominal value of income after accounting for price inflation) for an individual at two different points in time. Absolute mobility does not tell us anything about how an individual’s economic wellbeing compares to peers in their society. But it gives us an indication of how material wellbeing is changing over time. 
Where a person’s position in the income distribution changes, this is reflected in relative mobility. If you identify a group of people and rank them according to their income, relative mobility is measured as changes in the ranking or position relative to others. While everyone can experience upward absolute mobility at the same time, the same cannot be said about upward relative mobility. For every person that moves up the income ranking (experienced upwards mobility), one person must move down (experience downward mobility).
Illustrative example of absolute and relative mobilitya
[image: This figure has two parts. The first part illustrates upward absolute mobility with no change in relative mobility while the second part shows upward relative mobility with no change in absolute mobility. There are two ladders that represent the income distribution before and after a change in mobility occurs. Both ladders have four people. In the first case (upward absolute mobility), all four people move up by a rung. In the second case (upward relative mobility), one person stays in the same rung while others move down by one or two rungs. The person in the same rung has experienced upward relative mobility but no absolute mobility. ]
a.  The ladders in the diagram represent the income distribution with a higher rung representing higher incomes. The figures show mobility for the purple and blue people. 
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There is no optimal level of relative mobility 
Finding an optimal level of relative mobility is harder because not everyone can experience upward relative mobility at the same time. It is not necessarily desirable for a society to have zero association between past and future economic positions or parents’ and children’s economic positions. While higher mobility may be linked with greater access to opportunity, there are costs involved with very high levels of mobility and people may have different preferences as how to balance these trade-offs. 
Very high relative income mobility over a short period of time would reflect large income fluctuations and therefore significant income risk, which reduces the wellbeing of risk-averse individuals (Jäntti and Jenkins 2015, p. 817).  
Very high intergenerational mobility would mean that parents have limited influence over their children’s traits, abilities and preferences, which is not necessarily socially desirable. 
There can be different views on what makes a low level of relative mobility ‘unfair’
Concern about low relative mobility is influenced by individual perceptions of how ‘unfair’ the factors that drive low mobility levels are. Some are comfortable with parents passing on advantages to their children. Some may believe that all individuals with equal ‘natural abilities’ should have equal opportunities to achieve the same level of wellbeing (Rawls 1971). Some may believe that all individuals should have equal opportunity to achieve wellbeing, regardless of their ‘natural abilities’, over which they have no control (Roemer 2002). While the latter group would be concerned with low mobility if it were explained by persistence in ‘natural abilities’ over generations, others would find it acceptable. 
This paper does not take a stance on the best way to assess relative mobility. Instead, the Commission has tried to provide facts and measures of mobility using available data sources[footnoteRef:7], acknowledging that these measures provide an incomplete picture of people’s access to opportunity and wellbeing since they omit information on preferences or abilities. These mobility measures are useful as they enable comparisons over time and across different cohorts, aiding individuals in making more informed personal judgements about the fairness of mobility in Australia.  [7:  A more detailed explanation of most of the datasets used in this paper and their limitations is provided in PC (2024, pp. 64–65). Information on the ALife-Family dataset, which is used to estimate intergenerational mobility, is provided in appendix C. ] 
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2. [bookmark: _Toc170728188]Life course mobility
	Key points 

	[image: ]
	Australia has relatively high income mobility, but people at either end of the income distribution are more likely to remain there. 
· Australia’s income mobility compares well with our peers. Most people move through income deciles over time, with around 93% of working age people spending time in at least three different income deciles between 2001 and 2022.
· But people at either end of the income distribution are the most likely to remain where they are. Of people in the top two deciles in 2001, 32% were still there in 2022. And of those in the bottom two deciles in 2001, 42% remained there after twenty years.
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	Wealth tends to be even ‘stickier’ than income, and it increases the level of persistence at the ends of the distribution. 
· When income is adjusted to account for wealth holdings, the percentage of people in the top two deciles over a twenty year period increases from 32% to around 41% and the percentage in the bottom two deciles increases from 42% to around 45% of people. 
· Looking at wealth mobility in isolation, around half of the people in the top or bottom two wealth deciles remained there over two decades later. 
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	Education provides opportunities for people to improve their earning potential. On average, people with a Bachelor’s degree or higher earn 23% more than people who complete year 12 only, and 35% more than those who have only completed year 11 or below. 
· Men tend to earn more than women despite acquiring the same levels of education. 
· Those who do not attain further education beyond high school may be limited in their mobility. People who have only completed year 12 or below are twice as likely as those with a Bachelor’s degree to end up in the bottom income quintile after 10 years. 
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	Significant life events do not impact everyone equally, and how people recover from shocks provides insights into what opportunities are available to them. 
· People on low incomes are most likely to experience job loss. On average, job loss decreases income by around 20% in the year following job loss, and this effect persists strongly over many years.
· Health conditions, such as suffering severe personal injury or illness, persistently decrease income over time, particularly for people on low incomes.
· Separating from a long-term partner decreases household income for women but not men, although women’s household income recovers after about four years, on average.   


2.1 [bookmark: _Toc170728189]How do people’s economic positions change over their lives?
The extent to which any individual can access opportunities and improve their economic circumstances is synonymous with the idea of a ‘fair go’. While there is no ‘optimal’ level of mobility (section 1.3), measuring the extent of mobility over an individual’s lifetime tells us about the opportunities they have to change their position and the life events that may influence where they end up. In particular, it tells us whether disadvantage can be overcome over the course of a person’s life.
Most people move through income deciles during their life …
[bookmark: _Hlk168644566]Around 93% of people during their working life[footnoteRef:8] spent time in at least three different income deciles in the period 2001 to 2022 (Commission estimates using HILDA), and there was substantial movement across income deciles over these two decades (table 2.1), with less than 1% remaining in the same income decile throughout (appendix B). People may move up income deciles as their working life progresses, reflecting the accumulation of skills, knowledge and experience. But career changes or changes in family circumstances can also lead to reduced income and downward mobility.[footnoteRef:9] [8:  These estimates are based on HILDA data relating to income over the period 2001 to 2022 for people aged between 25 and 40 years of age in 2001 and so, on average, remain within ‘working age’ for the duration of the period 2001 to 2022. The Commission has focused on measuring income mobility through changes in relative income deciles during a person’s working life, as this is the period where changes in relative income can provide valuable insights about the influence of changing circumstances and opportunities (which are explored in sections 2.2 and 2.3).]  [9:  Changes such as having children or separating from a partner alter the composition of the household for the purposes of equivalised household income deciles. Having children typically results in a fall in income decile initially, as equivalised household income spreads income over more household members. Conversely, as children begin to earn incomes themselves or move out of home, income deciles tend to rise for the parent. ] 

Table 2.1 – Most people move through income deciles over timea
Proportion of people aged 25 to 40 in each income decile in 2001 by income decile in 2022
	 
	 
	Income decile, 2022

	Income decile, 2001
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	
	1
	35.2
	19.9
	10.9
	7.4
	5.1
	8.6
	2.9
	2.3
	4.8
	3.3

	
	2
	13.1
	15.2
	16.5
	14.0
	6.7
	7.4
	8.8
	6.5
	6.2
	5.0

	
	3
	5.8
	8.3
	10.8
	14.0
	9.2
	7.4
	17.8
	10.4
	11.1
	5.4

	
	4
	10.7
	12.1
	6.1
	12.0
	11.3
	9.1
	10.3
	12.1
	7.8
	8.9

	
	5
	4.8
	7.1
	8.3
	13.2
	22.5
	10.3
	7.4
	10.7
	11.0
	5.8

	
	6
	6.7
	8.2
	9.9
	11.9
	13.1
	9.0
	7.5
	8.5
	12.6
	10.5

	
	7
	12.9
	6.3
	10.4
	6.7
	9.5
	15.6
	12.7
	9.0
	8.6
	8.4

	
	8
	3.3
	10.5
	15.6
	6.4
	7.8
	9.5
	11.7
	10.0
	13.1
	12.8

	
	9
	3.9
	7.7
	5.6
	10.6
	8.8
	15.6
	10.2
	14.1
	8.1
	15.2

	
	10
	4.4
	3.4
	6.4
	3.7
	6.0
	7.9
	10.6
	16.5
	16.8
	24.7


a. Income decile is measured using household equivalised disposable income. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Australia’s income mobility is comparable to our peers 
Australia has relatively high income mobility when compared to other countries (figure 2.1). When comparing the proportion of working age people that have moved at least one income quintile over a four year period, Australia is above the OECD average. 
Figure 2.1 – Income mobility among working-age Australians is comparatively higha
Share of people aged between 18 and 65 moving income quintiles over a four-year span
[image: Figure 2.1 – This figure compares Australia’s income mobility among working age people with other OECD countries. Australia has the 10th highest level of mobility of the 31 OECD countries analysed. The figure shows that the share of Australian people aged between 18 and 65 that moved income quintiles over a four year period was 52.6%. Around half of those moved up at least one quintile and around half moved down. ]
a. Income is equivalised household disposable income (equivalised using square root scale). 
Source: Commission estimates based on OECD (2018).
… but people at the ends of the distribution are most likely to remain there
While Australia generally has relatively high mobility, there is significant ‘stickiness’ or persistence at the ends of the income distribution. People in the highest and lowest income decile in 2001 were most likely to be in the same decile in 2022 (table 2.1). Around 42% of people in the bottom two income deciles in 2001 remain there in 2022, and 32% of the top two deciles in 2001 remained there in 2022. This is higher persistence than the middle of the distribution. Only 28% of the middle two deciles in 2001 remained there in 2022.  
Income is often an enabler for people to access opportunity, so this persistence at the bottom of the income distribution over a lifetime may be of particular concern. It suggests that there are barriers to mobility for some people that can lead to persistent poverty over many years (chapter 4). 
Wealth exaggerates the persistence for those at the top and bottom
Taking both income and wealth into account gives a clearer picture of material wellbeing, as individuals can use income or draw down on their stocks of wealth to maintain a standard of living, pursue opportunities (such as education) or manage the effects of a shock (like losing a job or having a child). 
The persistence at the ends of the income distribution is larger once wealth is taken into account, because wealth mobility tends to be lower than income mobility (box 2.1). As such, mobility is more limited when we measure relative changes in wealth‑adjusted income[footnoteRef:10] (table 2.2) than when we look at income alone (table 2.1). Around 45% of people in the bottom two deciles in 2001 remained there in 2022, and 41% of the top two deciles in 2001 remained there in 2022. This is considerably higher persistence than the middle of the distribution. Only 19% of the middle two deciles in 2001 remained there in 2022.   [10:  Wealth-adjusted income is calculated by converting net wealth to a series of yearly income payments (known as annuitised wealth), which is then added to annual disposable income (PC 2024, pp. 31–33). This paper uses the fixed rate method of calculating wealth-adjusted income which assumes that households receive a fixed return on their assets and debts. ] 

Table 2.2 – Mobility using wealth-adjusted income is more ‘sticky’ for those at the ends of the distributiona
Proportion of people aged 25 to 40 in each wealth-adjusted income decile in 2001 by income decile in 2022
	
	
	Wealth-adjusted income decile, 2022

	Wealth-adjusted income decile, 2001
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	
	1
	26.5
	19.1
	15.7
	10.5
	6.1
	6.3
	7.3
	2.2
	6.0
	0.8

	
	2
	24.4
	20.3
	14.6
	12.8
	7.4
	7.4
	5.1
	2.8
	2.1
	2.5

	
	3
	10.3
	13.3
	14.2
	13.0
	10.6
	15.5
	3.9
	10.5
	7.2
	2.4

	
	4
	5.8
	12.8
	10.5
	9.3
	16.6
	12.7
	14.9
	8.0
	6.7
	3.5

	
	5
	8.8
	4.7
	11.4
	11.2
	10.0
	9.2
	17.1
	13.2
	9.7
	5.3

	
	6
	7.3
	11.6
	5.0
	16.2
	12.2
	6.5
	9.2
	6.1
	15.4
	10.1

	
	7
	8.9
	4.8
	11.7
	10.5
	11.5
	13.2
	7.2
	11.8
	13.0
	7.3

	
	8
	3.5
	6.3
	9.7
	8.1
	11.6
	8.2
	8.5
	17.4
	9.9
	16.4

	
	9
	1.3
	4.3
	2.7
	4.7
	11.1
	14.6
	13.3
	16.6
	15.1
	15.6

	
	10
	2.5
	0.5
	3.9
	4.8
	3.6
	6.9
	13.8
	12.2
	15.9
	35.5


a. Estimates of wealth-adjusted income are calculated using the fixed-income approach, as outlined in PC (2024). Given the ages of the cohort, there is minimal difference between the fixed income and lifetime annuity methods. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
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	Box 2.1 – Wealth is even more ‘sticky’ than income

	Wealth is much more ‘sticky’ than income, with people experiencing far lower levels of wealth mobility over time. Wealth is a ‘stock’ concept that measures the value of accumulated assets and so wealth typically builds over the life course due to, for example, accumulation of savings from income, growth in superannuation balances and increasing values of assets such as housing. 
As wealth accumulates over time, there tends to be less change in relative positions. When we measure wealth mobility for people of all ages over the period 2010 to 2022[footnoteRef:11], around 35% of people spent time in three or more different wealth deciles, whereas over 80% of people spent time in three or more income deciles over this period.  [11:  These estimates are based on HILDA data relating to income and wealth over the period 2010 to 2022 for people in HILDA in both 2010 and 2022.] 

Income is more mobile than wealth – most people move across multiple income deciles over a lifetime but relatively few do for wealtha,b
Movement of people between income and wealth deciles within the 2010–2022 period
[image: This figure has two parts. The first part illustrates income mobility over the period 2010 to 2022. It shows that over 80% of people spent time in three or more different income deciles over the period. The second part illustrates wealth mobility over the same period. It shows that over 35% of people spent time in three or more different wealth deciles over the period.]
a. Difference between deciles is for people in all HILDA waves between 2010 and 2022 b. Wealth deciles are measured in 2010-11, 2014-16, 2018-19 and 2022-23.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Mobility is lowest at the top and bottom of the wealth distribution. Around half the people in the top or bottom two deciles remained there over two decades later (table below). Only one in five people move from the bottom two deciles into the top half of the distribution over the period 2002 to 2022, and similarly, only one in five fall out of the top half of the distribution.
Wealth is persistent over timea
Proportion of people in each wealth decile in 2002 by wealth decile in 2022
	
	
	Wealth decile, 2022

	Wealth decile, 2002
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	
	1
	38.4
	23.0
	10.0
	6.2
	5.1
	4.9
	2.9
	1.9
	3.0
	0.7

	
	2
	16.6
	23.8
	13.8
	15.3
	8.0
	4.5
	4.8
	7.2
	2.4
	3.3

	
	3
	11.9
	12.0
	17.3
	12.7
	15.1
	11.4
	7.6
	7.1
	3.4
	1.9

	
	4
	7.2
	12.3
	12.4
	17.1
	12.6
	13.2
	11.0
	8.1
	4.6
	1.8

	
	5
	4.5
	5.7
	15.2
	15.6
	12.5
	15.9
	10.1
	9.4
	7.7
	3.9

	
	6
	3.1
	7.1
	9.5
	9.8
	13.6
	11.7
	17.9
	10.8
	11.8
	5.6

	
	7
	3.4
	5.0
	6.8
	7.4
	11.2
	8.5
	14.2
	18.4
	17.3
	8.0

	
	8
	2.7
	3.8
	7.6
	7.7
	9.7
	12.9
	13.8
	13.6
	12.4
	16.5

	
	9
	1.2
	3.2
	3.6
	5.3
	9.8
	11.3
	13.2
	13.6
	19.0
	20.8

	
	10
	2.2
	2.1
	1.0
	3.6
	3.8
	7.0
	7.8
	12.7
	21.2
	39.0


a. Wealth decile is determined using household equivalised wealth values.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
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2.2 [bookmark: _Toc170728190]Education and income mobility over a lifetime
Education provides people from all backgrounds with the means to improve their earning potential: in the context of having a ‘fair go’, accessible education provides significant opportunities to transform an individual’s economic wellbeing. 
Education develops skills, which lead to higher rates of employment and higher lifetime earnings for individuals. Across all education types, an additional year of education can boost annual earnings by 13% on average, while just completing year 12 can increase annual earnings by around 27% (Leigh 2024; Leigh and Ryan 2008). Evidence also suggests that education has driven many of the improvements in intergenerational mobility among first and second generation Australians (Deutscher 2020b).
Australians are increasingly pursuing further education.[footnoteRef:12] In the 20 years between 2002 to 2022, the proportion of Australians who have completed a degree or higher qualification increased from 22% to 39% (figure 2.2). The proportion of people who have not completed year 12 has also fallen drastically from 35% to 12% over that period, likely due to population compositional changes and many jurisdictions raising the minimum school leaving age to 17 years in the 2000s (ACARA 2010). More recently, however, school attendance rates have noticeably dropped since COVID-19 and have not recovered to pre-COVID levels (ACARA 2023). [12:  Education is also not always limited to formal settings. Interpersonal and other important skills can be acquired through social and community interactions. For instance, cultural education in Aboriginal and Torres Strait Islander communities can build skills like resilience, systems thinking and conflict resolution (Jobs and Skills Australia 2023, p. 20). However, tacit forms of skills and knowledge are hard to observe or capture in large-scale data. Instead, formal educational attainment is often used as a signal for employment, which has meaningful implications for income mobility.] 

Figure 2.2 – An increasing number of Australians are educated at higher levelsa
Distribution of highest educational attainment, 2000–2022
[image: Figure 2.2 - Line chart displaying the proportions of the population by highest education attainment rates over a 20-year period from 2000 to 2020. Four colored lines represent different education levels with varying trends. The vertical axis lists the proportion of the population from 0% to 40%, and the horizontal axis lists years in five-year increments. The ‘Degree or higher’ line shows an upward trend, ‘Year 11 or below’ shows a strong downward trend, while other education levels are relatively steady over time.]a. Population restricted to people aged 25 to 65. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.[USED FOR SPACING, DO NOT DELETE | Style: No Spacing]
Educational attainment is associated with higher income
On average, people with a degree or higher earn around 23% more than people with year 12 qualifications, and 35% more than people with year 11 or below levels of attainment.[footnoteRef:13] But there is variation in the earnings differential associated with more education across a lifetime: it is relatively small early on in people’s careers, but wider as people progress through their working lives (figure 2.3).  [13:  These estimates are based on Commission analysis of HILDA data and take into account differences in health, occupation, marital status, location and other factors (appendix B).  ] 

Figure 2.3 – Wage differentials by education level are persistenta
Average expected hourly wages by highest educational attainment and age
 [image: Figure 2.3 – This figure presents a bar chart showing the relationship between education level and hourly wages among various age groups. Each group has four bars indicating wage percentages for educational attainments: Year 11 or below, Year 12, Diploma/certificate, and Degree or higher. Wages increase with higher education levels across all ages.]a. Estimates use pooled data from HILDA waves 18 to 22.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Learning can happen at any stage during a lifetime. Among OECD countries, Australia has a relatively high adult participation in formal education (OECD 2020). In the 2020-21 financial year, 15% of people aged between 25 and 54 had engaged in formal study in the last year, and around 33% engaged in informal study (ABS 2021c).[footnoteRef:14] [14:  Formal study refers to a recognised qualification such as Degree, Diploma, Certificate and includes study at school. Informal study refers to learning that occurs away from a structured, formal classroom environment.  ] 

Higher education attainment is typically associated with higher earnings regardless of when the education is undertaken (Chesters 2015), suggesting that people can access opportunities provided by education at any stage in life. Although some evidence suggests that the economic pay-off from adult education is lower than those engaging at younger ages, there are still strong increases in job satisfaction and perceived employment opportunities (Coelli and Tabasso 2019). However, this also suggests that people who do not acquire an education early in their lives could be at an economic disadvantage, particularly in terms of earnings accumulated over their lifetime. Completing high school becomes important for giving people options to pursue further education later in life if they choose to take it. 
In this context, lifelong learning is essential for forging alternate paths and increasing opportunities for lifetime economic mobility. Although there are very few age restrictions on when further education can be undertaken in Australia and with various pathways to entry (Chesters et al. 2020; Karmel 2004), not everyone takes up these pathways. Removing structural barriers and supporting a culture of lifelong learning is particularly important for adapting to the fast changing nature of work and skills needed in the workforce to help avoid or alleviate the economic consequences of unemployment spells (PC 2023).
Men tend to earn more than women, even with similar education levels
Men and women receive different returns from similar education attainment. Even after accounting for differences in occupation type, part-time work status, marital status and other factors, men with a Bachelor’s degree or higher earn, on average, 28% more than men with year 12 qualifications. The equivalent comparison for women is 21%. However, the estimated payoff for completing year 12 is higher for women than for men. Women completing year 12 earn around 16% more than women who do not, while men earn around 5% more (Commission analysis of HILDA).
These average effects vary for different age groups. Wage gaps between young men and women, likely to be early in their career, are relatively narrow in all education groups. For example, men and women aged between 25 and 34 with degree or higher qualifications both earn $30–$31 in averaged expected hourly wages. A gap emerges, however, for older age groups (figure 2.4). For people aged 45 to 54 with degree or higher qualifications, women earn around $35 per hour on average, compared to men earning around $40 per hour. 
Figure 2.4 – Snapshot of earnings by education and agea,b
Expected average hourly wages by age, gender and highest educational attainment, 2018–2022
[image: Figure 2.4 – This figure presents a line graph comparing expected average hourly wages between women and men from ages 20 to 60 across four educational attainment levels: Degree or higher, Diploma/certificate, Year 12, and Year 11 or below. Each group shows wage increases with age peaking around mid-40s to early-50s before declining slightly. Higher education correlates with higher wages for both genders. Average wages are generally higher for men than women but this difference varies according to attainment higher.]
a. Estimates use pooled data from HILDA waves 18 to 22. b. Bands show mean expected wages and 95% confidence intervals conditional on age and education. Model accounts for sample selection bias and other factors such as state, region, marital status, children, health and part-time work status (see appendix B).
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
In an earlier research paper A snapshot of inequality in Australia, the Commission observed that there are a range of factors behind the well‑documented gender pay gap (PC 2024). Similar factors may also explain the differential returns to education between men and women, which exist even though more women have invested in higher education than men.[footnoteRef:15] These factors include that women take on relatively more caring responsibilities than men, with mothers having lower labour force participation than fathers, and women experiencing a ‘motherhood penalty’ with a larger drop in earnings after the arrival of a child (Bahar et al. 2023). In addition, female‑dominated industries (such as health care and education) typically attract lower pay than male‑dominated industries, while occupations with limited flexibility that reward long hours are disproportionately worked by men and have large gender wage gaps (Sobeck 2022). [15:  Around 50% of women aged 35 to 44 hold a Bachelor degree or higher qualification, compared to around 39% for men in the same age group (ABS 2023a).] 

Various other life events can financially impact men and women differently. For example, separation from a partner economically disadvantages women more often than men (Broadway et al. 2022). The Commission considers the impact of this life event in section 2.3.
Income mobility varies for people with different education levels
People’s early investments in education have implications for their income mobility. People who complete a degree or higher qualification tend to remain in higher income quantiles after study, while those who do not pursue further study beyond high school tend to spread more across the income distribution over time (figure 2.5). More specifically:
· Around two in five people with degrees or higher qualifications end up in the top income quintile after 10 years, but for those who have only completed high school or below it is around one in ten.
· About 16% of people who have only completed high school or below end up in the bottom income quintile after 10 years, while only 8% of people with degrees or higher qualifications are there.
· Of those in the bottom income quintile a year after leaving school, 47% remain in the bottom two quintiles after 10 years. The comparable figure for people completing a degree or higher is only 28%.  
While further education enables people to increase their incomes more persistently and to a greater extent, there is still a considerable level of income mobility for those who do not attain more education. Some of this group, however, is more likely to remain at the bottom of the income distribution and may be at higher risk of falling into or staying in poverty (chapter 4).
Figure 2.5 – People with a degree or higher are more likely to stay at the top of the income distributiona, b
Transition between income quintiles, by level of education
	Degree or higher
[image: Figure 4.9 – This figure displays the impact of various factors on likelihood of exiting poverty. After controlling for other factors: gender had a limited impact, younger people were more likely to exit poverty, coupled families were more likely to exit poverty while single person, single parent and other family types were less likely to exit. Those with long term health conditions were less likely to exit while those who owned/had a mortgage were more likely to exit poverty. Higher education, higher SEIFA and lower spell number were all correlated with higher likelihood of poverty exit.
]
	Year 12 or below
[image: Figure 4.9 – This figure displays the impact of various factors on likelihood of exiting poverty. After controlling for other factors: gender had a limited impact, younger people were more likely to exit poverty, coupled families were more likely to exit poverty while single person, single parent and other family types were less likely to exit. Those with long term health conditions were less likely to exit while those who owned/had a mortgage were more likely to exit poverty. Higher education, higher SEIFA and lower spell number were all correlated with higher likelihood of poverty exit.]


a. Estimates use uses HILDA data from all waves, capturing people from ages 16 to 64. b. The left panel illustrates people’s position in the income distribution 1 and 10 years after attaining their degree and who did not pursue further education. The right panel illustrates people who only completed year 12 or below with no further education in the subsequent 10 years, and their position in the income distribution at the 1 and 10 year points after leaving school.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
2.3 [bookmark: _Toc170728191]The impact of life events on income mobility
Over their lifetimes, people experience various life events or ‘shocks’ that can impact their incomes. This could include obtaining further education (section 2.2), switching careers and changes in personal circumstances. Where these events have the potential to significantly and unexpectedly reduce income, a society that values a ‘fair go’ would see that people are able to eventually recover from a shock, and not be held back by their unfortunate circumstances.
In this section, the Commission has analysed the impact of three negative shocks – losing a job, experiencing serious personal illness or injury, and separating from a long-term partner – using an event study model to measure the likely effect on people’s earning capacity (see appendix B for further detail on the methodology).[footnoteRef:16] [USED FOR SPACING, DO NOT DELETE | Style: No Spacing] [16:  The effects of significant life events extend far beyond economic outcomes. Life events can affect a person’s wellbeing in many ways, including their physical and mental health, leisure time, and quality of life more broadly. Here, our focus is specifically on income mobility. Furthermore, many studies have explored the economic impacts of other life events not analysed in this report, such as switching jobs (Deutscher 2019), becoming a parent (Bahar et al. 2023), going to jail (Western 2002), being a victim of crime (Dinisman and Moroz 2017), and being affected by a natural disaster (Bui et al. 2014; Groen et al. 2020; Johar et al. 2022).] 

Life events do not impact everyone equally. Some groups are more likely to experience particular shocks or face larger consequences from the same shock. For example, disadvantaged households (identified as low socioeconomic status) are more likely to experience adverse life events (Baxter et al. 2012; Moloney et al. 2012). Experiencing multiple negative income shocks can lead to compounding effects and therefore be more difficult to recover from, reducing human capital accumulation and limiting opportunities to move up the income distribution.
Job loss leads to a significant and persistent decrease in earnings 
Around 534,000 people in Australia lost a job in 2022 (ABS 2023c).[footnoteRef:17] Losing a job, on average, decreases earnings by around 20% in the year following the job loss.[footnoteRef:18] While income recovers to some extent in subsequent years, the negative impact of job loss on income persists strongly over time (figure 2.6). Other studies have similarly found large and persistent impacts of job loss or mass layoffs on income in Australia (Lancaster 2021; Marti et al. 2023). The impact of job loss on earnings in Australia is larger than general estimates for Scandinavian countries but smaller than for countries in Southern Europe (Marti et al. 2023). This potentially reflects differences in the availability of job opportunities between countries, as well as the degree of government support for re-employment.  [17:  This captures people classified as involuntarily ceasing their last job, including retrenchment, dismissals, and losing a job due to ill health or injury. ]  [18:  To define job loss, we use HILDA’s variable of whether someone was fired or made redundant in the last 12 months. Lancaster (2021) defined job loss slightly differently using transitions from employment to unemployment. Our chosen definition of job loss likely contributes to why we don’t see the largest impacts in the year of job loss as Lancaster (2021) found. If someone loses their job towards the end of the financial year, this will likely have a larger effect on their income in the following financial year. ] 

Figure 2.6 – On average, job loss decreases disposable income by around 20% in the year after job loss, and this effect persists over timea
Impact of job loss on individual disposable income
[image: Figure 2.6 – This figure presents estimates for the impact of job loss on individual disposable income from an event study model. It shows that, on average, job loss decreases income by around 20% in the year following job loss and that this negative effect persists over many years. ]
a. Vertical line represents the year of job loss. Shaded area shows 95% confidence intervals. Job loss is identified by whether the individual was fired or made redundant in the last 12 months. Event study regression coefficients are estimated on income levels and then converted to percentages using average income before job loss. Includes data from 2002 to 2022, capturing people experiencing a job loss between 2004 and 2017. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Previous research has found that the size of the earnings reduction from job loss is relatively similar between women and men, as well as across different levels of education and income (Lancaster 2021). It might be expected that people with higher education or higher income would experience greater demand for their skills and recover more quickly from job loss. However, other labour market factors also influence the ability to recover, including occupation and industry of employment[footnoteRef:19] as well as job search intensity. Someone struggling financially is likely to search for a job more intensely, while someone who previously had high income is more likely to have the means to delay re-entry into the workforce.  [19:  Different education cohorts are over-represented in particular industries (Oxford Economics Australia 2023) and occupations (ABS 2023a), which could impact ease of re-employment.] 

Furthermore, these results provide insights into the average impact of job loss and not the overall incidence of job loss. People with lower income or lower levels of education are more likely to lose their job compared to people of high income or high levels of education (Lancaster 2021), emphasising that life events do not impact everyone equally. Ananyev et al (2023) found that those at the bottom of the distribution are more likely to experience earnings shocks; however, their earnings are also more likely to recover from these shocks.  
The Commission’s analysis shows that people in major cities have a similar experience of recovering from job loss to people in regional locations (figure 2.7).[footnoteRef:20] One might expect a faster recovery in major cities because of higher labour demand and a greater likelihood of finding a better job match due to the concentration of many businesses in one location (Fujita and Thisse 1996). However, major cities have higher labour supply and there have been instances of high vacancy rates in parts of regional Australia (Houghton et al. 2023). Our finding is an average across regional areas, masking a wide variety of local labour market conditions across regional Australia. Furthermore, this result could be impacted by other factors such as job search intensity (as discussed above) and moving locations in response to job loss.   [20:  HILDA is not representative for remote Australia (Watson 2021), so these results have not been included.] 

Figure 2.7 – The impact of job loss is similar between people in major cities and those in regional locationsa,b
Impact of job loss on individual disposable income 
[image: Figure 2.7 – This figure presents estimates for the impact of job loss on individual disposable income, split by location (one line for Major City and another for Regional). It shows that the impact of job loss on income is similar between these two groups. ]
a. Vertical line represents the year of job loss. Shaded areas show 95% confidence intervals. Job loss is identified by whether the individual was fired or made redundant in the last 12 months. Event study regression coefficients are estimated on income levels and then converted to percentages using average income before job loss. Includes data from 2002 to 2022, capturing people experiencing a job loss between 2004 and 2017. b. People who live in remote and very remote locations have been excluded due to low sample size.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Finally, previous research has found that while older people are less likely to experience job loss compared to younger people, older people who do lose their job have larger decreases in income than younger people who lose their job (Lancaster 2021). Many factors could be influencing different experiences of job loss across life stages, including opportunities to reskill, structural change, occupation and industry of employment, and willingness to accept part-time or casual employment.  
Health shocks persistently decrease income, particularly for those of low socioeconomic status  
Almost 10% of people in Australia suffer severe personal injury or illness a year and around 30% have a long-term health condition,[footnoteRef:21] with older people far more likely to have one or more chronic health conditions than younger people (ABS 2023b). Health shocks can impact quality of life and wellbeing in many ways, as well as the ability to earn income.   [21:  These numbers are based on HILDA data, which differs slightly to other data sources. For example, the National Health Survey (NHS) finds that 81% of people had at least one long-term health condition, however there are differences between the definition of long-term health condition used by the NHS and HILDA. For example, the NHS includes people who are short or long sighted, while HILDA includes sight problems not corrected by glasses/lenses. ] 

Health shocks have significant and persistent negative impacts on income; however, the size of impact varies depending on the definition of health shock used. After suffering severe personal illness or injury, income decreases by an average of 6% in the following year, while this decrease is around 4% for experiencing a long-term health condition.[footnoteRef:22] For both health shocks, the negative impact tends to worsen over time (figure 2.8).[footnoteRef:23] Other health shocks, such as sharp increases in bodily pain or decreases in self-reported measures of mental health, also have negative impacts on income (see appendix B).  [22:  While it looks as if income increases in the year of experiencing a long-term health condition (figure 2.8, panel B), this estimate is statistically insignificant (the 95% confidence interval contains zero). ]  [23:  Similarly, García-Gómez et al. (2013) use Dutch administrative data to show that sudden illness has significant and persistent negative impacts on employment and income. ] 

Figure 2.8 – Health shocks decrease income, with this effect worsening over timea,b
Impact of health shocks on individual disposable income 
	Severe personal injury or illness
[image: Figure 2.8 – This figure presents estimates for the impact of two different health shocks on individual disposable income using an event study model. The left panel looks at the impact of suffering severe personal injury or illness, while the right panel looks at the impact of experiencing a long-term health condition. The figure shows that both health shocks have negative impact on income. For both shocks, the impact on income in the year of the health shock is minimal, however the negative impact worsens over time. ]
	Long-term health condition
[image: Figure 2.8 – This figure presents estimates for the impact of two different health shocks on individual disposable income using an event study model. The left panel looks at the impact of suffering severe personal injury or illness, while the right panel looks at the impact of experiencing a long-term health condition. The figure shows that both health shocks have negative impact on income. For both shocks, the impact on income in the year of the health shock is minimal, however the negative impact worsens over time. ]


a. Vertical line represents the year of health shock. Shaded area shows 95% confidence intervals. Event study regression coefficients are estimated on income levels and then converted to percentages using average income before shock. Includes data from 2002 to 2022, capturing people experiencing a health shock between 2004 and 2017. b. Results capture people who initially did not have a long-term health condition or serious personal illness or injury. Some people, for example those with a long-term health condition for the full sample, are excluded from the analysis. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
People of lower socioeconomic status have larger ongoing decreases in income from suffering severe personal injury or illness (figure 2.9).[footnoteRef:24] People in the bottom half of the income distribution experience a 21% reduction in income, on average, five years after this health shock. This decrease is around 5% for people in the top half of the income distribution. These differences could be influenced by various factors, such as a person’s access to resources in response to the health shock or their type of work. Those with higher income may be more likely to access additional health resources such as private health insurance, or work in a job that could be more accommodating of health shocks. This could indicate that people with lower income face some barriers to recovering from a health shock that limits their income mobility in subsequent years.  [24:  This result did not hold across all health shocks. For people experiencing a long-term health condition, the decrease in income was relatively similar across income groups. ] 

In addition to the larger negative impact on income, people of low socioeconomic status are generally at greater risk of poor health than people of higher socioeconomic status (AIHW 2022). Those from disadvantaged backgrounds have less economic resources to draw from in response to shocks such as personal injury or illness, emphasising that life events are not experienced by all groups equally. 
Figure 2.9 – Suffering severe personal injury or illness has larger ongoing impacts for people of low incomea,b
Impact of suffering severe personal injury or illness on individual disposable income 
[image: Figure 2.9 – This figure presents the impact of suffering severe personal injury or illness on individual disposable income, split by income (one line for people who were in the top half of the income distribution before the health shock and another line for people in the bottom half). It shows that the impact of this health shock on income is worse for people of low income. ]
a. Vertical line represents the year of health shock. Shaded area shows 95% confidence intervals. Event study regression coefficients are estimated on income levels and then converted to percentages using average income before shock. Includes data from 2002 to 2022, capturing people experiencing a health shock between 2004 and 2017. b. The high (low) income group includes people in the top (bottom) half of the income distribution when first observed in the sample. Therefore, for those who suffered personal injury or illness, their income group is assigned based off their income before the health shock. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Almost 30% of people who retired between 2002 and 2022 suffered severe personal injury or illness in the year of or prior to their retirement. Such health shocks likely resulted in some people retiring earlier than planned: our analysis finds that people who recently experienced a health shock retired, on average, 1.3 years earlier than people who did not.[footnoteRef:25] Other studies have also found that health shocks are an important determinant of retirement (Jones et al. 2010; Munnell et al. 2019). For example, Zucchelli et al. (2010) use HILDA data to show that health shocks are a key determinant of early exit from the labour market. The prevalence and impact of health effects on early exit from the labour market are higher for less educated workers (De Breij et al. 2020), further highlighting disparities that exist in the experience of life events across cohorts.  [25:  This includes people who experienced serious personal injury or illness in the year of or prior to their retirement. The analysis controls for several other factors that could affect retirement, such as pre-retirement income, occupation, and industry, as well as education, gender, and regional location.] 

Separation decreases household income for women but not men
There were around 49,000 divorces in Australia in 2022 (ABS 2023e). The proportion of divorces involving children under 18 years has remained at around 50% since the early 2000s (Qu and Baxter 2023). Following separation from a long-term partner, women experience a significant decrease in equivalised disposable income, while men’s equivalised income increases (figure 2.10, panel A).[footnoteRef:26] This gender difference in the impacts of separation has also been found in other OECD countries (de Vaus et al. 2015), influenced by lost partner income as well as a greater likelihood of women being the primary residential parent for families with children (Broadway et al. 2022). [26:  Equivalised income is a measure of household income that adjusts for household size and composition. For example, an adult couple without kids has higher equivalised income to an adult couple with the same total household income with kids. While the rest of the analysis in section 2.3 uses individual income, we also examine equivalised income here because of how separation can impact household composition (particularly in the case of parents with children). ] 

Women bear a disproportionately high burden of caring responsibilities compared to men (ABS 2022; Kleven et al. 2019). Women are more likely than men to cite caring for children as the main reason for not starting a job or working more hours (Australian Government 2023) and 83% of one-parent families are single mother families (ABS 2023d). The high burden of caring responsibilities impacts equivalised household income following separation,[footnoteRef:27] limiting women’s ability to make up for lost partner income following separation.    [27:  Equivalised income adjusts for the fact that larger households require more resources to be shared across each person. For example, an adult with children has lower equivalised household income than a lone adult on the same individual income. ] 

However, individual disposable income for women increases following separation, by far more than individual income for men (figure 2.10, panel B).[footnoteRef:28] This may reflect the need to make up for lost partner income following separation through, for example, accessing additional government support payments (such as the Parenting Payment Single) and/or increasing labour force participation.[footnoteRef:29] Furthermore, the increase in individual disposable income helps women bounce back from the initial loss in household income. This is shown in the recovery of women’s equivalised income several years after separation (figure 2.10, panel A), with no statistically significant impact of separation on women’s equivalised income by four years after the event.[footnoteRef:30]   [28:  It is important to note that this change in individual income is relative to the person’s income before separation and does not capture differences in levels or the impact of differences in wealth. On average, women still have lower levels of income and are more likely to enter poverty following separation than men (Broadway et al. 2022).  ]  [29:  Government payments increase sharply following separation for women but not men, indicating that additional support such as parenting payments play an important role in the recovery of women’s income following separation. Labour income also increases following separation for women (albeit more gradually), suggesting that increasing labour force participation also has an impact (see appendix B for further detail). ]  [30:  This recovery is unlikely to be driven by children moving out of home since unequivalised household income for women also recovers to a large extent following separation (see appendix B for further detail). ] 

[bookmark: _Toc30502221]Figure 2.10 – Equivalised income for women decreases following separation, but individual income (including government transfers) increasesa
Impact of separation on different income measures for women and men
	A. Household equivalised disposable income
[image: Figure 2.10 – This figure presents estimates for the impact of separation on two different income measures, split by women and men. Panel A shows the impact of separation on equivalised household income, while Panel B shows the impact of on individual disposable income. Panel A shows that separation decreases household income for women but not for men, however household income for women recovers after around 4 years. Panel B shows that separation increases individual disposable income (which includes government transfers) for women but not men]
	B. Individual disposable income
[image: Figure 2.10 – This figure presents estimates for the impact of separation on two different income measures, split by women and men. Panel A shows the impact of separation on equivalised household income, while Panel B shows the impact of on individual disposable income. Panel A shows that separation decreases household income for women but not for men, however household income for women recovers after around 4 years. Panel B shows that separation increases individual disposable income (which includes government transfers) for women but not men]


a. Vertical line represents the year of separation. Shaded area shows 95% confidence intervals. Event study regression coefficients are estimated on income levels and then converted to percentages using average pre-separation income. Includes data from 2002 to 2022, capturing people experiencing separation between 2004 and 2017.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.

3. [bookmark: _Hlk168574677][bookmark: _Toc170728192]Intergenerational economic mobility
	Key points
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	Australia’s long-term economic growth has led to each generation earning more income on average than the last.
About 67% of Australians born in 1976–1982 earned higher individual incomes than their parents did at the same age. 
Women (56%) are less likely than men (77%) to earn higher individual incomes than their parents.
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	Australia has relatively high intergenerational mobility compared to other countries. On average, about one‑fifth of a change in parents’ income is passed on to their children. 
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	However, there is some persistence in income across generations at the top and bottom of the distribution. This indicates there are instances where a parent’s advantage or disadvantage is passed down to their children.
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	The intergenerational persistence of people’s incomes is affected by where they grew up.
Intergenerational income mobility is high and fairly similar across most states and territories.
People who grew up in the Northern Territory, on average, experienced the lowest intergenerational income mobility in Australia.
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	The persistence of wealth across generations is higher than the persistence of income.
Inheritances account for about one third of the intergenerational persistence of wealth.
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While chapter 2 looked at mobility over the course of a person’s life, this chapter looks at mobility across generations between parents and children. It examines the extent to which people earn higher real incomes than their parents (section 3.1), and the extent to which people’s incomes are associated with their parents’ incomes (section 3.2).
The Commission’s analysis on intergenerational mobility focuses on income as a proxy for economic wellbeing – for example, if parents earn low incomes, is it likely their children will also earn low incomes? Data on income is more readily available than for other indicators of wellbeing, and more extensive research has been undertaken on intergenerational income mobility. The intergenerational persistence of wealth, as another measure of economic resources, is discussed at the end of the chapter.
3.1 [bookmark: _Toc170728193]Are people earning more than their parents?
It is a common value among Australians that each generation should leave the next generation better off. The extent to which people are better off than their parents is an important indicator of intergenerational mobility, equity, and material progress. As an indicator of living standards, although an incomplete indicator, the Commission has focused on whether each generation has earned higher real individual disposable incomes than the previous generation.[footnoteRef:31] [31:  The Commission has used individual incomes as the primary measure of income for this section, as the Commission has focused on each generation’s incomes and people’s ability to earn higher incomes themselves relative to the previous generation or their parents. Individual incomes also better illustrate disparities across demographics: equivalised measures mask differences in individual outcomes, such as gender and age income gaps. However, individual incomes do not entirely reflect a person’s economic wellbeing or access to economic resources, which is better measured by equivalised household incomes. Where available, comparisons with estimates using equivalised household incomes are made in the footnotes.] 

Each generation earned more than the previous …
On average, each generation earned higher individual disposable incomes than the previous generation at a given age. Australia’s economic prosperity over the long term has led to a significant increase in real incomes and material living standards over time. However, slow growth in recent periods has meant people born in the 1990s have experienced almost no growth in incomes between the ages of 25–30 compared to those born in the 1980s (figure 3.1). 
Figure 3.1 – Incomes have grown for each successive generation until recentlya,b
Average individual income by birth decade and age
[image: Figure 3.1 – This figure shows the average individual disposable income at each age for people born in different birth decades from the 1940s to the 1990s. It shows how people born in each decade earned higher incomes than people born in the previous birth decade. However, the incomes of those born in the 1990s is barely higher than those born in the 1980s.]
a. HILDA data shows similar trends, including the lack of growth in individual disposable incomes for those born in the 1990s. b. Using HILDA, when the income measure is equivalised household disposable income, the average incomes of those born in 1990s are materially higher than those born in the 1980s, which reflects the incomes of other household members increasing.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
Weak income growth for people born in the 1990s reflects the poor economic outcomes experienced by younger people following the global financial crisis (GFC). In 2021, the Commission (2020c) found average individual disposable incomes grew strongly for all age groups between 2001 and 2008, but then declined only for young Australians aged 15 to 34 between 2008 and 2018.
This decline was primarily caused by a relatively weak labour market for younger Australians following the GFC. Younger Australians experienced stagnant wages and were more likely to obtain jobs with lower educational requirements and earnings potential relative to comparably‑skilled younger people in 2001, which can have long‑term negative effects on their wages and occupational choices (PC 2020c).
However, it is too early to come to strong conclusions. More years of data are needed to determine whether this pattern will continue – particularly in light of more recent economic conditions – but the lack of income growth for those born in the 1990s indicates the trend that each generation earned more than the previous may have stalled (figure 3.1).
… and most – but not all – people earn more than their parents
While people in each generation earned more than the previous generation on average, this does not mean everyone in the generation earned more, which raises the question of how many people actually earn more than their parents? Measuring absolute intergenerational mobility answers this question – it refers to the proportion of people who earn higher real incomes than their parents.[footnoteRef:32] [32:  This analysis uses the ATO Longitudinal Information Files Family (ALife‑Family) dataset with a sample of over 200,000 parent/child linkages to conduct analysis of absolute intergenerational mobility. Consistent with the literature on absolute intergenerational mobility, this analysis uses total income before taxes and deductions as the primary income measure. More detail on the ALife‑Family dataset and the Commission’s methodology is outlined in appendix C.] 

The Commission finds that 67% of people born between 1976–82 earned higher individual incomes than their parents.[footnoteRef:33] While the Commission’s dataset and measure of income differs, this is very similar to Kennedy and Siminski’s (2022, pp. 12–13) estimate of 68% for people born in 1987, and higher than Berman’s (2022, p. 74) estimate of 63% for people born in 1986.[footnoteRef:34] This suggests that for the most recent birth cohort available, most – but not all – people earn more than their parents.[footnoteRef:35] [33:  The Commission’s estimate reported here is based on the individual income of the parent ranked highest in the ALife‑Family parent-child linkage (the ‘primary parent’), but the results are broadly similar when the other parent’s income is used (appendix C).]  [34:  These estimates are not directly comparable due to different methodologies and income measures. The Commission directly observed the parent and child’s incomes using ALife‑Family, whereas both Berman (2022) and Kennedy and Siminski (2022) measured absolute mobility indirectly using a ‘copula and marginals’ approach (see Chetty et al. (2017)). Berman (2022) used equal‑split tax unit incomes, Kennedy and Siminski (2022) used household incomes (usually the sum of personal and spouse income), whereas the Commission uses individual incomes. Estimates for different income measures are outlined in appendix C.]  [35:  This rate is even higher if equivalised household gross income is used. Kennedy and Siminski (2022, pp. 21, 23) estimated that 78% of people born in 1987 earned higher incomes than their parents, which is higher than their estimate of 68% using unequivalised household gross income.] 

Based on their estimate of 68% for the 1987 cohort, Kennedy and Siminski (2022, p. 4) concluded that it ‘puts Australia with a cluster of Scandinavian countries as having amongst the highest absolute mobility in the world’. While Berman’s (2022, p. 74) estimate of 63% is a little lower, Australia still places above many other countries such as Canada, France, Japan and the United States. 
Additionally, the lower the parent’s income, the greater the proportion of children who earn higher incomes than their parents. About 96% of children with parents in the bottom income decile earned more than their parents did around the same age, but only 21% of children with parents in the top income decile earn more (figure 3.2).
This reflects the substantial upwards and downwards mobility between generations in Australia in that some people – particularly those with higher‑income parents – will be lower on the income distribution than their parents and earn lower incomes as a result (section 3.2). But this is not inherently a bad thing – it is a side effect of having a highly mobile country with relatively equal opportunity.
The Commission notes these estimates are for people born prior to the 1990s. Negligible income growth for those born in the 1990s (figure 3.1) suggests the proportion of those born in the 1990s who will go on to earn higher incomes than their parents may decline.
Sustained productivity growth that increases real incomes across the distribution over the long term would allow more people to earn more than their parents, even if they end up in a lower rank in the income distribution compared to their parents. 
Figure 3.2 – Children of lower-income parents are much more likely to outearn thema,b,c
Percent of children who earned more than their primary parent by parent’s income decile, 1976–82 birth cohort
[image: Figure 3.2 – This figure shows the rate at which people earned higher incomes than their parents by the income decile of their parents. It shows that the rate at which people earn higher incomes decreases as the parents’ incomes increases. Nearly all people with parents in the bottom decile earn more than their parents, whereas relatively few people with parents in the top decile earn more than their parents.]
a. The income measure is individual ‘total income’ before taxes and deductions, and including government support payments for people filing tax returns. b. Both children and parents are around the same age for the period their incomes are averaged, between ages 29 to 44. Incomes are averaged over a decade where possible to give a proxy for lifetime income. c. The child’s income is compared against the income of their ‘primary parent’, which is the highest ranked parent in the ALife‑Family parent/child linkages (appendix C). 
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
Women are less likely than men to earn higher incomes than their parents
While 67% of the 1976–82 birth cohort overall earned higher incomes than their parents, there is variation depending on the gender of the child. Just over half of women (56%) earned higher incomes than their parents, compared to the vast majority of men (77%). Men with middle- to high‑income parents are more than twice as likely to outearn their parents than women (figure 3.3).
Figure 3.3 – Fewer women earn higher incomes than their parents compared to mena,b,c
Percent of children who earned more than their primary parent by parent’s income decile and gender of the child, 1976–82 birth cohort
[image: Figure 3.3 – This figure shows the rate at which people earned higher incomes than their parents by the income decile of their parents and the gender of the child. It shows that men are more likely than women to earn higher incomes than their parents, and that the gap between men and women increases as the parents’ income increases.]
a. The income measure is individual ‘total income’ before taxes and deductions, and including government support payments for people filing tax returns. b. Both children and parents are around the same age for the period their incomes are averaged, between ages 29 to 44. Incomes are averaged over a decade where possible to give a proxy for lifetime income. c. The child’s income is compared against the income of their ‘primary parent’, which is the highest ranked parent in the ALife‑Family parent/child linkages (appendix C).
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
A key reason why women are less likely to outearn their parents is the gender pay gap (discussed more generally in section 2.2 and PC (2024, pp. 43–46)). Most men (64%) earn higher incomes than their fathers, and most women (68%) earn higher incomes than their mothers (figure 3.4). But there is a substantial difference when comparing children’s incomes with their parents of the opposite gender. While 86% of men earn more than their mothers, only 37% of women earn more than their fathers. This drives the overall result that a lower proportion of women earn higher incomes than their parents (figure 3.3). It also means men are more likely than women to outearn both their fathers and mothers.
Over time, women’s rising labour force participation and the declining gender pay gap may lead to a reduction in the gender differences associated with how many people earn more than their parents. Further discussion on inequality by gender can be found in the Commission’s A snapshot of inequality in Australia research paper (PC 2024).
Figure 3.4 – Women are unlikely to earn more than their fathersa,b
Percent of sons and daughters who earned more than their fathers and mothers, 1976–82 birth cohort
[image: Figure 3.4 – This figure shows the percentage of sons and daughters born between 1976 and 1982 who earned more than their fathers and mothers. It shows most sons earn more than their fathers and most daughters earn more than their mothers. Additionally, nearly all sons earn more than their mothers, but relatively few daughters earn more than their fathers.]
a. The income measure is individual ‘total income’ before taxes and deductions, and including government support payments for people filing tax returns. b. Both children and parents are around the same age for the period their incomes are averaged, between ages 29 to 44. Incomes are averaged over a decade where possible to give a proxy for lifetime income.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
3.2 [bookmark: _Toc170728194]How much of people’s incomes are explained by what their parents earn?
In addition to leaving each generation better off, it is also a common value of Australians that everyone should have a ‘fair go’ no matter what background they come from (DHA 2020). Relative intergenerational mobility measures how strongly the economic wellbeing of a parent affects their children’s economic wellbeing. As discussed above, the Commission has focused on income; that is, how strongly a parent’s income or position in the income distribution affects their children’s income or position in the income distribution.[footnoteRef:36] [36:  While the Commission’s analysis of absolute mobility (section 3.1) primarily used individual income, the Commission’s analysis of relative intergenerational mobility focuses on how economic wellbeing is passed on between parents and children. Therefore, the Commission has used family incomes as the primary income measure, which is the combined income of an individual and their spouse if they have one, consistent with Deutscher and Mazumder (2020).] 

Measures of relative intergenerational income mobility provide an indicator of equality of opportunity (section 1.2). They can highlight barriers to opportunity and whether a child’s opportunity is affected by the income of their parents. A strong relationship between a parent and their children’s income suggests there is low intergenerational income mobility and less equal opportunity because a child’s income is largely determined by that of their parents’.
Measuring relative intergenerational income mobility
The most common measures of relative intergenerational income mobility are:
intergenerational elasticity (IGE): measures the percentage increase in a child’s income associated with a 1% increase in the parent’s income.
rank‑rank slope: measures the relationship between a parent’s rank and their child’s rank in their respective income distribution, rather than the income itself.
Both measures describe the relationship between a parent’s and child’s incomes but focus on slightly different concepts of mobility (box 3.1). 
The Commission’s analysis of relative intergenerational mobility in this section replicates Deutscher and Mazumder’s (2020) analysis in Australia, but there are some differences between their sample and methodology and that of the Commission’s. More detail on the Commission’s dataset and methodology, as well as the differences with Deutscher and Mazumder (2020), are noted in appendix C.
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	Box 3.1 – Is there a preferred measure of relative intergenerational mobility?

	Intergenerational elasticity (IGE) is a well‑established measure and allows for comparability of findings to past studies and across countries. It is a relative measure because it looks at percentage changes in income, rather than levels of income. However, the IGE can be sensitive to sampling and specification, and is strongly influenced by income inequality. There are also issues with accounting for people with no income.
In contrast, because the rank‑rank slope focuses on income ranks, rather than the value of the income itself, the rank‑rank slope is more robust to different model specifications and lower sample sizes, and can be computed even if some people have no income.
Given the limitations of the IGE, researchers have increasingly used the rank‑rank slope measure as the preferred measure of relative intergenerational mobility over the IGE. However, these measures focus on slightly different concepts of economic mobility, meaning the IGE would still be appropriate if it better aligned with the research question of interest.
This paper presents estimates for both the IGE and rank‑rank slope. However, there are various other measures of relative intergenerational mobility the Commission has not considered in this paper (see Deutscher and Mazumder (2023) for a comprehensive review – they found strong correlations between measures that are conceptually similar and different measures can provide insights into different concepts of mobility).
Source: Chetty et al. (2014); Mazumder (2016); Nybom and Stuhler (2017).

	USED FOR SPACING, DO NOT DELETE


Australia is a highly mobile country …
A parent’s income has little effect on the income of their children …
There is a relatively weak relationship between the incomes of parents and their children, suggesting Australia is a highly mobile country (table 3.1). The Commission’s estimated IGE of 0.197 means a 10% increase in a parent’s income is associated with a 1.97% increase in their child’s income. Similarly, a rank‑rank slope of 0.176 means a 10 percentile increase in a parent’s rank in the income distribution is associated with a 1.76 percentile increase in the child’s rank.
Table 3.1 – Intergenerational mobility in Australia is very higha,b
Intergenerational earnings elasticity and rank-rank slope
	
	Commission estimates
(Birth cohort of 1976–82)
	Deutscher and Mazumder (2020)
(Birth cohort of 1978–82)

	Intergenerational elasticity (IGE)
	0.197
	0.185

	Rank-rank slope
	0.176
	0.215


a. The income measure is ‘total income’, which includes government transfers where available, but before taxes and deductions. Incomes are averaged over a decade where possible to give a proxy for lifetime income. b. Family income is used in the analysis, which is the combined annual income of the individual and their spouses. Individual income is used if a person does not have a partner.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset; Deutscher and Mazumder (2020).
These estimates address some of the limitations of previous studies by using more extensive administrative data (box 3.2). As a result, these estimates suggest Australia is more mobile than previously thought.[footnoteRef:37]  [37:  In the Commission’s 2018 report on inequality and mobility, the Commission found estimates of IGE in the literature to lie between 0.22–0.41 and concluded that intergenerational income mobility in Australia was about average compared to other OECD countries (PC 2018, pp. 92–94).] 
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	Box 3.2 – Administrative data has improved the measurement of intergenerational mobility

	Measuring economic mobility requires longitudinal data on outcomes of both parents and children over a long period. Researchers have largely relied on the HILDA survey to analyse relative intergenerational mobility, but data limitations meant it was not possible to fully capture the outcomes of both parents and children. This results in biased estimates unless strong assumptions are met, though studies attempted to correct for this bias (Deutscher and Mazumder 2020; Huang et al. 2016; Leigh 2007; Mendolia and Siminski 2016; Murray et al. 2018). Some of the challenges include:
imputed earnings: earlier studies imputed parents’ earnings using strong assumptions, rather than directly observing their income. Some studies also focused on wages and salaries rather than total income
parental relationships: earlier studies focused on the incomes of fathers and their sons, rather than the incomes of both mothers and fathers, as well as sons and daughters
attenuation bias: people’s incomes can fluctuate a lot in a short time. Using short‑term, volatile income data creates a bias in the estimates because the fluctuation in income does not reflect longer term or lifetime income
lifecycle bias: people’s income changes over the course of their lives. Using income that is too early or too late in this lifecycle may not reflect their lifetime income, such as income early in a person’s career before they have accumulated much experience.
More extensive linked administrative data has become increasingly available in recent years. The ATO Longitudinal Information Files Family (ALife‑Family) dataset provides administrative tax and other data on a random sample of 10% of taxpayers between 1991 and 2020, with linkages between parents, children and spouses (appendix C).
This provides longer term data on the incomes of a much larger sample of parents and children. While administrative data is not perfect – for example, it does not capture those who do not file tax returns or receive government transfers and may not include all sources of income – it addresses some of the limitations of earlier studies using HILDA.
The income of both parents is observable and does not need to be imputed, meaning family income can be used rather than individual income. This income includes labour income, capital income, transfer income and taxes, not just wages and salaries.
The longer dataset means the income of both parents and children can be averaged over a longer period and during a period that is more reflective of their lifetime income to reduce attenuation and lifecycle bias.
Incomes of fathers, mothers, daughters and sons can be observed, rather than the income of just the father and son.
Given the different dataset and methodology used, the Commission’s estimates in this paper are not directly comparable with those of earlier studies using HILDA data. 
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… which means Australia is among the most mobile countries in the world
The above estimates of intergenerational mobility (table 3.1) highlight that Australia is one of the most economically mobile countries in the world. These estimates are close to other highly mobile countries such as Canada, Denmark, Norway and Sweden, and are much lower than less mobile countries such as Brazil and the United States (figure 3.5).
Figure 3.5 – Australia has relatively high intergenerational income mobilitya,b,c
Rank-rank slope for selected countries
[image: Figure 3.5 – This figure compares estimates of rank-rank slope for Australia with estimates in other countries. It shows Australia has one of the lowest estimates of rank-rank slope, similar to countries such as Sweden, Denmark and Canada, meaning Australia has relatively high intergenerational mobility internationally.]
a. These estimates are the same as those presented in the Great Gatsby Curve in figure 1.1. b. Where possible, the Commission has selected estimates for other countries that are reliable and as comparable to the Commission’s methodology, including the estimates are based on administrative data, uses family income as the primary income measure, and averages incomes over multiple years. c. Estimates for Germany, China and the United Kingdom are based on survey data. The estimate for France combines administrative data with imputation methods. Estimates for Brazil and Uruguay combine the use of administrative data on formal income with other data sources on informal income. More detail on some of the differences in these studies are noted in appendix A.
Source: Acciari, Polo and Violante (2022) (Italy); Bratberg et al. (2017) (Norway and Germany); Britto et al. (2022) (Brazil); Chetty et al. (2014) (United States); Chuard-Keller and Grassi (2020) (Switzerland); Connolly et al. (2019a) (Canada); Heidrich (2017); Helsø (2021) (Denmark); Kenedi & Sirugue (2023) (France); Leites et al. (2022) (Uruguay); Rohenkohl (2023) (United Kingdom); and Huang et al. (2021) (China). For Australia, Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
… but mobility varies across the community
The results above suggest Australia as a whole is highly mobile, but mobility across Australia varies, with incomes being much more persistent across generations for some parts of the community. 
There is some intergenerational persistence at the top and bottom
Mobility at different parts of the distribution can be measured by looking at where children end up in the income distribution given their parents’ rank in the distribution. For example, if a parent is in the bottom decile, what is the likelihood their child will stay in the bottom decile or reach the top decile?
At first glance, there is upwards and downwards mobility across generations and across the income distribution (table 3.2). Mobility is especially high for children of parents in the middle of the income distribution, who have a roughly equal chance of ending up in any of the 10 deciles. 


Table 3.2 – There is a lot of movement across the distribution between generationsa,b,c,d,e
Transition matrix for parent’s and child’s income deciles, 1976–82 birth cohort
	
	
	Child’s income decile

	
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	Parent's income decile
	1
	14.6
	13.4
	12.0
	11.0
	9.9
	9.4
	8.3
	7.8
	7.1
	6.4

	
	2
	12.5
	12.5
	11.7
	11.6
	10.3
	9.4
	9.1
	8.5
	7.8
	6.6

	
	3
	11.2
	11.3
	11.4
	10.8
	10.6
	9.8
	10.0
	9.0
	8.5
	7.3

	
	4
	10.3
	11.1
	10.9
	10.8
	10.7
	10.5
	9.7
	9.3
	8.7
	8.0

	
	5
	10.1
	10.4
	10.5
	10.5
	10.7
	10.3
	10.0
	9.9
	9.4
	8.1

	
	6
	9.3
	9.9
	10.2
	9.7
	10.7
	10.5
	10.0
	10.3
	10.2
	9.1

	
	7
	8.9
	9.3
	9.3
	9.7
	10.1
	10.7
	10.8
	10.8
	10.9
	9.5

	
	8
	8.1
	8.3
	9.2
	9.7
	9.5
	10.5
	10.8
	11.0
	11.5
	11.5

	
	9
	7.5
	7.5
	8.1
	8.6
	9.4
	10.3
	10.7
	11.8
	12.6
	13.5

	
	10
	7.5
	6.4
	6.6
	7.6
	8.0
	8.7
	10.5
	11.5
	13.2
	20.1


a. This table can be interpreted as for parents in a particular income decile on the left, X% of their children end up in the decile on the top. b. The income measure is ‘total income’, which includes government transfers where available, but before taxes and deductions. Incomes are averaged over a decade where possible to give a proxy for lifetime income. c. Family income is used in the analysis, which is the average of the combined annual income of the individual and their spouses. Individual income is used if a person does not have a partner. d. A rate above 10% indicates they are over‑represented in that decile while a rate below 10% indicates they are under‑represented in that decile. e. The sum of each row and column may not equal 100% due to rounding.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
But while there is substantial mobility across the distribution, there is some persistence at both the top and bottom. Children with parents in the bottom or top decile are relatively more likely to remain in the bottom or top decile themselves (table 3.2; figure 3.6). There are various factors that can explain such persistence across generations, including parents’ investment in their child’s human capital, the characteristics of their family, and their location and social connections (discussed in greater detail in section 1.1).
For example, 14.6% of people with parents in the bottom decile remained in the bottom decile, yet just 6.4% of them ended up in the top decile. In contrast, just 7.5% of people with parents in the top decile ended up in the bottom decile, with 20.1% remaining in the top decile (table 3.2; figure 3.6). This suggests that although many people with lower‑income parents have opportunities to reach the middle to upper deciles, they may have less opportunity compared to those with middle‑ to higher‑income parents.
Relative economic mobility is therefore lower for those at the top and bottom of the distribution, which reflects a degree of intergenerational advantage and disadvantage. In particular, intergenerational advantage is much more persistent than intergenerational disadvantage. While people with parents in the bottom decile are disproportionately likely to remain in the bottom decile (14.6%), the rate at which people with parents in the top decile remain in the top decile is substantially higher (20.1%) (table 3.2; figure 3.6).
Figure 3.6 – Incomes are more persistent for people with parents at the top and bottoma,b,c
Percent of children who ended up in each income decile by their parents’ income decile, 1976–82 birth cohort
[image: Figure 3.6 – This figure shows the likelihood of children ending up in each decile of the income distribution depending on if their parents were in the bottom, middle or top income decile. It shows that people with parents in the bottom decile are much more likely to end up in the bottom and less likely to end up in the top, and people with parents in the top decile are much more likely to end up in the top and less likely to end up in the bottom. People with parents in the middle decile have relatively equal chances of ending up in any of the 10 deciles.]
a. The values for parents in the ‘middle’ income decile uses the average of deciles 5 and 6. Bottom refers to decile 1 and top refers to decile 10. b. These numbers were directly taken from the Commission’s estimates of the complete transition matrix in table 3.2. c. The dotted line at 10% represents the likelihood of ending up in that income decile if children had an equal chance of ending up in any of the 10 deciles, regardless of their parents’ decile. Values above the dotted line mean they are over‑represented in that decile and values below the dotted line mean they are under‑represented in that decile.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
Intergenerational disadvantage can also be reflected in poverty being passed on from parents to their children, as well as through the persistence of government support payments (such as disability, carer and unemployment payments). Further discussion on the intergenerational persistence of poverty and the receipt of government support payments is discussed in section 4.3.
Australia’s relative intergenerational mobility is higher than the United States, which has greater persistence at the top and bottom. People with low‑income parents are much more likely to reach the higher deciles and less likely to remain in the bottom in Australia compared to the United States, while Australians with high‑income parents are less likely to remain at the top and more likely to end up at the bottom (table 3.3). 
Table 3.3 – Intergenerational income mobility at the top and bottom are much higher in Australia than the USa,b
Select transition matrix results for Australia and the United States
	What is the probability their child ends up in …
	Parents in the bottom two deciles
	Parents in the top two deciles

	
	Australia
	United States
	Australia
	United States

	
	Commission estimates
	Chetty et al. (2014)
	Commission estimates
	Chetty et al. (2014)

	… the bottom two deciles
	27.0%
	33.7%
	14.5%
	10.9%

	… the bottom four deciles
	49.7%
	61.7%
	29.9%
	22.8%

	… the top four deciles
	30.8%
	19.8%
	52.0%
	60.1%

	… the top two deciles
	14.0%
	7.5%
	29.7%
	36.5%


a. The numbers for Australia were calculated from the Commission’s estimates of the complete transition matrix in table 3.2. b. The Commission’s estimates for Australia are based on the 1976–82 birth cohort, while Chetty et al.’s (2014) estimates are based on the 1980–82 birth cohort.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset; Chetty et al. (2014).
Intergenerational income mobility is lowest in the Northern Territory
The estimates of mobility discussed above are at a national level. But the availability of economic opportunities can vary significantly in different locations, and people’s incomes are also affected by where they grew up (Deutscher 2020a). 
The Commission finds that income mobility is high and fairly similar across most states and territories, though with some small variations. However, people who grew up in the Northern Territory stand out as having significantly lower intergenerational income mobility than people who grew up elsewhere in Australia (figure 3.7).
Figure 3.7 – People who grew up in the Northern Territory experienced the lowest intergenerational income mobility in Australiaa,b,c,d
Rank-rank slope by state and territory, 1976–82 birth cohort
[image: Figure 3.7 – This figure shows estimates of rank-rank slope for each state and territory in Australia. It shows Northern Territory standing out as having the lowest intergenerational income mobility in Australia, with all other states and territories having similarly high intergenerational income mobility.]
a. A person’s national ranking is used for estimates of the regional rank‑rank slopes rather than their ranking in the state or territory income distribution. c. If IGE is used, the order of states and territories would change, but the qualitative finding that most states and territories have fairly high and similar rates of mobility would not change, as well as Northern Territory having significantly lower income mobility. d. Family income is used in the analysis, which is the average of the combined annual income of the individual and their spouses. Individual income is used if a person does not have a partner.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife Family) dataset.
The relatively lower income mobility for people who grew up in the Northern Territory reflects its unique circumstances, which lead to high rates of disadvantage and relatively high persistence in disadvantage between parents and children. 
About 42% of children (aged under 18) in the Northern Territory lived in remote or very remote areas, compared to 6% in the next highest state of Western Australia, and just 2% in Australia overall (ABS 2021a). Remote areas generally have poorer access to services – particularly education and healthcare – which can affect a child’s development, as well as provide fewer job opportunities (PC 2020b; section 1.1). Section 4.3 discusses how remoteness can affect people’s risk of being and remaining in poverty.
Families and children in the Northern Territory also experience much higher rates of socioeconomic disadvantage than in other states and territories, such as greater rates of unemployment, family violence and unstable housing. These factors lead to poorer opportunities and outcomes for children growing up in the Northern Territory (PC 2019, p. 44), thereby contributing to the intergenerational persistence of disadvantage. 
The Commission notes that while these state and territory estimates are more detailed than national estimates, they still mask the substantial variation in experiences across regions within the same state and territory. For example, previous research has found that people with low‑income parents in some remote mining regions in Queensland and Western Australia have actually experienced relatively high upward mobility (Deutscher and Mazumder 2020, p. 9).
Mobility varies by parental relationship
Intergenerational mobility can also vary by the individual relationships between fathers, mothers, sons and daughters. Consistent with the aggregate results, there is a small link between the incomes for each combination of parent/child. This link appears to be relatively higher between parents and children of the same gender – father/son and mother/daughter – and relatively lower between parents and children of the opposite gender – father/daughter and mother/son (figure 3.8).
Figure 3.8 – Intergenerational income mobility is lower between parents and children of the same gendera,b,c
Rank-rank slope by parental relationship, 1976–82 birth cohort
[image: Figure 3.8 – This figure shows estimates of rank-rank slope between fathers and sons, fathers and daughters, mothers and sons, and mothers and daughters. It shows that intergenerational income mobility is lower between parents and children of the same gender and higher between parents and children of the opposite gender.]
a. The income measure is ‘total income’, which includes government transfers where available, but before taxes and deductions. b. Both children and parents are around the same age for the period their incomes are averaged. Incomes are averaged over a decade where possible to give a proxy for lifetime income. c. This analysis uses the individual incomes of parents and children. 
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife‑Family) dataset.
The Commission’s estimates are broadly similar to that of Deutscher and Mazumder (2020), and this relationship is qualitatively consistent with Fairbrother and Mahadevan’s (2016) result using HILDA. Fairbrother and Mahadevan (2016, pp. 219, 223) identified various possible explanations for this relationship.
Children could be more likely to follow parents of the same gender into the same, or similar paying, occupation, resulting in incomes that are more similar to that parent. Women are also more likely to work part‑time than men, which could result in weaker relationships in the incomes of fathers/daughters and mothers/sons.
Even where parents and children of the same gender have the same occupation, gender inequality in the labour market – where women earn less than men in the same occupation – could still result in a weaker relationship between the incomes of fathers/daughters and mothers/sons.
There may also be a stronger link between the human capital of fathers/sons and mothers/daughters. For example, Fairbrother and Mahadevan (2016) found that women with low‑income fathers were more likely to attain higher levels of education than men with low‑income fathers, thus ‘the higher mobility of daughters with respect to fathers’ earnings may be because their educational achievement is less dependent on their father’s earnings’.
Wealth is more persistent across generations than income
In this paper, the Commission has focused on intergenerational income mobility as an indicator of the extent to which a parent’s circumstances act as a barrier to opportunity for their children. Intergenerational income mobility is also an indicator of long‑run inequality and whether there is persistent advantage, disadvantage or poverty across generations (section 1.2). In addition, the greater availability of income data and literature enables relatively detailed analysis of intergenerational income mobility. 
However, income is not the only economic resource that affects how economic wellbeing is passed on across generations. Parents can draw on their wealth to give their children greater opportunities, or pass on their wealth directly to the next generation. This could result in the persistence of economic advantage or disadvantage across generations even if there was little relationship between the incomes of parents and children.[footnoteRef:38]  [38:  Income and wealth alone are imperfect measures of the intergenerational persistence of economic wellbeing. The ideal measure of the intergenerational persistence of economic wellbeing would be all the economic resources available to a person over their lifetime, but this is not practical to measure due to data limitations.] 

There has been limited research on the persistence of wealth across generations in Australia, but the research available highlights the importance of wealth when considering intergenerational mobility. Siminski and Yu (2022, pp. 201–205) found a 10 percentile increase in the parent’s wealth rank was associated with a 2.5 percentile increase in their child’s wealth rank, but this relationship was much stronger for older children.
Child when aged 20–27 years old: a 10 percentile increase in the parent’s wealth rank was associated with just a 1 percentile increase in their child’s wealth rank, which indicates a very low persistence of wealth.
Child when aged 40–65 years old: a 10 percentile increase in the parent’s wealth rank was associated with a 4.9 percentile increase in their child’s wealth rank, which indicates a much higher persistence of wealth.
[bookmark: _Hlk169184642][bookmark: _Hlk169184633]As previously noted by the Commission (2021b, p. 57), the higher persistence among older children ‘likely reflects that wealthier parents made larger investments in their children’s education and broader human capital development, which yielded financial returns later in life’. It may also reflect that people are more likely to be older when they receive inheritances from their parents.
Given these results and the Commission’s estimates for income (table 3.1), wealth is much more persistent than income. This suggests intergenerational wealth mobility is much lower than for income, which is consistent with wealth being much less mobile than income over the life cycle (chapter 2).
The factors that can lead to income persistence are similar for wealth. For example, wealthier parents have more economic resources to invest more in their children’s education and human capital, which leads to significant returns that accumulate over time. They are also more likely to pass on knowledge, attitudes and values that support wealth accumulation, such as teaching financial literacy and guiding their investments (section 1.1).
However, unlike income, wealth can also be passed on directly to children. The Commission (2021b, pp. 58–59) estimated that inheritances accounted for about one third (36%) of the intergenerational persistence in wealth among Australians aged 64–78 in 2018 whose parents had both died. 
Transfers and gifts from a parent to their child during their lifetime can also provide substantial advantages in accumulating wealth. This includes parents paying for their children’s education so they do not have any student debt, and contributing to their children’s house deposit to enable earlier and greater accumulation of housing wealth (Cigdem and Whelan 2017; Rauscher 2016, pp. 172–175).

4. [bookmark: _Toc170728195]Poverty and low mobility
	Key points 

	[image: ]
	Poverty is a situation where people have an inadequate level of economic resources to participate in broader society. In 2022, 13.7% of Australians had incomes below the relative income poverty line before accounting for housing costs. After accounting for housing costs, the poverty rate was 14.4%.
· Although interrupted by the COVID-19 pandemic, the poverty rate in Australia has increased over recent years.
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	People most at risk of poverty include those not in paid employment, who come from a migrant background and do not speak English at home, over the age of 65, who rent housing, and living alone or in a single parent household. 
· After controlling for other characteristics such age, family type, education and employment, Aboriginal and Torres Strait Islander people are not at greater risk of poverty than other Australians.
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	The amount of time that people remain in poverty is important due to the costs associated with entrenched disadvantage. Longer periods of poverty are harder to exit, and people who do exit poverty are more likely to re-enter than those who have not previously experienced poverty. 
· Younger people are more likely to be able to exit poverty.
· People who rent, people with lower education levels and those with long term health conditions are more likely to remain in poverty. 
· People who live in disadvantaged neighbourhoods are also less likely to exit poverty, even after other characteristics are considered.
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	The experience of poverty earlier in life is associated with an increased risk of poverty in adulthood.
· People who have low incomes between the ages of 15 and 17 are more than 30% more likely to have low incomes when they are between the ages of 25 and 32.
· Children who grew up in a family that received government support payments are twice as likely to receive such payments as adults, compared with children who grew up in a family that that did not receive payments.
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A low income can mean that people have insufficient economic resources to effectively participate in broader Australian society. This is referred to as poverty: a situation where people’s resources are ‘so limited as to exclude them from the minimum acceptable way of life’ (European Economic Community, in Nolan 2024). Income is only one element of the economic resources available to a household, while other measures of economic disadvantage also consider information about people’s wealth or financial resilience.
A lack of economic mobility for people who live on low incomes means that some of these people will experience ongoing poverty and its negative consequences. Amongst other things, the experience of poverty and material deprivation is linked to poorer mental and physical health outcomes as well as worse child development outcomes (EIAC 2024, tbl. 1). 
This is particularly serious given that the likelihood of exiting poverty decreases as a person spends more time in poverty (Buddelmeyer and Verick 2008; Vera-Toscano and Wilkins 2020). A person in poverty has fewer resources to draw upon during an unexpected event, such as an illness, which can lead to longer poverty spells and worse outcomes. And people experiencing prolonged poverty may not be able to take advantage of opportunities when they are available. The longer people spend in unemployment, the harder it can be for them to find a job, potentially due to increased social isolation and loss of skills (Cassidy et al. 2020). 
This chapter looks at the prevalence of poverty in Australia, how it has changed over recent years, and poverty rates for different demographic groups across the Australian population. It goes on to analyse poverty persistence in Australia, both over several years and between generations. The Household Income and Labour Dynamics in Australia (HILDA) survey is used to examine changes in poverty and poverty persistence, while the Person Level Integrated Data Asset (PLIDA) is used to present detailed poverty rates among different population groups and regions. 
4.1 [bookmark: _Toc170728196]How prevalent is poverty in Australia?
‘Relative’ poverty measures define poverty as a level of income below a threshold, usually as a percentage of median income. These measures are commonly used across developed countries, including the European Union and many OECD countries (NASEM 2023).
In Australia, the rate of income poverty is commonly measured as the proportion of the population who live on less than 50% of the median equivalised household disposable income.[footnoteRef:39] Using linked administrative data, which has a broad coverage of the Australian population, the prevalence of income poverty (measured before accounting for housing costs) was 13.7% in 2021-22. This represented around 3.5 million people across the country.  [39:  ‘Disposable’ means that income is measured after tax. ‘Equivalised household income’ takes into account people’s household size and composition. The concept of equivalised household disposable income is discussed further in the appendix of PC (2024). ] 

Survey data provides a measure of how poverty has changed over recent years. Prior to the COVID‑19 pandemic, income poverty rates (before accounting for housing costs) were increasing, from a low of 9.2% in 2015-16 to 11.7% in 2019-20 (figure 4.1). In 2020, poverty dropped by nearly two percentage points, due to an increase in government support payments during the pandemic that provided a ‘poverty-alleviating income floor for workers in low-earning occupations and those on unemployment benefits’ (Breunig and Sainsbury 2023, p. 70). After the conclusion of these additional support payments, poverty rates appear to be returning to their previous trend. In 2021-22 – the most recent HILDA data available – poverty rates have increased to the highest level recorded in the 22 years that the survey has been running.
Figure 4.1 – Income poverty rates have been relatively stable, but show signs of a recent upticka
Poverty rates, 2001-02 to 2021-22
[image: Figure 4.1 – This figure shows before and after housing costs poverty between 2000-01 and 2021-22. Poverty after housing costs is consistently zero to three percentage points higher than poverty before housing costs. Both fluctuate between 9 and 14% over the period, peaking in 2021-22.]
a. Poverty rates are calculated using measures of household equivalised disposable income, before and after housing costs are accounted for. Households with negative or zero disposable incomes and those with income from people who are self-employed are excluded from these calculations consistent with Bradbury et al. (2018).
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Measuring available economic resources by accounting for housing costs
Income by itself can provide only a partial indicator of poverty. Housing costs are generally unavoidable and unalterable in the short to medium-term, which means that assessing income alone is an incomplete indicator of how well a household is able to support its way of living (Bradbury and Saunders 2022). 
Housing is an unavoidable need, but costs vary considerably by location and type of housing, and because some people own their own home while others are paying rent or servicing mortgages. To the extent that housing costs are unavoidable, measuring income poverty using disposable income after excluding housing costs is likely to represent a better indication of the economic resources available to a household to spend on other basic economic needs, particularly for those on low incomes (box 4.1). But this approach does not account for differences in preferences for housing – low‑income people who choose to spend more on housing are more likely to be classified as being in poverty. 
As housing tends to take up a larger and increasing proportion of expenditure by lower ‑income households (PC 2021a), the rate of income poverty after excluding housing costs is higher than the poverty rate calculated before housing costs. In 2022, the income poverty rate after excluding housing costs was 14.4% – about one in seven Australians (table 4.1).[footnoteRef:40] Bradbury and Saunders (2022) have found that, although before-housing-costs poverty decreased in the first years of the pandemic, after-housing-costs poverty did not decline as much, because of rising housing costs over this period. [40:  The after-housing costs poverty rate in estimated using the HILDA survey is around 13.7% in 2021-22, which is about 0.7 percentage points less than the population-level estimates produced using the PLIDA. ] 

Unless otherwise stated, all poverty rates in this chapter are calculated after taking into account housing costs. Equivalised household disposable income after housing costs is calculated by subtracting housing costs, in the form of rent or mortgage repayments, from household disposable income. This value is then equivalised using the OECD-modified equivalence scale (PC 2024). People in households with equivalised household disposable income less than half of the national median are considered to be in poverty.

	Box 4.1 – Disposable income after excluding housing costs is a better measure of economic resources available to low‑income households

	Housing costs vary according to the type, size and location of the dwelling as well as how housing is financed. If there is an increase in the costs of low-quality rental housing, households have little option but to pay higher prices. This is reflected in the fact that two thirds of renting households in the bottom 40% of the income distribution spent more than 30% of their disposable income on housing (PC 2021a, p. 306). Poverty estimates that account for these differences will provide more information about the subsequent level of people’s economic resources. 
Homeowners who have paid off their mortgage typically have much lower housing costs, and so have more income available for other consumption than people servicing a mortgage or paying rent. In contrast, people who are paying off a mortgage or renting have much less disposable income remaining after paying these housing costs. 
Moreover, renters may receive additional income from government provided rental assistance. When examining only income, this may make renters appear to have a lower risk of poverty. But since rents are typically higher than rental assistance, renters may have less income available to spend on other necessities to support their wellbeing, and be more at risk of poverty.
For example, before accounting for housing, many older Australians have incomes at around the poverty line (figure below). This is because the aged pension sits just below the poverty line, putting older people without other income in poverty. However, while those receiving additional rent assistance instead have income above the poverty line when housing costs are not accounted for (figure below), studies have found that after accounting for housing costs, poverty rates are almost 50% for the one in eight older Australians who rent their homes (Davidson et al. 2023, p. 26).
Many older people rely on the aged pension and rent assistance
Distribution of equivalised disposable income by aged pension recipient status, 2021-22
[image: Many older people rely on the aged pension and rent assistance – This figure displays the count distribution of equivalised personal disposable income, grouped by whether someone was a pensioner or not. Pensioners are underrepresented at high incomes and overrepresented at low incomes. Pensioners are also very heavily concentrated in the $24000 to $25999 band (below the poverty line of about $27000), likely representing those receiving a full pension, and there is another smaller cluster in the $28000 to $29999 range, which may represent those receiving a full pension and rent assistance.]
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA).
Measuring poverty after housing costs has several potential limitations. 
· Including housing costs in poverty analysis can capture decisions and outcomes that are unrelated to poverty (Johnson and Webb 1992, pp. 287–288). Housing costs can represent both a consumption preference (some people choose to pay more for expensive homes) and an investment (paying down a mortgage is effectively a form of saving). However, the extent to which this is relevant for people earning low incomes is limited – increasing house prices mean that home ownership is not a viable option for most low and many middle-income earners (PC 2021a). 
· While excluding housing costs accounts for the effects of regional variation in housing costs on disposable income, it may be inconsistent to account for regional differences in housing costs but not other regional price differences (Payne and Samarage 2020, p. 17).


4.2 [bookmark: _Toc170728197]Who experiences poverty?
Not all people are equally at risk of poverty, with poverty rates among some groups of people much higher than others. 
Administrative data, in combination with information from the 2021 Census, provides a rich source of information about the demographic and geographical spread of poverty across Australia. In this section, we use the Person Level Integrated Data Asset (PLIDA) to identify groups at risk of poverty and pinpoint regions where poverty may be concentrated. The PLIDA dataset includes information about income reported through personal income tax returns as well as details about government payments. It includes Census data that provides information about self-reported housing costs, allowing the development of a near-population-level measure of poverty based on household equivalised income after housing costs (appendix D). 
People at higher risk of poverty
Using the after-housing costs poverty measure, poverty rates differ substantially across demographic groups (table 4.1). Personal characteristics that are associated with a higher risk of poverty include: 
· age. People aged over 65 years – many of whom are retirees – have a relatively high poverty rate, though this income‑based analysis does not account for the higher wealth levels that older people often possess.[footnoteRef:41] [41:  When looking at income alone, around 52% of people in the lowest income decile are aged 65 or over. This proportion halves when looking at combined measures of income and wealth (PC 2024, p. 40).] 

· family type. Single people face a higher risk of poverty, as do single-parent households. The high poverty rate for single-parent households also results in a higher poverty rate for children.
· employment. People who are unemployed or not in the labour force are more likely to be in poverty than those who are employed. 
· education. Lower levels of education are associated with higher levels of poverty.
· housing status. Renters are much more likely to experience poverty than people with other home ownership arrangements.
· migrant status. People from a migrant background have a higher risk of poverty, particularly those who do not speak English at home.[footnoteRef:42] [42:  While some migrants arriving in Australia are highly skilled (PC 2016) and thus at low risk of poverty, other migrants may be at risk of poverty due to non-recognition of overseas qualifications, discrimination (Davidson et al. 2023, pp. 57–58) or their English-speaking ability (Islam and Parasnis 2016). Migrants from culturally and linguistically diverse backgrounds are particularly at risk of poverty.] 

· location. Poverty rates are relatively high for people living in very remote Australia, though are relatively low for those living in remote Australia.[footnoteRef:43] [43:  This analysis does not account for the higher cost of goods in more remote areas. While no comprehensive data on these costs is available, it is estimated that basic food items cost 40% more in NT remote stores than district centre supermarkets (Northern Territory Government 2023). Poverty in remote and very remote Australia is likely to be higher once these costs are accounted for.] 

· health. The risk of poverty is elevated for people with a disability and those with long‑term health issues.
· First Nations status. People who identify as Aboriginal and Torres Strait Islanders have a higher poverty rate. However, as discussed below (figure 4.2), this is explained by differences in other factors such as employment, education and home ownership.


Table 4.1 – Poverty rates differ by demographic groups
Percent in poverty after housing costsa, by demographic groups, 2021-22
	Characteristic
	Group
	Poverty rate
	Group
	Poverty rate

	All Australians
	
	14.4%
	
	

	Age
	Under 15
	16.6%
	45 to 54 years
	10.2%

	
	15 to 24 years
	11.1%
	55 to 64 years
	12.2%

	
	25 to 34 years
	9.4%
	Over 65 years
	25.2%

	
	35 to 44 years
	11.6%
	
	

	Gender
	Women
	14.9%
	Men
	13.8%

	Family type
	Couple
	13.8%
	Single parent
	20.7%

	
	Couple with dependents
	12.0%
	Other family type
	9.4%

	
	Single person
	24.3%
	
	

	Employment
(for people aged 25-64)
	Employed
	6.8%
	Not in the labour force
	26.3%

	
	Unemployed
	22.9%
	
	

	Education 
(for people aged 25+)
	Year 9 or less
	22.4%
	Diploma or Certificate
	13.6%

	
	Year 10 or 11
	18.8%
	Degree or higher
	10.0%

	
	Year 12 
	15.7%
	
	

	Migrant status
	Migrant background, speaks English at home
	15.1%
	Migrant background, does not speak English at home
	18.0%

	Location
	Major cities
	14.3%
	Remote
	12.1%

	
	Inner regional
	14.9%
	Very remote
	15.6%

	
	Outer regional
	14.2%
	
	

	Housing status
	Renters
	21.3%
	Homeowners
	13.3%

	
	Mortgage holders
	10.2%
	
	

	Health
	1 long-term health issue
	15.4%
	3 or more long-term health issues
	23.5%

	
	2 long-term health issues
	19.5%
	Experiencing disability
	20.0%

	First Nations statusb
	Aboriginal and Torres Strait Islander people
	18.4%
	
	


a. The after-housing-costs poverty measure uses mortgage repayments or rental payments as recorded in the 2021 Census, which are linked to individual income data. b. The ABS identifies Aboriginal and Torres Strait Islander individuals in the PLIDA dataset using records from the Census, Centrelink, and death registrations. This approach may not identify all Aboriginal and Torres Strait Islander people; the Census offers the broadest coverage of the three but undercounts Aboriginal and Torres Strait Islander people (Williamson et al. 2021). 
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA)
Which poverty risk factors are most important?
A person’s risk of experiencing poverty is likely to be associated with multiple demographic factors. Regression analysis can be used to estimate an adjusted association between poverty risk and different demographic characteristics, effectively asking ‘if we vary one characteristic while holding all other characteristics constant, how does this change poverty risk?’. This approach can aid in identifying the most important poverty risk factors. 
Adjusted risk ratios that show the relative risk of experiencing poverty for each characteristic, holding all else constant, are shown in figure 4.2. The risk factors that are more likely to be associated with poverty for those aged 25 to 64[footnoteRef:44] are: [44:  As risk factors may interact differently for children and older people, we omit them from this analysis. This does not detract from the fact that age is an important risk factor and there are high poverty rates among the elderly (table 4.1).] 

· not being employed (3.15 times the poverty risk of someone who is employed)
· being a migrant who does not speak English at home (1.8 times the poverty risk of a non-migrant)
· being a single male or female without children (1.5–1.6 times the poverty risk of a coupled female with dependent children)
· renting (1.6 times the poverty risk of non-renters)
· having a low education level (1.4–1.5 times the poverty risk of someone with a degree or higher qualification).
Figure 4.2 – Demographic factors associated with poverty riska,b
Adjusted risk ratios for those aged 25–64, 2021-22
 [image: Figure 4.2 – This figure presents the impact of several risk factors on the likelihood of being in poverty for 25- to 64-year-olds. After controlling for other factors: the highest risk factors were not being employed, being a migrant who didn’t speak English at home, renting and being in a single person or single parent household. Additionally, younger people and those with more education were less at risk of poverty, those with long term health conditions were more at risk, living in an inner regional or very remote area was associated with higher poverty while other remote areas were less associated with poverty and identifying as Aboriginal and/or Torres Strait Islander had a negligible impact.]
a. Each result is a relative risk ratio as compared to the reference group (the points in dark blue). Adjusted risk ratios are estimated using Poisson regression. b. The risk of poverty for those not employed is relative to those who are employed. For those with one or more long-term health conditions it is relative to those with no long-term health conditions. c. After adjusting for other factors, there is no statistically significant difference in poverty risk between people with an Aboriginal and/or Torres Strait Islander background and other Australians, between male and female people in ‘other’ family types and between people living in major cities and people living in outer regional areas. 
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA).
While Aboriginal and Torres Strait Islander people have a higher poverty rate than across Australia as a whole (table 4.1), after taking into account other factors, they do not have a higher likelihood of poverty than other Australians. This also suggests that if other Australians were to face similar barriers and challenges as many people of Aboriginal and Torres Strait Islander background, they would experience similar outcomes.[footnoteRef:45] [45:  Barriers beyond those we account for may also be relevant. Analyses of the wage gap faced by First Nations Australians (Birch and Marshall 2018) or differences in labour force attachment (Kalb et al. 2014) have been unable to fully explain differences between First Australians and other Australians. This suggests that factors not usually captured within models, for instance direct discrimination in the workplace (Booth et al. 2012), are also important to understanding the disadvantage faced by Aboriginal and Torres Strait Islander people.] 

Place-based poverty: where is poverty highest?
Poverty rates vary across Australia …
Poverty, opportunity and disadvantage are not the same across Australia. Economic mobility varies by location (chapter 3; figure 3.7), and experiences of poverty also vary based on where someone lives. 
Looking at income alone, some of the highest concentrations of poverty are in regional and remote areas.[footnoteRef:46] The Northern Territory,[footnoteRef:47] South Australia and Tasmania are particularly affected, although there are also pockets of relatively high poverty rates in the northeast of Brisbane, in northern NSW and along the coast between Melbourne and Sydney (figure 4.3). But not all regional and remote areas have high poverty rates. For instance, poverty is lower in regions with strong mining industry activity – such as the Pilbara in Western Australia and the Isaac, Mackay, and Whitsunday region in Queensland. [46:  Analysis was conducted on ‘Statistical Area Level 3s’ (SA3s), which generally have populations of 30,000 to 130,000 people (ABS 2021b).]  [47:  Effects of poverty in the Northern Territory may be worsened by local factors such as a lack of employment opportunities and a lack of investment in remote communities (Markham 2023).] 

While metropolitan areas have lower poverty rates, on average, they also contain a mix of outcomes. Most areas within cities have poverty rates before accounting for housing costs of between 10% and 15%, close to the national average of 13.7%. Canberra and Darwin, as well as areas of Sydney and Brisbane, have poverty rates mostly below 10%. But there are still pockets of poverty within most cities. Sydney, Melbourne, Brisbane and Adelaide all contain localised pockets of areas with poverty above 15%.
Figure 4.3 – Poverty rates vary substantially by geographya,b
Percent of local population in pre-housing poverty by SA3, 2021-22
[image: Figure 4.3 – This figure presents a map of poverty rates before housing costs across Australia, organised at the SA3 level. Poverty rates are high in many regional and remote areas, especially in the Northern Territory, South Australia and Tasmania. Poverty is generally lower in cities, although there are still pockets of high poverty.]
a. Local poverty rates are calculated relative to the national poverty line. Further detail on this analysis is available in appendix D. b. This analysis does not account for differences in cost of living between regions. For instance, it is estimated that basic food items cost 40% more in NT remote stores than district centre supermarkets (Northern Territory Government 2023).
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA). 
… but are moderated by housing costs
Once housing costs are accounted for, there is less variance in poverty rates across different locations (figure 4.4). This is because areas with relatively high incomes frequently also have relatively high housing costs. Metropolitan areas, which typically have lower pre‑housing poverty rates, often have higher poverty rates once housing costs are accounted for. This was particularly the case in Sydney.[footnoteRef:48] While this reflects Sydney’s high housing costs in 2021-22, rising housing costs across most of the country (Owen 2023) are likely to put increasing financial strain on many Australians. [48:  Of the 20 SA3 areas with the largest increase between pre- and post-housing poverty rates, 16 were in Greater Sydney.] 

Figure 4.4 – After housing costs are accounted for, poverty is distributed more evenly across the countrya,b
Percent of local population in post-housing poverty by SA3, 2021-22
[image: Figure 4.4 – This figure presents a map of the poverty rates across Australia after housing costs. After accounting for housing costs, poverty rates are much more even between metropolitan and non-metropolitan areas. There are still hotspots in the Northern Territory and Tasmania, but poverty rates in some of Sydney are also very high.]a. Local poverty rates are calculated relative to the national poverty line. Further detail on this analysis is available in appendix D. b. This analysis does not account for differences in cost of living between regions. For instance, it is estimated that basic food items cost 40% more in NT remote stores than district centre supermarkets (Northern Territory Government 2023). 
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA).
Conversely, regional and remote areas that have high pre-housing poverty rates typically have less extreme rates of post‑housing poverty. The incorporation of housing costs also results in lower poverty rates in local areas where the median age is higher.[footnoteRef:49] Because the pension sits just below the pre-housing costs poverty line (box 4.1), older Australians are more likely to be in poverty if their housing (and other wealth) is not accounted for. Accounting for relatively high home ownership rates among the elderly leads to lower poverty rates in these areas. [49:  While the five areas with the largest decrease between pre- and post-housing poverty rates were all regional or remote, they also all had older populations. Four of the five SA3s had median ages of at least 50, compared to the national median of 38.5 (ABS 2023f).] 

Other costs besides housing impact people’s economic security and their ability to meet basic needs. While differences in housing costs somewhat moderate poverty rates across Australia, regional price differences for groceries, energy and fuel, health and other services, and digital and telecommunications and other infrastructure may exacerbate inequality. There is consistent evidence that remote communities pay more for basic goods,[footnoteRef:50] but the Commission was unable to adjust its poverty analysis for other costs of living due to a lack of comprehensive data on costs by local area. This is likely to understate the difficulties experienced by those living in remote Australia in meeting their basic needs. [50:  This includes estimates of 39% higher prices for remote Aboriginal communities (NIAA 2020), 9–15% higher in the Kimberley and Pilbara than Perth (WA DPIRD 2023, p. 9) and 40% higher in remote parts of the Northern Territory (Northern Territory Government 2023).] 

4.3 [bookmark: _Toc170728198]How persistent is poverty?
Poverty and disadvantage are associated with a range of social and economic costs that are borne by the people, families and communities that experience them, including lower quality of life, difficulties with social cohesion and disaffection, and lower levels of social and economic participation (McLachlan et al. 2013). Persistent poverty increases these costs across the board, meaning that how long poverty lasts matters just as much as how many people it affects. In addition to the costs associated with ongoing disadvantage, the prospects of exiting poverty diminish as time spent in poverty increases.
Measuring poverty at a single point in time (sections 4.1 and 4.2) provides only a partial picture of people’s experiences of poverty, because it does not distinguish between those who experience chronic poverty and those who transition into and then out of poverty. That is, it does not provide information about who is likely to remain in poverty over several years, and what may be keeping them there. Examining these dynamics allows a consideration of what people who experience persistent poverty are likely to go without, and what factors increase the time that people are likely to spend in poverty. 
A significant number of Australians experience persistent poverty
Poverty is often an impermanent state – over 60% of poverty spells observed in more than twenty years of HILDA data last less than two years (figure 4.8). But a significant proportion of Australians remain either in or around poverty over prolonged periods of time. The prevalence of persistent poverty can be measured by considering the amount of time people spend in poverty within a window of time. Using a similar approach to Vera-Toscano and Wilkins (2022), we find that:
· Over the five years between 2018 and 2022, the majority of the population do not experience poverty, but nearly one in three people experience at least one year of poverty, with 16% experiencing poverty in two or more of these years (table 4.2).
· Around one in ten people experienced poverty in three or more years – ‘persistent poverty’ – over this time, despite overall poverty rates falling in the early stages of the pandemic before increasing in 2021 and 2022. 
[bookmark: OLE_LINK5]Table 4.2 – Rates of persistent poverty by demographic groupa
Percent of people experiencing poverty in five-year window, 2018 to 2022
	
	1 year of poverty
	2 years of poverty
	3 or more years of poverty

	All Australians
	14.5
	5.7
	10.0

	Gender
	
	
	

	Female
	14.7
	6.0
	11.2

	Male
	14.2
	5.4
	8.6

	Age
	
	
	

	15 to 24
	19.0
	7.2
	12.8

	25 to 34
	15.5
	7.2
	8.1

	35 to 44
	9.9
	3.1
	7.6

	45 to 54
	8.4
	4.2
	7.3

	55 to 64
	12.0
	4.0
	10.0

	65 plus
	20.4
	7.9
	13.4

	Family type
	
	
	

	Couple
	15.9
	4.7
	7.9

	Couple with dependent children
	9.9
	3.1
	4.1

	Couple with non-dependent children
	12.2
	3.1
	3.3

	Single person
	19.1
	10.3
	19.2

	Single parent with dependent children
	12.6
	12.8
	33.5

	Single parent with non-dependent children
	14.5
	7.6
	12.6

	Other family
	20.7
	6.1
	19.8

	Employment
	
	
	

	Employed
	11.8
	4.5
	4.2

	No one in house employed
	20.9
	8.6
	23.7

	Housing tenure
	
	
	

	Rent (or pay board)
	18.7
	9.9
	24.4

	Own/currently paying off mortgage
	12.5
	4.1
	4.2

	Live here rent free/Life tenure
	21.9
	5.5
	10.8

	Region
	
	
	

	Major city
	14.0
	5.5
	9.5

	Inner regional
	15.6
	5.5
	10.6

	Outer regional
	15.4
	8.1
	11.5

	Remote/very remote
	14.2
	3.0
	14.9


a. People are considered as being in poverty if they are in a household with less than half median household equivalised income after housing costs. People’s membership of different demographic groups may change over the five-year window between 2018 and 2022. Where this is the case, their initial status in 2018 is used.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Women experience more persistent poverty than men. This trend appears consistent over all age groups, with the greatest gender differences occurring between the ages of 35 and 54 (figure 4.5). This likely reflects the earlier ages at which women leave home, gender-related wage gaps and the higher proportion of women who are single parents (PC 2024; Vera-Toscano and Wilkins 2019). Single parents with dependent children experience the highest rates of poverty persistence, with one in three of these families experiencing three or more years of poverty between 2018 and 2022 (table 4.2). This places children at increased risk of poverty themselves when they reach adulthood.
Figure 4.5 – Women experience more persistent poverty than mena
Percent of people experiencing three or more years in poverty between 2018 and 2022
[image: Figure 4.5 – This figure compares the proportion of women and men experiencing persistent poverty by age. For women this rate ranges from 8.3% to 14.4% and for men it ranges from 5.6 to 12.2%. For every age group, women have a two to three percentage point higher rate than men. Persistent poverty rates are highest for those 65 plus, followed by those 55 to 64. Rates are lowest for those aged 35 to 54.]
a. Poverty line is defined as half median household equivalised income after housing costs. People’s membership of age groups may change over the five-year window between 2018 and 2022. Where this is the case, their initial status in 2018 is used.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.[USED FOR SPACING, DO NOT DELETE | Style: No Spacing]
Persistent poverty is related to where people live
Persistent poverty rates vary by region, and there is a much higher share of people experiencing three or more years of poverty between 2018 and 2022 in remote and very remote Australia, compared to in major cities (table 4.2). This suggests that where people are born, live and work can confer economic disadvantage. This is supported by the concentration of persistent poverty in areas of disadvantage. People living in the most disadvantaged areas – as indicated by the bottom SEIFA quintile – are more than twice as likely to experience persistent poverty than the rest of the population (figure 4.6). 
Figure 4.6 – Persistent poverty is concentrated in areas with higher disadvantage
Percent of people experiencing three or more years in poverty between 2018 and 2022, by SEIFA decilea,b
[image: Figure 4.7 – This figure compares various financial stress indicators (e.g. ‘asked for financial help from family and friends’, ‘went without meals’) between those in and not in poverty. Those in poverty did worse on all indicators, with 8 to 15% rates, as compared to 3 to 9% rates for those not in poverty.]
a. SEIFA decile refers to the ABS’ socioeconomic index for areas measure. The index used is the index of relative socioeconomic advantage/disadvantage which classifies areas according to their relative advantage and disadvantage. b. People may relocate in the period between 2018 and 2022. They are all classified by the SEIFA decile in 2018.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
The association between location and poverty may reflect limited opportunities to gain education and to build a career in some regional areas – young people living in city areas are more likely to be engaged in full-time work or study than those who live in regional areas (Lamb et al. 2020). Poverty rates among people who have relocated from regional and remote areas are typically lower than those who do not move region (table 4.3). 
Table 4.3 – Poverty rates differ by people who move region
Percent of people in poverty by current and previous regiona
	
	Current region of residence

	Previous region of residence
	Major city 
	Inner regional 
	Outer regional
	Remote
	Very remote

	Major city
	12.7%
	13.2%
	13.4%
	6.9%
	5.4%

	Inner regional
	10.1%
	17.2%
	14.1%
	8.9%
	8.1%

	Outer regional
	9.3%
	13.8%
	 17.1%
	8.4%
	6.4%

	Remote
	9.0%
	12.9%
	12.1%
			15.5%
	8.8%

	Very remote
	10.4%
	12.6%
	12.7%
	11.5%
	23.1%


a. Previous region refers to the region in which people lived in 2016. Current region is the region in which people lived in 2021.
Source: Commission estimates using linked ATO Personal Income Tax, DSS government payment, Census data and ABS derived demographics data in the Person Level Integrated Data Asset (PLIDA).
People in persistent poverty are likely to go without 
Relying on income alone to identify people as having experienced poverty does not identify all people who are unable to meet their basic needs with their current level of resources. While people experiencing poverty have difficulty meeting basic needs, persistent poverty forces people to live on low incomes for longer, increasing the likelihood that they will go without essential items or services. This is referred to as ‘material deprivation’. Material deprivation exists ‘when people do not have and cannot afford to buy items or undertake activities that are widely regarded in society as things that everyone should have’ (Saunders and Wilkins, in Wilkins 2016, p. 83). 
People who experience persistent poverty are more likely to go without things that are regarded as essential by the majority of the population because they are unable to afford them (table 4.4)[footnoteRef:51]. This leaves them exposed when things go wrong.  [51:  Key to this is identifying what the community regards as essential. HILDA includes questions that identify whether survey participants regard a number of items as being necessary or essential. Using these questions, there are 23 items that are considered as essential by the majority of the population (table 4.4). As well as asking if items are essential, the survey also asks about whether they possess or are able to access the services and items that are deemed necessary, and if not, if this is because they cannot afford them, or if it is due to personal choice.] 

· Around 14% of people who have experienced persistent poverty are likely to go without dental treatment because they can’t afford it, leaving them exposed to a range of other health conditions, as well as affecting their self-esteem and ability to participate in employment (WHO 2022).
· People in persistent poverty are also more likely to go without medical treatment because they cannot afford it. This is likely to have ongoing consequences for their health and has the potential to lead to more persistent poverty: poor health from any disease increases the risk of other health problems and has flow-on effects for people’s social and economic participation (Manderson and Warren 2016).
· People in persistent poverty are also more than two times more likely than people experiencing transient poverty to forego heating when it is cold. This leaves them more susceptible to both cardiovascular disease and mental illness, such as depression or anxiety (Bentley et al. 2023). They are also potentially forced to choose between energy and food consumption, and may be exposed to poverty traps that require a reliance on payday loans to avoid energy disconnection (Fry et al. 2023).
The increase in material deprivation associated with poverty and persistent poverty is likely to have a compounding effect, with disadvantage leaving people exposed to further disadvantage (McLachlan et al. 2013). For example, people experiencing persistent poverty are also more likely to be excluded from social interactions – they are less likely to be able to afford to get together with friends or relatives for a meal and to have access to the internet at home. In turn, social exclusion increases susceptibility to mental illness and is associated with lower economic participation (PC 2020a). This compounding effect means that people experiencing poverty are at an increased risk of entering and remaining in a state of persistent poverty.

[bookmark: OLE_LINK9]Table 4.4 – People in persistent poverty are likely to go withouta,b
Rates of item-specific material deprivation by poverty status, 2022
	
	Not in poverty
	In poverty
	In persistent poverty

	Mean deprivation score
	0.41
	1.37
	1.76

	Essential item
	Do have
	Don’t have & can’t afford
	Do have
	Don’t have & can’t afford
	Do have
	Don’t have & can’t afford

	Access to the internet at home
	97.8%
	0.4%
	93.2%
	1.9%
	88.7%
	3.8%

	New school clothes for school‑age children every yearc
	66.8%
	0.8%
	67.3%
	2.1%
	61.6%
	1.4%

	A yearly dental check‑up for each childc
	87.5%
	0.4%
	88.9%
	0.8%
	89.8%
	0.3%

	A hobby or a regular leisure activity for children
	86.0%
	0.8%
	75.5%
	2.6%
	73.8%
	2.0%

	A separate bed for each childc
	98.2%
	0.1%
	94.4%
	0.9%
	92.2%
	0.5%

	Children being able to participate in school trips and school events that cost moneyc
	98.9%
	0.1%
	94.5%
	0.5%
	92.5%
	0.3%

	Dental treatment when needed
	95.3%
	3.6%
	87.8%
	9.8%
	83.2%
	14.0%

	Furniture in reasonable condition
	99.3%
	0.2%
	98.5%
	1.3%
	97.7%
	1.9%

	Getting together with friends or relatives for a drink or meal at least once a month
	87.7%
	2.4%
	79.2%
	5.2%
	75.3%
	8.0%

	When it is cold, able to keep at least one room of the house adequately warm
	99.0%
	0.5%
	96.9%
	2.5%
	94.8%
	4.1%

	Home contents insurance
	80.2%
	5.8%
	53.5%
	22.8%
	45.5%
	29.8%

	A telephone (landline or mobile)
	98.6%
	0.3%
	97.6%
	0.8%
	95.6%
	2.1%

	Medical treatment when needed
	98.6%
	0.7%
	96.7%
	2.6%
	94.7%
	4.4%

	A motor vehicle
	97.1%
	0.8%
	82.6%
	6.6%
	74.3%
	10.9%

	Comprehensive motor vehicle insuranced
	89.1%
	3.3%
	64.8%
	11.7%
	54.5%
	13.1%

	Medicines when prescribed by a doctor
	99.4%
	0.3%
	98.9%
	0.5%
	98.5%
	1.0%

	A roof and gutters that do not leak
	93.6%
	1.5%
	91.2%
	2.8%
	88.2%
	2.7%

	At least $500 in savings for an emergency
	93.0%
	5.8%
	73.2%
	23.4%
	68.8%
	27.5%

	A decent and secure home
	99.4%
	0.2%
	98.1%
	1.5%
	97.0%
	1.4%

	A home with doors and windows that are secure
	98.7%
	0.4%
	97.4%
	1.1%
	96.6%
	1.4%

	A substantial meal at least once a day
	99.7%
	0.1%
	98.7%
	1.1%
	98.8%
	0.7%

	Warm clothes and bedding, if it is cold
	99.7%
	0.1%
	99.7%
	0.3%
	99.7%
	0.3%

	A washing machine
	99.3%
	0.2%
	98.1%
	0.5%
	97.6%
	1.0%


a. Poverty is measured after housing costs. ‘In poverty’ also includes those in persistent poverty. People are considered to be in persistent poverty if they are in income poverty in three of the five years between 2018 and 2022. 
b. Material deprivation is defined as being when a household does not have an item because they ‘can’t afford’ it. Mean deprivation score measures the number of items that a household goes without because they are unable to afford. c. Households with children aged under 15. d. Households that have a motor vehicle. 
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Financial stress is closely related to material deprivation 
Material deprivation and poverty are both closely related to a broader concept of financial stress, which can be thought of as a difficulty that an individual or household may have in meeting basic financial commitments due to a shortage of money (Nicol 2010).[footnoteRef:52] The prevalence of financial stress is much greater than material deprivation and poverty, with around 30% of households estimated to be in some form of financial stress (Phillips 2022). Single parents, younger households, households that include people with a disability or long-term health condition, renter households and households headed by an unemployed person are more likely to experience financial stress. [52:  Financial stress is not defined by people’s position in the income distribution (as with poverty), but other difficulties that people may face due to a shortage of money. This includes whether they have difficulty meeting different obligations, such as paying bills, rent or mortgages, or whether people went without meals or asked for financial help from friends or family (Bray 2024).] 

Financial stress is particularly high for people relying on social security or transfer payments. Phillips (2022) finds that:
· around 80% of people receiving unemployment benefits (JobSeeker) and just under 80% of people receiving Disability Support Payment, or Carers and Parenting Payment Single are under some form of financial stress.
· lower income households have much higher rates of stress but there is considerable variation due to the impact of other factors such as wealth, disability status and education level. However, households with less than $2,000 in net wealth almost invariably had high rates of expected financial stress.
Not surprisingly, financial stress is higher among people identified as being in poverty. In looking at seven different financial stress indicators in the HILDA survey, Bray (2024) finds that people in poverty were more likely to report being unable to heat their home, seek the help of a welfare agency or miss meals (figure 4.7). 
Figure 4.7 – Financial stress is related but not exclusive to povertya
Percent of people in financial stress by poverty status, 2022
[image: Figure 4.7 – This figure compares various financial stress indicators (e.g. ‘asked for financial help from family and friends’, ‘went without meals’) between those in and not in poverty. Those in poverty did worse on all indicators, with 8 to 15% rates, as compared to 3 to 9% rates for those not in poverty.]a. People in poverty are defined as having income less than half median equivalised household disposable income. Bray’s (2024) analysis does not take into account housing costs before determining poverty status. 
Source: Bray (2024) using Household, Income and Labour Dynamics in Australia survey, release 22.
Who remains in poverty?
Poverty is a relatively common experience, but most people spend a relatively short time in poverty. While just under one in three Australians may have spent some time in poverty between 2018-19 and 2021-22, the majority of these poverty ‘spells’ were one year or less. Of the 33,000 distinct ‘spells’ of poverty[footnoteRef:53] identified over the 22 years of the HILDA survey, around 17,000 lasted one year or less, while nearly 80% of spells lasted less than three years (figure 4.8). [53:  Poverty spell length is defined the number of consecutive years in which household equivalised disposable income was less than 50% of the median for that year.] 

However, while most poverty experiences are relatively short, a significant number last for a long time – after five years more than 8% of poverty spells are continuing. Average spell length increases with age, with women having a slightly longer (2.07 years) observed average spell length than men (1.93 years). People who have previously experienced poverty are around 2.5 times more likely to enter poverty than those who have not.
Figure 4.8 – Most poverty spells are relatively short, but some last for several years
Percent of spells by spell duration
[image: Figure 4.8 – This figure shows the distribution of poverty spell length. Only 37% of poverty spells lasted at least 2 years and only 20% of poverty spells lasted 3 or more years.]
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.


Survival analysis[footnoteRef:54] suggests that longer periods of poverty are harder to exit, and that people who do exit poverty are more likely to re-enter. This varies across different demographic groups (figure 4.9); in particular: [54:  Survival analysis is a statistical approach used to examine the time taken until an event occurs, that allows use of incomplete or ‘censored’ spells of poverty – where it not known when a spell will end or when it began. These methods can be used to examine factors associated with exit from poverty, to get a better picture of who is likely to remain in prolonged poverty, and who has better prospects for exiting poverty status. The model used in this analysis is a proportional hazards model, allowing for time-varying covariates. Further details about the model specification and results can be found in appendix D.] 

people under the age of 45 are more likely to exit poverty than those over the age of 45. This increases over time, as shown by the time varying covariates in appendix D
homeowners experiencing poverty are 1.3 times more likely to exit a poverty spell than people who rent
people with lower levels of education (year 11 or below) are around 10% less likely to exit a spell of poverty than people who have completed year 12
people with long‑term health conditions are more likely to remain in poverty for longer periods of time
people who live in disadvantaged neighbourhoods are also less likely to exit poverty, even after other characteristics are considered.
While single parents have a higher incidence of persistent poverty, the analysis suggests that single parent status does not restrict their likelihood of exiting a poverty spell – suggesting that single parents may exit poverty but are likely to re-enter a state of poverty again in future. The experience of multiple spells of poverty makes it less likely that people will make an exit from poverty, with the probability of exit diminishing with each poverty spell.
[USED FOR SPACING, DO NOT DELETE | Style: No Spacing]
Figure 4.9 – What affects people’s likelihood of exiting poverty?a
Hazard ratios of poverty exitb,c
[image: Figure 4.9 – This figure displays the impact of various factors on likelihood of exiting poverty. After controlling for other factors: gender had a limited impact, younger people were more likely to exit poverty, coupled families were more likely to exit poverty while single person, single parent and other family types were less likely to exit. Those with long term health conditions were less likely to exit while those who owned/had a mortgage were more likely to exit poverty. Higher education, higher SEIFA and lower spell number were all correlated with higher likelihood of poverty exit.]
a. Dark blue dots indicate ‘reference’ category against which the hazard rate for other categories is to be compared. 
b. Hazard ratios for age groups are not constant over time, with hazards for all age groups increasing with spell length relative to the reference category for people aged 55 to 64. Time varying coefficients are included in appendix D. c. Error bars indicate 95% confidence intervals.
Source: Commission estimates using Household, Income and Labour Dynamics in Australia survey, release 22.
Poverty can persist across generations
Poverty can affect people at different times in their lives and span generations, with people who experience poverty during childhood more likely to be poor as adults (Nolan 2024). 
Using HILDA data, Vera‑Toscano and Wilkins (2020) found that the experience of poverty as a child is associated with an increased likelihood of poverty as an adult. In particular, people aged between 26 and 32 who grew up in a ‘frequently poor’ household were more than three times as likely to experience poverty as adults, compared to those who were never poor as children.[footnoteRef:55] Additionally, Parolin et al. (2023, p. 29) – also using HILDA data – estimated that people who experience all of their childhood in poverty will experience an additional 21% of their early adulthood in poverty. Such an outcome indicates a lack of opportunity available for these people to escape poverty and improve their outcomes relative to their parents. [55:  Around 14.7% of people who were frequently poor as children were in poverty as adults aged 26-32, compared to just under 5% of those who were never poor. ] 

The experience of poverty as a young adult is associated with an increased risk of poverty in adulthood. People who have low income – defined as being less than half median disposable income – between the ages of 15 and 17 are more than 30% more likely to have low incomes when they are between the ages of 25 and 32 (table 4.5). This increased likelihood of poverty remains after the effects of tax and transfers, which reduce differences in income.
Table 4.5 – People experiencing low incomes as young adults are more likely to have low incomes when adultsa
Percent of people with low income between 2018 and 2020, by parental income at ages 15–17
	
	Proportion with low income as adults

	Low income families between ages 15 and 17
	21.7%

	Higher income families between ages 15 and 17
	16.4%


a. Income is measured after tax (disposable income), with low income defined as being less than half median disposable income. This analysis uses linked father-son data to ensure best comparability. People come from low-income families if parental income is less than half median disposable income for any of the years when they are between the ages of 15 and 17. 
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife-Family) dataset.
The intergenerational persistence of poverty is caused by a number of factors. For example, households experiencing poverty have fewer resources to invest in their child’s education, leading to poorer skills and labour market outcomes, which makes them more exposed to poverty as adults (Vera-Toscano and Wilkins 2020). Similarly, Parolin et al. (2023, pp. 36–37) found the experience of childhood poverty adversely affects a person’s labour market outcomes, which increases the likelihood of experiencing poverty as an adult. They also found that a child’s family background – such as their parent’s education and employment – had the biggest effect on the persistence of poverty. However, these factors were somewhat mitigated by Australia’s tax and transfer system, which plays a significant role in reducing the extent of poverty persistence.
Reliance on government support payments can persist across generations
The transmission of disadvantage from parents to children may be reflected in the receipt of government support payments. Cobb‑Clark et al. (2022) found that young adults are 1.8 times more likely to receive social assistance if their parents have a history of receiving social assistance. 
[bookmark: _1780393698][bookmark: _1780840211][bookmark: _1780981363]Similarly, the Commission finds that children who grew up in a family that received government support payments are twice as likely to receive such payments as adults, compared with children who grew up in a family that never received any type of government support payments (table 4.6).
Table 4.6 – People who grew up in a family receiving government support payments are more likely to be recipients of such payments as an adulta,b
Rate of government support payment receipt
	
	Person received government support payments
(as an adult)
	Person did not receive government support payments
(as an adult)

	Family received government support payments (as a child)
	33.1%
	66.9%

	Family did not receive government support payments (as a child)
	16.3%
	83.7%


a. Government support payments include the Disability Support Pension, unemployment payments and carer payments. b. Whether a person’s family received government support payments when they were a child is measured when the child was between 9 and 15 years of age and whether a person received government support payments as an adult is measured when they are between 20 and 25 years old.
Source: Commission estimates using the preliminary version of the ATO Longitudinal Information Files Family (ALife-Family) dataset.
This level of persistence in the receipt of government support payments across generations is relatively low compared to other countries. For example, women in the US are 2.8 times more likely to receive government support payments if their mothers received such payments, and people in Sweden are 2.5 times more likely to receive government support payments if their families received such payments (Page 2004; Stenberg 2000).
The relatively low persistence in the receipt of any type of government support payment overall reflects the high intergenerational income mobility that Australians experience, and the fact that some payments – such as the Disability Support Pension – are received (in a tapered form) up to middle income levels. However, there is a much higher level of persistence for certain types of government support payments.
Children who, while teenagers, had parents who received unemployment benefits were 1.7 times more likely to receive JobSeeker payments than those who did not. This suggests poor labour market outcomes of parents are to some extent passed on to their children, potentially reflecting fewer resources to invest in the child’s education and human capital (section 2.2).
Parental disability is associated with receipt of disability and carer payments among their children. Young people are 3.1 times more likely to be receiving disability support or carer payments if their parents received either of these payments, compared with those whose parents had no history of receiving any such payments. This is qualitatively consistent with that of Cobb‑Clark et al. (2022) who found parental disability is ‘strongly linked to a broad spectrum of adult disadvantage’ for their children. This may come about due to a number of mechanisms, including:
parents sharing a disability with their children
children needing to care for their parent
parents with disability may not be able to invest as much in their children’s human capital leading to higher receipt of unemployment payments (Cobb-Clark et al. 2022, p. 26). 
Importantly, this highlights the broad nature of parental disadvantage as one form of disadvantage can lead to other forms of disadvantage being passed on to their children (Cobb-Clark et al. 2022, p. 27).
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