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‘[TThe hist ormation on long-run trends in economic inequality for Australia is reasonably

1871°

abundaf SHIN™EE the past few decades, and becomes increasingly patchy before then, with

quantitativhtion for the nineteenth century especially fragmentary.’

Australian ﬁ: historians identify a long boom in the country’s development from the 1820s to

McLean, Why Australia prospered, p. 21.

1890s, vie as their ‘golden age’ of economic progress. They are far less certain about
distributioni¥ftr Some argue that the fruits of prosperity were shared more or less equally,” a view
supported by many contemporaries,’ but such conventional wisdom has been challenged vigorously
by others w intain that working class living standards did not improve during the late nineteenth
century ening in living standards has been attributed to employment instability and
insecurity, associated with the prevalence of casual and seasonal unskilled labour.” These contrasting
views of Aﬁ living standard trends are part of a broader debate centred on trends in income
inequality @ e nineteenth century, a debate which is based mainly on suggestive evidence and
only weak ed empirically. While there is a well established historical literature covering
AustralEntury of economic development, the inequality dynamics engendered by that
H

* We ackno h thanks the encouragement and comments of William Coleman, Hamish Maxwell-
Stewart, lan McLean, David Merrett, Deborah Oxley, Martin Shanahan, Alan Taylor and especially Jeff Borland.
We are grate aehyun Ryu for excellent research assistance. In addition, we acknowledge the useful

ree anonymous referees and from participants in seminars and conferences at ANU, APEBH
), Adelaide, Essex, Monash, Melbourne and the Strasbourg 2017 World Cliometrics

2017 (Me
Conference.
2 Whitwell et al., ‘Height’, pp. 379-80.

3 Shirley Fitzgerald documents that the contemporary view was that nineteenth century Australian society was
both wealthy and egalitarian (Fitzgerald, Rising damp, p.6).

4 Fitzgerald, Rising damp; Fox, Working Australia.

> Lee and Fahey, ‘Boom for whom?’; Kingston, History.
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growth performance has received very little empirical attention.® The standard view of income
distribution dynamics in commodity-exporting and land-abundant regions during the late nineteenth
century Wlsalon wave argues that the industrial boom in Western Europe, together with the
decline in w e transport costs, drove up the European demand for land-intensive commodities
such aspfioqdsamdmmnnufacturing intermediates. The resulting increase in their relative price raised the
demand fohative to labour, and thus the ratio of land rents to wages (the Stolper-Samuelson
thesis), sh@ income distribution from labour to land, leading to an increase in inequality.’
Thus, land age ratio trends have become a frequently used proxy to gauge inequality change

in land-abut@ant € mmodity exporters.®

Re ocumenting who gained the most from Australia’s nineteenth century growth is
very scarc@ However, Martin Shanahan and John Wilson used the rent-to-wage ratio as their

inequality proxy for the Australian colonies 1865-1913." Their findings challenge the standard
a

frontier-in arrative for land-abundant countries, as they point to a decrease in the rent/wage

ratio in olonies, South Australia, and to a limited rise of the rent/wage ratio in New South

Wales an 1a later in the long nineteenth century, both of which run counter to the Stolper-
Samuelson prediction.'’ This suggests that Australia’s experience may have been an exception to the
late ninetesh century rule. But was it also likely to have been the case before the late nineteenth
century glo n boom, that is from the 1820s to the 1870s? We think there are reasons to believe

so: First, an ntrast to most commodity exporters,'” the Australian terms of trade did not boom

during the Walf century up to the 1870s (Table 3 below), and the reasons seem clear. By the 1870s,

o

Australimn enormous share of world wool exports and British wool imports (see section II

below), so upply muted the influence of world demand on price. In addition, the decline in

6
To our knowledge,

gnly two scholars have offered any evidence speaking to distribution dynamics up to the
J olution of inequality’ and Leigh, Battlers and billionaires.

@ , and Williamson, ‘Factor price convergence’; Williamson, ‘Land, labor and globalization’;
idem, Trade'd Qoverty.

® See also O’Rourke Fhd Williamson, Globalization and history; Findlay and O’Rourke, Power and plenty.

° McLean, Why Australia prospered, p. 21.

% The Australian evidence on this point has been augmented more recently by earnings inequality measures
(Greasley, Madsen, and Oxley, ‘Real wages’; Anderson, ‘Globalisation’).

" Shanahan and Wilson, ‘Measuring Inequality’, Figure 2, p. 13.

12 Williamson, Trade and poverty.
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transport costs — raising export prices at home — did not have its big impact until after the 1860s.
Second, without a strong price tailwind, rapid increases in the land-labour ratio lowered the rent-wage
ratio (asWasee below in section II), rather than raising it as was so commonly the case for late
nineteenth exporters. Third, the half century up to the 1870s involved a spectacular
transitiom fromsastabour force dominated by coerced convict workers to one of free labour, a transition
that impliehr redistribution from (subsidized) farmers, pastoralists and capitalists to labour,
and a mov@x-convicts up the wage ladder. Fourth, the large inflow of skilled migrants during
the gold e 1850s outran the demand for skilled labour, suppressing any rise in the skill

premium, t erving an egalitarian wage structure.

It ::0 be pointed out that up to the 1870s Australia was an exceptionally fast grower.
AustralianS! EP per worker grew at 2.4 per cent per annum between the 1820s and the 1870s, almost

twice that of the American juggernaut, and about three times that of the alleged imperial leader,

Britain." ited States, the fast growth years between independence and 1860 were coupled
with a nequality, steep enough to force the United States into joining the Old World very
unequal cl Australia undergo the same steep rise in inequality over the half-century before

1871? Probably not, since while the United States was undergoing impressive industrial growth,
Australia vss specializing in the export of minerals (small scale extraction) and wool. Both countries
used cheap labour, slaves in the American South and convicts in Australia, but their share of
the labour Q much higher in Australia (more than half) than in America (about a fifth) early in
the nin@ry. More importantly, another key difference between the two countries was the
timing of Fe eg’)cipation of forced labour and the duration of their coerced employment. In
Australia, ‘:cts were gradually ‘emancipated’ following the 1820s in the sense that existing

convicts e got their freedom, that the new convict inflow fell sharply after the 1830s (except

for Tas nd that Britain had practically ceased its convict transportation policy by the 1850s. In

B . Panza and J. G. Williamson, ‘Australian exceptionalism? Inequality and living standards 1821-1871’, CEPR
Discussion Paper 11756 (2017), p. 11. These estimates of fast growth in Australia’s early economic history do
not take into account the Aboriginal population. Recent research shows that if one considers all the residents
of the country, Australia’s GDP per capita declined until around 1830, so that the path of growth started
thereafter (Hunter, ‘Aboriginal legacy’, p. 94).

" Lindert and Williamson, Unequal gains.
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contrast, the slaves in the American South were used as coerced labour for much longer, and
emancipated only at the very end of the period, in 1865."> Moreover, in Australia the transformation
from com labour accelerated at a fast pace during the gold rush of the 1850s, when free
immigratio @ 2d. As the immigrant’s skill content was higher than that of the locals, it helped
skill gr8tvi™ o ottrun skill demands, especially compared with North America. Thus, Australian

immigratio depress real wages of the unskilled. '°

Tthffers new evidence supporting unambiguously the view that, in sharp contrast

with the cofivgiitiofial frontier-cum-globalisation income distribution dynamics, Australian households
of Europeal nderwent a revolutionary levelling of incomes between the 1820s and the 1870s.
" The Au xperience is also in sharp contrast with that of rapidly industrializing United States
from 1800!0 1860. These contrasting trajectories seem to have left their mark on the distributional
character o economies into the twentieth century and even today.'® Specifically, this paper
contributes iterature by providing a comprehensive picture of income inequality trends in
young a over the half-century before the 1870s. The evidence used here is based on an array
of pri secondary sources, enabling us to trace the development of various key indicators,
such as land acreage, labour force by skill, land prices and rents, interest rates, wages and incomes by

occupatioanmodity prices. As with all historical data, measurement error requires some

qualificatiq dhclusions. This is especially true of the pre-1850 years, '’ but even for those early

years we thinkour wage and income data are reliable. While there is no alternative dataset available,

as far as wgnow, measurement errors are unlikely to overturn our findings.

=

B Slavery was legal¥m all Thirteen Colonies at the time of the Declaration of Independence in 1776.

16 Pope and Wi age effects’, p. 240. By testing empirically the real wage-migration linkage between
1861 and 1 ope and Withers (ibid.) find that Australian wages did not converge to British ones, unlike
North Americaagia@ges.

We styés Bliropean origins’ here since, like the United States and other New World economies,

0 jsenous peoples is too scarce to include them in any growth and distribution assessment
over time (Hunter afttl Carmody, ‘Aboriginal population’).
%n 1980, the top 1% had 4.8% of Australian income, while the figure was 8.2% in the US. In 2010, the
Australian figure was 9.2%, and the US figure 17.5%. While the two countries, and the rest of the OECD,
underwent the same laws of motion, Australia remained the more egalitarian.
% see for example N. G. Butlin, J. Ginswick and P. Statham, ‘Colonial statistics before 1850’, Source Papers in
Economic History (Australian National University, Canberra, 1986), p. i; Vamplew, Australians, pp. 452-3.
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Data availability constrains us also in two further dimensions: First, we are unable to include
indigenous Australians in our analysis, as there are no consistent records documenting their market
employMage experience.”’ Making assumptions about the size of the indigenous labour
force base¢ @ ting estimates of their population by Noel Butlin or Derek John Mulvaney and
Johan Kanmmimgamwould be highly speculative.”’ Moreover, Aboriginal people who participated in the
settlers’ lalL(et were usually remunerated in rations, rum and tobacco, not wages, and prices of
these item@ hard to find for the outback (where most Aboriginals worked).” Second, our
estimates ofgfe employment are not precise, as they were not accurately counted in the census-
measured me, especially on sheep runs and in the goldfields, thus making many of them

‘invisible’.” Sinceihe official censuses are the single source of data documenting the labour force in

nineteenth C\ustralia, we have no other way to better include women in our analysis.**

wage-rentalira ere we provide evidence on the rate of land settlement, the behaviour of land
values s, and we document trends in land-labour ratios. Like the traditional globalising-
frontier lit , we begin by estimating trends in relative factor scarcities by computing relative

factor prices, measured by wage-land value (per acre) and wage-land rent (per acre) ratios. We then

Section II iplores trends in income gaps between land and labour by estimating annually the

expand thi!evidence by adding information on relative factor quantities thus to speak to relative

income shO section also explores the forces driving land rents and thus the income share

* McLean y Australia prospered, p.43) argues that the main Aboriginal contribution to the country’s
growth e provision of labour; however, the evidence used is qualitative and fragmentary.
*! Butlin, Our original aggression; Mulvaney and Kamminga, Prehistory. As the Aboriginal people were in open

conflict with coloniSts over this period, they were often excluded from the white labour market. The
iginal protection boards from the mid-1850s imposed a set of institutional constraints on

al legacy’.
$iof women not counted in nineteenth century colonial censuses were the following: married
women, unle eir occupation was indicated by their spouse; women accompanying husbands, fathers or
brothers to the goldffelds, who were for example cooking, washing, ‘fossicking’ and tending tents; women
employed in occupations regarded as not respectable, such as prostitutes (Alford, ‘Colonial women’s
employment’).
4 Under-counting women in the labour force implies a partial exaggeration of our estimated inequality
decline, because the female labour force share increased during the nineteenth century and they had lower
incomes than males.
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accruing to landowners and squatters.” Here we assess the role of relative wool prices (and thus
global commodity markets), interest rates (and thus global financial markets), and the exploitation rate
of convmd in detail in Section III), de facto constituting a cheap labour subsidy of landed
interests i @ intryside and capitalists in the towns. The section establishes the earning gap
betweemnmcoeneedmepnvict and free labour, thus augmenting the rents and profits accruing to their
landed andht masters, respectively. It also documents the decline in the aggregate impact of

that effect\@s the gonvict share of the labour force declined over time and eventually disappeared.

C

Section [V gof ome evidence regarding trends in earnings inequality among free workers by

S

documenting®the®premiums earned by skilled mechanics and white collar employees, as well as a

measure of the gapdbetween average incomes in the middle and free labour at the bottom. With this

Ll

backgroun , Section V reports our estimated functional income shares across the half-century

1

for agricul rents, free unskilled labour (including the unskilled labour content of skilled

labour), corc vict labour, free skilled labour (or the premium received for skilled work), the

d

imperial British income transfer, and that of residual claimants (capitalist income). Given where these

categories fit income ranks — rental and capitalist incomes in the top quarter, skilled labour

\1

income d quarter, free unskilled labour in the third quarter, and coerced convict labour in

the bottom guarter — this exercise traces out the evolution of overall inequality, and of its magnitude.

O

Our findings point unambiguously to a steep decline in income inequality across the half-century

between th @ nd the 1870s. Section VI concludes.

II

th

Table 1 re oral and cultivated acreage from 1828 (when the data become available) to 1860

U

for New S es (which includes what would become Victoria in 1851 and Queensland in 1859),

and 18 all Australia except the colonies of Western Australia and Queensland, the data for

A

% Land was owned by the Crown, and it was sold at public auction when the colonial government needed the
revenue. For the first three or four decades after 1815, squatters simply settled the land without purchase.
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which are too limited.*® To be clear, we derive our acreage data from primary and secondary sources,
which provide information on the land surveyed by the British Crown within settlement boundaries.
Therefom leases (pastoral land owned by the Crown) and so called ‘waste lands’ (land
considered @ Ilius inhabited) are also accounted for as long as they were within the settlement
boundasiesmefssmmweyed land.”” While squatted land is also included if surveyed, its measurement is
much less h:specially on the frontier, as settlers ignored legal channels and fees.” For these
reasons, t@e data we use represent a lower bound estimate of Australia’s actual land
endowmentgSi his is more likely to have been true of early years, the acreage growth rate might
be a bit exag8€ra

As is wellBknown, the rate of settlement, driven mainly by pastoral expansion and sheep
flocks, wa ular.”’ Acreage growth rates per annum were 6.5 per cent in 1828-39, an
impressive cent across the 1840s and 1850s, and even faster in the 1860s. However, these

rates are liKel W eatly exaggerate the rate of growth of quality-adjusted land, due to the fact that

most o were dominated by squatter settlement (those who used Crown Land but never
bought it). In fa e earliest squatters settled on the best land as judged by distance from major ports
of exp MW stralia’s main export, had to be carted to port by bullock and wagon over rough
terrain); byarainfall and water accessibility (Australia had a dry climate then as now); and thus by

grass yield and sheep load per acre. While the acreage figures in Table 1 overstate quality-adjusted

land grow is no doubt about the fact that land endowments grew very fast across the half-
century, fa in the US.”' However, as any distributional inference must be guided by relative
scarcit ce, we compare land expansion with both farm and total labour force growth.

Between 1!28 and 1850, the labour force is taken as the sum of male and female convict and free

dix for more details on how the acreage data have been constructed.

consulted did not provide a breakdown of pastoral land between pastoral leases, privately

r pastures and waste land.

28 Dye and La Croix, Political economy’, p. 902.

2 Roberts, Australian land settlement; Butlin, Colonial economy; Madsen, ‘Australian economic growth’.

% Future research could explore land quality trends by hedonic adjustments based on distance to wool market,
rainfall, and sheep load per acre, but we have not made the attempt here.

1 US western settlement between 1800 and 1860 was driven much more by cultivation than by pastoral
activity, and the major commodity exports were grain and cotton, not beef, hides or wool.
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labour reconstructed by combining data reported by Noel Butlin et al. and Glenn Withers and Len
Perry.”” From 1851 onwards, we use male and female free labour data from the colonial censuses. The
agricultquorce estimates rely on the information reported in the colonial censuses on the
share of thd in the farm sector.”

A smweseamsce from Table 1, farm labour grew at per annum rates of 6.5 per cent from 1828 to
1839, 5.4 h the 1840s and 1850s, but fell during the post-gold rush in the 1860s. Bearing in

mind againfthe unmieasured decline in land quality, the ratio of acreage (A4) to farm labour (La) rose by

C

1.7 per ce um between 1828 and 1871. After an initial decline, the ratio of acreage to the

S

total labour ¥otce¥l), soared by a whopping 10.4 per cent per year between 1860 and 1871. All of this

implies, of coursel) greater labour scarcity and land abundance; and relative land abundance was

Ui

probably e ter, considering our conservative acreage estimates. But does it also imply a

1

levelling s between classes? The answer depends on trends in the gap between factor

income shafes ed, the relevant comparison is between average annual earnings per worker (w)

d

and average annual rental income per landowner plus squatter (not per acre). In other words, rental

income accrui landed interests (#4) compared with that accruing to unskilled workers (rA/wL) =

(r'w)(4 ave seen, A/L soared, but greater labour scarcity implies that »/w fell. Was the fall

enough to lower r4/wL and also rA/Y?

[

[Table 1 about here]

As @ elaborate below in section V, empirical progress on these questions is confronted

by two da ms. First, land rent series are not available for any colony during these early

h

decaded! Bwe can derive an estimate of land rents per acre () by drawing on land values per

t

acre (v) estfmates, given the interest rate (i) and under the assumption that land values or land prices

are simply the capifalized value of rents (v = r/i).>* Second, the quality of the land value evidence is

9

A

32 Noel Butlin et al., ‘Colonial statistics’; G. Withers and L. Perry, ‘Australian historical statistics: labour
statistics’, Australian National University Source Papers in Economic History No 7 (1985).

** Refer to the online data appendix for details on how the labour force variables have been constructed.
** Data on interest rates are reported in Figure 1.
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much debated.” Land values were determined by market forces since Crown Lands were auctioned
off by colonial authorities. However, it should be stressed that Crown land sales were a major source
of colonMent revenue. State involvement in the transactions (e.g. the timing of sales, parcel
locations ality as well as the terms of the sales) may have distorted the average market
price ofalandsisercover, while squatters did not purchase their land at these Crown land sales, at
least initiahve no other option but to assume that the market value of farm and pastoral land

was the safiie as th@ prices recorded at Crown Land sales. Another difficulty arises from the fact that

C

these sales des d the value per acre of new land (a flow), not the average value of all land sold,

S

new and ol st®Ck). This is problematic as levels and even trends of stock and flow land prices may

have diverged durfig this half-century. If the new land was of poorer quality and more distant from

LI

ports than land sold previously, it would fetch lower prices than the average in a stock

dominated

I

us sales of better land.”” If true, then the reported (new) land values per acre in

Table 2 wi ality adjusted, have a less steep downward trend than the (unknown) average land

d

values (new and old). Unfortunately, we have no hedonic measures of land quality, like distance from

ports and rain make those adjustments. However, and as we also noted above, the vast majority
eage was being used by squatters that had rushed to the New South Wales interior

after the Blue Mountains were breached in 1815. Since it was in the interests of the squatter to get to

{:

the best land before others, it seems likely that squatted land fell in quality over time, and since

squatted la @ ated total land, we think the land value estimates in Table 2 overstate the rise in

land value us rents and incomes of the landed rich. In any case, we have no choice but to use

the una n Land sales quotes in what follows.*®

3A M. Taylor, lue of land in Australia before 1913’, Source Paper in Economic History 19, Australian
National Unj i anberra, 1992).

uth

Australia’, reports detailed evidence on land values per acre implied by Crown Land sales and
those implied ocal government tax assessments. The correlation between them is very poor. However, the
tax assessment data“for Victoria (starting 1865), New South Wales (starting 1883), Queensland (starting 1881)
and South Australia (starting 1862) are all well beyond our half-century range. Since few local governments
were given the authority to tax until beyond our period, we do not have that evidence to explore the quality of
Crown Land sales data (for our purpose) during the dramatic pre-1870s growth decades.

® As suggested by an anonymous referee, the gradual shift between 1820 and 1870 from land sales dominated
by Crown Land auctions to those dominated by commercial market sales adds further uncertainty to the
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We begin our analysis by noting the immense volatility in the land prices per acre (in £)
reported in Table 2, driven, as we shall see below, by the volatility in world wool prices, supply-side
climate m the speculation they both provoked. To minimize the impact of this volatility on
trends, we @ year averages at beginning and end. Between 1828-32 and 1856—60, land values
per acréi(\)WfgSEmat 2.2 per cent per annum but land rents (») fell by 0.3 per cent per annum: this
difference ﬁy to have been driven by the fall in interest rates (as discussed in section II).
Furthermofg, bothMrents and land values per acre fell across the 1860s, after the gold rush of the
previous d oreover, the droughts of 1864-66 and 1868 in all the colonies except Tasmania,
were also mhawe contributed to the decline in land values. In contrast, annual earnings of
unskilled labour ES) soared upward over the full half-century, pushing the wage-rental rate steeply
upwards: 828 and 1860, w/v rose by 2.4 per cent per annum and w/r by 2.5 per cent per
annum. A:c 860s, the figures were even higher, 5.4 and 6.6 per cent per annum, respectively.

m [Table 2 about here]

y of looking at the impact of land settlement on inequality is by exploring trends
in the ratio of values per acre to gross domestic product per worker. Table 3 documents those
trends, ications are clear. Land values per acre (v) grew much more slowly than GDP per
worker (y)ay/v rose by 2.41 times, implying that inequality did not rise, but fell. *’

[Table 3 about here]

per acre (v) are the capitalized value of land rents (7), or of land’s marginal value

ho

product, marginal product is valued by prices of the commodity produced, here wool (Pw).

Although t n between rents and land values must have been influenced by expectations and

Lit

speculatio ort run (Butlin and Barnard, ‘Pastoral Finance’, Table 1, p. 388), in the long run v

= r/i, wher ¢ relevant bank interest rate facing sheep owners between shearing seasons.

A

accuracy of our land value series. Unfortunately, we are unable to assess whether this change introduced
some bias to our estimated trends in land prices.

Pt appears that this downward trend in v/w turned around after the 1860s when it rose steeply to about
1905 (Leigh Battlers and billionaires, Figure 3, p. 27).
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Therefore, the behaviour of the interest rate facing Australian pastoralists and farmers over
time is informative of changes in land rents. If interest rates declined over the half-century before
1871, thane put upward pressure on land values, such that any downward trend in rents
would have @ derstated by trends in land values. This would also create a downward bias to any
inferredudistmibmtional drift in incomes away from landowners and squatters and towards labour.

L [Figure 1 about here]

Fi@oﬂs a fall in the Australian bank lending rate (loans for three months or more)
from a 10 verage in 1820-24 to a 7 per cent average in 1867-71. Furthermore, much of that
3 percentage poifit decline appears to have been driven by the integration of Australian with British

capital markets, h like what was happening the world around over that half-century.*’ That is, the

182024 t

gap betwether Australian bank rate and the lower British consol rate fell from 6.2 per cent in

cent in 1867-71, or by 2.3 percentage points (more than two-thirds of the fall in

% After looking at the trends in the wedge between domestic and British interest

rates, ally test for co-integration between the two series, using the Johansen co-
integration test. e results support the existence of one co-integrating relation, that is of a long-run
equilib the two interest rates. ** While not an impressive rate of convergence towards

integrated grld financial markets, this is consistent with a recent literature that points to the second
half of the ni nth century, not the first, as the source of fast financial capital market integration.*

To ize, land values per acre fell at a slightly slower rate than land rents per acre

between 1§ d 1867-71 (Table 2) simply because interest rates fell as Australian and British

capital mar y partially) integrated. Still, these global financial market integrating forces were

* Lindert a illj on, Unequal gains, pp. 134-5; Obstfeld and Taylor, ‘Globalization’; eisdem, Capital
markets; Mauro et al,, Emerging markets.

o Johansen, ood-based inference.

in the co-integration test, following Akaike’s information criterion. When computing the
parameters 2 co-integrating equation using an error correction model, we find some weak evidence of
price pass through.
* The rate of financial integration between Australia and Britain 1821-1871 may seem modest, but it is what
the literature would have predicted. Obstfeld and Taylor, ‘Globalization’ and Capital markets, and Mauro et al.,
Emerging markets, argue that the biggest world financial market integration took place after 1870, although
the United States, as a member of the leading North Atlantic ‘global’ economy, was the first and earliest to so
integrate with Europe (Sylla et al., ‘Integration’).
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much too modest to have had a significant impact on the behaviour of Australian land values and thus
wealth.

Me seen above, the ratio of land rents per acre to average annual earnings per
unskilled and land values per acre to average annual earnings per unskilled worker (v/w)
fell dramaticaliymbetween the 1820s and the 1870s (Table 2). Here, we explore the role played by the
price of W(hving the relative value of land and rents per acre downwards. If wool prices rose,

then the degline inland values and rents per acre would be all the more surprising.

C

Thegec ic impact of global events on commodity prices during the half-century before the

S

1870s was ic®by five global forces:* a world transport revolution lowering the cost of moving

goods between hdine and foreign markets, thus raising commodity export prices and lowering

U

manufactur, prices in peripheral locations like Australia;* a liberal trade policy move in

1

Europe an nies (free trade in the British case), again serving to raise export prices in the

exporter’s fia % an acceleration in GDP and GDP per capita growth in Europe and North America,

d

raising demand for all traded goods; an even greater acceleration in the demand for intermediates to

fuel rapid ma uring growth in foreign markets; and resource ‘discoveries’ at the frontier. The

V]

first fo orked to push upward the terms of trade in all resource abundant commodity

exporting gconomies, raising their export prices and lowering the prices of their manufactured

[

imports.

T off was spectacular. The terms of trade in the periphery soared up to the late 1880s

é

and early 1 sed at its peak, and then underwent the interwar collapse, which extended to the

Korean ) sode about which so much has been written.* But between 1800 and 1870, the

N

t

terms of tradde in the commodity exporting periphery increased by almost two and a half times, or at

3

an annual rate of 1§ per cent.”’

A

a Williamson, Trade and poverty, ch. 2.

It must be said, however, that freight rates on shipping wool Melbourne or Sydney to London fell very little
from 1845 to 1871 (Barnard, Australian wool market, tables XXI and XXIl, pp. 225-6).

4 Prebisch, Economic development; Singer, ‘Distribution of gains’; Lewis, Evolution; idem, ‘Engine of growth’.
v Williamson, Trade and poverty, ch. 3.
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What about the fifth dramatic global force, resource ‘discovery’? Here is where commodity
exporters around the periphery differed: some claimed only a small share of world supply of their
commochor(e.g. Egyptian cotton, Ottoman raisins, Philippine tobacco) and some a very large
share (e.g. gycopper, Brazilian coffee, Indian jute). Those with small shares took their export
prices asicxogemems. Those with large shares influenced world prices by their own supply. It did not
take Austrh to become the world’s dominant wool supplier after the penetration of the Blue

Mountainsfin 18158and the opening up of the vast pastoral interior, after which acreage grew at about

C

6.5 per ce um up to 1839, a rate that doubled across the 1840s and 1850s, and rose even
more there

able 1). By 1850, British imports of Australian wool exceeded that of all other

suppliers cornbinei48 Did world demand or Australian supply win the race? Table 4 supplies the

answer. Relati the GDP price deflator (Pw/Py), wool prices rose to a modest peak in the late
1840s and 0s, up by 36 per cent between 1828-32 and 1845-52, a 2 per cent per annum
growth rat boom did not last since Pw/Py then settled back to the 1828-32 levels in the
followi es. In short, there is no evidence of a secular wool price boom across the half-
century before , much unlike the experience of the typical commodity exporter at that time. Thus,
the lon ween Australian wool supply and world demand was a tie, and the secular decline

in 7/w or v/ cannot be explained by some secular wool price slump.
[Table 4 about here]

Vo w owever, is another matter entirely. Indeed, the volatility of both Pw/Py and »/w

was immtrated in Figure 2. Here volatility is measured using the Hodrick-Prescott filter,
which prices deviate from the trend. This volatility was something that all commodity
exporters s * even Australia from Federation to the present.”” Nineteenth century wool prices
Were no e iga¥' Australia’s wool price volatility was even more impressive when compared to
other countg industrialized economies and commodity producers: it was 1.4 times bigger than
that of the periphery and the Middle East; 1.3 times bigger than Latin America; 1.5 times

a8 Barnard, Australian wool market, p. 20; Table VI, p. 218.

9 Williamson, ‘Great Divergence’; idem, ‘Commodity prices’.

>0 Bhattacharyya and Williamson ‘Commodity price shocks’; eisdem, ‘Distributional consequences’.
>t Weisser, ‘Wool prices’.
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bigger than South and South East Asia; and 3.9 times bigger than the European colonizing ‘core’
(including Britain) during the first wave of globalization.’> And commodity price volatility has always

had its im*c! on income distribution, the income shares accruing to those owning and/or exploiting

the resourtralian squatters, landowners, and capitalists financing them during our half-

centurymonmmmimg interests during the gold rush and over the next 150 years. We shall see the

important L of this volatility in Table 8 below where we document short run changes in the

. . . 53
functional @istribufion of income across our half-century.

C

[Figure 2 about here]

)
-

11
What Werecur market conditions under which this settlement process took place?** In 1830,
male convmx—convicts were about 88 per cent of the Australian male labour force and female
convicts and ex-convicts were 55 per cent of the female labour force.”™ Of course, ex-convicts were
indistinguishaEm originally-free labour, so the convict worker shares were lower, but still very
large: 5 the total labour force in 1825, and 40 per cent in 1840.%° It is what was called the
‘assigned’ convict that concerns us here: in 1827, 72 per cent were assigned to private sector

employers %masters’), and in 1835 the figure was 66 per cent.”’ The rest of the convicts were

employed @ works (paid much like those assigned) or incarcerated. The assignment system

was intendsuce labour scarcity in the fast-growing private sector and to lower the financial

>? See Wine and poverty, pp. 174-5 (Table 10.2), for a comparison with volatility in other
economies.
> Wool price vola may help account for high and rising land concentration among land owners (Leigh,
Battlers and bjlli s; Thomas, ‘Evolution of inequality’). In frontier Australia, those who were able to take
early advantage of such volatility established themselves quickly when wool prices rose thus becoming
wealthy. For g e, this is what seems to have happened in South Australia in the 1840s and 1850s, when

r bol prices allowed pastoralists who had either not paid for their land, or who were leasing, to
es outright (Williams, Way of life). We are grateful to an anonymous referee for this

buy their
suggestion.
**In our opinion, the most detailed and comprehensive description of the convict assignment system in
Australia from the 1820s to the 1850s is that by Coghlan, Labour and industry, vol. 1, ch. I, pp. 173-99.
> Butlin, Colonial economy, p. 40.

> Meredith and Oxley, ‘Convict economy’, p. 114.

> Coghlan, Labour and industry, vol. 1, pp. 180-1.

This article is protected by copyright. All rights reserved.



burden on the colonial purse.”® The system assigned convicts to work for private sector masters in all
occupations, but farm and urban common labour dominated. The colonial government published
requirerm ‘payments’ under the system overseen by magistrates: such information allows us
to assess @ int of the marginal product that convicts were able to retain for their own
consumptiomeameiste compare their ‘earnings’ with those of free labour.” Estimating the gap between
convict anhbour pay enables us also to gauge the extent to which cheap labour subsidies
inflated th@l rents Jieceived by landed interests and the profits received by urban capitalists who
employed t nd it will also allow us to assess its contribution to what we think was an immense
levelling of CoACs as the convicts were ‘emancipated’.

The mastdls were required to support their convict servants with food (rations), lodging,
clothing andgmesdentals. In addition, the convict could earn additional income by hiring out for wages
after assigCArs (3pm). These cash payments ranged from £10 to £15 per annum.®’ However,
cash payment vertime’ were only common for skilled mechanics and domestics. For others, the
payment was made in additional rations (tea, sugar, rum), clothing and incidentals.

In orE estimate convict ‘earnings’, we reconstructed their yearly consumption of food,
clothin ntals as reported in Coghlan.®> We then priced the convict’s consumption basket

and added Sstra income from overtime work. As we have explained in detail elsewhere, convicts were
D

paid only er cent of the earnings received by free labour for the same work.” This calculation
refers to th but we assume it remained much the same up to 1850.

Ta orts the convict ‘exploitation’ rate in the agricultural sector, namely the size of
convictgamings to subsidize their masters’ income. This is calculated as the gap between

.

>8 Coghlan, Labour amd Industry, vol. 1, pt. ll, ch. II; Butlin, Colonial economy, pp. 46—55; Meredith and Oxley,

‘Convict eco " 1821 marks the colonial government’s determination to give priority to the private (over
public) employment of convicts.
59 . . . . .,

Panza and \A on, ‘Australian exceptionalism’.

“TheN e@ Wales assignment system officially ended in 1838-39, but persisted much longer. In
Tasmania, a ar system ended only in 1857 (Meredith and Oxley, ‘Contracting Convicts’).

ot Coghlan, Labour dfd Industry, vol. 1: p. 60.

6 Coghlan, Labour and Industry, vol. 1: p. 182-3.

% panza and Williamson, ‘Australian exceptionalism’. The figure was even lower for skilled work since the in-
kind consumption remained the same, but the free labourer’s earnings were much higher for skilled work in,
say, the building trades or as a clerk. It was also much lower than 59% to the extent that after-3pm work was
not available.
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free and convict wages, wf~wc, multiplied by convict labour force in agriculture, Lca, over total land
rents, 74.°* Our estimates are certainly consistent with the claim that the assignment system greatly
subsidizMers, especially those operating large sheep walks, and especially the squatters who
were the @ e of the post-1815 pastoral boom: ‘One of the primary factors in explaining the
vulnerabilitymefthessquatters ... was the demise of the assignment system, and the consequent end of
cheap lab(h Indeed, Table 5 estimates that in 1828-32 the convict cheap labour subsidy
doubled th@wtal share from 17.5 per cent to 34.7 per cent in New South Wales, a huge sum
which had d by 1851.%° And that is not all. About half of the convicts were assigned to farm
9]

work, and the"oth€r half to urban work, thus also raising the profits of capitalists in urban areas.

Thj also implied an unequal earnings distribution in the early decades of our half-

century an!a big erosion of that earnings inequality by the later decades. In 1828-32, the bottom of

the distributi cheap coerced convicts — held about 18 per cent of total NSW income. By 1851,
the ‘emancipat onvicts had moved up the earnings ranks, almost doubling their incomes if they
remain 1lled, and moving up even higher if they could now exploit skills they could not exploit

before, o efore only exploit at cheap unskilled labour rates.
[Table 5 about here]
Th

Australian Q: the gold rush of the 1850s. It changed dramatically Australian demography. The
a

n tripled between 1851 and 1871, the immigrants had a higher share female, and

the convict transportation system coincided with another major shock to the

population

the immig&ts’ skills were relatively high with a large portion of professionals, technical craftsmen,

clerks, W others.”” This influx served to stifle any rise in the skill premium as skill growth

| convict and free labour were equally productive, as productivity varied across skill and
educational'a ament both among convicts and free (Nicholas, Convict workers, p.117). Furthermore,
anthropometric data*confirm that transported convicts had similar heights to British and Irish workers
(Nicholas, Convict workers, pp. 78-80).

® Thomas, ‘Evolution of inequality’, p. 160.

% This is a lower bound. After all, free labour had to compete with cheap convict labour, thus lowering their
wages as well.

& Withers, ‘Immigration’.
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easily kept up with the modest demand growth. Hence, it did not lead to rising wage inequality, as we

show below.®

v

Ipt

|
British col@nial policy during the decades before the 1870s was dominated by Edward Gibbon

f

Wakefield’

s theory rested upon an understanding of the necessary social ... conditions for [a]

§

urgeois society to prosper [reflecting] the liberal view of ... capitalism and

democrac¥y over the old order of privilege and corruption. Wakefield’s ... policy [was

Ul

intended] to ensure an ordered class society. *

I

We take * o mean a much more egalitarian and meritocratic society than the unequal and

privileged @n h existed in England. Were these policies effective? Trends in two inequality

d

proxies structed might be a good place to start our search.

M

Goldin and Lawrence Katz have shown that the skill premium — the reward for
schooling, literacy, and numeracy — was driven by supply and demand in twentieth century America.”
When the mf those skilled and schooled grew slowly and demand grew fast, the reward to

scarcer ski

@ p and so did earnings inequality. When instead demand grew slower than supply,
the skill pre

during thes;rly years of modern economic growth and thus we expect the skill premium to rise,

eamings“to increase, thus following the upswing of some Kuznets Curve. This certainly

gm fell and so did earnings inequality. Demand always seems to race ahead of supply

was the case 1n United States between 1800 and 1860 when inequality rose so steeply.”’ Do we

expect the same for young Australia? Perhaps not. After all, we associate the demand for skills with
city an <|jﬁﬂ

% Withers (‘lmmigration’) provides a detailed account of the higher supply of skilled labour relative to demand
in Australia, especially compared to North America.

& Lloyd, ‘Analytical framework’, p. 63.

’® Goldin and Katz, Education and technology.

" Lindert and Williamson, Unequal gains, ch. 5.

rial growth, and Australia was certainly not undergoing any dramatic industrial
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revolution before the 1870s: the manufacturing share of economy-wide GDP was a trivial 4 per cent
in 1821 and was still only 9 per cent in 1871.”* Furthermore, while Australia had higher levels of
urbanizam start, the share living in the top five cities — Sydney, Melbourne, Adelaide, Perth,
and Brisbam 52 per cent in 1810, to 23 per cent in 1841, and remained stable up to 1871
(24 per eentmAmdmvhile the share in towns equal to or greater than 2,500 in 1851 was 40 per cent in
Australia al 4 per cent in the US, the former fell to 37 per cent in 1871 while the latter rose to
26 per cen‘3 ’

Whi ern economists explore this issue across the whole skill and schooling income
range, ecoMstorians have more limited evidence. Indeed, typically they have measured the
premium by usingihe wage rates of skilled in the building trades — masons, carpenters, bricklayers,
Wheelwrigts and such — relative to non-farm common labour.”* Such measures do not,

however, the value of schooling, literacy, and numeracy, but rather only to age and

experience tely, the Australian Colonial Blue Books report white collar annual pay by

occupation WhiC; arms us with better evidence, since they allow us to document the premium that

and nE

clerks and srofessionals got relative to the urban unskilled, and the conventionally measured skill

literate te white-collar employees got relative to illiterate and less numerate unskilled

labour. ere the behaviour between 1828 and 1867 of both the premium that white collar

premium, that is what skilled workers in the building trades received relative to urban common

gaps ber and bottom of the free labour earnings ranks, as well as between the middle and
the bott&HE

Talie 6 shows clearly that Australia was exceptional. First, mechanics, artisans, and other free

labour, usi om Coghlan on nominal daily earnings.”” Thus, our data speak to trends in the

skilled workers e;ed a much higher premium over male urban common free labour in 1828 (2.75

<

72 Butlin et al., ‘Statistical appendix’, Table A1, pp. 556—7.

73 Frost, ‘Urbanisation’, Tables 11.1 and 11.2, pp. 249, 250.

" The tradition is perhaps best illustrated by Phelps-Brown, Century of pay.
7> Coghlan, Labour and industry, vols. 1 and 2.
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times higher for carpenters in New South Wales) than in 1867 (1.57 times higher), a 43 per cent fall.”

This is also true when urban unskilled earnings are revised to include female domestics, as the skill
premiunm per cent, almost exactly the same fall as when the unskilled are restricted to male
common |a @ his quantitative evidence is consistent with the qualitative literature which reports
the complaimtssefiemployers and officials that skilled mechanics and artisans were hard to find in New
South Walhsmania in the first three decades of the nineteenth century.” So, no rising earnings

inequality @n that @count. Second, the premium received by clerks relative to urban common labour

C

fell over thegha, tury, 5.86 in 1828 to 3.42 in 1867, a 58 per cent fall. Again, no evidence of rising
earnings ianhird, and most telling, the premium received by top paid professionals — like
surgeons, surveyo; judges and colonial officials — fell dramatically from 25.64 to 6.47, a drop of 75
per cent. "‘ICil premium trends suggest that earnings inequality (among free labourers) did not

rise in the colonies between the 1820s and the 1870s. Indeed, it appears to have fallen.”

m [Table 6 about here]

A second index of changing inequality compares trends in GDP per worker (the middle of the
income distnE with trends in the annual earnings of unskilled free labour (near the bottom of the
income . Our evidence in Table 7 covers New South Wales over the five decades from the

1830s to thg 1870s, and it suggests that very little happened to the distribution of income in Australia

during these years of wool boom and gold rush, despite the large migratory flows of free settlers. The

average frqg m unskilled labour earnings are constructed from Coghlan’s work and refer to

® we areHIy one other study that explores the mid-nineteenth century premium of mechanics over
common labour in Australia (Thomas, ‘Evolution of inequality’, figure 6.1, p. 168). While Thomas uses only pay
ratios between ur skilled working class and common labour, and for only for 1840 onwards, he also finds
no evidence isj kill premiums.
7 The urban unskilled earnings series which includes female domestics is a weighted average of male and
female daily w $ffom Coghlan (Labour and industry, vols. 1 and 2), where the weights are based on labour

( rates by gender (from the censuses). Note that while the working class skill premium
h the same rate using either measure, the male/female urban unskilled wage ratio increased
een 1828 and 1867. Since the wages of women (e.g. domestics) were falling behind, it
served to raise earnings inequality. However, the female labour force share was much too small to influence
trends in total inequality.
78 Seltzer, ‘Labour’, p. 181.
” our findings are in line with those of Pope and Withers (‘Wage effects’, p. 258), who find that the ratio of
skilled over unskilled wages fell in Australia between 1870 and 1914, in contrast to the American experience.
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New South Wales.*® The ‘Australian’ GDP figures are from Matthew Butlin and his collaborators
when for the 1830s New South Wales included what became Victoria (in 1851) and Queensland (in
1859).% can deal with nominal or deflated figures, but those deflators require some discussion.
The impliator for GDP is likely to rise much faster over time than the CPI for ordinary
workersm Hememismwhy. Our Coghlan-based CPI is dominated by commodities since services do not
appear in \Lbudgets (except for house rents). Those with higher incomes in the middle of the

distributiomthad market baskets with higher proportions spent on services. Since services were labour-

C

intensive them, d since labour scarcity was on the rise in Australia, the GDP deflator should have

S

risen much faste®than the CPI for the unskilled. And so it did. The Coghlan commodity price data

imply a fall in the @PI by 14.6 per cent between the 1830s and 1870s, while the GDP deflator rose by

B

7.2 per centes

N

In any case, real earnings of the unskilled rose by 2.5 to 2.7 times over the five decades while

a

real GDP & er rose by 2.5 times. No evidence of rising inequality by that account. While
nomina orker rose faster than nominal unskilled earnings, 2.7 times versus 2.2 to 2.4

times, we deflated figures do a better job controlling for the likely bigger rise in the CPI for

V]

the middle income group than the CPI for those at or near the bottom. Once again, we see no evidence

of rising edhings or income inequality.

]

O [Table 7 about here]
: \
This sectio n the previous sections to construct annual estimates of the functional distribution
of income half-century, thus speaking to Australian inequality experience leading up to the

80 and industry.

: atistical appendix’.

8 Services loom largéin GDP. In 1825, they were 46% of Australian GDP, and in 1865, the figure was 57%
(Butlin et al., ‘Statistical appendix’, Table Al, pp. 556—7). Furthermore, much of it involves intermediates like
government, transportation, utilities, retail trades, and wholesale trades. In contrast, nineteenth century
working class budgets contained only house rents, haircuts, and the occasional funeral: perhaps only 15% of
total expenditures.

 Butlin et al., ‘Statistical appendix’.
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1870s. Table 8 documents the share of land rental income in GDP, r4/Y. Not surprisingly, the share
was very high in the early years of this frontier economy. Between 1828 and 1832, just fifteen years
after thewtains were penetrated, the land rent share in New South Wales” GDP was 34.7 per
cent, implunequal distribution of income. That income inequality was not necessarily
translated mtemwealth inequality since so much of the pastoral land was squatted land, not owned
land.* Twhs later (1848-52), the New South Wales share had plunged to 7.7 per cent, and it
was lower ‘ill in ’60, after the 1850s gold rush. The rental income share for all Australia remained
fairly stablggac he 1860s and early 1870s, around 2 per cent. A large part of the fall in the rental
share was (m rising labour scarcity (r/w: Table 2) and a good share of that rising labour scarcity
was due to the disi)pearance of the huge subsidy offered by cheap coerced convict labour.® But the

share also Cﬂ-farm sectors grew faster than the farm sector: the agricultural employment share

fell from a 841-45, 49 per cent, to 25.4 per cent in 1860, a figure that was only a little lower

across the early 1870s (Table 1).
ar that income was redistributed from the top to the bottom of the distribution
across this half-cC8fitury, and the levelling was massive. True, and as Thomas Piketty and others have

argued, n among those at the top may not behave the same way as does income share

accruing ttsll those at the top.*® Thus, Andrew Leigh has noted that ‘In 1844, the top 0.1 per cent
owned a w iig 17 per cent of the land and 11 per cent of the livestock’,” and earlier Mark

Thomas do d the spectacular rise in land concentration between 1821 and 1838.* But those

facts do ns necessarily speak to overall income inequality. Indeed, like in Australia the property

income shie n thiUnited States fell between 1800 and 1860 while wealth concentration rose among

those receip erty income.”
ﬁ [Table 8 about here]

Q’ﬁ quatters did own their sheep. We assume the land rents and prices reflected the value of
sheep grazingd@mithose acres.

® The subsidy is und@rstated to the extent that cheap convict labour also pushed down the wage of free
labour.

8 Piketty, Capital.

& Leigh, Battlers and billionaires, p. 22.

8 Thomas, ‘Evolution of inequality’, pp. 157-65

¥ Lindert and Williamson, Unequal gains, pp. 113-14.
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Although it is not reported in Table 8, the unskilled wages share can be easily calculated as

the sum of the annual earnings accruing to unskilled free labour, wfLf’Y, that is, the average unskilled

annual ear!ngs !wf) times the total free labour force (Lf) plus convict earnings (wcLc/Y).

Wi @ h the convicts at the bottom of the income distribution, whose share (wcLc/Y) was
a meagne hSmpemeent in 1828-32."" Their share rose marginally with their numbers over the early
years to a *cen‘c peak in 1840-4, and then collapsed with gradual ‘emancipation’ to zero in

1851. Whagi happgiied to the incomes of these ‘emancipated’ convicts? As they became free, they

%

could (and, ve up the income ranks in three ways. First, they could join the free unskilled

S

labour ranks as dOmestic servants, farm labour, or urban unskilled, jobs they had before but for which

U

they only receivedl§9 per cent (or even less) of free labour in the same jobs. In this, the most common

case, they to the free unskilled category with incomes on average 41 per cent or more than

I

previously, e gain much higher than the upward income jump received by emancipated black

slaves in t an South (about 30 per cent).”’ Second, if they had the skills they could move up

d

the ea s artisans, mechanics and skilled in the building trades, with incomes 3 to 4 times

higher than the nvict wages. Third, some with literacy and numeracy skills could become clerks

v

and oth lar employees, moving to the top of the earnings distribution. Not only did the

convict shage at the bottom of the income distribution disappear by 1851, most stayed at the bottom of

[

the free labg nks where they doubled their incomes but many of those ‘emancipated’ convicts
moved up @adder. Both outcomes served to promote a pronounced levelling in the earnings
distributio

N

killed labour share (wfLf’Y) rose from 64.6 per cent during the convict era we can

document ) to 70.2 per cent during a convict-free era at the end of our half-century (1861-

Ut

71).

g skilled labour’s income share ([ws-wus|Lfs/Y) presents two problems, the solutions

A

to which yie ittedly fragile estimates. Overall, we are more confident in estimated trends than

levels. First, we need to measure the skill premium itself, and then we need to tally up those who were

% welc/Y represents the share of convicts’ wage (wc) times convicts’ labour force (Lc) over GDP ().

! Lindert and Williamson, Unequal gains, pp. 159-64.
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‘skilled’. While our solutions to these two problems can certainly be challenged, we apply them

consistently across our half century.

Fimximate the skilled labour premium by taking the gap between clerks’ annual
earnings a an common labour, ws-wus, based on the Colonial Blue Books: in New South
H . .

Wales the !UO of the annual earnings of clerks to that of urban common labour fe/l from 5.86 in 1828
to 3.42 in 1841. Ayweighted average across a broader range of skills — including artisans at the bottom

of the skill

gs distribution, teachers in the middle, and doctors, judges, government officials

and othersfiat fhie White collar top — would be very difficult with the data currently available. By

S

focusing o illed wage premium received by clerks, we probably understate the average skill

U

premium tent that the excluded skilled above outnumber the excluded skilled below.

However, We doubt that a broader skilled labour calculation would produce very different long-run

£

trends in the income share, although it might well raise levels.

a

Sec measure the skilled labour employment share as the total labour force minus farm

workers omestics, and urban common labour divided by the total labour force. Our measure

of skill

]

ns is an upper bound, including as it does carters, janitors, seamen and others,

occupations which the 1828 census does not distinguish (although the 1871 census does). While our

r

measure d ent some economy-wide skilling across the half-century, it is surprising how

modest it W defined, the share of the New South Wales labour force ‘skilled’ rose from 35.6 per

cent at the sus to 37.1 per cent at the 1871 census. This slow skilling rate is consistent with

n

schooli ; from 1800 to 1870, Australian average educational attainment grew at a snail’s

{

pace.” w growth in skill supply was enough to beat an even slower growth in demand,

since the skill prenfium fell over the half-century.

Gl

e two problems solved, we can proceed with estimating the skilled income share as

A

the share o ur force skilled times the skill premium, or one minus the ratio of the annual wage

earnings of clerks relative to that of urban common labour. The results are presented in Table 8. The

% Madsen, ‘Australian economic growth’, figure 2.5, p. 45.
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skill premium was a very small share of GDP in 1828-32, 1.3 per cent, and it fell to less than 1 per

cent in 1856—60. It stayed almost the same in 1867-71. Clearly, the skill premium was not playing a

significant tl in explaining distributional changes across our half-century.

At ur half-century, Britain was committed to significant financial transfers to

I
New Soutl'ﬁ ales and Tasmania (labelled 7/Y in Table 8). But what Noel Butlin called the ‘legal fisc’
had compleggly dhanged by the end of our half-century, or even earlier: by the end of the period, the
colony (an te British capital) had assumed almost total responsibility for revenue and
expenditurwmmental operations and infrastructure development.” That is, local land, labour
and capitall eiving external subsidies (a negative entry in Table 8) from Britain. The transfer
took the fi ommissariat expenses related to the penal system, the Colonial Fund for policing,

defence, a! infrastructure, and Crown Land sales. The latter was a source of special tension between

Britain and mnis‘cs, each claiming the land and its sales revenue as theirs, Britain giving up its

claim by thi In any case, Table 8§ enters these transfers as a negative: thus, without the transfer,
all the ares would have fallen) share of GDP based on Butlin’s estimates, and those shares are
very bi our half-century:”* they were -25.07 per cent for 1828-32, down to -10.79 per cent

for 1846—50, and almost nothing thereafter.”

Th&l claimants share in Table 8 belongs to capitalists.”® Furthermore, most of the large
short run v, @ of GDP ends up in the residual since we have no evidence with which to document
short run unemployment or land rental (and mining) income booms and busts associated with that
volatility. Still, here is what it implies for the long run: the residual share averaged about 24.7 per cent

in the eH828—40, swelled to 40.8 per cent during the gold rush decade (1850-60), and

dropped down to 2.2 per cent in the 1860s (1861-71). Thus, the capitalist income share reveals only

Ul

3 Butlin, Colozi onomy, ch. 10.
1@ economy, table 10.2, p. 87.

disappearance of the initially large imperial transfer implies a fall in all shares up to 1850,
a bigger fall early and'a smaller fall late. Thus, for example, without the British transfer in the calculation, the
rental share drops from 28.1% in 1828-32 (when the transfer was very big) to a much lower 9.02% in 1846-50
(when the transfer was much smaller).
% Not quite. Since land rents does not include the returns to holding sheep and cattle, the residual does. We
have not attempted to separate out property income embodied in these flocks and herds, but we doubt it
would influence trends in the rental share or the residual.
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a modest upward trend over the half-century. However, we want to stress the great volatility in the
share: for example, it was negative during two mid-convict years 1831-32, very low (3.9 per cent)
during IMM at the bottom of the 1840s depression and very high during the gold rush 1850s
decade (40 @ ent). Although less dramatic, that volatility is shared by land rents, and our
discussion Ebevemabout wool exports and prices predicted that volatility in both (a very common
phenomenhost commodity exporters). That volatility is also consistent with decadal booms

and busts between 800 and 1870.”

VI

SC

It appears alia has undergone two episodic egalitarian levelling over the past two centuries,

U

both about entury in length. The first one, discussed here, covered the half-century from the

1820s to tH€ 1870s. The second one, which occurred between the First World War and the 1970s,”®

£

was witness ost OECD countries, since they shared the same exogenous political and global

d

shocks.” iscussed here was certainly not shared with Western Europe, or with their New
World , especially not with the United States. We know now that the United States rode up a

steep Ku rve from an egalitarian British colony in 1774 to an unequal modern society in 1870,

%

thus joining an unequal Western European club. And the United States income distribution is pretty

much the e today. Australia’s experience is exceptional since, while its GDP grew at a high rate,

1

the gains fi growth did not accrue disproportionately to a minority of squatters, landowners

¢,

and capitali e top. Indeed, their combined share fell significantly: the land rent and residual

capitalist siiare combined fell dramatically from 35.9 per cent 1828-32 to 29.1 per cent in 1867-71. In

i

additio that the convicts, 55 per cent of the labour force in the 1820s, moved up the

{

income lad y emancipated, doubling their incomes or more upon emancipation, and that there

U

were no co the 1870s. Thus, Australia’s income distribution moved in a direction opposite to

that of ed States. Part of this exceptionalism was driven by the emancipation of coerced

A

7 Madsen, ‘Australian economic growth’, figure 2.1, p. 31.
% Leigh, Battlers and billionaires; Atkinson and Leigh, ‘Top incomes’.
* Lindert and Williamson, Unequal gains, ch. 8.
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convicts and part of it was driven by the absence of the kind of early industrialization that overtook
the United States.

i ‘us! be said, however, that the work reported here speaks better to trends than to levels. In

the near fend to answer two ‘level’ questions as well: In the 1870s, how much more

egalitarian swassAmstralia than the United States and Western Europe? And was that difference pretty

much like i 9100

S
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Figure 1: #stralii and British interest rates, 1820—-1871
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Figure 2: Volatility in the Rental/Wage Ratio (»/w) and in Wool Prices Relative to the GDP Deflator
(Pw/Py).
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Notes: ines represent the trend component of each series, calculated using the Hodrick-
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Table 1: Pastoral and cultivated acres, total and agricultural labour force (1,000),
1828-1871

Total acres Labour Agricultural Agricultural

Year force (L labour force labour share A/L A/La
e © (La) (La/L)
N, Wales (including what would become Victoria and Queensland)
1828 41.47 19.700 0.475 56.82 119.60
1829 3,056 46.36 21.785 0.470 65.92 140.28
1830 ™ =¥ 51.25 23.823 0.465 77.33 166.39
1831 56.15 25.813 0.460 71.97 156.55
1832 12 61.04 27.758 0.455 67.49 148.43
1833 ‘4,200 ’ 65.94 29.657 0.450 63.70 141.63
1834 70.36 31.301 0.445 60.86 136.81
1835 , 74.78 32.907 0.440 58.38 132.67
1836 w 79.20 34.473 0.435 56.20 129.12
1837 93 84.05 36.188 0.431 53.99 125.40
1838 , 88.91 37.860 0.426 52.04 122.20
1839 93.76 39.493 0.421 50.31 119.43
1840 4.809 98.61 41.085 0.417 48.76 117.04
1841 , 103.47 42.638 0.412 47.38 114.98
1842 103.85 42.332 0.408 48.13 118.07
1843 104.24 42.027 0.403 48.88 121.25
1844 S, 104.63 41.724 0.399 49.65 124.51
1845 \ 105.01 41.422 0.394 50.44 127.87
1846 105.40 41.123 0.390 51.23 131.31
1847 5 105.79 40.761 0.385 52.04 135.06
1848 5 106.17 40.431 0.381 52.86 138.82
1849 106.56 40.103 0.376 53.70 142.69
1850 5,834 108.68 40.421 0.372 53.68 144.33
1851 5,948 152.47 56.045 0.368 39.01 106.12
1852 ¥i064 171.62 58.220 0.339 35.33 104.15
1853 , 193.50 61.778 0.319 31.95 100.07
1854 6,30 218.53 65.661 0.300 28.84 95.99
1855 & 247.19 69.903 0.283 25.99 91.92
1856 6 280.07 74.540 0.266 23.39 87.89
1857 , 322.55 84.820 0.263 20.71 78.74
1858 352.68 91.697 0.260 19.31 74.26
1859 6,942 385.80 99.175 0.257 17.99 70.00
1860 W 422.22 107.311 0.254 16.76 65.95
11 Australia (except Western Australia and Queensland)
1861 523.051 131.436 0.251 28.98 115.31
1862 530.963 130.047 0.245 31.57 128.91
1863 538.994 129.258 0.240 33.80 140.95
1864 % 547.147 128.475 0.235 35.63 151.75
1865 20,452 555.424 127.696 0.230 36.82 160.16
1866 21,719 563.825 126.922 0.225 38.52 171.12
1867 22,823 572.354 126.153 0.220 39.88 180.92
1868 24,843 581.011 125.388 0.216 42.76 198.13
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1869 25,673 589.800 124.628 0.211 43.53 206.00
1870 28,182 598.722 123.873 0.207 47.07 227.51
1871 30,143 607.778 123.122 0.203 49.59 244.82

Sources?y s (4) include pastures and crop land in New South Wales, Victoria, Tasmania,
South Austra and Queensland. They are from N. Butlin et al., ‘Colonial statistics’; Roberts,
Australian @ ement, pp. 24, 81, 106; Vamplew, Australians; and House of Commons Sessional
Papers. TheStetald@bour force (L) is the sum of convict and free workers. Convict data are from Butlin
et al., ‘Colonial statistics’, Table A3. Free data are from Withers and Perry, ‘Historical statistics’,
Table D'a the colonial censuses accessed at http://hccda.ada.edu.au. Agricultural Labour
Force (La) rived from agricultural labour force shares from the colonial censuses. See the data
appendix for details on how all the variables have been constructed.

{

H

CH

Author Manus
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http://hccda.ada.edu.au/

Table 2: Land values, rents, and relative land-labour scarcity, 1828-1871

Land values per  Land rents per

Unskilled labour average

Year acre £ acre £ (r) annual earnings £ (w) w/hv w/r
Nk South Wales (including what would become Victoria and Queensland)
1828 0.124 29.878 24.0 240.3
1829 0.149 29.961 20.1 201.1
1830 0.145 30.027 20.6 206.4
1831 0.142 30.082 21.2 212.4
1832 0.149 30.128 20.2 202.3
1833 0.120 30.166 25.0 250.4
1834 0.166 30.416 18.3 183.0
1835 0.212 30.633 14.5 144.5
1836 0.225 30.822 14.5 136.8
1837 0.235 31.603 15.2 134.5
1838 0.132 32.258 29.3 244.1
1839 0.134 32.814 24.4 244 .4
1840 0.330 35.698 13.0 108.1
1841 0.128 38.835 333 303.2
1842 0.132 42.248 32.1 321.1
1843 0.112 45.961 35.7 412.1
1844 0.107 50.000 33.6 466.1
1845 0.081 52.421 39.0 649.7
1846 0.129 54.960 25.6 427.4
1847 0.118 57.621 29.2 487.5
1848 0.097 60.411 37.3 622.4
1849 0.109 63.336 34.8 580.3
1850 0.125 66.403 31.8 529.7
1851 0.115 69.619 36.3 604.6
1852 0.169 72.990 259 4314
1853 0.259 76.524 17.8 296.0
1854 0.196 80.230 24.5 408.6
1855 0.114 80.587 423 370.8
1856 0.110 80.945 44.1 400.9
1857 0.140 81.305 34.8 248.0
1858 0.169 81.667 28.9 170.8
1859 0.104 82.030 44.5 425.6
1860 0.061 82.395 54.1 888.0
11 Australia except Western Australia and Queensland

1861 1.41 0.057 82.761 58.3 1027.9
1862 . 0.042 83.129 78.7 1860.9
1863 0.040 83.499 83.8 2100.9
1864 80 0.039 83.870 85.6 2182.2
1865 : 0.070 83.716 95.6 1364.9
1866 0.929 0.084 83.562 90.0 1067.0
1867 0.982 0.083 83.408 85.0 1018.1
1868 1.058 0.049 83.255 78.7 1597.5
1869 0.871 0.039 83.101 95.4 2433.5
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1870 0.740 0.044 82.949 112.1 2523.0
1871 0.843 0.051 82.796 98.2 1941.5

Sources: Land values per acre (v) are Crown land average sales prices from Taylor, ‘Land in
Australi“s, ‘Land values’; 1828—1837 uses the only available Tasmania series; 1837-1865
uses an acreageaweighted average of the only available Victoria and South Australia series; and 1865—
1879 uses @ oe-weighted average of New South Wales, Victoria, and South Australia. Land
rents per ache ; where the interest rate series (i) is bank lending rates in Figure 1. Unskilled
average .annual earnings (w) are from Table 5.

Author Manuscri
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Table 3: Relative land values trends 1830s—1870s

Annual earnings GDP Land values
common labour (w) per worker (y) per acre (v) w/hv y/r
1830s HIOO 100 100 100 100
1870s 237 270 112 212 241

Sources:
‘Statistical
deflate nominal GDP are from colonial censuses. Unskilled average annual earnings (w) are from

CoghlaIF,L d industry, vol. 1.
Notes: Lan@ values per acre are a weighted average of VIC & SA. Annual urban common labour
r

earnings a SW. The GDP figures are for ‘Australia’.

C

Table 4: W@0I indices, nominal and relative 1828-1871 (1861=100)

Year @l wool price index GDP deflator Relative wool price index
(Pw) (Py) (Pw/Py)
1828 s 76.9 97.4 79.0
1829 71.2 96.1 74.0
1830 53.8 76.6 70.3
1831 ! 78.8 74.0 106.5
1832 121.2 74.0 163.7
1833 75.0 81.8 91.7
1834 m 99.0 100.6 98.4
1835 107.7 100.6 107.0
1836 107.7 103.9 103.7
1837 128.8 101.3 127.2
1838 96.2 100.0 96.2
1839 98.1 125.3 78.3
1840 113.5 110.4 102.8
1841 119.2 100.6 118.5
1842 L 107.7 95.5 112.8
1843 84.6 74.0 114.3
1844 69.2 64.9 106.6
1845 90.4 70.8 127.7
1846 96.2 69.5 138.4
1847 ! 86.5 61.0 141.8
1848 88.5 59.1 149.7
1849 71.2 55.8 127.4
1850 H 71.5 64.9 119.4
1851 87.6 59.7 146.7
1852 93.2 76.6 121.6
1853 112.2 104.5 107.3
1854 108.7 124.0 87.6
1855 78.8 131.2 60.1
1856 88.5 111.7 79.2
1857 923 101.9 90.5
1858 71.2 114.3 62.3
1859 94.2 109.7 85.9
1860 107.7 98.7 109.1
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1861 100.0 100.0 100.0

1862 84.6 100.6 84.1
1863 88.5 98.7 89.6
1864 H 88.5 92.9 95.3
1865 80.8 89.6 90.1
1866 Q%.z 91.6 105.0
1867 00.0 87.7 114.1
1868 m pmmm 731 83.8 87.2
1869 65.4 83.8 78.1
1870 71.2 83.1 85.6
1871 57.7 83.1 69.4

Sources: PRges foereasy merino wool from Vamplew, Australians, p. 116. The GDP deflator is from
M. Butlin et af.," Statistical appendix’, Table A7.

or
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Table 5: Average Annual Earnings of Convict (wc) and Free Labour (wf), in £, and the Implied
Landlord Subsidy 1828-1850.

Free unskilled Convict Convict farm
nual Convict average  labour force  labour share Landowner
earnings annual earnings (000) (%) Subsidy (£)

Year

{

—& (wc) (Lo) (Lca/Lc) (wf~wc) Lea/r4
1828 17.63 10.88 0.48 21.61
1829 17.68 12.48 047 15.83
1830 17.72 14.35 0.46 14.24
1831 17.75 16.52 0.46 16.37
1832 17.78 19.04 0.45 17.43
1833 17.80 21.96 0.45 24.14
1834 17.95 24.71 0.44 19.26
1835 18.07 27.90 0.44 16.66
1836 18.18 31.58 0.44 17.33
1837 18.65 33.09 0.43 17.31
1838 19.03 34.93 0.43 32.18
1839 19.36 37.12 0.42 33.22
1840 21.06 39.67 0.42 15.23
1841 22.91 42.59 0.41 44.50
1842 24.93 36.57 0.41 39.25
1843 27.12 30.88 0.40 41.28
1844 29.50 25.49 0.40 37.39
1845 30.93 20.36 0.39 40.38
1846 32.43 15.45 0.39 19.56
1847 34.00 10.75 0.39 15.03
1848 35.64 6.22 0.38 10.77
1849 . 37.37 1.85 0.38 2.89
1850 66.40 39.18 0.55 0.37 0.76

Sources: A’acres, 000) are taken from Table 1, and rents per acre (») are taken from Table 2. Free
unskilled 1 rage annual earnings (wf) are from Coughlan, Labour and industry, vol. 1 for the

1820s, 1830, gh 1840s, and from House of Commons Sessional Papers for the 1850s, augmented by
Coughlan, @ nd industry, vol. 2, for urban common labour where necessary. Convict unskilled
labour averdgeaafual earnings (wc) = 59% of that of free labour, a figure estimated in Panza and
Williamson, ¢ lian exceptionalism’. Agricultural convict labour share (Lca/Lc) is assumed to be

the same agifor the total labour force, taken from Table 1.

Auth
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Table 6. Skill premiums 1828-1867

Annual earnings and daily wage ratios 1828 1867
Profession!s/urbg common labour 25.64 6.47
Clerks/urban common labour 5.86 3.42
Carpenters/gfbamgommon labour 2.75 1.57
Carpenters @ mmon labour

(including W6 2.82 1.66
Urban cemmenslabor/farm labour 0.71 0.86

Sources am The carpenter/urban common labour and the urban common labour/farm labour
ratios are daily wages from Coghlan, Labour and industry, vols. 1 & 2, where 1828 is an
average ofglie Os and 1867 an average of the 1860s. The urban unskilled earnings including
female do@e the weighted average of male and female daily wages, where the weights are
assigned ba male and female labour force participation, using census data. The other ratios are
based on arnings from NSW Colonial Blue Books for 1828 and 1867. The category
professionmverage of surveyors and surgeons’ earnings.

Table 7. Measuring the gap between the middle and the bottom 1830s—1870s
! New South Wales Australia
annual earnings Real annual earnings Real Nominal

nskilled unskilled GPDCP GI],?:P
All Non-farm All

1830s 1 100 100 100 100 100
1870s 2.17 274 251 251 2.70

Sources: R from Butlin et al., ‘Statistical appendix’, Table Al, pp. 555-8. Labour force
1841-1 tlin et al., ‘Statistical appendix’, Table A2; 1828—-1841; for NSW: Withers and
Perry, ‘Historical statistics’; linked wages and CPI from Coghlan, Labour and industry, vols. 1 and 2.
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Table 8: Australian Functional Shares (%) 1828-1879

Annual earnings British Residual
Year Land rent Convict Free Free skilled imperial claimants:
_ wolessed)  unskilled unskilled transfer  capitalists
ch/Y) WILYY)  ([ws-wus] Lfs/Y) (777)
) § ales (including what would become Victoria and Queensland)
1828 m 25n0imm 16.4 70.39 1.35 -29.51 16.30
1829 4.02 16.5 68.27 1.29 -31.23 11.15
1830 : 17.0 66.49 1.24 -23.28 0.10
1831 i 18.8 68.94 1.27 -20.89 -4.90
1832 0 21.5 72.42 1.31 -20.44 -13.81
1833 26. 20.3 61.97 1.10 -16.11 6.48
1834 m 15.7 44.33 0.78 -14.81 28.75
1835 13.3 34.12 0.59 -16.86 44.42
1836 14.2 32.69 0.56 -20.99 48.72
1837 a 15.6 36.68 0.61 -18.33 38.46
1838 ' 16.6 39.08 0.65 -31.84 60.27
1839 16.3 37.93 0.62 -24.60 55.39
1840 2.91 17.3 39.24 0.63 -20.06 29.98
1841 . 23.0 50.11 0.79 -29.28 40.59
1842 22.4 62.96 0.98 -18.73 16.21
1843 3. 20.0 72.33 1.11 -12.17 5.18
1844 3 16.6 78.69 1.19 -11.41 2.61
1845 12.2 77.15 1.14 -11.74 12.99
1846 94 83.49 1.22 -11.29 4.15
1847 6.5 87.43 1.26 -11.75 5.02
1848 34 82.94 1.18 -8.40 12.57
1849 . 1.0 88.68 1.24 -9.36 9.16
1850 ﬂ 0.3 83.79 1.15 -13.17 18.45
1851 103.78 1.40 -12.62
1852 4.0 44.04 0.59 51.37
1853 @ 35.47 0.47 59.81
1854 2.92 37.17 0.48 59.43
1855 44.41 0.57 53.20
1856 1.71 48.36 0.61 49.33
1857 . 51.41 0.63 4591
1858 M 54.84 0.67 42.05
1859 56.02 0.67 41.88
1860 0.80 58.45 0.69 40.06
All Australia (except Western Australia and Queensland)
1861 1 64.13 0.75 33.77
1862 68.32 0.78 29.74
1863 72.49 0.82 25.47
1864 1.26 72.53 0.80 25.41
1865 2.35 73.62 0.80 23.22
1866 2.81 70.15 0.76 26.29
1867 2.94 72.01 0.76 24.29
1868 1.80 69.89 0.73 27.57
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1869 1.42 68.36 0.70 29.51

1870 1.72 67.78 0.69 29.82
1871 2.21 72.80 0.73 24.27
Sources“, see Tables 1 and 2; Annual earnings, see Table 5; imperial transfers: from Butlin,

Colonial eco table 10.2.
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