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Income inequality

• Last week asked about governments 
redistribution Australia v USA v World 

• https://ourworldindata.org/grapher/tax-
reduction-in-income-inequality?
country=DNK+FRA+GBR+USA+AUS 

• https://ourworldindata.org/income-inequality 
• https://www.gapminder.org/tools/

#$state$time$value=2018;;&chart-type=mountain
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Is Inequality Getting Worse?



Australia has slightly better redistribution 
than US



Background: We are just before 1788 

• The industrial revolution in Britain underway 
• James Watt has just invented a steam engine that 

rotates continually 
• Many important machines for cloth fabrication have 

just been invented (like spinning jenny, water frame and 
others) 

• Gas lighting has yet to be invented (1792)  
• Industrial Revolution has long way to run Bicycles 

(1817) cars (1885) and lightbulb (1900) still to come 
• Indoor plumbing, electricity to the house not until 

much later (1850s start: in 1945 still half without) 



Captain Cook 1770 Captain Phillip 1778

Janszoon 1606 
Torres 1606 
Hartog 1616 

Thijssen 1627 
Tasman 1642 
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Entering Port Jackson

• Botany Bay. 'Sirius & convoy going in: Supply & agents division in the bay. 21 January 
1788.' William Bradley, watercolour from his journal ‘A Voyage to New South Wales’, 
1802+. State Library of New South Wales, [Safe 1 / 14].



Settlement

• Between January 18th and 26th 1788, the first fleet landed in 
Botany Bay 

• 11 ships, about 756 convicts, 550 officers, marines and crew 
with families 

Edmund Le Bihan (1836-1921)



Labour

Embarked at Portsmouth 
* Officials and passengers: 15 
* Ships' crews: 323 
* Marines: 247 
* Marines wives and children: 46 
* Convicts (males): 582 
* Convicts (females): 193 
* Convicts' children: 14 
* Total embarked: 1420

Landed at Port Jackson 
* Officials and passengers: 14 
* Ships' crews: 306 
* Marines: 245 
* Marines wives and children: 54 
* Convicts (males): 543 
* Convicts (females): 189 
* Convicts' children: 22 
* Total landed: 1373



Things brought to Australia
Capital Food
1 Canvas house for Gov Phillip Seeds
10,000 bricks Fruit trees
747,000 nails 200+ fowl
700 hoes 5 rabbits
700 spades 44 sheep
40 wheelbarrows 19 goats

32 hogs
4 cows
1 bull



What Did the Settlers See?

• Governor Phillip observed in 1789 that  the 
forest trees grew at least twenty to forty feet 
from each other and there was very little 
undergrowth. 

• The first Europeans were reminded of the 
manicured parks of England.



• Sydney Cove. William Bradley, From ‘A Voyage to New South 
Wales’, 1786–1792. Mitchell Library, State Library of New 
South Wales



Sketch and description of the settlement at Sydney 
Cove, Port Jackson. Francis Fowkes, 1788. 



Aboriginal Economy

• Aboriginals had lived here at around 40,000-65,000 years 
• Estimations of number of indigenous people in 1788 is 300,000 to 

1,000,000 (very low number) 
• Hunter and gatherer economy (no agriculture like Maori in NZ) 

– So no initial technologies 
– No physical capital accumulated 

• Compared to other indigenous populations not densely settled 
• (as India, e.g.) 
• No defence against invaders (no treaties such as in other 

countries, Waitangi) 
• No defence against disease.



Native Title

• Philosopher John Locke: Who owns land?  You 
own your self; you own labour.  When a person 
works, labour enters product. You own the 
product.  

• Since indigenous tribes did not improve land, 
did not own it. 

• Captain Cook aware Australia inhabited, but no 
agriculture, structures, property ownership 

• So deemed land amenable to possession



Aboriginal Resistance
• Aboriginal reactions to British 

settlers were often hostile  

• Colonisers led to competition 
over resources, and to the 
occupation of Aboriginal lands  

• European diseases decimated 
Aboriginal populations  

• Occupation or destruction of 
lands and food resources led to 
starvation 

• (Photo of Yagan, Aboriginal 
fighter in early Perth)







Aboriginal Economy

• Some scholars now argue that there is 
evidence of the early practice of both 
agriculture and aquaculture by Aboriginal 
people  

• The first white settlers documented how 
Aboriginal people built homes, villages, parks, 
dams and wells, selected seeds for harvesting, 
ploughed fields, irrigated crops and preserved 
food in vessels (Bruce Pascoe, Dark Emu)



Source: https://www.britannica.com/topic/Australian-Aboriginal

https://www.britannica.com/topic/Australian-Aboriginal


• Baudin expedition, which encountered a settlement on the tip 
of Peron Peninsula, Shark Bay, Western Australia on 18 March 
1803



Impact of Aboriginal Economy on Settlers

• Were Aboriginals hunter-gatherers? 
• No agriculture or production capital to steal 
• Negative for settler economy: Nothing to start 

with 
• Positive: Lots of incentives to accumulate 

capital



Impact of Aboriginal Economy on Settler 
Economy

• South American story of colonialism was not to 
be repeated 

• If there is output such as gold or other things 
produced by indigenous population, then 
stealing this output and maybe slavery is a 
profitable course of action 

• without any incentive to build up an own 
economy



Impact of Aboriginal Economy on Settler 
Economy

• Land as important input that could be 
stolen, ... 

• ... and it was stolen. 
• Due to lack of settlements and small 

organisational units no real defence 
• Some of the land was ideal pastoral land 
• Probably also because of many years of 

firestick farming by Aboriginals



Joseph Lycett (1774-1828), convict and artist  
National Library of Australia



Impact of Aboriginals Once Settler 
Economy had Started

• Some Aboriginals participated in the labour market 
– trackers, guides 
– domestic help 
– shepherds, stockmen (vital in the north in the 19th century) 
– whalers and sealers 

• Percentage of participation is not known 
• Early high participation rate later became lower and lower 
• (reduction in numbers and increased number of Europeans) 
• GDP per capita was overstated as Aboriginals were not 

counted



Aboriginal Contribution

•  As early as March 1856 Melbourne’s Argus 
clearly decried the position of the Indigenous 
population in south-east Australia: 

• “We assert that under present circumstances 
this country has been shamelessly stolen from 
the blacks. We have made them outcasts on 
their own land, and are rapidly consigning 
them to entire annihilation.” 



Aboriginal Contribution

• Despite the violence committed against Victorian 
Aboriginal people by Europeans, Aboriginal workers 
were common in the Western District, often 
indentured as stockmen and labourers 

• “Colonialism is also strangely creative as well as 
being destructive … Many [Aboriginal people] have 
voyaged into the new cross-cultural world, exploring 
the possibilities and flexibilities of the Aboriginal-
European interface to create new cultural forms.” 
Richard Broome (1995)



Government House

• In January 1788 Governor Arthur Phillip lived in a 
prefabricated tent until in the convicts built him a 
home made from bricks and other materials 
imported from Britain. 

• The house was demolished in 1845 after a new 
government house was completed (also built by 
convicts) but footings of the original building can be 
seen at the Museum Of Sydney, built on the site of 
Sydney’s first Government House.



First Government House



First Government House  
by John Eyre



A view of the Governor’s House at Rosehill, in the township of 
Parramatta, 1798

• Edward Dayes, after Thomas Watling



Oldest surviving Convict-built building 
 Old Government House in Parramatta 1790-1856



A direct north general view of Sydney Cove ... 1794

• Dixson Galleries, State Library of New South Wales



A Western view of Sydney Cove

• Edward Dayes after Thomas Watling C1798



A View of Sydney Cove, New South Wales, 1804. 
Handcoloured engraving and aquatint.  

Edward Dayes after Thomas Watling



Why Settle Australia?

• England’s plan: found a colony to stake claims vs the French 
• Nobody wants to do it. So use force and take convicts. Also it 

solves the problem of over-crowding prisons at home 
• Between 1788 and 1868: 160,000 convicts sent to Australia 
• Free immigrants only became important from the 1820s on 
• Convicts were selected by age (younger), gender (more male) 

and condition (only healthy) 
• This was deliberate as starting a colony would require lots of 

hard physical work 
• Not many dependent people could be sustained



Type of Economy

• Command economy with a governor, military style 
• Typically one would expect large inefficiencies 
• But, military officers soon became entrepreneurs 

(“market forces”) 
• Think of the convict-labour market as one of the 

coercive labour systems on a continuum 
• (extreme: slavery, serfdom, convicts, other extreme: 

indenture, apprenticeship)



Dual Labour Market

• Convicts had rights, sentence was fixed, some gang 
labour, sometimes tasks 

• Often when task was done convicts could work for 
private employers 

• Sometimes also assigned to an employer (small 
farmer or later stockmen, pastoralists) 

• Dual labour market: 
– Government market (convicts) 
– Free labour market (convicts in free time, assigned 

convicts, emancipists, later free immigrants)



Skill Base of Convicts

• The human capital was appropriate for task at hand 
(many construction workers, manual tasks) 

• It is not the case that the convicts were unskilled 
criminals 

• Many were sent for very minor crimes 
• Some were sent for political reasons 
• Literacy of convicts approximately on the same level 

as in England 
• Skill base similar to that in England



Convict Labour Productivity

• Labour productivity relatively high due to matching of skills 
and tasks 

• So the A in Y/L = A  f (K/L, 1), was quite high 
• Labour demand in government market could be regulated by 

shipments and by leave passes 
• Leave passes also as incentive mechanism 
• Incentives for employers not to be too harsh (legal action was 

possible) 
• Some problems with shirking and high cost of supervision 
• But most were “profitably employed”



Survival of Early Settlement

• Probably largely due to command economy 
• Coercion (people might have left otherwise) 
• Selection led to high workforce participation rate 

(normal settler mix might not have been viable) 
• Satisfactory level of productivity 
• Flexibility allowed for emergence of private market 
• No lock-in of growth-retarding institutions



Convict Labour



Australia’s Industrious Convicts

https://australianarchaeologicalassociation.com.au/australias-industrious-convicts/

https://australianarchaeologicalassociation.com.au/australias-industrious-convicts/


Convicts Built Road to West

• Convict labour was used to build Cox’s Road 
and, thus, open up the Central West of New 
South Wales. The road was completed in 1813. 

• Not sure accurate description of labour 
• But finding grazing land like “gold” to settlers





Convicts Building the Road over the Blue Mountains

Source: Charles Rodius 1933, National Library of Australia



The Convict Economy

• After a bit of a struggle the early settlement became 
self-sufficient with respect to food 

• Without import of things they could not make 
themselves growth would have been extremely slow 

• Lack of capacity to import was a huge barrier to growth 
(low k in Y/L = A  f (K/L, 1)) 

• While credit and subsidies help in the short-term, in the 
long-term you need to have something to trade 

• For about quarter of a century they did not have 
anything to trade 

• Only extensive growth with immigration (L and Y goes 
up but Y/L stays constant)



• https://www.sciencedirect.com/science/article/pii/S0959378016300231#fig0005

https://www.sciencedirect.com/science/article/pii/S0959378016300231#fig0005




The Big Merino



Merino Sheep

• 26 Merinos Introduced from Cape of Good 
Hope in 1797 

• Better suited to Australian environment 
• First fleece sold to England in 1807 
• 1822 exported 7,000 kilos in barrels 
• Sold for 124 pence per pound 
• Worth over $1m in today’s dollars



Building Capacity to Import

• Special properties of wool: 
– High value to bulk and weight ratio 
– Non-perishable 
– High quality and low production cost compared to 

competitors (Germany) 
– Does not need to be refined before shipping 
– Can over-come tyranny of distance (Exception to the rule, 

e.g. of gravity models) 

• First commercial shipment worth £8000 
• Result: from 1820 on wool paid for imports



Wool Boom

• 1815 England getting wool from Spain & 
Germany 

• 1849 Australia No.1 with 16,300 tonnes 
• Initially not washed 
• Not fenced until gold boom 
• Invented wool presses; hand shearers



Early Institutions

• Military officers became entrepreneurs, traders, landowners 
an speculators 

• Huge risk of corruption, conflict of interest and abuse of power 
• But transition to a functioning market economy took place 

with the help of Government store (military trading institution) 
• Makeshift currencies (rum, stamped over foreign coins, etc) 

solved liquidity shortage but not shortage of sterling 
• Bank of NSW (1817) functioning financial sector 
• Imperial currency reform (1825) sterling exchange standard 

and foundation of Australian pound



Subsidies from British Government
• Lots of in-kind contributions in the beginning to establish self-

sufficiency 
• Convict labour was given to officer entrepreneurs an emancipists 

(with below market wages) 
• Land was owned by the crown but “squatters” did not pay 
• No records, but estimates by Noel Butlin that before 1820  subsidies 

were more than half of GDP 
• So when population was still small (30,000 in 1820) Britain was 

bolstering wellbeing (GDP per capita close to Britain) 
• This kept the K/L in Y/L = A  f (K/L, 1) reasonably high 

• Only after the 1820s with the expansion of pastoralism, Australia 
became fiscally self-sufficient



Adelaide was convict free



Conclusion 1788-1820

• The settler economy basically started from scratch 
• For a new colony far away and in a very hostile area a convict-

command economy was reasonably favourable for growth 
• Mix of public-convict and private labour market worked well at 

regulating labour demand and supply 
• Appropriate incentives for diligent behaviour and reasonable 

treatment of convicts (with and without leave passes) 
• By 1820 little colony of NSW has achieved a relatively high 

income per capita (not too far off Britain’s) 
• Lots of the early wellbeing was due to subsidies from Britain



The Birth of the Agriculture Industry in Australia

• Three months after the arrival of the 'first fleet' in 
January 1788, the livestock in the colony consisted of 
seven horses, seven cattle, 29 sheep, 74 pigs, five rabbits, 
18 turkeys, 29 geese, 35 ducks and 209 fowls (Year Book 
Australia 2001, 1301.0). 

https://www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/1301.0Main+Features12001
https://www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/1301.0Main+Features12001


Innovation in Farming

• Inventions allowed Australia to be 
among the most productive and 
efficient primary producers in the 
world.  

• The stump jump plough allowed 
farmers to till soil still holding tree 
roots  

• The header harvester gave farmers 
the opportunity to harvest crops 
on broader acreages  

• New strains of drought and disease 
resistant wheat enabled the 
expansion of wheat growing into 
the drier inland regions



Barbed Wire
• Late 1867 John Gates build a wire fence pen 

in San Antonio, US. Put the wildest longhorns 
in it.  Could not get out. 

• Advertised as the “Greatest Discovery of the 
Ages” 

• Allowed settlers to control their land given 
under the Homestead Act in US.  Gave 160 
acres if build a home.




