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Reasons for different living standards between different 
countries 

• Political	stability.	Countries	with	a	recent	history	of	war,	more	likely	to	
have	economic	poverty	

• Levels	of	education.	Countries	with	low	levels	of	education,	stuck	with	
labour	intensive	primary	sector.	Countries	with	more	skilled	labour	able	
to	command	higher	wages.	

• Savings	and	investment.	Higher	levels	of	savings	enable	firms	and	
government	to	invest	in	increasing	productive	capacity.	

• Tax	collection.	Higher	tax	collection	enables	public	investment	and	also	a	
basic	welfare	state	which	can	support	people	in	periods	of	unemployment.	

• Levels	of	corruption.	Countries	with	high	levels	of	corruption	and	
criminality	tend	to	have	lower	economic	welfare.			

• Openness	of	economy.	Countries	which	have	opened	their	economies	to	
trade	and	have	good	trade	links,	have	seen	a	rise	in	living	standards	in	
recent	decades.			

Causes of inequality within an economy 
	

1. Inequality	in	wages	and	earnings	growth.	Workers	with	high	levels	of	
skills	will	be	able	to	gain	higher	wages.	However,	those	with	low	skills	
will	find	themselves	in	low	paid	jobs		

2. Unemployment.	High	levels	of	structural	and	long-term	unemployment	
are	one	of	the	biggest	cause	of	poverty	–	especially	when	there	is	limited	
state	support	for	those	who	are	poor.	

3. Inequality	of	wealth.	Households	who	own	a	house	may	be	better	off	
because	they	don’t	have	to	pay	expensive	rents.			

4. Discrimination.	Within	an	economy	one	group	of	society,	e.g.	immigrants	
or	women	may	have	fewer	rights,	opportunities	and	gain	a	lower	income.	

5. Geographical	inequality.	In	countries,	some	areas	can	become	relatively	
wealthy,	whilst	others	get	stuck	in	low-income.			

6. Differences	in	education	and	training,	leading	to	unequal	job	
opportunities.	

7. Tax	and	benefit	systems,	which	may	be	more	or	less	redistributive.	

5.2 Poverty  

• Absolute	Poverty:	This	measures	the	number	of	people	living	below	a	
certain	income	level,	which	is	necessary	to	be	able	to	afford	basic	goods	
and	services.	

• Relative	Poverty:	This	occurs	when	the	income	of	a	household	is	low	
compared	to	others	
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o One	definition	of	relative	poverty	is	income	below	50%	of	the	
national	average.	

• If	a	country	experiences	a	rise	in	real	income,	then	it	is	likely	to	cause	a	
fall	in	absolute	poverty	–	so	long	as	the	poorest	gain	some	increase	in	
income.	

• However,	economic	growth	might	not	necessarily	reduce	relative	poverty	
–	if	the	rich	gain	a	more	rapid	increase	in	income.	

Causes of poverty 

The	main	causes	of	relative	poverty		

1. Inequality	in	wages	–	low	skilled	workers	stuck	in	low	paid	jobs	
2. Unemployment	and	long-term	economic	inactivity.	This	will	lead	to	no	

wage	income	and	reliant	on	benefits	
3. Environmental	factors,	such	as	High	living	costs.	In	particular,	high	

housing	costs	can	push	people	into	effective	poverty.	
4. Old	age	and	lack	of	suitable	pension.	Similarly	young	people	with	large	

student	debt	and	high	housing	costs	may	also	experience	relative	poverty.	
5. Ill-health	and	lack	of	social	security	payments	or	health	care.	Ill	health	is	

also	likely	to	cause	difficulties	in	gaining	employment.	

Policies to reduce poverty 

1. Means-tested	welfare	benefits	to	the	poorest	in	society;	for	example,	
unemployment	benefit,	food	stamps,	income	support	and	housing	benefit.	

2. Minimum	wages.	Regulation	of	labour	markets,	for	example,	statutory	
minimum	wages.	This	increases	the	income	of	the	lowest	paid.	

3. Free	market	policies	to	promote	economic	growth	–	hoping	that	this	
will	lead	to	rising	living	standards	that	will	filter	to	the	poorest	in	society.	

4. Direct	provision	of	goods/services	–	subsidised	housing,	free	education	
and	healthcare.	

5. Improved	education.	Better	education	and	training	enables	workers	to	
gain	skills	and	qualifications	which	gives	them	a	better	chance	to	get	a	job	
and	therefore	reduce	unemployment.	

6. Progressive	taxes.	To	pay	for	benefits,	education	and	health	care,	the	
government	can	put	higher	taxes	on	high	earners.	

Evaluation of policies to reduce poverty 

1. Incentives.	Policies	such	as	welfare	benefits	can	reduce	poverty,	but	may	
weaken	work	incentives	if	they	are	too	generous.	

2. Time.	Education	and	training	reduce	poverty	in	the	long	run,	but	they	
take	time	to	have	an	effect.	

3. Unemployment	Minimum	wages	can	raise	incomes	for	the	poor,	but	may	
increase	unemployment	if	set	too	high.	


