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2010 Household Incomes Report:
Background and Summary of Key Findings
What is the Household Incomes Report and what period does it cover?

· The 2010 Household Incomes Report provides information on the material wellbeing of New Zealanders as indicated by their household incomes from 1982 to 2009.  

· The findings are based on analysis of data from Statistics New Zealand’s Household Economic Survey (HES).

· The latest information is based on the 2008-09 HES (Income).   Interviews were carried out from July 2008 to June 2009, and the income question asked about incomes for the twelve months prior to the interview.

· The latest findings reflect the full implementation of the WFF package, some of the impact of the October 2008 tax cuts, and a little of the impact of the April 2009 tax changes.   

· The impact of the 2008-09 recession on household incomes is only partly captured in the 2008-09 figures because (a) the incomes of the bulk of New Zealand households were not affected immediately by the recession – there is a lagged impact, and (b) those interviewed early in the survey period were reporting their incomes mainly for the pre-recession period.

What types of information does the report provide?

· Long-run trends (usually 1982 to 2009) for:

· household incomes

· income inequality

· income poverty rates (proportions below various low-income thresholds)

· children in workless households

· housing costs relative to incomes

· sources of income for older New Zealanders

· Relativities between various population groups (eg by age, household type, hours worked)
· which groups are most at risk? 
· which groups make up the largest proportion of those identified as ‘in poverty’?
· Short-run changes in income poverty and inequality
· some care is needed in drawing definitive conclusions from relatively small changes from one survey to the next, especially for smaller subgroups
· the findings are more robust for longer-run trends and subgroup relativities
· International comparisons which locate New Zealand relative to EU nations and other OECD nations on income-based poverty and inequality measures


The income measures used in the report

· The income measure used is household after-tax cash income for the previous twelve months, adjusted for household size and composition.  This is referred to as equivalised disposable household income.

· Household income is used as a measure of a household’s material wellbeing or living standards. The approach is well established internationally and produces very useful findings on trends in relative material wellbeing over time and between different subgroups.

· A household’s after-tax income is affected by a range of factors: wage rates, hours worked by the adults in the household, rates of social assistance, returns on investment, personal income tax rates and tax credits for families with children.

Incomes before and after deducting housing costs (BHC and AHC)

· The report uses household incomes both before and after deducting housing costs (BHC and AHC respectively), especially for poverty measurement.  Those with the higher housing costs have less ‘residual income’ (AHC) for other necessities (food, clothing, transport, heating and health care) and, especially for those with lower incomes, have noticeably more constraints on their living standards.  

· Housing costs are, in the short term at least, a fixed cost that households have to meet.  The AHC income measure is therefore important for a central goal of the report, which is to assess and report on differences in material wellbeing across different groups, using household income as the indicator.  The AHC measures allow more sensible comparisons between groups with quite different housing costs but similar BHC incomes.  

Poverty measures used in the report

· Poverty in the richer nations is about relative disadvantage – it is about households and individuals who have a day-to-day standard of living or access to resources that fall below a minimum acceptable community standard. 

· This report uses household income as an indicator of resources available to households.  The low-income thresholds or poverty lines used (50% and 60% of median household income) are widely used in the EU and OECD nations.

· The report uses two quite different ways of updating the low-income thresholds or ‘poverty lines’ over time and reports trends using both approaches.  

· The ‘fixed line’ approach maintains the real value of a given poverty line by adjusting it each survey with the CPI.  On this approach a household’s situation is considered to have improved if its income rises in real terms, irrespective of whether its rising income makes it any closer or further away from the middle or average household.  

· The ‘moving line’ or ‘relative’ approach sets the poverty line as a proportion of the median income from each survey so that the threshold changes in lockstep with the incomes of those in the middle of the income distribution.  On this approach the situation of a low-income household is considered to have improved if its income gets closer to that of the median household, irrespective of whether it is better or worse off in real terms.

· For the fixed line approach a reference year has to be selected to set the value of the poverty lines in real terms.  In previous reports the reference year has been 1998.  Median household incomes increased 27% in real terms from 1998 to 2009, thus making the 1998 benchmark unrealistically low for 2009 and future years  Starting with this report, the benchmark year has been updated to 2007.  No further change should be needed for several more years.

· The change of reference year from 1998 to 2007 impacts on poverty rates based on fixed line measures (raises past poverty rates as the poverty lines are higher in real terms), but makes no difference to moving line rates.

· The report takes ‘fixed line’ measures as the more fundamental in the sense that they reveal whether the incomes of low-income households are rising or falling in real terms.  Whatever is happening to the incomes of the ‘non-poor’, if more and more people end up falling below a ‘fixed line’ threshold, then in the population at large there is likely to be wide concern about increasing poverty.

· ‘Moving line’ measures are also important as they provide an indication of trends showing the distance between low-income and middle-income households.  This focus gives information relevant for better understanding social cohesion and inequality in the lower half of the income distribution.

Understanding the impact of changing incomes and changing housing costs on measured poverty rates

Figure S.1 can assist with interpreting changes in poverty rates over time on the different measures.  The left-hand column gives the three main factors that can affect poverty rates over time.  It is often the case that from one time period to another more than one of these factors changes.  The other four columns indicate the direction of the resultant impact on poverty rates using these different measures.
Figure S.1

Impact of changes in the median, low incomes and housing costs on different poverty measures
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Summary of Key Findings 


1
Household incomes (BHC) rose in real terms for all income groups from 2007 to 2009, continuing the steady growth that began in 1994

· median household income grew by just under 9% in real terms from 2007 to 2009

· the growth was relatively even across all income groups

· this more even growth for all income levels for 2007 to 2009 contrasts with the changes from 2004 to 2007 when incomes below the median grew more quickly than incomes above the median – the only period in the last 25 years in which this has happened (the Working for Families (WFF) impact)

· median household income grew 46% in real terms from the low point in 1994 to 2009

· the growth in median income from 1994 to 2009 was stronger for Maori (56%) and for Pacific (78%) than for the population as a whole (46%).

2
Income inequality increased significantly between 1988 to 2004, then fell from 2004 to 2007 as a result of the WFF package, and was still around the same level in 2009 as in 2007

· income inequality grew very rapidly from 1988 to 1992, followed by a slower but steady rise through to 2004

· from 2004 to 2007 inequality fell mainly as a result of the WFF package

· inequality remained much the same from 2007 to 2009 – the 80:20 ratio declined slightly and the Gini rose slightly

· in 2009 a household at the 80th percentile had an income 2.5 times that of one at the 20th percentile, compared with 2.2 in 1986

· compared with other OECD countries in 2004 (latest available comparison), New Zealand’s household income inequality was a little above the OECD median and similar to Ireland and the UK (2004)

· on the latest information available for comparison, inequality in New Zealand is very close to Australia’s (2008)

3
The proportion of households with high OTIs is around the same in 2009 (27%) as in 2007 (26%), although for children the rate has risen 

· 27% of households had high OTIs in 2009, up from 24% in 1998 and 11% in 1988 (Figure S.2)

· this rising long-run trend applies to all income groups, but high OTIs are of particular concern for low-income households as this can mean there is insufficient income left to properly meet other basic needs such as food, clothing, transport, medical care and education

· in 2001, 42% of households in the lowest income quintile had high OTIs, but this fell to 34% by 2004 reflecting the introduction of income-related rents, and has remained steady since then (33% in 2009)

· the proportion of households with high OTIs in the second lowest income quintile rose from 27% in 2001 to 34% in 2009, very close to the 2009 figure as for the lowest quintile

· in 2009, 37% of children lived in households with high OTIs, a rise from 32% in 2007, and 26% in 2004 – the 2004 figure was the lowest proportion for some time, following the introduction of income-related rents in 2001 (when the proportion with high OTIs was 32%)

· in 1988, the rate for children was 12% 

Figure S.2

Proportion of HHs with housing cost OTIs greater than 30%, by income quintile
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4
Population poverty rates continued to fall from 2007 to 2009 using fixed line measures, but remained much the same on moving line measures

· using the AHC fixed line measure (60% of median), the poverty rate for the population as a whole fell from 2007 (18%) to 2009 (15%), continuing the downward trend that began from 1994 (29%) – the 2009 rate was close to the rate in the early 1980s (13-15%)

· the trend using the fixed line measure indicates that the average AHC income for low-income households is higher in real terms in 2009 than in 2007, much higher in 2009 than in 1994, but about the same as it was in the early 1980s

· housing costs were a much greater proportion of HH income for low income HHs in 2009 than in 1982 – this increase cancelled out the gains in BHC incomes for low-income HHs, leaving fixed line poverty rates much the same in 2009 as in 1982

· using the AHC moving line measure, the population poverty rate remained steady at 18% from 2007 to 2009, much the same as it was through the mid 1990s, but double what it was in 1984 (9%)

· the trend using the moving line measure reflects a different notion of poverty – for the moving line measure the focus is on how well low-income HHs are faring relative to the median rather than relative to a fixed benchmark

· since 1994, AHC incomes for low-income HHs have risen at about the same rate as the rise in the median, thus producing no change to the moving line poverty rate from 1994 to 2009 (steady in the 18% to 20% range).

Table S.1: 

Population poverty rates (%) on four measures
	
	AHC
	BHC

	
	AHC ‘fixed line’ 50%
	AHC ‘fixed line’ 60%
	AHC ‘moving line’ 60%
	BHC ‘moving line’ 60%

	1994
	22
	29
	19
	15

	1998
	17
	25
	18
	16

	2001
	18
	25
	20
	18

	2004
	16
	22
	20
	21

	2007
	13
	18
	18
	18

	2009
	11
	15
	18
	18


Notes: 
(1) 
The BHC 60% moving line measure is the one used by the EU – the median EU population poverty rate in 2008 was 16% on this measure


(2)
The rising rate from 1998 to 2004 on the BHC measure reflects the fact that median household income increased much more rapidly than low incomes did in the period – without WFF the population poverty rate on this measure would have continued to rise from 2004 to 2009

· in 2009, the total population figure was 4.21m - on the measures in Table S.1, between 460,000 and 780,000 people were in households with incomes below the low-income thresholds (ie ‘in poverty’)

· in 2009, on the Social Report measure (AHC ‘fixed line’ 60%), there were 650,000 (15%) below the low-income threshold (ie ‘in poverty’, down from 930,000 (25%) in 2001. 

5
Child poverty rates were the same in 2009 as in 2007 (22%) using the fixed line measure, but rose from 22% to 25% on the moving line measure 

· using the AHC fixed line measure, the child poverty rate fell strongly from 1994 to 2007, but plateaued from 2007 to 2009, settling at around the rate that prevailed in the early 1980s

· from 2007 to 2009, BHC incomes increased for low-income households with children, and housing costs rose – these two factors cancelled each other out to give the ‘no change’ finding on the fixed line measure

· using the more stringent 50% of median threshold, the child poverty rate in 2009 was 16% on the fixed line measure

· on the AHC moving line measure, the child poverty rate increased from 2007 (22%) to 2009 (25%), reflecting the rise in the proportion of households with children with high OTIs 

· the 2009 child poverty rate is almost double the rate that prevailed in the early 1980s on this moving line measure

· the longer-run findings on child poverty reflect the fact that AHC incomes in 2009 for low-income households were around the same as they were in the early 1980s in real terms … but that relative to the median, the incomes of lower income households with children had fallen away (ie higher inequality in 2009 than in the early 1980s)

Table S.2: 

Child poverty rates (%) on four measures
	
	AHC
	BHC

	
	AHC ‘fixed line’ 50%
	AHC ‘fixed line’ 60%
	AHC ‘moving line’ 60%
	BHC ‘moving line’ 60%

	1998
	26
	37
	28
	20

	2001
	27
	37
	30
	24

	2004
	22
	31
	28
	26

	2007
	16
	22
	22
	20

	2009
	16
	22
	25
	19


Notes: 
(1) 
The BHC 60% moving line measure is the one used by the EU – the median EU child poverty rate in 2008 was 20% on this measure


(2)
The rising rate from 1998 to 2004 on the BHC measure reflects the fact that median household income increased much more rapidly than low incomes did in the period – without WFF the child poverty rate on this measure would have continued to climb to around 30% by 2009

· in 2009, there were 1.07m dependent children (under 18) - on the measures in Table S.2, between 170,000 and 270,000 children were in households with incomes below the low-income thresholds (ie ‘in poverty’)

· in 2009, on the Social Report measure (AHC ‘fixed line’ 60%), there were 230,000 (22%) below the low-income threshold (ie ‘in poverty’), down from 380,000 (37%) in 2001. 

· in 2009, using the EU measure (BHC ‘moving line’ 60%) there were 210,000 (19%) below the low-income threshold (‘poverty line’), down from 270,000 (26%) in 2004.

6
In 2009, just over one in three poor children were from households where at least one adult was in full-time employment, down from around one in two before WFF (2004)

· in 2009 just over one in three poor children (36%) were from working families – families with at least one adult in full-time employment

· this is a fall from one in two (51%) in 2004, reflecting the WFF’s greater income assistance to working families than to beneficiary families

· poverty rates for children in households where at least one adult is in full-time employment are much lower than for children in workless households (11% and 74% respectively in 2009) … 

· … but as there are many more children in households with at least one full-time worker than there are in children in workless families, the relative proportions are closer as indicated in the headline finding above

· in June 2009, one in five dependent children (220,000) were in families in receipt of a main benefit

7
Just over two of every three two parent families were dual earner families in 2009, up from one in two in the early 1980s, but down from nearly three in four in 2004 

· from 1982 to 2004, there was a steady rise in the proportion of two parent families with both parents in paid employment, from 50% to 73%

· from 2004 to 2007, the long-run trend reversed, with the dual earner proportion dropping from 73% to 68%, and remaining steady at 67% in 2009

· the most common arrangement in 2009 was for both parents to be working full-time  (43%, the same as on 2004), whereas in 1982, the dominant pattern (52%) was one in full-time work and the other ‘workless’, with only 20% having both in full-time work

· from 2004 to 2009 the proportion with one in full-time work and the other workless rose from 27% to 33%, and the one full-time one part-time proportion fell from 31% to 24%

· the two most likely factors behind the recent reversal of the increasing trend for the dual-earner proportion are: (a) the Working for Families package which gave couple parents greater choice about working and caring for their children by making it easier to manage on less income from the labour market, and (b) the rapid and historically large rise in the number of births from 2003 to 2007.

8
Children in sole parent families have a higher risk of hardship (46%) than those in two parent families (14%)

· this reflects the relatively low full-time employment rate for sole parents (35% in 2009) -  73% of sole parents were in receipt of a main benefit in 2009

· 90% of sole parent families had incomes below the overall median in 2009, compared with 55% for two parent families

· around half of poor children are from sole parent families, the highest proportion since the time series began in 1988.

9
Poverty rates for children in the Maori and Pacific ethnic groups are consistently higher than for those in the European/Pakeha ethnic group

· in 2009, one in six European/Pakeha children lived in poor households, one in four Pacific children, and one in three Maori children (double the rate for European/Pakeha children)
· the higher poverty rate for Maori children reflects the relatively high proportion of Maori children living in sole parent beneficiary families and households (eg in June 2009, 43% of DPB recipients were Maori)

· the sample size is too small to allow more precise poverty rates to be given for the smaller ethnic groupings.

10
The value of New Zealand Superannuation (NZS) fell further below the median household income from 2007 to 2009, given the strong rise in the median …
· while NZS for a couple in 2009 remained steady at 66% of net average ordinary time earnings, NZS stood at only 48% of median HH income, down from 58% in 2001 and 67% in 1994  

· the vast majority of older New Zealanders remain heavily dependent on NZS for their income

· 40% have next to no other income, and the next 20%, those in the middle quintile, receive 85% of their income from NZS

· around half of older New Zealanders receive less than $100 pw from non-government sources (employment, private superannuation, other investment returns, and so on).

11
…. but hardship rates for older New Zealanders still remain lower than those for other age groups

· in 2009, the 60% of median fixed line AHC poverty rate for the 65+ age group was 9%, compared with 13% for 45-64 year olds, 15% for 25-44 year olds, and 22% for under 18s

· similar relativities are shown using the more stringent 50% of median fixed line AHC measure: 5%, 10%, 11% and 16% respectively

· the lower hardship rate for older New Zealanders reflects the mix of universal public provision (mainly NZS) and the private provision built up by most of the current cohort over their lifetime - a key component of the private provision is mortgage-free home ownership which is relatively high among the current cohort   

* * * * * * * * * * *

12
The incomes approach for assessing relative material wellbeing has much to offer, but cannot on its own give a full picture – it needs to be supplemented with information using non-income measures

· the incomes approach has some well-known limitations for assessing material wellbeing of households

· it does not take into account household assets and financial savings which can buffer against fluctuations in household income

· it does not capture the impact of unusual costs (such as high health costs or high debt servicing costs), nor of assistance in kind

· international poverty comparisons are especially limited because of differing average incomes across countries being compared

· a non-incomes approach can provide supplementary information to give a more complete picture as well as providing more robust findings where the incomes approach is especially limited (eg for comparing older New Zealanders with other age groups, and for international comparisons) 

· see the Ministry’s website for its publications using non-income measures for more detail

When is the next update due?

· In June-July 2010, using the 2009-2010 HES
Glossary


‘income’ in the HIR refers to household income after income tax is paid and transfers received, and after adjustment for household size and composition (equivalised disposable household income)





AHC income is HH income after deducting housing costs


	BHC income is HH income before deducting housing costs





when a household spends more than 30% of its income on accommodation it is said to have a high OTI (‘outgoings-to-income’ ratio) 





poverty rates are reported using AHC measures, for both fixed and moving line thresholds (60% of median) – the reference year for fixed line measures has been updated from 1998 to 2007 in this report








Inequality, poverty and hardship are multi-faceted and multi-dimensional.  The focus for the Household Incomes Report is on the incomes dimension.  Income matters, but it is the cumulative impact of multiple disadvantage across different domains that has the significant negative impact on life chances and outcomes, especially for children.











� 	Another approach to assessing the relative material wellbeing of households is to use non-monetary indicators (NMIs) – including basic items that households have or don’t have, the degree of restriction or freedom re consumption on a range of items, ability to pay for housing, heating, food and so on.  NMIs give a more direct indication of material wellbeing, especially for those households with lower living standards, and is an approach that is gaining credibility internationally as a valid complement to the incomes approach. The Ministry’s Living Standards Surveys (2000, 2004 and 2008) gather information on NMIs and a report based on the 2008 survey is available on the Ministry’s website.  The HES has also started to collect information on NMIs and this data is used in the main report in Appendix 6.








