
2009 Household Incomes Report:
short summary
What is the Household Incomes Report?

· The 2009 Household Incomes Report provides information on the material wellbeing of New Zealanders as indicated by their household incomes from 1982 to 2008.  

· The latest information is based on Statistics New Zealand’s 2007-08 Household Economic Survey (HES).

· Interviews were carried out from July 2007 to June 2008, and the income question asked about incomes for the twelve months prior to the interview.

· The findings capture the impact of the Working for Families (WFF) package, but not the impact of the October 2008 tax cuts, nor the impact of the current economic downturn

· ‘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 housing it is said to have a high OTI (‘outgoings-to-income’ ratio) 
Impact of changing incomes and housing costs on the different poverty measures

· The report uses two types of poverty lines (or low-income thresholds): 
· ‘moving line’ measures set at 50% or 60% of the median each survey year
· ‘fixed line’ measures with the poverty lines set relative to the median in 1998 and held constant in real terms after that using the CPI to update them.
 
· Trends are reported using both BHC and AHC household incomes. 
· The different measures generally identify the same groups that have higher risks of hardship, but they can show differing trends in hardship levels over time.  The information below can be used to give an account of the different trends based on changes in three key factors: 
· BHC incomes at the median  (which consistently rose from 1994 to 2008)
· BHC incomes for low-income households (which rose from 2004 to 2008)
· housing costs for low-income households  (which fell from 2001 to 2007 and rose from 2007 to 2008)
	when these increase ….
	…. the impact on the measured poverty rate is …

	
	BHC
	AHC

	
	fixed line (CV98)
	moving line (REL)
	fixed line (CV98)
	moving line (REL)

	BHC median / incomes around the median  
(
	no impact
	(
	no impact
	(

	BHC incomes in the bottom quintile (20%)  
(
	(
	(
	(
	(

	Housing costs (for low-income HHs)    
(
	no impact
	no impact
	(
	(


Key findings and key messages

1
Incomes (BHC) rose in real terms for all income groups from 2004 to 2008
· at the median, income growth was 1.7% pa in real terms from 2004 to 2007, and even stronger from 2007 to 2008 (3.4%)
· the strong growth at the median from 2004 to 2008 mainly reflects rising incomes for two parent households with increasing numbers having both partners working full-time
· from 2004 to 2008, incomes below the median grew more quickly than those above the median – this is the only period in the last 25 years in which this has happened – this is the WFF impact
· child poverty rates (using BHC incomes, moving line measure) fell from 2004 to 2008 (26% to 22%), reversing the strong rise from 1998 to 2004 that was driven mainly by a rapidly rising median – without the WFF package child poverty rates in 2008 would have been around 30% on this measure 
2
However, housing costs as a proportion of income rose strongly from 2007 to 2008 for all income groups, eroding or in some cases overwhelming the BHC gains
· in 2008, 29% of all HHs had high OTIs, up from 26% in 2007 and 21% in 2004
· in 2008, the lowest quintile had 39% with high OTIs, up from 33% in 2007 and almost back to the 2001 rate of 42% (prior to the introduction of income-related rents) 
· for many low-income households these rising housing costs overwhelmed the extra assistance from AS changes in WFF, and the other income gains from WFF
· child poverty rates (using AHC incomes) rose from 2007 to 2008 because of the increased housing costs for low-income families  … after earlier falls due mainly to the introduction of income related rents, improving employment and then WFF
	
	BHC 
60% of median
	AHC

60% of median

	
	fixed line (98)
	moving line
	fixed line (98)
	moving line

	1998
	20
	20
	28
	28

	2001
	22
	24
	29
	30

	2004
	19
	26
	23
	28

	2007
	13
	20
	16
	22

	2008
	14
	22
	20
	28


3
WFF significantly reduced the number of ‘working poor’ families with children 
(although the impact was not as strong on an AHC basis because of the rising housing costs from 2007 to 2008)
· in 2004, around half of poor children were from HHs with at least one adult working FT
· by 2008, this had reduced to around a third on the AHC measure 

· on the BHC measure the proportion fell to a quarter, suggesting that the rising housing costs have hit the working poor more than the non-working poor
· for children in two parent households where there was one parent in FT employment and one not employed, WFF had a very significant impact

· using the AHC fixed line measure (as in the table above), poverty rates for these children fell from 28% in 2004 to 9% in 2007, then rose to 16% in 2008 (increasing housing costs)
· on a BHC fixed line measure(as in the table above) , their poverty rates fell from 24% in 2004 to 6% in 2007 and 5% in 2008.

· poverty rates among those with no FT worker in the HH remained at around 60% in 2008
4
Children in sole parent families or in families with three or more children have a higher risk of hardship 
· … but for children in sole parent families living with other adults, the risk of hardship is much lower because of the wider household resources available (typically around a third the risk and in 2008 one fifth the risk (11% and 55% respectively))
· … and the gap between poverty rates for larger families (24% in 2008) and smaller families (17%) has diminished since 2004

5
So, this is as good as it gets  …. what is the next update likely to show?
· the WFF impact has happened – it was significant and unambiguous in terms of the way it changed the shape of the bottom half of the income distribution, especially from just above a 50% of median poverty line up to just below the median itself
· in terms of measured income poverty, the extra positive impact from WFF that was expected from 2007 to 2008 was overwhelmed by rapidly rising housing costs (AHC measures) and a rapidly rising BHC median (moving line measures)
· for the next update in June 2010, higher unemployment and a dampened economy will mean more low-income households and probably no growth in household incomes at the median … with a falling median after that:
· on fixed line measures, hardship figures are highly likely to worsen for the June 2010 update
· on moving line measures, any potential worsening of hardship figures is likely to be dampened by a flat median (next update) and be held fairly steady by a falling median after that  (the moving line figures may even decrease a little if the median falls steeply enough)
6
International comparisons for child poverty rates

· international poverty comparisons are made using BHC moving line poverty measures
60% EU line
· in 2007 the New Zealand rate had fallen to 19%, at the EU average, then rose a little in 2008 to 21%
· without the WFF package, the New Zealand rate would have been around 30% in 2008, higher than in any EU nation other than Turkey  (based on 2006 EU figures).

50% OECD line 
· in 2004 (the time of the latest OECD information), the child poverty rate for New Zealand was 15% which gave New Zealand a ranking of 20th out of 30 countries, and a rate a little above the OECD median (12%) and similar to that of Ireland, Germany, Canada and Japan.  

· in 2008, the New Zealand rate was relatively unchanged at 16% as the rising median had countered the WFF gains  

· without the WFF package, the New Zealand rate in 2008 would have been more like 18% to 20%, reflecting the rapidly rising median household income. 
7
International comparisons for income inequality
· New Zealand has slightly higher than average income inequality compared with other OECD nations
Appendix

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 base year for the fixed line approach is currently 1998.
· 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.
· 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.  This sort of measure has particular relevance in the current and forecast economic context.
· ‘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 monitors a key factor that impacts on social cohesion.   
· In addition, the report provides information on poverty trends using incomes before and after deducting housing costs (BHC and AHC respectively).
· The dollar values per week of the ‘poverty lines’ for different household types are on p72 in the main report.






� 	See the Appendix for more details





