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Household Incomes Report 2011
Short Summary

Background

The Report and the time period covered for the 2010 figures
· The Household Incomes Report provides information on trends in the material wellbeing of New Zealanders as indicated by their after-tax household incomes from all sources, 1982 to 2010.  
· The Incomes Report is an annual Ministry publication, prepared as part of its work on monitoring and understanding social and economic wellbeing.
· It is based on data from Statistics New Zealand’s Household Economic Survey (HES).
· The interviews for the latest ‘2010’ figures were carried out by Statistics New Zealand from July 2009 to June 2010 (the ‘2010 HES’).  The income question asked about incomes in the twelve months prior to interview.  This means that the income information overall comes from the two year period from July 2008 to June 2010 – on average from mid 2009.
· The findings capture virtually all the impact of the October 2008 income tax changes, some of the impact of the April 2009 tax changes, but none of the impact of the October 2010 tax changes.  
· The 2010 survey is the first HES to begin to capture the impact on incomes of the global financial crisis and related economic slowdown in 2008 and 2009.  The delay in registering any impact arises 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) many of those interviewed in the 2009 HES were reporting their incomes mainly for the pre-recession period.
Measuring and reporting on poverty
· In the developed nations, poverty is about relative disadvantage – having financial resources or living conditions that are below minimum acceptable levels.
· New Zealand does not have an official poverty measure.  The Incomes Report uses several standard measures to capture the movements of household incomes relative to different benchmarks in order to tell the New Zealand story about material hardship. 
· Using household incomes to report on material hardship is an internationally recognised approach and has proved very useful in monitoring trends and identifying groups of the population at higher risk of hardship.  The approach does however have some well-known limitations.  For example: 
· it does not take assets into account 

· some households reporting low incomes report much higher expenditure which means that their declared income is not a reliable measure of their material wellbeing  

· The Ministry therefore also reports on the material wellbeing of households using non-monetary indicators (NMIs).  NMIs are about the possession of basic items, the ability to do the ordinary things most households can do, the restrictions on a household’s day-to-day living standards, financial stress re paying the bills and so on.  This perspective complements the incomes perspective and is gaining increasing credibility internationally.

· The Ministry’s latest report from this perspective was published in December 2009, based on the 2008 Living Standards Survey.  Some analysis using NMIs is included in the Incomes Report as the HES now has a set of NMI questions in each survey.
· ‘Poverty’ is sometimes used as a catch-all term that goes beyond the core idea of very limited financial resources, and includes other factors that are causes, consequences or correlates of income poverty (eg  lower educational achievement, poorer health outcomes, higher levels of child abuse).  The Incomes Report is only about the incomes dimension of poverty.
Key Findings

Household incomes
· Median household income remained almost unchanged in real terms from the 2009 HES to the 2010 HES, after a steady and continuous rise from 1994.
· [image: image1.emf]20

24

28

32

36

40

1980 85 90 95 00 05 2010

HES year

Gini coefficient x 100

Median household income grew 47% in real terms from the low point in 1994 to 2010, with the growth for Maori being 68% and for Pacific people 77%
· In 2010, just over two thirds of two-parent families were dual-earner families, up from a half in the early 1980s.  This change and the increasing proportion of dual-earner couple-only households have been the main factors in driving up median household incomes more rapidly then the average wage for individuals.
· In 2010, half of older New Zealanders (aged 66+) had less than $100 pw income from sources other than government transfers (NZS, Disability Allowance, and so on)
· In the 2009 HES, the NZS rate was around 48% of median household income, down from 58% in 2001. This relative decline reflects the fact that median household income rose quite strongly in real terms from 2001 to 2009, while NZS increased only a little in real terms.  For HES 2010, NZS increased to 51% of the median reflecting the increase in NZS from the tax cuts of October 2008 and April 2009, which was greater than the small lift in the median from 2009 to 2010.  
Household income inequality
· In 2010 income inequality in New Zealand as measured using the Gini coefficient was lower than it was in 2001.  (The lower the Gini score, the lower is inequality.)
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On the latest OECD figures (2009), New Zealand’s score of 33 was slightly lower than Australia and the UK (34), the same as Japan and Canada, and a little above the OECD-34 median (31). NZ in 2010 was 32.  
· In the 1980s, income inequality in New Zealand was low by OECD standards.  Inequality increased rapidly from 1988 to 1992, followed by a decade of steady increase through to around 2001.  Inequality then declined from 2001 to 2010.
· Other measures of inequality such as the 80:20 ratio show a similar pattern: the ratio was 2.2 in 1986, 2.7 in 2001, 2.6 in 2007 and 2.4 in 2010.
· The decline from 2004 to 2007 was driven mainly by the Working for Families package and the associated growth in incomes for low to middle income households with children.  The lower figures in 2010 compared with 2007 reflect the recent (2009 to 2010) decline in real incomes for the top two deciles (lower investment returns especially), and a small real gain for lower deciles.
· The tax and transfer system significantly reduces the inequality that would otherwise exist.
· For around half of households with dependent children the amount received through welfare benefits and tax credits is greater than the amount they pay in income tax.
· With all households counted, and looking at households grouped in deciles rather than at individual households, the total income tax paid by households in each of the bottom five deciles is less than the total transfers they receive (tax credits, welfare benefits, NZS and so on).  It is only for each of the top five deciles that total income tax paid is greater than transfers received.
Low income and income poverty 

This section uses the Social Report’s ‘after housing costs fixed line poverty measure’ (60% of median threshold).
· Population poverty rates showed no change from 2009 to 2010 (15%).  This follows a steady downward trend that began from 1994 and continued for 15 years to 2009.
· Child poverty rates remained steady at 22% from 2007 to 2010, following the significant reductions from 2001 due to improving employment, the introduction of income-related rents (2000) and the Working for Families (WFF) roll-out from 2004 to 2007.
· The WFF package had little impact on poverty rates for children in beneficiary families (around 70% in recent years), but halved child poverty rates for those in working families (15% in 2004 to 8% in 2007 and close to the same since then). 
· Nevertheless, in 2010 around two in five poor children come from working families, down from just over one in two before WFF.  (There are around four times as many children in working families as in beneficiary families.)
· In 2009, 16% of children were in ‘workless’ households – this ranks New Zealand alongside the UK which in 2009 had the highest rate in the EU.  In 2009, 21% of New Zealand children lived in households with no full-time worker. 
· Poverty rates for children in the Maori and Pacific ethnic groups are consistently higher than for those in the European/Pakeha ethnic group: the rates for Maori children (around one in three) are double the rate for European/Pakeha children.  This difference reflects the relatively high proportion of Maori children living in sole parent beneficiary families (43% of DPB recipients are Maori).
· As for other years, poverty rates for older New Zealanders (7%) were lower in 2010 than for any other age group (eg 13% for 25 to 64 year olds, and 22% for dependent children).
International comparisons
· The OECD and EU publish international league tables that rank countries on their income poverty rates using 50% and 60% of median poverty lines respectively.     
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On the latest available figures (2008-09) New Zealand’s population and child poverty rates are close to the overall medians for both measures. 
· These league tables in effect compare how far low-income households are from the median for each country.  They can be seen as comparing inequality levels in the lower half of the income distribution.
· The information is however often used as if the rankings indicate the extent of material hardship assessed against a common absolute international standard. Thus a country like the Czech Republic with a child poverty rate of 10% is considered to be ‘doing better for it’s children’ than, say, Ireland (16%), whereas in daily living the ‘poor’ in Ireland are much better off than many ‘non-poor’ in the Czech Republic.
· For meaningful international comparisons of material hardship it is better to use non-monetary indicators (NMIs).  Using the official NMI-based EU deprivation index, New Zealand ranks well for older people (65+) and not so well for children – a finding consistent with that produced using the Social Report after housing costs income measure.
Next report
· The next update is due in mid 2012, using the 2010-11 HES.
· The income information in this will reflect the early impact of the September 2010 and February 2011 Christchurch earthquakes, and the October 2010 tax switch.  The fuller impact of these events will be captured in the 2013 report using the 2011-12 HES. 
