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MSD’s Household Incomes Report 

and companion report using Non-Income Measures:
Background Information and Headline Findings
11 October 2018 
The reports
· A suite of three documents:
· a 50-page Overview and Key Findings document
· Household Incomes Report
· the companion report using non-income measures (NIMs) such as the ability to keep the home warm, pay the bills, repair appliances, have a couple of decent pair of shoes, a good meal each day, purchase commonly desired non-essentials, and so on (the NIMs report)
· They update previous releases with analysis from Statistics New Zealand’s 2016-17 Household Economic Survey (2017 HES).
· In addition to reporting trends in low income and material hardship for the whole population and various groups within the population, there is also a range of detailed information on:
· the distribution of household income more generally, including trends in income inequality using several measures, and trends in very high incomes 

· the impact of income taxes and transfers on household incomes 

· the degree of overlap between those households reporting low incomes and those reporting various levels of material hardship 

· housing affordability and housing quality, for the whole population and for selected groups 

· selected themes such as inclusive growth, the squeezed middle, the working poor, changing sources of income for older New Zealanders 

· trends in reported life satisfaction for selected groups 

· international comparisons.
· The reports are living documents, updated each year with the latest data, and expanded with new topics and themes. They look back to where we have come from since the 1980s and where we have got to a year or so before publication.
The surveys gather information on the usually resident population living in private dwellings

· The survey includes those living in retirement villages, but not those in non-private dwellings such as “rest homes”, hotels, motels, boarding houses and hostels.
· Low-income (poverty) and material hardship rates based on the HES and surveys like it are about trends and relativities for the population in private dwellings. Other sorts of surveys are needed to obtain a picture of what life is like for those “living rough” or in boarding houses, hostels and so on.

· This does not mean that the survey does not reach households with very limited financial resources, or those in more severe hardship. For example, in 2017, 100 of the households interviewed (just under 3%) reported receiving help from a foodbank or other community organisation more than once in the previous 12 months.
The HES incomes data

· The 2017 HES had an achieved sample of around 3500 households. The response rate was 83%.

· The surveys run from July one year to June the next. The HES income question asks about incomes in the 12 months prior to the interview. This means that for the 2017 HES the income figures on average reflect what household incomes were in late 2016.

· The MSD reports are focussed on the material wellbeing of New Zealand households, so the income measure they use is disposable household income (total after-tax income from all sources for all members of the household), adjusted for household size and composition. This allows the income resources of households of different types to be more sensibly compared.
· Trends are reported based on incomes before deducting housing costs (BHC) and after deducting housing costs (AHC). Housing costs at present include rents, rates and mortgage repayments.
· The impact of the Families Package will be visible in the 2019 survey results (in the 2020 reports).
What to expect in each update / the 2018 report
· Unless there is a major shock to the economy such as the global financial crisis (GFC), or a policy change that directly impacts in a significant way on the labour market or incomes, findings using the latest available survey data can be expected to be broadly in line with previously identified levels and trends in all the main areas monitored by the reports. 
· There were no major shocks to the economy or changes in government policy that could be expected to impact on the 2017 HES data.

· The HES is however a sample survey and as for all such surveys we can expect random fluctuations in the estimates from year to year simply because it is a sample not a full census-type count. The volatility increases as the size of the sample decreases, so it is likely to be greater for population sub-groups (eg children, renters) than for the population overall. 

· The reports provide robust information on longer-run trends (eg before, during and after the GFC and associated recession and recovery) and on relativities between different population groups in a given year or averaged over two to three years. They also give a good indication of where New Zealand ranks relative to other OECD and EU nations on key figures.  However, the reports strongly caution against using observed short-run changes, especially year-on-year changes, to make claims about real-world changes. The sample size is too small to do this with confidence, especially for population subgroups.
· The 2018 reports do not publish low-income and material hardship rates for children for 2016 and 2017: 
· Last year’s reports noted that several of the key rates for children for 2016 were surprisingly low compared with the relatively flat stable trend for the previous three years and warned against reaching any definitive conclusions on the short-run trends using the 2016 figures. The 2017 figures are much the same as the 2016 figures. There are no known factors in the economy, the housing market or policy change that can explain the falls to 2016 and 2017. While sampling error can account for some of the difference, considerable uncertainty remains. 
· Stats NZ is scheduled to report on these statistics for children in their new Child Poverty Report in early 2019, using more up to date survey information, supplemented with administrative data. 

· MSD has therefore decided to take a pause on reporting these rates for children in the 2018 reports. Stats NZ supports this cautious approach. 
· A fuller account of the reasons for not reporting these figures this time is given in the reports themselves and in MSD’s report to Minister Sepuloni. This report is available on MSD’s website.
· MSD expects to include the rates for children in its 2019 reports.

· In addition to updating on trends and confirming existing knowledge, each new issue also includes new analysis and information. For the 2018 reports, the bulk of the new analysis is technical and is reported in the Appendices. Much of this relates to the work MSD is doing with Stats NZ as Stats NZ prepare the Technical Appendix for their Child Poverty Reports, as required in the Child Poverty Reduction Bill.  

Selected Headline findings
Incomes and inequality

[BHC income is household income before deducting housing costs, and AHC income is household income after deducting housing costs.]

· Strong real income growth for most income groups from HES 2008-09 to HES 2016-17 ….
· Net gains of around 11-13% in real terms from HES 2008-09 to 2016-17 for all income groups from the top of the bottom decile (P10) up to P95, with a little more for P90 (16%).
 
· Median BHC household income was up 3% pa in real terms in the post GFC recovery phase from 2013 to 2017 (ie 3% pa above CPI).
· This is better than many OECD countries whose middle incomes have been relatively flat since the GFC (eg Australia, UK, Spain, France, Italy, Germany, and the US).
· The notion of Inclusive Growth (IG) has been promoted by the OECD in recent years. At the heart of the IG notion is the goal of simultaneously having economic growth and reducing (or at least not increasing) various inequalities. There is some evidence that New Zealand has experienced reasonable IG in the years since the mid 1990s, at least for BHC household incomes:
· real BHC household income growth has for most income groups tracked closely to the growth in GDP per capita 
· the share of total household income received by the lower 40% of households has remained steady at 20% in the period. 
· .… but
· The rises at P10 (top of bottom decile) since 2008-09 mainly reflect the strong  increases in real terms for NZS in recent years – there is a strong bunching of 65+ households, whose income is NZS and little more, at the top of the bottom decile and the bottom of the second decile. Beneficiary households make up a large portion of households in the bottom income decile and their incomes were generally flat or declining in real terms in the period (even when the impact of the 2016 Child Material Hardship package is taken into account).
· The trajectory of incomes after deducting housing costs (AHC) is less favourable:

· for 2008-09 to 2016-17, AHC incomes at the top of the bottom decile (P10) grew only 6% in real terms, in contrast to 12-15% for P20 to P90

· for the longer term (last three decades), P10 AHC incomes in 2017 were still a little lower in real terms than P10 incomes were in the late 1980s, whereas BHC incomes were (a little) higher in 2017 for all income groups – the different AHC path reflects the fact that, for most households, housing costs now make up a much larger proportion of the household budget.
· Average wages in the last three decades have not kept pace with GDP per capita growth, reflecting either low productivity or higher returns to capital than to labour (or both):  

· one of the reasons for the higher growth rate for household incomes compared with wages is the increase in total hours in paid employment per household for many multi-adult households. This to a large degree reflects the increased female labour force participation in the period. 
· There is no evidence of any sustained rising or falling trend in BHC household income inequality over the last two decades using the Gini and top 1% share measures ….
· The share of income received by the top 1% of tax-payers has been steady in the 8-9% range since the early 1990s, up from 5% in the late 1980s.
· The Gini measure of inequality is a popular one but, because it uses information on all household incomes, it is susceptible to showing large fluctuations because of sampling issues for very high income households. For the lower 99% there is no evidence of any sustained rising or falling trend in the last 20 years, using the Gini. 
· Apart from a blip in 2011, the 90:10 ratio was fairly flat from 2004 to 2017. As for the top 1% measure, the 90:10 showed a large rise from the late 1980s to the early 1990s. There was a slight rise in the 90:10 ratio from the mid 1990s to the mid 2000s, but much less than the earlier large rise.
· … but 
· Incomes after deducting housing costs (AHC incomes) are more unequal than BHC incomes, as housing costs make up a higher proportion of the household budget for lower income households than they do for higher income households.  AHC income inequality was also a little higher from 2011 to 2016 compared with the mid 2000s and earlier. There was an observed  fall in 2017 but this should not be taken as definitive until another survey or two are in.
· New Zealand does not have a robust time series on wealth inequality, so we do not know if there are any changes in this aspect of household resources. 

· Housing affordability issues remain for the lower two income quintiles (ie when looking at rent, mortgage payments and rates … relative to income)
· The reports do not look at affordability for purchasing homes, just how affordable the accommodation is once in the accommodation.
· From HES 2011 to 2017, around 42% in the bottom income quintile (ie bottom 20%) had housing outgoings of more than 30% of income, 32% spent more than 40% of their income, and 25% more than half their income on housing costs. 
· For under 65s, over the whole bottom quintile, housing costs on average have doubled as a proportion of income since the 1980s, up from 23% to 45% in 2015 to 2017.
· The above figures are all high historically, but the rates have plateaued for the bottom quintile.
· Single person households, under 65, are the predominant household type with accommodation outgoings of more than 50%, followed by sole-parent households.
· There are regional variations, as indicated by analysis of rental information, for example, but reliable HES-based regional analysis is not feasible because of sample size.
Low incomes and material hardship
[image: image1.bmp]
· The material wellbeing of the vast majority of older New Zealanders continues to be good to very good
· The 65+ have lower AHC income poverty rates and lower material hardship rates than other age groups.
· Internationally, New Zealand ranks near the top of the material hardship league tables for the richer countries (ie low hardship rates).
· The relatively good position for this age group reflects the mix of universal public provision (mainly NZS (New Zealand Superannuation)) and the private provision built up by most of the current cohort over their lifetime – a key component of this private provision is mortgage-free home ownership which is relatively high among the current cohort (72%).

· There is high dependence on NZS for most: for example, around 60% of singles and 40% of couples report less than $100 pw per capita from non-government sources. 
· This shows up in international comparisons in which New Zealand is rated as one of the top performers in the OECD using the 50% of median BHC low-income measure (low rates, typically around 4-11%), but is at the other end of the rankings for 60% BHC figures, with one of the highest rates in the OECD (~36%).
· The small group that do have financial challenges are, unsurprisingly, mainly those who rent / have a mortgage and have little other than NZS for income. Based on low-income AHC and material hardship measures this group is around 4-8% of older New Zealanders (~30,000 to 60,000).
· Older New Zealanders score well overall on individual hardship items too. For example, 4% report having to put up with feeling cold “a lot” because of costs, compared with 10% for households with children and 7% overall.

· Home ownership rates among the 65+ group remain steady and high (~86%), but there is a downward trend in mortgage-free home ownership, from 83% in the mid-1990s to 72% in 2015 to 2017. There is as yet no evidence of increasing hardship rates or AHC low-income rates among older New Zealanders, but the reports will continue to monitor these figures.

· Declining mortgage-free home ownership for the cohorts approaching “retirement”, and elevated low income rates (AHC) for older working-age adults living on their own suggest that the relatively small group with financial challenges (4-8%) may grow in coming years.
· Rising employment rates among the 65+ (whether out of necessity or choice) are contributing to strongly rising income inequality within the 65+ group.
· There are some housing quality issues, especially for children – they are concentrated among those already experiencing material hardship in relation to other basic items. On average over three surveys, HES 2013 to HES 2015:
· For 10% of children, their household reports a major problem with dampness and mould (~110,000 children).

· For 13% of children, a major problem with heating / keeping it warm in winter (~140,000).

· For 7% of children, their household reports both issues (~75,000).
· Around 65% of those reporting these issues live in rental accommodation – 45% are in private rental and 20% in HNZC houses. The rates are around 18% and 31% respectively for private rentals (with AS), and social housing (ie nearly one in three ‘social housing’ homes are reported as having a major problem with one or the other issue, or both).
· 80% of the problems are reported by the lowest material wellbeing quintile (ie lowest 20%), that is, by those already experiencing other material hardships.
· Low income and material hardship trends for children through to 2015 were flat or falling depending on the start date or measure used  
· For monitoring trends, the reports use as their primary measures: 

· AHC anchored line income measures (50% and 60% of median (reference year, 2007))
· a material hardship measure with both a less and a more severe threshold.

· Using an AHC anchored 50% of median line, the numbers of children in low-income households declined from their GFC peak of around 200,000 (19%) to 165,000 (15%) in 2015, below pre-GFC numbers of 190,000 (18%). They are likely to have reduced further since 2015.
· Child material hardship numbers fell from around 220,000 (20%) in the GFC to 155,000 (14%) in 2015 using the less severe measure. 
· 
60% of this decline came from “non-poor” households moving out of hardship as their incomes improved, a reminder of the precarious nature of household finances for some of the “near-poor” (those with incomes above a particular low-income line but below the median).

· 
The child material hardship figures are likely to have reduced further since 2015 as household incomes and employment have remained strong. What is not clear is the size of the fall. 

· Using the more severe measure, numbers were steady at around 85,000 to 100,000 (8-9%) through to 2015.
· Relative income poverty trends have generally been flat and steady over the last decade and even longer – the exception is for the AHC 60% figures  which have been relatively volatile, albeit still representing a flat trend.

· The falling numbers for the anchored line measures reflect the fact that there is an improvement in real terms for household incomes for some in the low-income zone … and the flat relative income trends mean that the incomes of the bulk of lower-income households are holding their own relative to the median.
· There is no evidence of any increasing depth of poverty for children (ie the average distance that poor households are below a given low-income line has remained reasonably steady). 
· Material hardship rates for New Zealand children are about average when compared with EU hardship rates for children, but are relatively high when compared to whole population rates
· Based on the EU’s 13 item material deprivation index, the rate for New Zealand children in 2008 was around 18%, around the middle of the rankings for the EU-27 (plus Norway and Iceland), but higher than most of the richer western European nations. The New Zealand rate would be lower now, but we cannot say just how much lower for the reasons outlined in the Introduction and Appendix One.
· When the rate for children is compared with the rate for the whole population, the median ratio is 1.2 on average for the 20 better-off EU countries (a ratio of 1.2 means that rates for children are 20% higher than for the population as a whole). For New Zealand in both 2008 and 2017 the ratio is 1.5. This high ratio reflects the very low rates for older New Zealanders. Only the UK has a comparable figure (1.4), and for the same reason. For most other better-off EU nations, the hardship rates for children and older citizens are closer than for New Zealand. 

· Low income and material hardship measures identify different groups of children experiencing material disadvantage
· The overlap between those in low-income and those in hardship is around typically 50%. Not all low-income households are in hardship and vice versa. This is one of the reasons why the MSD reports advocate a multi-measure multi-level approach for monitoring and better understanding poverty and material hardship.
· The Appendix has more detail on the overlaps between the three currently available primary measures identified in the Child Poverty Reduction Bill.
· The fact of the ‘working poor’ remain a challenge, as in other OECD countries
· Even with the assistance from WFF and child-care subsidies, an estimated one third to one half of children in hardship or in low-income families (say, 40% on average) are from working families (ie those with no benefit income in the previous 12 months and/or at least one FT worker).

· This is a real challenge for most OECD countries, especially as the prevailing international view is that ‘work is the best way out of poverty’ ….  and policies to help grow employment, provide jobs with credible pathways to higher wages, improve educational achievement and lift wages and are central to addressing it.

· New detailed information on the persistence of low income or material hardship for children is several years away, but we have some things we can say already
· When looking at the persistence of low income, it is important to use a method that recognises that much movement in incomes is short-range only.  A robust measure needs to avoid counting short-range changes around a low-income threshold in the same way as it counts more substantial changes. One way of doing this is to look at average household incomes over several years and to compare that with a given low-income threshold. This is referred to as a chronic poverty measure, and is a useful alternative to simply counting the number of surveys that a household has income below or above the line.
· Based on the data from Stats NZ’s 2002-2009 SoFIE longitudinal survey, we can look at the cross-sectional rates for children (eg from the HES) with longitudinal eyes. For every 100 children in low-income households in a HES survey we know that:

· around 60 are likely to be in chronic poverty (ie the majority of those in low-income families in any given year are experiencing persistent low income)
· and there are another 20 not in current poverty but who still face chronic poverty (ie their household’s current income is ‘above the line’ but on average over several years their average income is below the line).
· Evidence from other countries shows that the out of all households with children that experience low income at any point over several years, there is a small group that experiences the bulk of the persistent low income. 

· To some degree the material hardship measures pick up the ongoing impact of chronic poverty, as longer spells in low income increase the chances of a household experiencing material hardship (unless the household has good financial reserves to call on). 
· Food insecurity for households with children fell a little from 2013 to 2016, but the chances of being food insecure remain very high for the most disadvantaged households

· Food insecurity has varying degrees of severity. The New Zealand Health Survey included a child food security questionnaire of eight questions in 2012/13, 2014/15 and 2015/16. This enables monitoring of moderate and more severe food insecurity. The surveys showed that from 2012/13 to 2015/16 food insecurity rates declined a little for households with children under 15 years. For example:
· The proportion of children in households reporting that ‘food runs out in our household due to lack of money often or sometimes’ fell from 26% to 22%. The proportion saying ‘often’ was reasonably steady at 4-5% (around 40,000 under 15s).
· The proportion in households reporting feeling ‘stressed because of not having enough money for food often or sometimes’ fell from 27% to 22%, while the proportion saying ‘often’ averaged around 6% (around 50,000 under 15s).
· The proportion in households reporting that they ‘often or sometimes made use of special food grants or food banks when [they didn’t] have enough money for food’ fell from 13% to 11% (around 100,000), while the proportion saying ‘often’ hovered around 1-2%.
· For children in households in the most deprived quintile of neighbourhoods (using the NZDep 2013 measure), 41% reported food running out often or sometimes, 6 times the rate for those in the least deprived quintile, after adjusting for the child’s age, sex and ethnicity.
MSD Special Needs Grant figures for food grants for beneficiary families with children
· MSD figures show that the number of beneficiary families with children receiving Special Needs Grants (SNGs) for food fell from around 105,000 in the post-GFC recession (2010 and 2011) to a plateau of just over 80,000 for 2012 to 2016. 
· The Health Survey information covers the 2012/13 to 2015/16 period and relates to all families with children, not just beneficiary families. The incomes for many low to middle income working households improved in the period, so the small fall in food insecurity reported in the Health Survey is not inconsistent with the flat MSD figures.
· For June 2017 and June 2018, the numbers of beneficiary families with children receiving food SNGs were just a little higher at 84,000 and 88,000 respectively. 

· For beneficiary families with children, the total number of food SNGs granted increased from a steady level of just over 160,000 in 2012 to 2016 to 233,000 in the June 2018 year.

· This information on numbers of unique recipients and total numbers of grants means that, while there is no large recent increase in the number of families receiving food SNGs, the number of grants per family has increased. Whether this is driven by rising need or an easier application process (eg some can apply online or by phone now) is not clear as yet.
    

International

· International comparisons (summary)
· Strong broad-based household income growth from 2008 (just before GFC) to 2017, better than many others in the OECD (eg Australia, UK, Spain, France, Italy, Germany, and US).

· No evidence of any sustained rising or falling trend for BHC income inequality, with New Zealand levels a little above the OECD average and similar to Australia. The share of total income received by the top 1% has been steady in the 8-9% range since 1990, similar to Finland and Norway, a little lower than Australia, and much lower than the UK (14% in 2015) and the US (20% in 2015).
· As for other OECD countries, household wealth inequality in New Zealand is greater than income inequality. New Zealand ranks in the middle of the table, with around 50-52% of wealth held by the top 10%, similar to Canada, Norway and France. For the USA, 76% is held by the top 10%.

· Using the EU’s 13-item social and material hardship index (less severe hardship threshold)
:

· material hardship rates for older New Zealanders are very low on this measure, as on MSD’s DEP-17 measure (3-4%), with New Zealand in the top 5 along with Norway and Denmark.
· the New Zealand child material hardship rate was in 2008 at the EU median for the expanded EU (~18%), but New Zealand rates are higher than the rates for most of the richer western European countries with whom we have traditionally compared ourselves.
· the above figures are for the latest available comparisons in 2008 – the New Zealand child hardship rate has fallen since then using our own hardship measure but, as discussed above, the 2016 and 2017 figures are not reported.
· Using the common 50% and 60% BHC low-income measures, New Zealand rates for children are a little above the median for the OECD (50% measure) and also for the EU (60% measure), 14% and 23% respectively.

· Very few countries collect housing cost information in their income surveys, so there are no international league tables for AHC income inequality nor for AHC low-income trends.
· UN’s Sustainable Development Goals
· In September 2015 all 193 UN member states formally adopted the 2030 Agenda for Sustainable Development. The Agenda includes a new set of global goals (the Sustainable Development Goals (SDGs)) which replace the Millenium Development Goals (MDGs). One of the differences between the SDGs and MDGs is that the SDGs are universal rather than just focussing on “developing countries”.
· One of the targets for Goal #1 is that member states “by 2030, reduce at least by half the proportion of men, women and children of all ages living in poverty in all its dimensions according to national definitions” (Goal 1.2)
· One of the targets for Goal #10 is that member states “by 2030, progressively achieve and sustain income growth of the bottom 40% of the population at a rate higher than the national average” (Goal 10.1).
· Information on the relevant indicators is provided in the MSD reports.
Appendix
Overlaps using the three currently available primary measures in the Child Poverty Reduction (CPR) Bill

· The overlap diagram below uses the three cross-sectional primary measures identified in the CPR Bill that was introduced in January 2018. It is based in the main on 2015 HES data, and the rates (%) are what officials provided the government in 2017 as their ‘best estimate’ of 2018 baseline rates.
 
· The analysis shows:

· the degree of overlap between the measures (a visual representation of the observation that ‘not all in hardship come from low-income households and that not all in low-income households are experiencing hardship’); 
· why no single headline low-income measure can capture the full picture of those who are seriously materially disadvantaged
· how using a multi-measure approach captures a wider range of children in households with low incomes or experiencing material hardship than using any one measure alone.

· In terms of ‘the numbers’:

· Around 90% of those in households with low BHC incomes also have low AHC incomes.

· Around 60% of those in households with low AHC incomes also have low BHC incomes (ie 60% of those in the green circle are in the red circle). The rest come from households with incomes higher than the BHC threshold, but whose housing costs are relatively large.

· Around half of those experiencing material hardship are from the low-income AHC group (the black-green overlap). The other half come from households with incomes higher than this. 35-40% in the hardship group have BHC incomes under the 50% threshold.

· The overlaps mean that if the targets are achieved on these three measures, the reduction in the number of children experiencing poverty or hardship will be significantly more than on any one of the individual measures alone (for instance, more than the targeted 100,000 reduction for the 50% BHC moving line measure, after ten years). 


What the reports mean by poverty and material hardship


Poverty is essentially about household resources being insufficient to meet basic needs. In the richer countries poverty is commonly defined as exclusion from a minimum acceptable standard of living in one’s own society because of inadequate household financial and material resources.





In practice, household incomes have traditionally been used to measure resources, with low incomes used as a measure of income poverty. One of the main limitations of this approach for ranking households is that some low-income households have other resources available to assist with meeting consumption needs (eg cash reserves, good stock of household appliances and other basics), and some do not. 





Over the last two decades growing use has been made of non-income measures (NIMs) to more directly measure material standard of living, and material hardship.





The reports emphasize that income poverty (low income) and material hardship each exist on a continuum from less to more severe – they are not binary ‘in or out’ concepts, and trends and composition can be quite different at different depths. 





The reports use a multi-level multi-measure approach, with a supporting narrative to integrate the information into a coherent story. 

















BHC 50% of median moving line income measure


14-15%  (~160,000)





AHC 50% of median fixed line income measure


19-20%  (~210,000)





Material hardship


13-15%  (~150,000)








� 	P10 is 10% up the distribution (the top of the bottom decile).  P80 is 80% up the distribution, and so on. For the top decile it is the change for P95 that is reported, rather than P100 which is at the very top of the distribution and is a very volatile number.


� 	MSD’s 2008 Living Standards Survey and the HES (more recently) enable a reasonable though not perfect replication of the EU-13 index. 


� 	MSD’s 2008 Living Standards Survey and the HES (more recently) enable a reasonable though not perfect replication of the EU-13 index. 


�	The actual baseline figures for the purposes of the Bill will be established by the Government Statistician (assuming the relevant provisions in the current Bill are enacted). The current estimates may change in the light of the more up to date and better quality data available in 2019. The degree of overlap is however highly likely to remain the same. Similar analysis for 2013, 2014 and 2017 shows very similar overlaps, even though some of the rates are different. 


� 	BHC = ‘before deducting housing costs’ and AHC = ‘after deducting housing costs’.








