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Overview and selected findings

MSD’s Child Poverty report is a comprehensive resource designed to inform policy development,
research and public discussion in relation to the material wellbeing of children and the households in
which they live. Most of what is reported is about material hardship, low incomes and financial stress
as these are matters of considerable ongoing public policy interest, but it also reports on how well the
vast majority of children and their households are doing in terms of their material wellbeing. Children
are those aged under 18 years.

There is naturally some overlap with Stats NZ’s Child Poverty Statistics report (Feb 2022) — the same
notion of poverty is used, the same Child Poverty Reduction Act (2018) measures, and the same
basic methodology in line with international best practice — but the reports are essentially
complementary, each with its own focus, purpose and selection of material. The Stats NZ report is
mainly focussed on fulfilling the requirements of the CPRA and reports in detail on year-on-year and
short-run changes for all children and selected sub-groups (regional council areas, ethnic groups,
disability status). MSD’s report looks at the longer-term trends (15 to 50 years where possible), gives
international comparisons, uses a much wider range of breakdowns (see list below), and has strong
research and policy implications themes throughout.

The latest data used in both reports is from the 2020-21 Household Economic Survey (HES).
The interviews for the 2021-22 HES only finished on June 30, 2022, so the MSD report has no
more up-to-date headline figures than there already are in the Stats NZ report. The next
Stats NZ report is scheduled for February 2023, with updates using HES 2021-22.

Key themes covered in the MSD report
o international comparisons for children: material hardship rates, low income rates, and the
proportion living in households with no adult in paid employment

o long-run trends for low income rates (from 1982) and material hardship rates (from 2007) for
all children and for selected sub-groups

o trends in beneficiary income levels over several decades

o detailed descriptions of life ‘under the line’ for children in various household contexts,
including information on the most seriously disadvantaged

o material hardship and low-income rates for ‘beneficiary’ and ‘working’ households

o some comparisons with the situation for older New Zealanders and for those under 65s in
households without children

o material wellbeing for children across the full spectrum from very low to high living standards

o the relationship between the various measures, the degree of overlap or mismatch, with
discussion as to why this is the case

o housing (un) affordability trends for households with children, especially private renters

o discussion of some of the limitations of the HES data for reporting on poverty, and of the
implications of moving to use administrative data for most income information in 2019-20

o the rationale for the various low-income and material hardship thresholds used in MSD’s
reports (and in the CPRA)

o sensitivity testing, showing how different assumptions can impact on key findings

o a brief outline of several common misunderstandings or misrepresentations of findings
about child poverty

Sections on food security and housing quality are planned for inclusion in the 2023 edition. Good
information on these themes is currently available in the Child Poverty Related Indicators report:
https://dpmc.govt.nz/publications/child-poverty-related-indicators-report-2020-21



https://dpmc.govt.nz/publications/child-poverty-related-indicators-report-2020-21
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Concepts, definitions and measures

Poverty in this report and in the measures specified in the CPRA is essentially about household
resources being insufficient to meet basic material needs. As in most richer countries, poverty is
commonly understood as ‘exclusion from the minimum acceptable way of life (standard of living) in
one’s own society because of inadequate resources’. This high-level definition is in line with the EU
definition which was first agreed at the 1975 EU Council of Ministers, and which was inspired by the
work of Peter Townsend in the UK in the 1970s.

Household income, adjusted for household size and composition, has traditionally been used as a
proxy measure of household resources. While this approach produces valuable information on
income inequality and on the number of households with incomes below selected low-income lines, it
has several limitations as a poverty measure.

o Different households with very similar current income can have different levels of non-income
resources, sometimes reflecting different income trajectories in previous years, sometimes
the degree of assistance from outside the household or the level of assistance given to other
households. The differing non-income resources include the levels of cash savings, and the
quantity and quality of the stock of basic household items, especially durables.

o Different households with very similar current income can also have quite different basic
needs. Some of these differences can be addressed: household income can be adjusted for
household size and composition (‘equivalised’); the differing demands on the budget for
differing housing costs can be addressed to a degree by using income after deducting
housing costs (AHC income) to make comparisons more realistic. However, there are some
differing demands on the household budget (ie differing needs) that cannot easily be adjusted
for (eg special health costs, high debt servicing, and so on). There is also variability in the
ability of households to convert a given income into valuable consumption.

As a result, when using a given low-income threshold (‘income poverty line’), it is found that some of
the low-income households do not experience financial hardship, and others with incomes ‘above the
line’ do. Low income on its own does not distinguish well between those with adequate resources to
sustain a minimum acceptable standard of living and those without these.

This does not mean that income has little impact on the material wellbeing of individual households —
for low-income households especially, any increase in income will almost always make a positive
difference. It's just that when it comes to measuring poverty (as defined above), income on its own is
not a very good identifier of those who are actually struggling to achieve a minimum acceptable
material standard of living.

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. These measures use survey
information about what basics and near-basics households can and cannot in practice afford. By
using carefully selected items from the survey information, indices can be created to rank households
across a spectrum from no hardship through to severe hardship. They provide a more direct
measurement of ‘minimum acceptable standard of living’ than household income does.

The EU has formally adopted a 13-item material and social deprivation index (‘EU-13’ in this report)
as one of its suite of social inclusion indicators. New Zealand uses a similar 17-item index to measure
hardship (DEP-17). Both these indices are designed as instruments to rank households by their
differing degrees of material hardship, using a balanced set of indicators that cover a range of
domains and degrees of depth of deprivation, reflect the same underlying concept (or ‘latent
variable’), and which apply reasonably well to people in different age groups and household types.

Some use a combination of both low income and material hardship as a poverty measure. Ireland
uses the combination method to measure what they call ‘consistent poverty’, as in their view this
(overlap) group best fits the high-level definition which has both an input (resources) and outcome
dimension (minimum acceptable material standard of living). MSD uses the combination method as
one of the measures in its multi-measure multi-level approach. It can be seen (as in Ireland) as the
preferred measure, or simply as a measure of deeper poverty. It is one of the specified measures in
the CPRA suite.
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The income-wealth-consumption framework used in the MSD reports

MSD’s reports use the framework outlined in Figure 1 below for thinking through the relationship
between material wellbeing (or living standards), household income, financial and physical assets,
and other factors.

e ‘Current’ household income?! and financial and physical assets together largely determine the
economic resources available to most households to support their consumption of goods and
services and therefore their material standard of living.

e For low-income households that have very limited or no financial assets, income is the main
resource available to generate their standard of living (along with the stock of physical assets
such as furniture, consumer durables, and so on). Such households struggle in varying degrees
to meet basic needs, and are also very vulnerable to the negative impacts of ‘shocks’, such as
even a small drop in income or an unexpected expense.

e The framework recognises that factors other than current income and assets can also impact
on material wellbeing. These factors are especially relevant for low-income / low-asset
households, and can make the difference between ‘poverty/hardship’ and ‘just getting by’.

Figure 1 (= A.1in main report)
The income-wealth-consumption framework used in the MSD reports

Household
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Discretionary
0 spend / desirable
Re§0urces non-essentials MWI
A4 available for >
. . consumption
Financial and P )
physical assets Basic needs / DEP-17
(in part reflecting essentials
previous income) J
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Material wellbeing or

Other factors

eg assistance from outside the household (family, friends, community, o
state), the ability to convert given resources into valuable consumption, living standards
ability to access available resources, size of housing costs and employment-
related costs (eg childcare), high or unexpected health or debt servicing
costs, disability that incurs extra costs or limits paid employment.

In line with the above, a key theme of this report and MSD’s main Household Incomes and Material
Wellbeing reports is that ‘not all households with low incomes are in hardship, and not all in hardship
have low incomes’. The overlap between material hardship and income-based measures is limited,
typically of the order of 45%, and as low as 30%, depending on the low-income measure used.
Factoring this into our reading of the figures is critical for understanding and interpreting child poverty
statistics.

Households in material hardship Low-income households

™~

Some households in hardship
do not have low incomes

Some low-income households
are not in hardship

The actual degree of overlap between the different measures is covered in the Selected Findings
section below.

1 In the literature ‘current’ household income sometimes refers to income over the previous week or month. For this report
(including Figure 1) it refers to annual income in a recent 12 month period in contrast to income in the longer-term over
several years.
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Adjusting the low-income thresholds (poverty lines) over time: ‘fixed’ & ‘moving’ lines

Once a low-income poverty line is established for a given survey, the question arises as to what
approach to use to adjust that threshold for the next survey. There are two common ways in which this
adjustment is made and they differ in how they assess whether an improvement has occurred in a
household’s income circumstances:

e one approach considers that a low-income household has improved its situation when its income
rises in real terms, irrespective of what is happening to the incomes of other households — the
‘fixed line’, ‘anchored’, or ‘constant-value (CV) approach

o the other uses the median household as the reference and an improvement is considered to
have occurred when a poor household moves closer to the median — the ‘moving line’ or ‘relative
(REL) approach.

Both approaches reflect the ‘relative disadvantage’ concept of poverty and hardship. The REL approach
is self-evidently a relative approach. The CV approach has to be benchmarked against community
standards in some way to start with, then after some years of being kept at the same level in real terms
it has to be re-based — again relative to some estimate of community standards.

Both approaches are used in income poverty analysis in OECD-type nations. They each have a valid
story to tell about the situation of people in lower-income households.

In the short to medium term at least, the fixed line (CV) measure can be seen as the more fundamental
measure in the sense that it reveals 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 CV threshold, as happened in New Zealand from the late 1980s through to the mid
1990s, then in the population at large there is likely to be wide concern about increasing poverty.

In the medium to longer-term, the REL measures become important indicators in their own right and
also for social cohesion — if low incomes and middle incomes become increasingly further apart then
those in low-income households are less likely to feel they belong.

Labelling of Household Economic Survey (HES) years

When reporting findings from the HES, ‘2017’ is short-hand for ‘2016-17’, and so on. The ‘2017’ survey
ran from July 2016 to June 2017. Some of the items refer to how households were faring in the 12
months prior to the interview.

e This means that the 2017’ material wellbeing scores / hardship rates reflect on average how
households were faring towards the end of 2016.

e The HES income information is about income in the twelve months prior to the interview. For
those interviewed early in the survey (eg July 2016) the income information is for July 2015 to
June 2016, and so on. This means that ‘2017’ income-based figures include information from
July 2015 through to June 2017.

All this matters for the interpretation of trends in relation to assessing the impact of policy changes or
major economic events.

HES 2020-21 and the COVID impact

The latest survey information in MSD’s 2022 Child Poverty Report is from the
2020-21 HES. The figures and trends do not therefore reflect the full net
impact of COVID on the one hand and government actions to mitigate the
impact on households on the other. The material hardship and low-income
information in the 2021-22 HES is needed to better capture that joint impact.
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The HES gathers information on the usually resident population living in private
dwellings

The survey therefore includes those living in retirement villages, but not those in non-private dwellings
such as rest homes, hotels, motels, boarding houses and hostels.2 Other sorts of surveys are needed
to obtain a picture of what life is like for those in more transient accommodation or those ‘living rough’.3

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 the 2018-19 HES: 724 of the households interviewed
reported receiving help from a food bank or other community organisation more than once in the
previous 12 months, 1698 households reported putting up with feeling cold ‘a lot’ in the previous 12
months because of needing to spend on other basics, and 25% came from the two most deprived
NZDep1l3 deciles (ie the most deprived 20%).# The achieved response rates for the most deprived
NZDep13 deciles are similar to the overall response rate — for example, 75% for 2020-21 for deciles 8,
9 and 10.

2 For example, the HES does not include the families in Emergency Housing which includes around 3800 children (Source:
MSD Monthly Housing Update for July 2022).

3 The Ministry of Housing and Urban Development (HUD) contracted the University of Otago to produce an estimate of New

Zealand’s homeless population, using 2018 Census data. This estimated there were around 3500 people living without

shelter, and 7500 people in emergency housing, campgrounds, motels, and other temporary accommodation. 2018 Severe

Housing Deprivation Estimate - Te TGapapa Kura Kainga - Ministry of Housing and Urban Development (hud.govt.nz)

Once the population weights were applied to gross up the sample numbers to population estimates the number of

individuals in the lower two NZDep deciles was 19.4%.



https://www.hud.govt.nz/stats-and-insight/2018-severe-housing-deprivation-estimate/
https://www.hud.govt.nz/stats-and-insight/2018-severe-housing-deprivation-estimate/
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Selected Findings

Material hardship comparisons with European countries

Eurostat’'s annual Survey of Incomes and Living Conditions (EU-SILC) provides the data for the EU’s
social and material deprivation index (EU-13). We can produce EU-13 figures for New Zealand from
HES data. The EU-13 index gives numbers that are close to those produced by the DEP-17 index that
is used elsewhere in MSD reports and by Stats NZ in the CPRA reports.

The international comparisons in the main report are provided in relation to 29 European countries:
most EU countries plus Norway, Switzerland and Iceland or, after January 2020, most EU countries
plus Norway, Switzerland, Iceland and the UK. Bulgaria and Romania, though in the EU, are omitted
as their general standard of living is much lower than New Zealand and most of the other European
countries on the list. To avoid clutter in the charts, the smaller countries are omitted (Malta, Cyprus,
Luxembourg and Iceland), leaving 25.

On the EU-13 measure 11% of New Zealand children lived in households that were classified as in
material hardship in 2020 (latest available EU data). New Zealand’s rate was similar to that for Slovakia,
Germany, Belgium and Portugal, around the middle of the European league table — lower than Ireland,
France, the UK and Spain (15-18%), but higher than Finland, Norway, Poland, Sweden, the
Netherlands, Switzerland (CH), Denmark, Croatia (HR) and the Czech Republic (4-7%).

In the three years since EU-SILC 2017 (= HES 2017-18), the median European rate decreased from
12.3% to 10.3%, and New Zealand’s rate decreased from 13.5% to 10.6%. The fall in the European
median reflected the improved rates for children in several countries, who all moved from above to
below the earlier European median.

The current gazetted 2027-28 CPRA target for material hardship using DEP-17 is 6%. Reaching that
level would mean an EU-13 rate of around 6-7%.

Figure 1

Material and social deprivation rates (% with 5+ enforced lacks), EU-13, 0-17 yrs
25 European countries + NZ (EU-SILC 2020, NZ HES 2020-21)
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Note for Figure 1: see Table D.1 in main report for country code abbreviations (p71).

e The 2020 EU-13 material hardship rate for New Zealand two parent households with one or
two children is 7%, close to the EU median for this household type (6%). For two parent
households with three or more children the New Zealand rate (17%) is above the median EU
rate for this group (11%).

e For New Zealand sole parent households, the EU-13 material hardship rate is 29%, down
from 34% in 2017, but still well above the European median for this household type (19%).
New Zealand also has a relatively high proportion of sole parent households compared with
European countries.
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Material hardship trends from 2007 to 2021

Material hardship rates for children increased during the GFC and associated downturn, then steadily
improved from 2013 to 2021 (Figure 2).

The downward trend can be attributed to a combination of rising employment rates, rising wages,
increases to income support for families with children, increased support for housing and child-care
costs, and other measures that reduce demand on the family budget (eg free doctors’ visits and the
food-in-schools programme).

Figure 2
Material hardship trends for children (0-17 yrs), 2007 to 2021
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Figure 3 shows the material hardship trends for sole-parent, two-parent and other multi-adult
households with children. The hardship rate for children in sole-parent households is typically three to
four times higher than for two-parent households. A major factor in the difference is the more limited
potential for paid employment hours in a one-adult household, with or without children. (See the main
report for more on this.)

Figure 3
Trends in material hardship for children (0-17 yrs), by household type

60

Standard hardship —e— SP HHs
MWI scores of 12 or less —=— Other family HHs
50 = DEP-17 of 6+
( or6+) ——- ALLO-17s
1
//_'\ —— 2P HHs
1. A

40

30

20

% below threshold

Rolling two yr avg
from 2008 to 2018

2007 08 09 10 1M1

13 14 15 19 20 21 2022

HES year

12 16 17 18

Most children live in two-parent households (~70%), with 15% in sole-parent households and 15% in
other multi-adult households.® This means that even though sole-parent hardship rates are much
higher than for two-parent households, on average over the three most recent surveys (HES 2018-19,
2019-20, and 2020-21) around the same number of children in hardship come from each of sole-
parent and two-parent households.

5 Sole-parent families are found in both sole parent households and multi-adult households: a sole parent HH is a sole parent
family not living in a household with others. Two thirds of SP families are found in SP HHs and one third in multi-adult HHs.
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Material hardship trends for ‘working’ and ‘beneficiary’ households

In this section, ‘working’ means that most of the income for the household comes from the market,

and ‘beneficiary’ means that most of the income comes from the government.® Figure 4 shows the
material hardship trends for the two groups of children, with beneficiary hardship rates being around
four to five times higher than rates for children in working households.

80

Figure 4
Trends in material hardship rates for children (0-17 yrs), by main source of household income
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Figure 5 reports on the composition of those in hardship: around the same number of children in
households in hardship come from each group. Although working households have lower hardship
rates, there are many more such households than beneficiary households, so the numbers even up
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Figure 5
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See the last page of this Overview for discussion of the often-made assertion that ‘paid work is the
best way out of poverty’.

5 The focus in this report is on paid work. The value of unpaid work is immense, especially in relation to parenting and other
caring responsibilities, but is not looked at in this report.
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Increasing proportion of dual-earner two-parent households

Figure 6 shows the trend to increasing work intensity among two-parent households with dependent
children.

The option of one partner in full-time paid employment and one not in paid employment
(‘workless’) was the dominant pattern in the early 1980s. By the early 2000’s, the most common
arrangement was for both parents to be employed full-time (~38%), and in 2021 the figure had
reached almost one in two (49%).

The one-FT-one-PT arrangement has been reasonably steady at 25-30%.

Around three of every four two-parent families were dual-earner families in 2021, up from one
in two in the early 1980s.

This increasing proportion of dual-earner two-parent households is a major factor behind the
longer-run consistent rise in material wellbeing for the vast majority of children, as indicated for
example in Figure 15 (a few pages below). It also points to / is consistent with the view that in
general, single-earner households are now much less likely to be a viable option for providing
economic security than they were 25-40 years ago.

Figure 6
Increasing proportion of two-earner two-parent households (with dependent children),
1982 to 2021
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Break in time series between HES 2017-18 and 2018-19 for income-based measures

Up to HES 2017-18, Stats NZ merged information from the survey itself with modelled information
produced by the Treasury for income items known to be inaccurately provided by many
respondents. The resulting dataset is referred to as HES-TAWA. Starting with HES 2018-19 Stats
NZ use and provide others with a dataset that derives most of its income information from
administrative data, including tax records. This is referred to as HES-Admin.

The two datasets have some differences which mean that some income-based time series do not
always mesh well between the two, especially for low incomes. This time series break is indicated
in the MSD report by a vertical broken line in the charts. In some cases the trends across the

discontinuity are seamless — in those cases, the MSD charts do not show the broken vertical line.

Not too much should be read into changes in trend levels between the trend lines based on the
two datasets. The reader is advised to focus on the big picture. The text assists with that.

In addition, Stats NZ created a special time series for incomes back to 2007, based on the HLFS
and the HES to create datasets with much larger sample sizes. They use analysis of this data in
their published material. In this case there is no time series break from HES 2017-18 to 2018-19.

Section N in the main report has further detail on the datasets and Section O discusses some of
the implications of moving to using administrative data for most of the income information.
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AHC low-income rates for children

Figure 7 shows the AHC low-income (poverty) rates for children for the four decades from 1981-82 to
2020-21, using both fully relative measures (the broken lines) and anchored or constant value
measures (the solid blue lines).

The anchored line or ‘constant value (CV) measure sets the low-income threshold in a reference year
and adjusts it forward and back using the CPI. In other words, the low-income threshold is fixed in real
terms. The reported poverty rate rises if the incomes of low-income households decrease in real
terms irrespective of what is happening to the incomes of the rest of the households ... and vice
versa. Figure 7 uses the AHC 50 CV measure, with two different reference years, 2007 and 2018.

e The solid blue CV-07 trend line reports an AHC 50 rate for children of around 18-20% in 2007
to 2012, much the same as in the 1980s. This is because the inflation-adjusted AHC incomes
of low-income households with children were around the same in each time period.

e The AHC 50 CV-07 low-income rate doubled from 20% to 40% in a very short period in the
late 1980s to early 1990s, reflecting rising unemployment, a falling average wage,
demographic changes (more sole parent families), the 1991 benefit cuts and the introduction
of market rents in (what we now refer to as) public housing.

e The rate then steadily fell through to 2008 with improving employment, a rising average wage,
rising female employment, the introduction of income-related rents and Working for Families.

e The post-GFC slow-down led to a slight rise through to 2013, followed by a steady decline
reflecting good economic conditions, a rising minimum wage and, more recently, higher
housing support through changes to the Accommodation Supplement and increases in
incomes for beneficiary families and households.

The three fully relative AHC trend lines (broken lines in Figure 7) show that low-income AHC rates for
children were fairly flat over the 25 years from 1993 to 2018 on these measures, with some decrease
in recent years. This indicates that low incomes were roughly keeping pace with median incomes,
with no noticeable change in income inequality in the lower half of the AHC incomes distribution. In
contrast, the large change in income inequality from the late 1980s to the early 1990s saw AHC low-
income rates double during this period.

Figure 7
Long-run trends in rates of low AHC household income for children (0-17 yrs),
using both relative (‘moving’) thresholds and anchored (constant value) thresholds
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Broken lines show the trends for low-income relative measures.
Solid lines show the trends using two anchored or 'constant value' (CV)
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Notes for Figure 7:
e See box on previous page for information on the different datasets used for the time series.

o See the main report for information on the inflation adjustment approach used by MSD for
the AHC CV lines.

If there is a downturn in coming years and inflation remains elevated then, all else equal, the AHC
anchored poverty lines can be expected to rise. The relative lines are likely to remain flattish ... or
even fall, if median incomes fall more than do those of low-income households with children.
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Trends in low and middle incomes for households with children

Beneficiary households with children

Figure 8 shows the long-run trends (1947 to 2022) in inflation-adjusted (‘real’) base support for the
most common beneficiary households / families:

The incomes include benefit income and income from the Family Tax Credit and its
predecessors, but exclude the Winter Energy Payment, Best Start and the Accommodation
Supplement (AS).

Incomes from the two sources noted have recently risen to be above the rates prior to the
1991 benefit cuts — for the first time since then.

Figure 8

Inflation-adjusted value of core benefits since 1947 ($2022 pw)
Includes Benefit + Family BenefittFamily Support/Tax Credit. Does notinclude WEP, BS or AS.
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Source: MSD collation from information from the Royal Commission on Social Security, Dept of Social

Welfare Annual Reports, Income Support Service / Work and Income Fact Sheets & Budget 2022.

While Figure 8 provides valuable information about key aspects of the trends in income of
selected beneficiary recipients it does not tell the full story. In particular, it does not take
account of either accommodation costs or the housing support provided through the
Accommodation Supplement (AS) since 1993 or the Income-Related Rent subsidy (IRRS) for
those in public housing (from 2000). The Temporary Additional Support (TAS) assistance can
also have significant impact on the level of housing support for some.

Net housing costs depend on both the level of housing costs and the entitlement to different
housing subsidies. The subsidies are provided at different levels depending on geographical
area, household income, and other factors. Given the wide variations in housing costs and
subsidy amounts there are considerable challenges for producing a full ‘after housing costs
and housing support’ time series using the example families approach as in Figure 8 above.

Recent analysis by MSD using actual beneficiary income and housing costs data is now
available in the ‘Total Incomes’ report. This information is used in Figure 9 (next page).
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Figure 9 shows the percentage change in total income for all MSD clients (for all family types,
equivalised) compared to growth in the CPI between 2006 and 2022. Income in this chart includes
income from all sources including the WEP, BS and AS (see previous page for acronym glossary
under Figure 8).

The blips in the trend lines reflect the WEP which applies for 22 weeks from May to September each

year. Removing the blips / following the trend between blips gives an idea of the trend without the
WEP.

e Total income before deducting housing costs (BHC) generally tracked a little above inflation
up to around March 2018, then increased strongly to 2022. See blue lines in chart.

e Total income after deducting housing costs (AHC) generally tracked in-line with inflation
(excluding housing) up to around March 2018. Since then AHC incomes have increased
strongly in real terms.

Figure 9
Change in total incomes (BHC and AHC) for beneficiary family and single-person units, 2006 to 2022
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Source: MSD Working Paper: Total incomes of MSD main benefit clients as at
April 2022. wp-total-incomes-of-msd-main-benefit-clients-as-at-april-2022.pdf

e As noted in the Total Incomes document in the link below Figure G.9 this analysis has to
impute housing costs for around 20% of beneficiaries whose housing costs are unknown as
they do not receive AS, IRRS or TAS.


https://www.msd.govt.nz/documents/about-msd-and-our-work/publications-resources/working-papers/wp-total-incomes-of-msd-main-benefit-clients-as-at-april-2022.pdf
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Trends in accommodation costs relative to income for households with children

Figure 10 shows the trends in average housing costs as a proportion of average unequivalised
income for selected income groupings (quintiles) of households with dependent children (with all
adults under 65). Housing costs are:

e up from 15% in 1988 to 22% in HES 2021 for all households with children

e up from 23% to 40% for the lowest income quintile (Q1) and 19% to 30% for Q2.

Figure 10
Avg housing costs relative to unequivalised income (%), under 65 households with children, 1988 to 2021
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Note for chart.
The longer-term trend lines give robust indications of current and past levels of
spending on accommodation relative to income, and of the relativities between groups
(as reported in the associated text). The year-on-year fluctuations are not robust
enough to support conclusions about rises or falls in these and similar short periods.

The reported Q1 proportion in Figure 10 (~40%) is dampened by the presence of households that
reside in public housing for which the rent is capped at 25% of income. Most of these households are
in Q1. For many in low-income households, rent makes up more than 40% of income. One such
group are those that rent privately and receive the Accommodation Supplement (AS), with almost half
of household income spent on accommodation on average by those in Q1 (top broken line in chart).
This leaves very little for the other necessities and it is not surprising that this group has very high
material hardship rates (46% for those in lowest one fifth (quintile) of this group and 32% overall).

Figure 11 looks at housing costs relative to income a different way. It uses equivalised household
income and includes all households to create the income quintile boundaries, not just households with
children. For Q1 households with children that are renting and receiving the AS, 85% are spending
more than 30% of their income on accommodation, 65% are spending more than 40%, and around
40-45% spend more than half their income on accommodation. Households with such high relative
accommodation costs have very low residual or after-housing-costs (AHC) income.

Figure 11
Spending on accommodation as a proportion of BHC income (%) for low-income (Q1) households with
children, renting privately and receiving the Accommodation Supplment (AS), 2007 to 2021, using OTIs
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Incomes for all households with children: trends by household type and ethnicity of the
children’

Figure 12 shows the rising trend in ‘real’ CPl-adjusted median incomes after deducting housing costs
(AHC) for households with children and for couple-only (<65) households for comparison.

e Incomes for two-parent households generally track much the same as the overall population
median, other multi-adult family households with children a little lower, and sole-parent
households much lower, albeit on the rise in real terms.

e AHC incomes for sole-parent households have tracked at around 50% of the median since
the 1991 benefit cuts. The actual dollar gap between sole-parent household incomes and the
median has increased in real terms in the period.

Figure 12
Median incomes (equivalised AHC) of selected household types in $2021
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Figure 13 reports median AHC household income for children by ethnicity in real (CPI-adjusted)
terms. There have been solid net gains in real terms since 2007 for children in each of the main ethnic
groups, albeit with different trajectories through and immediately after the GFC (around a 35% real
(CPI-adjusted) gain for all four groups since 2007).

Figure 13
Median AHC household incomes for children, by (total) ethnicity ($2021), HES 2007 to 2021
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The rising trends shown in the two charts above are part of the explanation as to why the vast
majority of New Zealand households with children report experiencing steadily rising material living
standards since the mid-1990s (see Figures 14 and 15 on next page).

7 Disability statistics are available from the HES only in 2019-20 and 2020-21 so there is no trend information. See this report
(Section B) or Stats NZ's February 2022 report https://www.stats.govt.nz/information-releases/child-poverty-statistics-year-
ended-june-2021/



https://www.stats.govt.nz/information-releases/child-poverty-statistics-year-ended-june-2021/
https://www.stats.govt.nz/information-releases/child-poverty-statistics-year-ended-june-2021/
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Two other indicators of overall improvement in financial and material
wellbeing for households with children

Falling trend for households with children reporting ‘not enough’ income for basics

Figure 14 shows the falling trend for households with children who respond with ‘not enough’ to the
self-assessed income adequacy question about household income being enough to cover the basics
of food, accommodation, clothing, electricity, and so on. There is a decline overall, as expected, but
for the purposes of this report it is the decline in the rate for the lowest AHC quintile (Q1) that is of
particular relevance, from 46% in HES 2013 to 28% in HES 2021.

Figure 14

Self-assessed household income as ‘not enough’ —falling trend for households with children
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Improving material wellbeing overall

Using the Material Wellbeing Index (MWI) to report on trends is similar to using an anchored line
household income measure. The same fixed standard is used from one survey to the next, whereas
the moving or relative line approach for incomes uses a moving standard or reference point, namely,
median household income. Figure 15 makes use of this feature, starting with a given MWI score
(level of material wellbeing) in 2012-13 and showing the increasing proportions of children in
households achieving that level over the period to 2020-21.

The maximum possible MWI score is 35. Material hardship rates are calculated using an MWI score
of 12 or less. Figure 15 shows the trends in material wellbeing from 2013 on, with the top line
representing those with a score over 14, a little above the standard hardship threshold. 78% of
children were in households with these scores in 2012-13 and by 2020-21 it had reached 86%. For
the lower line (representing children in households with above average / very good material living
standards), 31% of children were in households with a score over 28 in 2012-13. By 2020-21 this
proportion had reached 47%.

Figure 15
Rising trends in material wellbeing for children (0-17 yrs), starting with selected levels in 2012-13

100

80
60

40

= MWI score >14

20 f
= MWI score >19
= MWI score >28

2013 2014 2015 2016 2017 2018 2019 2020 2021

% of individuals in HHs with MWI score
above threshold




Overview and Selected Findings 18

Income matters for ‘making ends meet’, but so do other factors ...

As discussed in the introduction to this Overview, a key theme of the report is that not all low-income
households report being in material hardship and some households with incomes above low-income
lines (poverty lines) do report hardship. The mismatch or limited overlap between income and
hardship measures arises for two sorts of reasons:

e For some low-income households their past income could have been higher than current
income and they have savings to draw on; they may have a well-established set of household
goods and appliances and little or no debt servicing; they may have financial or significant in-
kind support from outside the household; if household income is mainly from self-
employment, legitimately declared low household income will usually bear little relationship to
the resources available; and so on.

e For some households with incomes above low-income lines (income poverty lines) they may
have above average demands on the household budget (eg significant health-related costs or
high debt servicing costs); or have been on low-income over several previous years; or be
trying to make do on a much lower income than previously after a relationship break-up; or
for a range of reasons have great difficulty in turning income and other material resources into
valuable consumption; and so on).

Figure 16 and the associated table below shows the impact of the differing levels of liquid assets held
by that for households with similar AHC incomes: higher levels of liquid financial assets mean lower
levels of material hardship. This is hardly a surprising finding, but it is not often to the fore in
discussion and debate, and it is rare for a single dataset to have all three pieces of information
(income, liquid assets (such as savings and accessible investments) and material hardship) to enable
the analysis to be done.

Figure 16
Material hardship rates depend on the level of liquid financial assets as well as on HH income
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Reading notes for Figure A.2 and associated table below:
» The five quintiles are quintiles of AHC household income — Q1 is the lowest
quintile and so on.

e Individuals within each household income quintile are ranked by their
household’s level of liquid assets, then split into three equal-sized groups.

DEP-17 material hardship rate (6+/17)

Household Economic Survey 2017-18 Q1 Q2 Q3
median liquid assets ($) 0 400 8,000 100 1,200 [12,000 | 500 3,600 |19,300

can pay an unexpected + essential $500 bill

within a month without borrowing (%) e ® & el 7 7 & e £S

used a foodbank more than once in previous

12 months (%) 25 10 2 6 4 1 4 0 0
put up with cold ‘a lot’ to save on costs (%) 25 14 11 10 8 4 7 5 4
R e I AR I R L R
self-assessed income adequacy — ‘not enough’ 46 21 17 22 10 6 14 6 4
material hardship rate (%) (6+/17, DEP-17) a7 18 7 19 11 4 9 1 2

avg AHC household income (equivalised) 11,000 | 11,000 | 10,000 | 21,000 | 21,000 | 22,000 | 30,000 | 31,000 | 31,000
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Figure 17 shows how the mismatch described above works out in practice for households at different
income levels. For this chart, households with children are divided into four groups according to their
DEP-17 scores: the hardship group (DEP-17 = 6+); the ‘no hardship’ group (DEP-17 = 0); and two
groups in between for illustrative purposes.

As expected, the lower the income, the higher is the material hardship rate (red) and the lower is the
‘no hardship’ rate (darker green). There are however some with incomes above BHC 50 and even
above BHC 65 who report hardship, as well as some with low incomes who are doing reasonably well
or very well (light and darker green). The orange group (DEP-17 scores of 3-5) could be described as
‘only just getting by’, and are vulnerable to shocks such as an unexpected vehicle or dentist bill or
sudden loss of income through illness or reduced total paid employment hours for the household.
There are a good number of such households well above the usual low-income thresholds / poverty
lines.

Figure 17
Material wellbeing / hardship for children in households in lower, middle and higher BHC income bands,
HES 2018-19
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Figure 17 above reported on the material hardship and material wellbeing rates for different
household income bands. Figure 18 looks at it the other way: it starts with the children living in
households reporting material hardship (DEP-17 scores of 6+) and reports what AHC income bands
their households come from.

e around one in four (26%) come from households with incomes below 40% AHC
e only 44% come from households with incomes below 50% AHC
e almost one in three (29%) come from households with incomes above 70% AHC.

Figure 18
Distribution across household AHC income bands of children identified as in hardship (DEP-17, 6+)
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Figure 19 shows the overlaps between three measures : BHC 50, AHC 50 and material hardship
(6+/17 using DEP-17 index). Note that the AHC 50 measure here is the relative version not the
fixed line as used in the primary measures for CPRA purposes. The analysis uses the average of
HES 2018-19, 2019-20 and 2020-21.

Most of those in households with incomes below BHC 50 also have incomes below AHC 50 (the
green-red overlap, around 85%). The rest of those with income below AHC 50 come from
households with incomes above the BHC threshold, but whose housing costs are relatively large.

Just under half (45%) of those in material hardship come from the low-income AHC group (the
black-green overlap). The other half come from households with incomes higher than this.

The fact that the overlaps are not 100% between low-income and material hardship means that
policies to reduce material hardship need to consider including elements that improve the
incomes and/or reduce the expenditure of those above the usual low-income poverty lines.

Figure 19
3-way overlap: average of HES 2018-19, 2019-20 and 2020-21 for children (0-17 yrs)
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Reading note for Figure 19:
e Both the income measures are fully relative ones (BHC 50 and AHC 50).

e The low-income rates and numbers in Figure 19 are a little lower than the official rates and numbers
published by Stats NZ (~2 ppt lower). This difference arises from the treatment of the data that this report
applies — households with reported incomes well below the minimum safety net levels of the social welfare
system (ie typically less than BHC 20), yet also reporting that their income is enough or more than enough
for the basics are not counted in the MSD report. See Section N in the main report for a full discussion.
The overlap findings reported in the text above Figure 19 are impacted only slightly by this treatment.
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Material hardship trends for children in low-income households (‘poor children’) and
for children in ‘non-poor’ and ‘near-poor’ households

Figure 21 shows the trends in the numbers of children in households reporting material hardship for
those in both income-poor and non-income-poor households. In this chart, low-income means
households with AHC incomes below 60% of the AHC median. (This higher threshold is needed to
ensure that there are enough sample numbers in each sub-group to provide a robust time series
including the years when the HES was a smaller survey.)

Figure 21
Material hardship numbers for those in income-poor and non-income-poor households,
2007 to 2021, 0-17 years
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In recent years, around 35-40% of those in hardship come from households with incomes above the
AHC 60 low-income threshold (blue line numbers as a proportion of broken line numbers). Around
half of these come from ‘near-poor’ households, with incomes of 60 to 80% of the AHC median.

Table 1 shows the household income levels for 60% and 80% of the median in ordinary unequivalised
dollars for selected household types to give an idea of what ‘poor’ and ‘near-poor’ mean for household
budgets for this analysis.

Table 1
AHC 60% and 80% of median thresholds in ordinary unequivalised 2022 dollars,
selected household types, with children, $ per week AHC

1,1) 1,2) (2,1) 2,2) (2,3) (2,4)
AHC 60% 550 680 765 890 1,020 1,145
AHC 80% 735 905 1,020 1,190 1,360 1,530
AHC median 920 1,130 1,275 1,485 1,700 1,910

Notes:

e The figures above are calculated before any treatment is applied to the dataset
e The $2022 numbers are the actual HES 2020-21 numbers inflated by 8% (the CPI change from the 2020-21
average to June 2022)
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Material hardship, low income and foodbank usage in six Auckland regions

When Auckland's eight former councils were merged into a single ‘Super City’ in 2010, the Auckland
region was divided into 13 wards and 21 local boards. The analysis in this section uses groupings of
selected wards to enable a breakdown of the Auckland region into six sub-regions, as in Table 2.

Table 2
The six sub-regions defined by the agglomeration of selected wards
Sub-region Wards included in the sub-region
Northern North Shore, Albany and Rodney
Western Waitakere (incl Massey-Henderson-Te Atatd); and Whau (incl New Lynn, Green Bay, Kelston, Avondale, Blockhouse Bay)
Central 1 Albert-Eden-Puketapapa (incl Pt Chevalier, Mt. Albert, Mt Roskill, Balmoral, Mt Eden, Epsom, Royal Oak, Lynfield); and Orakei (incl

Parnell, Newmarket, Remuera, Meadowbank, Orakei, Mission Bay, St Heliers, Glendowie)

Maungakiekie-Tamaki (incl One Tree Hill, Onehunga, Te Papapa, Mt Wellington, Ellerslie, Panmure, Point England, Glen

Central 2 Innes, St Johns); and Waitemata-Gulf (incl Grey Lynn, Westhaven, Waiheke)

Southern Manukau and Manurewa-Papakura

Howick-Franklin Howick and Franklin

Note for table:
Follow the link and scroll down for an Auckland map showing the wards: https://www.aucklandcouncil.govt.nz/about-auckland-council/how-
auckland-council-works/governing-body-wards-committees/wards/Pages/find-your-ward.aspx

Table 3 gives an indication of the size of each grouping of wards and of the differing levels of material
and financial hardship for children across the Auckland region. The figures in the tables are the
average for the three surveys 2018-19, 2019-20 and 2019-20, to ensure there are sufficient numbers
in the joint sample to give robust findings on the various statistics. There is no evidence of any
upward or downward trend over the three years so taking the average does not lose any information.

Four measures of material and financial hardship are reported:

e AHC 50 REL: the proportion (%) of people (children) living in households that have an after-deducting-
housing costs (AHC) income of less than half the AHC median for the whole country.

e MH 6+: the standard material hardship measure used by Stats NZ and this report, households lacking 6
or more of the 17 items in the DEP-17 index.

e MH 9+: the severe hardship version of the above.

e Foodbank usage: the proportion (%) of people (children) living in households that report using a
foodbank or similar at least once in the 12 months prior to interview.

Table 3
Low-income (AHC 50), material hardship and foodbank usage for Auckland and six groupings of wards:
children (0-17 yrs), average over 2018-19 to 2020-21 (%)

Geographic Area AHC50 | MH 6+ MH 9+ |Total # of children | Foodbank %

New Zealand 18 12 5 1,142,000 10
Auckland 19 12 6 391,000

Northern wards 16 5 2 99,000

Western wards 21 10 4 59,000 10
Central 1: Albert-Eden-Roskill & Orakei, 14 4 2 53,000 3
Central 2: Maungakiekie-Tamaki & Waitemata-Gulf 19 17 10 29,000 13
Southern wards 25 28 13 93,000 19
Howick-Franklin wards 18 7 3 57,000 5

The numbers that immediately grab one’s attention are those for the Southern wards:

e 28% of children in material hardship compared with a country-wide figure of 12% on average
over the three surveys

e 13% in severe material hardship compared with 5% country-wide

e 19% of children in households using a foodbank at least once in the 12 months prior to
interview, compared with 10% country-wide.

Looking at the figures another way, children (under-18s) living in the Southern wards make up:
e 24% of Auckland’s under-18 population but 53% of under-18 Aucklanders in material hardship
e 8% of the country’s under-18s, but 20% of all under-18s in material hardship.



https://www.aucklandcouncil.govt.nz/about-auckland-council/how-auckland-council-works/governing-body-wards-committees/wards/Pages/find-your-ward.aspx
https://www.aucklandcouncil.govt.nz/about-auckland-council/how-auckland-council-works/governing-body-wards-committees/wards/Pages/find-your-ward.aspx

Overview and Selected Findings 23

Those in deepest financial and material hardship — the lowest ventile (5%)

In the findings reported so far there is a range of evidence to support the conclusion of improving
material wellbeing for the bulk of New Zealand children and their households, from both longer-term
and shorter-term perspectives, and of reducing material and financial hardship.

The evidence, however, only goes so far as the 2020-21 Household Economic Survey (HES) and
does not therefore include the ongoing COVID-related impact and that of the high inflation rate in
2021-22. Future surveys will capture these impacts. What is clear is that in 2020-21 there were fewer
children in households experiencing financial and material hardship than in 2006-07, just before the
impact of the GFC- and drought-driven downturn began to be evident in the HES data.

While these are robust findings, it is important to not lose sight of the fact that the HES data also
identifies the very severe hardship being experienced in any given survey by some 5% or so (~60,000
children). This estimate of severe hardship should be taken as a lower bound as the HES covers only
those children in households in private dwellings, but not those in non-private dwellings such as
hotels, motels, boarding houses, hostels and camping grounds and so on. Other sorts of surveys are
needed to obtain a picture of what life is like for those in more transient accommodation or those
‘living rough’.®

Table 4 on the next page focuses on the most materially disadvantaged children, based on the 2018-
19 HES (the largest HES there is). Children are ranked by the material wellbeing index (MWI) score of
their household then divided into ten equal-sized groups (deciles), and also into twenty equal-sized
groups (ventiles or 5% groupings). The group of 5% in households reporting the greatest hardship is
close to the same size as the DEP-17 9+ severe material hardship group (6%). The overlap between
the two is around 80%.

The table show the seriously high disadvantage and lack of basics for children in the V1 group (see
especially the multiple disadvantage panels giving the rates of deprivation for selected numbers of
items out of the 12 and 18 listed basics).

The numbers for 2020-21 are a little better on some individual items, but have not changed for the
multiple disadvantage measures reported in Table 4.

The HES is a cross-sectional survey — not a longitudinal survey in which the same individuals are
followed from one interview to the next, year-on-year — so we cannot say whether the lower ventile
contains the same or mostly the same children over time. It is likely though that for a good proportion
of these children, the severe hardship lasts more than just one year. This assessment is supported by
analysis of data from Stats NZ’s longitudinal Survey of Family, Income and Employment (SoFIE, 2003
to 2009). This shows that of the 8% of all children in households reporting the greatest hardship in a
given wave, around 45% were still in this hardship band two years later. Findings from the Growing up
in Ireland longitudinal survey also support the assessment.®

Even if all the 5% in Table 2 (next page) were experiencing this severe hardship for ‘only’ 12 months,
then experienced good improvement, this is still a state-of-affairs that the bulk of New Zealanders
would find unacceptable.

Tables 5a and 5b show which groups of children are in the most serious hardship. The 9+/17
columns give the numbers for those in severe material hardship using the CPRA measure (6%).
Table 5a reports by various household characteristics and circumstances (number of children, main
source of income, tenure, and so on). Table 5b reports by the ethnicity of the children.

Stats NZ’s new longitudinal survey, Living in Aotearoa, will in a few years be able to provide updated
and more robust information on all of this and more. First wave interviews began in April 2022.

8 Discussed on page 7.
9 See the main report for further details and references.
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Table 4

Children’s restrictions by the MWI score of their household (children, 6-17 yrs),
grouped by deciles and ventiles of children

HES 2018-19 (%)

All V1 | V2 D1 | D2 | D3 | D4 | D5
Distribution of children (6-17yrs) across MWI deciles of children (%) 100 5 5 10 | 10 | 10 | 10 | 10
Don’t have
2 pair of shoes in good condition and suitable for daily activities for each child 7 49 | 23 36 | 15 5
2 sets of warm winter clothes for each child 2 20 13 3
waterproof coat for each child (because of the cost) 5 40 | 17 28 7 4
separate bed for each child 5 30 | 20 25 | 10 5 5
fresh fruit and vegetables daily 7 58 | 32 45 | 12 6 3
meal with meat, fish or chicken (or vegetarian equiv) each day 6 42 | 21 31 | 13 5 4
good access at home to a computer and internet for homework 6 40 | 14 27 | 14 6 6
friends around to play and eat from time to time (because of the cost) 4 31| 10 21 7
Economised ‘a lot’ on children’s items to keep down costs to enable other basic things to be paid for (not just to be thrifty or to
save for a trip or other non-essential)
il:]e;\grtec;tglc;;/vsig:]c;u;“:;s{’i’?, dance, kapa haka, art, swimming or other special 7 a2 | 27 35 | 17 | 10 3
unable to pay for school trip or other school event (“a lot”) 3 26 | 21 24 6
involvement in sport had to be limited (“a lot”) 6 37 | 28 32 | 15 6
continue to wear shoes or clothes that are worn out or the wrong size (“a lot”) 3 26 | 13 19 7
Multiple restrictions of child-specific items (the 12 above)
2+ out of 12 12 79 58 68 28 12 5
3+ out of 12 8 71 | 35 53 | 17 6
4+ out of 12 6 61 | 25 43 9
Child-relevant general household items
Li%z\?ﬁcihhee:gs(tfci%dhggmgs, money) from a community organisation more than 5 42 | 20 21 9 5 3
accommodation crowded or severely crowded (1+ extra bedrooms needed) 13 34 | 27 31 | 23 | 18 | 18 9
accommodation severely crowded (2+ extra bedrooms needed) 3 7 6 6 4 5
dampness or mould a ‘major problem’ in the accommodation 8 39 | 33 36 | 20 | 10 4
L(;sspi)gsngznlgtrﬁports putting up with feeling cold to keep down costs for other 10 64 | 33 a9 | 27 | 12 6 2
gglszzvigrrsm:(r:iggs?gsn(e‘galiéitr’;g broken or damaged appliances to keep down 12 78 | 48 62 29 16 8 3
household has no access to car or van for personal use 5 17 | 10 14 7 9 3 4
Multiple restrictions out of 12 child-specific and 6 general child-relevant household items (18 in all) — uses severe over-crowding
3+ out of 18 14 90 | 66 78 | 34 | 12 3
4+ out of 18 9 81 47 64 18 5
5+ out of 18 7 | 71| 30 50 |11
Postponed doctor’s visits ‘a lot’ to keep down costs to enable other basic things to be paid for (not just to be thrifty or to save
for a trip or other non-essential)
For children (a lot) 2 12 8|5
For respondent (a lot) 11 60 | 44 52 |33 13 8 4
Respondent reports life satisfaction
dissatisfied or very dissatisfied with life 6 30 | 16 23 |14 8 6 3
satisfied or very satisfied with life 79 35 | 50 42 |60 |68 |80 |81

Note: Information is suppressed in cells with fewer than 15 households in the sample.
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Table 5a (= Table B.1a)
Material hardship rates and composition for selected population groups (DEP-17 index, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

Material hardship Overall

HES 2018-19 Material hardship rates . -
composition composition

what % of all those in
hardship (using a given
threshold) are in this group /
cell?

what % of this group is in
hardship, using the different
thresholds?

000’s %

Material hardship threshold as # of items

lacked out of 17 5+ | 6+ | 7+ | 8+ | 9+ | 5+ | 6+ | 7+ | 8+ | 9+ | ALL | ALL

All children (0-17 yrs) 18 13 10 8 6 100 | 100 | 100 | 100 | 100 | 1,135 100
Household type
2P HH with any dependent children 12 9 7 5 3 48 46 44 42 37 785 69
SP HH with any dependent children 40 32 26 20 17 32 34 35 37 41 160 14
Other fam HHs with any dep ch 23 16 14 10 8 20 19 21 21 22 180 16
Other HHs (some 0-17s, no dep ch) Cell sizes too small — rates suppressed 1 1 0 1 0 10 1
Number of dep children in household
1 14 11 8 6 5 17 17 17 17 18 245 22
2 14 10 8 5 4 33 33 32 30 30 485 43
3 19 13 11 9 6 25 23 24 27 24 255 23
4+ 35 27 22 16 13 24 26 27 26 28 140 12
Work intensity (2P & SP, adults all ages)
2P - both FT 9 6 5 3 1 11 11 10 8 5 260 23
2P -FTPT 10 7 5 2 8 8 7 165 15
2P - FT WL 18 12 9 6 4 16 15 14 14 13 185 17
SP-FT 23 17 12 10 7 55 5
SP-PT 39 28 22 15 11 6 6 6 5 5 30 3
Other 25 19 15 12 10 52 54 57 60 65 430 38
Labour market status of household
Self-employed 4 2 1 1 0 2 2 1 1 1 140 12
At least one FT worker 14 10 7 5 3 57 54 52 48 44 820 72
No FT worker (may have PT) 47 38 31 25 20 41 44 47 50 55 175 16
PT work only 34 25 19 15 11 10 10 10 10 10 60 5
Some work (excl SE) 15 11 8 6 4 67 64 61 59 54 875 77
Workless 53 44 37 30 25 31 34 38 40 45 120 10

Source of HH income in the 12 months
prior to interview

Main source market 12 9 6 4 3 60 56 52 48 45 975 86
Main source government 52 42 35 29 23 40 44 48 52 55 160 14
Tenure of household
Owned with mortgage (incl Family Trust) 8 5 3 2 1 22 18 14 13 11 540 47
Owned no mortgage (incl FamilyTrust) 5 3 3 3 2 3 8 3 4 4 120 10
Private rental 29 23 19 14 11 53 56 59 58 61 365 32
Social rental 54 44 35 28 20 20 22 23 25 24 75 7
Other 8 4 2 2 1 1 1 1 1 1 35 3
Private rental by AS receipt
Private rental (no AS) 16 11 9 6 4 15 15 15 14 12 195 17
Private rental (with AS) 45 36 30 23 18 38 41 44 44 49 170 15
Education (highest qualification in HH)
Higher degree 6 4 2 1 1 7 6 4 3 3 230 20
Bachelors or similar 9 6 4 3 2 11 9 9 8 8 250 22
Post-school non-degree qual 20 15 12 9 7 35 35 37 37 37 360 32
School qual 29 22 17 13 10 31 32 32 32 32 215 19
No formal qual 44 34 27 22 17 17 17 18 20 20 80 7
NZDep Quintile
Q1(least deprived 20%) 2 1 7 6 4 4 3 210 19
Q2 9 6 4 3 2 10 9 7 7 7 230 20
Q3 14 9 7 5 3 16 14 14 14 12 230 21
Q4 19 14 11 7 5 20 20 20 17 15 210 19

Q5 (most deprived 20%) 39 31 26 21 17 48 51 54 58 64 250 22
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Table 5b repeats the hardship rates and composition analysis for ethnicity.

Material hardship rates are much higher for Maori (23%) and Pacific children/ethnicities (28%)
compared with that for European(10%) or Asian children/ethnicities (6%). For those in households
reporting severe material hardship (DEP-17 score of 9+), the rates are 11-14% compared with 2-4%.
These differences are much the same as in previous MSD reports which used multi-year averages to
compensate for the smaller sample sizes.

The right-hand panel reports the composition of those in varying degrees of hardship. The
composition of those in the 6+ and 9+ columns (CPRA material hardship and severe material
hardship measures) are much the same, indicating that ethnic groupings are distributed fairly evenly
in the hardship / severe hardship zone. Each of European and Maori groupings make up just over one
in three of all children in households in material hardship, with similar proportions for severe material
hardship. Around one in five of children in households reporting material hardship are from the Pacific
peoples group.

Table 5b (= Table B.1b)
Material hardship rates and composition by ethnicity (DEP-17 index, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

HES 2018-19 Material hardship rates Composition

what % of all those in
hardship (using a given
threshold) are in this group /
cell?

what % of this group is in
hardship, using the different
thresholds?

000’s %

tems lacked out of 17 for the household | 5° | 6% | T+ | 8 | er | se e | 7+ | 8 | er | AL | AL
Material hardship rates (%)
All children (0-17 yrs) 18 13 10 8 6 100 | 100 | 100 | 100 | 100 | 1,135 100
Ethnicity (total)
European 13 10 7 6 4 36 36 36 36 35 735 53
Maori 29 23 19 14 11 32 34 35 35 37 290 21
Pacific peoples 38 28 23 18 14 20 20 21 22 23 140 10
Asian 11 6 4 2 2 8 6 5 4 4 180 13
Other 24 18 10 7 5 4 4 3 3 2 45 3

Material hardship rates for all ethnicities were lower in HES 20-21 than in 2018-19, though none of the
reported decreases are statistically significant.
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Three common misconceptions or misunderstandings

‘New Zealand has a high child poverty rate’

The claim is made quite frequently in New Zealand. It was evident, for example, in some of
the submissions for the Child Poverty Reduction Bill, and has also been made in an opinion
piece in the Guardian by a New Zealand-based commentator. The ‘high-relative-to-what-
standard-or-reference-point’ information is often not stated.

International league tables using BHC 50 low-income poverty measures are readily available
from the OECD and the EU, and EU publications have BHC 60 comparisons as the default
measure. For both these common measures New Zealand rates for children are a little above
the median rates. Using the EU-13 material and social hardship measure, the rate for New
Zealand children is 11%, just above the EU median of 10% (see Figure 1). Generalised
claims about New Zealand’s child poverty rate being ‘high’ do not square with the available
international information.

A possible/likely source of the ‘high child poverty’ claim is the use of the AHC 60% measure
as the poverty measure’, a relatively common approach for many years in New Zealand,
albeit not so common now after the CPRA passed into law. This measure gives the highest
rate of all common measures.1® The matter is further compounded by the fact that there are
no international AHC league tables and some have mistakenly used our AHC 60 (or 50)
figures to rank us on a BHC 60 (or 50) league table. The AHC 60 rate for New Zealand
children has typically been around 28-30% compared with 22-24% for BHC 60.

In their Concluding Observations after the 2016 review of New Zealand, the United Nations
Committee on the Rights of the Child (UNCRoC) noted that it is '"deeply concerned about the
enduring high prevalence of poverty among children’. This assessment has helped to
legitimise the ‘high child poverty rate’ narrative. The UN document itself does not identify the
benchmark used and their response at the time to enquiries about the evidence for the
assessment was simply that ‘the Committee takes into consideration all information available,
paying attention to the State party's report as well as reports prepared by independent
sources ....". They did not provide a specific answer to the question.

This analysis is not saying that there is not an issue to (be continuing to) address. There is -
even an internationally comparable mid-table 11% material hardship rate (130,000 children) is
‘too high’ relative to an aspiration to be more like the top achievers (4-6%). The point is that
for productive public and political debate and properly informed government action, clear
definitions, transparent reference points and sound evidence are needed.

“There are a quarter of a million children in New Zealand below the poverty line (one in five):
they don’t have a waterproof coat, shoes in good condition for daily activities, their own bed, a
warm dry home, and they have to miss out on participation in sporting and other activities, and

soon”

The claim is grossly misleading.

o The ‘quarter of a million’ figure is likely based on the BHC 60 measure which is taken as
‘the’ measure.

o The claim itself works off the assumption that all ‘income poor’ children (which the claim
takes to be children in households with incomes below the BHC 60 level) lack all or most
of the items used in MSD’s reports to describe ‘life below the line’ (see Table 2 above for
the list of items — the 12 child-specific and the 6 child-relevant household items).

The assumption is not correct. The MSD reports show that not all low-income households are
experiencing hardship: the actual proportion depends on the low-income measure used and on
the sub-group being looked at, but for children in low-income households only one-in-three report

10

See Appendix 6 in MSD’s 2019 Household Incomes Report for a re-evaluation of the (focus group) evidence used to
support the claim of the AHC 60 measure as being the measure,
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being in material hardship. In addition, the proportion of low-income households lacking individual
items, when taken one at a time, is even lower.

An example using HES 2018-19 data (Figure C.9 in main report):

o the surveys show that around 8% of all children (90,000) live in homes that report a major
problem with dampness or mould

o for children in households with incomes below the 60% BHC threshold (~250,000), ‘only’
45,000 live in such homes (17% of the 250,000)

o though this is 45,000 more than what most would consider acceptable, it is a much smaller
group than the claimed 250,000.

This analysis is not saying that there is not an issue to address. There is an issue to address, but
exaggerations and misleading claims are not helpful for productive public and political debate.

“Child poverty is essentially about children in beneficiary households — paid employment is
(usually) the best way out of poverty.”

It is sometimes said that ‘work is the best way out of poverty’. This is a naive and misleading
claim, even when the focus is on those in good health. Even the more nuanced ‘work is
usually the best way out of poverty’ is misleading.

For the purposes of the theme being discussed here, there are three groups of interest
among households in which there is at least one person in full-time paid work:

A. those for whom their market income alone is sufficient to keep them out of hardship
B. those who would be in hardship if there was no extra government support
C. those in hardship even though they are receiving government support.

For many households, full-time paid employment on its own does not provide enough for the
household even at a very basic level, especially where there are children (groups B above).
Even with the WFF tax credits (including the in-work tax credit) and other support (eg
childcare subsidies), some working households with children still struggle (group C), as
shown in Figures 4 and 5 above. Around half the children in households in material hardship
come from households whose main source of income is the market (‘working households’).

There are very good reasons — economic, social and mental health — to encourage and
expect most ‘working-age’ people to be in paid employment (with varying views on when
caring responsibilities should take priority). The caution here is not about these rationales and
goal, but simply about a naive and misleading narrative which hinders rather than helps
understanding and decision-making. The misleading narrative is that the income from paid
employment alone is (usually) enough. For many households with children, the income from
paid employment plus government assistance is enough — but in this case (B above) paid
employment on its own is not enough, which is the theme of this section.

The current Social Security Act asserts that ‘work in paid employment offers the best
opportunity for people to achieve social and economic wellbeing’. There is much truth in this,
but in its unqualified assertion that omits any reference to government assistance for
households with children in addition to what the market provides (ie the real situation is that
paid work alone is not enough), and in its contradiction of the evidence as given in this and
many other reports, it too is misleading and simply reinforces the more bumper-sticker
versions above.

The overstated claims are at odds with the evidence and with the real-world challenging work
of deciding on how to design and implement suitable policies to fairly and sustainably provide
the needed support.
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About this report

This report is a resource to inform public discussion, policy development and research in relation to
the material wellbeing of children and the households in which they live. Most of what is reported is
about material hardship, low incomes and financial stress as these are matters of considerable
ongoing public policy interest, but it also reports on how well the vast majority of children and their
households are doing in terms of their material wellbeing. Children are those aged under 18 years.

The findings are based mainly on analysis of data from Stats NZ's Household Economic Survey
(HES) and use the child poverty measures specified in the Child Poverty Reduction Act 2018
(CPRA).1 Some findings draw on administrative data held by the Ministry of Social Development
(MSD), especially in relation to incomes of households receiving income from working-age benefits.
The key tables and charts will be incorporated into the 2022 MSD Household Incomes and Material
Wellbeing reports, scheduled for publication later this year or early in 2023.

MSD’s 2021 Child Poverty Report made extensive use of the 2018-19 HES whose much larger
sample size supported robust detailed breakdowns and analysis.? This 2022 report adds some new
analysis using this dataset and updates all the analysis using the 2020-21 HES.

In three new sections (Sections F, G and H), the 2022 edition also reports on trends for low-income
rates over four decades and for material hardship from 2007 to 2021. A new Section | reports on
housing affordability for households with children.

A second feature of the new larger datasets (2018-19 and later) that enabled new analysis in the
2021 report was the collection of child-specific material wellbeing / hardship information from parents
and caregivers — examples include whether each child has two pair of shoes in good condition and
suitable for daily use, two sets of warm winter clothes, a protein meal each day, is able to participate
in sport and /or special interests, and so on. These items have value in themselves, but when used
together with some general household items of direct relevance to children (such as the ability to keep
the home warm), they can provide detailed descriptions of what ‘life below the line’ is like for children
identified as ‘poor’ using the CPRA measures. The 2022 report includes further analysis using these
special items.

The report is in two parts. After an Introduction covering key definitions, concepts, the data sources,
and the implications of these for measurement (Section A), the rest of Part One presents and
discusses a wide range of findings based on analysis of the HES and MSD administrative data. For
those wishing to get straight to the findings themselves, Section B is the place to start, though some
familiarity with the issues and themes discussed in Section A would be valuable for better
understanding the results themselves.

The main themes covered in the Findings sections of Part One are:

e Poverty rates for different demographic groups: low-income and material hardship rates (ie
‘poverty rates’) by household type, employment status of adults in the household, main
source of income for the household (government or market), highest educational qualification
of adults in the household, tenure, disability status of the household, the number of children in
the household, age of the children, their ethnicity, and so on.

e The within-group composition at different depths of poverty for most of the above groupings.

e Description of life ‘under the line’ and for the ‘near-poor’ who rank a little above the most
generous low-income line, using child-specific deprivation items and other general child-
relevant household items.

Access to the HES data was provided by Statistics New Zealand under conditions designed to meet the confidentiality
provisions of the Statistics Act 1975. The results presented in this analysis are the work of the Ministry of Social Development
except where otherwise stated.

2 The achieved sample for the 2018-19 HES was 21,000 households compared with previous HES samples of 3500 to 5500.
Importantly for this report, the 2018-19 HES sample has around 7300 households with children, compared with the
previous 1100 to 1800. The 2019-20 and 2020-21 HES samples are a little smaller than the 2018-19 HES as in each case
the surveying was unable to be carried out over the full 12 months because of COVID-related restrictions (~16,000
households, 5600 with children).



International comparisons on a range of measures.

The material wellbeing of children across the full spectrum, rather than just on the material
hardship end — using MSD’s Material Wellbeing Index (MW]I).

Trends in low-income, material hardship and material wellbeing rates for children.

Some limited information on low-income and material hardship persistence for children and
their households drawn from Stats NZ’s 2002-03 to 2008-09 Survey of Family, Income and
Employment (SoFIE), the UK’s Understanding Society longitudinal survey, the Growing up in
Ireland survey and Australia’s HILDA survey.

Housing affordability for owners and renters.

Part Two has a more technical focus: it is in the main an elaboration of the matters raised in more
summary form in the Introduction (Section A), including detailed information on:

The different versions of the HES datasets on which this report’s analysis is based.
The measurement approaches used to produce the reported figures.

The rationale for the various poverty thresholds, both for material hardship and low-income
measures.

Discussion of the way the report addresses some of the data and interpretation challenges
that exist in the very low-income range for the HES datasets, and the implication for key
statistics of these issues and of the treatment used in the report to address them.

The application to New Zealand of European research which shows that there is a strong link
between BHC cross-sectional (ie static) low-income rates and persistence rates (when using
the EU definition of persistence), to provide an interim indicator of low-income persistence
while Stats NZ’s new longitudinal survey (Living in Aotearoa) is building up waves to enable
us to calculate persistence from our own data and to carry out further analysis of household
income dynamics for New Zealand children.

A good list of References enables readers to further pursue matters of interest.

Appendices provide lists of the items that make up the various indices used in the report, all the non-
monetary indicators collected in the HES, and tables showing the weekly dollar values of the CPRA
low-income thresholds for selected household types. Appendix 6 repeats all the HES-based tables in
Sections B and C for 2020-21.

An Overview and Selected Findings gives a high level sweep through key definitions, concepts and
measures, and provides Selected Findings that give an accessible introduction to key themes that are
covered in detail in the body of the report.

A Table of Contents assists in locating particular areas of interest.



Relationship of this report to the Stats NZ Child Poverty Statistics release in February 2022

The Stats NZ release in February 2022 provides the official headline child poverty statistics in relation
to the requirements of the CPRA. These statistics are the ones that are used by the government for
formal reporting on progress on reducing child poverty rates as required by the Act. The baseline
rates are those reported by Stats NZ for the 2017-18 HES year. The Stats NZ release also provides
more detailed breakdown by ethnicity, regional council area, and for disability for 2019-20 and 2020-

21.

The two reports are complementary. They naturally have some material in common, but each has its
own rationale and focus which leads to two quite different types of report.

The Stats NZ reports cover off the recent trends in the nine available CPRA measures and
enables an assessment of progress towards gazetted targets. Their focus is on year-on-year
changes and changes from the baseline year, in line with the requirements of the Act. They
address the inevitable uncertainties that sample surveys have through the publication of
detailed information on sampling errors / 95% confidence intervals for both point-in-time
estimates and for the changes over time.

The MSD report provides longer time series for low-income and material hardship rates and
the focus is on the overall trends rather than year-on-year changes.? It addresses the
uncertainties that arise when using sample surveys by providing smoothed trends, where
possible using rolling two-year averages for the smaller sample-size surveys. This is
appropriate for the more research-oriented MSD reports but would not meet the requirements
of the Act in Stats NZ’s reporting. For reporting on smaller sub-groups the MSD reports
sometimes use the average over three or more years to give a more reliable estimate,
especially for the surveys with smaller sample sizes (up to and including HES 2017-18).

Both reports give detailed breakdowns by selected groupings, some the same, but several
are different in each report. For example, the MSD report includes breakdowns by household
labour market status and tenure.

Both reports use the HES data, but the MSD report also uses MSD administrative data to
report on the incomes of beneficiaries and recipients of NZS.

The MSD report:

o has a major focus on what it means in practice day-to-day for children who are
identified as ‘poor’;

o shows how the composition of the poor changes as the threshold becomes more
stringent

o provides detailed discussion on matters relating to the interpretation of the high-level
CPRA figures.

o gives international comparisons on a range child poverty and related matters.

The headline child poverty figures are the same or very close in both reports for 2017-18 and
later (the CPRA figures), except in a few specific circumstances. Any differences are noted
and explained.*

No updated headline trend numbers in the MSD report

The latest HES data used in the MSD report is the same as used in the Stats
NZ report in February 2022.

There are therefore no new / updated headline trend numbers in this report -
just more detailed analysis and international comparisons.

As this Child Poverty Report does, so also the MSD Incomes Report provides low-income trend information on several

measures that start in the mid-1980s (Stats NZ income time series generally go back only to HES 2006-07) and the
Material Wellbeing Report provides material hardship information from 2006-07 on (Stats NZ material hardship time series
starts in 2012-13). These MSD reports are scheduled for release later in 2022 or early 2023.

See, for example, the note under Table C.7 and Table C.12a. The last few pages of Section O are relevant here too.



Latest Stats NZ statistics for the 9 available CPRA measures

The CPRA and its specified low-income and material hardship measures of child poverty provide an
important context for much of what is covered in this report. For reference, the latest figures from
Stats NZ are provided in the table below. The February 2022 release is available at:

https://www.stats.govt.nz/information-releases/child-poverty-statistics-year-ended-june-2021

The table below shows the Stats NZ rates for the nine available CPRA measures for the four surveys,
HES 2017-18 to HES 2020-21, together with the numbers of children in poverty for 2020-21 (there are
1.15m children all up). These are still the latest available child poverty figures — there are no more up
to date figures in this MSD report. The next CPRA child poverty statistics release by Stats NZ is
scheduled for early 2023, based on HES 2021-22 and administrative data for the period.

Rates (%) and numbers for the nine available CPRA child poverty measures
(Stats NZ figures for 2017-18 to 2020-21 HES)

% poor # poor
Measure

2017-18 2018-19 2019-20 | 2020-21 2020-21

P BHC 50% relative 16.5 135 13.2 13.6 155,000
S BHC 60% relative 25.3 221 21.8 21.7 250,000
S AHC 40% relative 15.7 13.8 13.2 13.1 150,000
S AHC 50% relative 22.8 20.1 19.5 20.6 235,000
S AHC 60% relative 30.6 27.7 27.8 28.1 320,000
P AHC 50% anchored line (2017/18 ref) 22.8 18.3 17.8 16.3 185,000
P Material hardship (DEP-17, 6+/17) 13.3 13.2 11.5 11.0 125,000
S Severe material hardship (9+/17) 5.8 5.7 4.6 4.9 55,000
S | B e i e

Notes for Table:

e BHC is short for ‘household income before deducting housing costs’ and AHC means
‘household income after deducting housing costs’.

e ‘AHC 40% relative’ is short for ‘40% of the median AHC income’, and so on.

e P =primary measure (required by the CPRA to have targets). S= supplementary measure (no
targets required).

e Because the survey is a sample survey and not a full census, there are uncertainties in each
figure. These uncertainties are often called ‘sampling errors’ but they are not mistakes - they
are inevitable when using samples, even in perfectly designed and implemented surveys. The
sampling errors are around 1-2 percentage points (10-20,000 children) for each of the first
seven measures, with the 2018-19 figures having the smallest of the four years. The sampling
errors for the bottom two measures in the table are around 1 percentage point. In general, the
sampling errors are larger for finer breakdowns as the number of people in the category of
interest decreases.

e The figures are given to one decimal place but this is not to be taken as implying that degree
of precision (see note above on sampling errors.). Numbers are rounded to the nearest 5,000.
A similar advisory applies here too.

e See the Stats NZ link above for further details on these measures, including the time series
back to the 2006-07 HES.

Until its demise and functional absorption into the Child Wellbeing and Poverty Reduction Group in
2022, the Child Poverty Unit also provided a range of child poverty information on the DPMC website,
including the CPRA legislation, gazetted targets, progress to meeting targets, and Child Poverty
Related Indicators (CPRISs).

Reducing Child Poverty | Child and Youth Wellbeing (childyouthwellbeing.govt.nz)

Child Poverty measures, targets and indicators | Child and Youth Wellbeing (childyouthwellbeing.govt.nz)



https://www.stats.govt.nz/information-releases/child-poverty-statistics-year-ended-june-2021
https://www.childyouthwellbeing.govt.nz/our-aspirations/context/reducing-child-poverty
https://www.childyouthwellbeing.govt.nz/our-aspirations/context/reducing-child-poverty/child-poverty-measures-targets-and-indicators

COVID-19 impact on survey interviewing periods for HES 2019-20, 2020-21
and 2021-22

The 2019-20 HES stopped at the March 2020 lockdown, around three months
before its scheduled end-point of 30 June. The 2020-21 HES interview period
also had to be shortened. In both cases the sample was around 16,000
households rather than the expected 20,000.

The interviewing for the 2021-22 survey finished on 30 June 2022, and it too
has been impacted by COVID-19 factors. The implications for data quality and
reporting for this most recent survey are not known at this early stage.
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Glossary, Acronyms and Abbreviations

Stats NZ's Household Economic Survey

Stats NZ's Living in Aotearoa longitudinal survey (first interviews in April 2022)

After (deducting) housing costs

Before (deducting) housing costs

Low-income threshold or income poverty line = 60% of the BHC median

Very low income (see Section O for definitions for how the term is used in this report)

Relative-to-contemporary-median (referring to low-income thresholds or ‘poverty lines’
that are calculated as a proportion of the median for the survey year in question) =
‘moving lines’

Constant value low-income thresholds hold the threshold value fixed in real (CPI-
adjusted) terms, starting with a reference year. They are therefore referred to as
‘anchored’ lines. Unless otherwise stated AHC and BHC low-income statistics refer to
REL lines

Accommodation Supplement

Income Related Rent Subsidy of 25% of income for those in public housing
Working for Families

Winter Energy Payment

Full-time (30 hours or more per week) — can also be short for Family Trust
Part-time (from 5 to less than 30 hours per week in paid employment)
Workless adult (less than 5 hours per week in paid employment)

Self-employed (HH) — a household for which more than half the gross income comes
from self-employment

an older New Zealander (65+) living in a household on their own (‘single living alone’)
Household

Sole parent

Two parent

Non-income measure (or sometimes, a non-monetary indicator (NMI))

MSD’s 17-item material hardship / deprivation index — also used by Stats NZ for three
CPRA measures

The EU’s 13-item material and social deprivation index.

MSD’s 24-item material wellbeing index which scores households across the full
spectrum from hardship to high living standards.

The European Union’s Survey of Income and Living Conditions.

Household income adjusted for household size and composition to enable more
reasonable comparisons between households when household income is used as a
measure of material wellbeing

A socio-economic deprivation index that combines census data relating to income,
home ownership, employment, qualifications, family structure, housing, access to
transport and communications. NZDep13 provides a deprivation score for each
meshblock in New Zealand (typically 60-110 people in each). It is not a household-
based measure.

NZ Treasury’s Tax and Welfare Analysis micro-simulation model
One fifth or 20% of a ranked group of individuals or households.
One tenth or 10% of a ranked group of individuals or households.
One twentieth or 5% of a ranked group of individuals or households.
Short for the Child Poverty Reduction Act (2018)

When ‘child’ is used without qualification, it means a person aged 0-17 years (ie under 18 yrs).

‘Dependent children’ are all those under 18 yrs, except for those 16 and 17 year olds who are in receipt of
a benefit in their own right or who are employed for 30 hrs or more a week.

A household ‘with children’ always means a household with at least one dependent child — the household
may or may not have adult children or other adults who are not the parents or caregivers.

‘Work’ refers to paid employment.
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Introduction and Findings

13



14



15

Section A

Introduction: concepts, definitions, measures ... and the
datasets used to create the numbers

Section A covers most of the background information needed for understanding and interpreting the
findings and commentary in the rest of the report. Detailed discussion of some income quality issues
is left to Section J, the main low-incomes section.

The following are covered here:

rationale for a focus on child poverty
high level definition and approaches to measurement

the income-wealth-consumption framework used in the MSD reports and the mismatch
between income and non-income measures of poverty

giving the numbers meaning: the need for a reference point
poverty experienced
poverty — narrow or wide definition

data sources: Stats NZ's Household Economic Survey (HES) and associated administrative
data for income information.

Annex to Section A — repeated from Appendices for easy reference:

low-income thresholds (poverty lines) for selected household types

item list for the DEP-17 material deprivation or hardship index used in the report.
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Rationale for a focus on child poverty

There is considerable public, media and political interest in the wellbeing of children, including their
material wellbeing — how they are faring in satisfying their material needs and accessing the necessities
of life. The special interest derives from two considerations:

o Children are very dependent on others for their survival, for having their material needs met and
for the opportunities to grow and develop in a positive healthy way. Parents, the wider family, the
community and the state all have a part to play. No one wants to see children missing out on the
basics and being unable to participate in the childhood activities our society expects and values
for all children.

¢ Living in persistent low income or hardship is not only an experience that impacts negatively on
children in the here-and-now, it also increases the chances of poor outcomes later in childhood
and in adulthood. While much of the observed association between persistent low income and
hardship (‘poverty’) and poor outcomes can be explained by other factors that drive both the
‘poverty’ and the other poor outcomes, not all of it can. There is now good evidence that childhood
experience of persistent low income or material hardship can in itself have a negative impact
later on. The impact operates through pathways such as:

o the more limited (financial) resources available for investment in children and their
development

o the parental stress arising from the daily pressure of not being able to pay the bills, of
having to make difficult trade-off decisions where solutions to one problem create problems
of their own in another area, and from a sense of shame and disappointment at not being
able to provide for the children

The fact that the negative impacts show up across multiple domains contributes to a larger cumulative
impact that is greater than the sum of the negative impacts taken one at a time.

In addition to the diminished life chances, the assault on dignity and self-worth and the undermining of
life satisfaction, child poverty is also costly in a fiscal sense for society as a whole through higher health
costs, lower employment, lower wages, lower tax revenue and lower productivity.

Poverty: high level definition and approaches to measurement
Poverty is essentially about household resources being insufficient to meet basic needs.

In the MSD reports, as in most richer countries, poverty is commonly understood as ‘exclusion from the
minimum acceptable way of life (standard of living) in one’s own society because of inadequate
resources’. This high-level definition is in line with the EU definition which was first agreed at the 1975
EU Council of Ministers, and which was inspired by the work of Peter Townsend in the UK in the 1970s.

Household income, adjusted for household size and composition, has traditionally been used as a
proxy measure of resources. While this approach produces valuable information on income inequality
and on the number of households with incomes below selected low-income lines, it has several
limitations as a poverty measure.

o Different households with very similar current income can have different levels of non-income
resources, sometimes reflecting different income trajectories in previous years, sometimes
the degree of assistance from outside the household or the level of assistance given to other
households. The differing non-income resources include the levels of cash savings, and the
quantity and quality of the stock of basic household items, especially durables.

o Different households with very similar current income can have quite different basic needs.
Some of these differences can be addressed: household income can be adjusted for
household size and composition (‘equivalised’); the differing demands on the budget for
differing housing costs can be addressed to a degree by using income after deducting
housing costs (AHC income) to make comparisons more realistic. However, there are some
differing demands on the household budget (ie differing needs) that cannot easily be adjusted
for (eg special health costs, high debt servicing, and so on).
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As a result, when using a given low-income threshold (‘income poverty line’), it is found that some of
the low-income households do not experience financial hardship, and others with incomes ‘above the
line’ do. Low income on its own does not distinguish well between those with adequate resources to
sustain a minimum acceptable standard of living and those without these.

This does not mean that income has little impact on the material wellbeing of individual households —
for low-income households especially, any increase in income is highly likely to make a positive
difference. It’s just that when it comes to measuring poverty, income on its own is not a very good
identifier of those who are actually struggling, for the reasons outlined above.

Over the last two decades growing use has been made of non-income measures (NIMs) to more
directly measure material hardship. These measures use survey information about what basics and
near-basics households can and cannot in practice afford. By using carefully selected items from the
survey information, indices can be created to rank households across a spectrum from no hardship
through to severe hardship. They provide a more direct measurement of ‘minimum acceptable
standard of living’ than household income does.

The EU has formally adopted a 13-item material and social deprivation index (‘EU-13’ in this report)
as one of its suite of social inclusion indicators. New Zealand uses a similar 17-item index to measure
hardship (DEP-17). Both these indices are designed as instruments to rank households by their
differing degrees of material hardship, using a balanced set of indicators that cover a range of
domains and degrees of depth of deprivation, reflect the same underlying concept (or ‘latent
variable’), and which apply reasonably well to people in different age groups and household types.®

The NIMs approach is not without its challenges too. For example, the need to be clear whether the
non-possession of a basic is because of cost or simply due to personal preference, the phenomenon
of ‘adaptive preferences’®, and deciding on a method for turning the survey responses into a valid and
easily understood index. These are however more tractable issues to address than the deeper
conceptual and practical issues for the household income approach.

Some use a combination of both low income and material hardship as a poverty measure. Ireland
uses the combination method to measure what they call ‘consistent poverty’, as in their view this
(overlap) group best fits the high-level definition which has both an input (resources) and outcome
dimension (minimum acceptable material standard of living). MSD uses the combination method as
one of the measures in its multi-measure multi-level approach. It can be seen (as in Ireland) as the
preferred measure, or simply as a measure of deeper poverty. It is one of the specified measures in
the CPRA suite.

Deciding on thresholds or ‘poverty lines’

Whichever measurement approach is used — one of the household income measures or a deprivation
index using NIMs — value judgments are needed to decide on what is meant in the definition by
‘minimum acceptable’ or ‘adequate’ (ie where to draw the lines). This is an inescapable aspect of
poverty measurement and debate, but does not mean that any measure will do nor that all measures
are equally imperfect. Some are clearly more reasonable and defensible than others.

The CPRA specifies a range of measures and thresholds to better capture the fuller picture of low-
income trends and experiences of material hardship. These are listed above on page 6. This report
uses these (in line too with previous MSD reports), and also discusses the rationale and suitability of
the various measures and thresholds in Sections J to M in Part Two. The dollar values of the low-
income thresholds used in this report are provided in the Annex to this Section.

5 See Appendix 1 for the lists of items for DEP-17, EU-13 and for the MWI (MSD’s full spectrum material wellbeing index).

6 See Section J for discussion of the potential impact of ‘adaptive preferences’ on measurement using material deprivation
indices, especially p141.



The income-wealth-consumption framework used in the MSD reports

MSD reports use the framework outlined in Figure A.1 below for thinking through the relationship
between material wellbeing (or living standards), household income, financial and physical assets,
and the role of other factors in determining material wellbeing levels.

e ‘Current’ household income” and financial and physical assets together largely determine the
economic resources available to most households to support their consumption of goods and

services and therefore their material standard of living.

e For low-income households that have very limited or no financial assets, income is the main
resource available to generate their standard of living (along with the stock of physical assets
such as furniture, consumer durables, and so on). Such households struggle in varying degrees
to meet basic needs, and are also very vulnerable to the negative impacts of ‘shocks’, such as

even a small drop in income or an unexpected expense.
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¢ The framework recognises that factors other than ‘current’ incomes and assets can also impact

on material wellbeing.? These factors are especially relevant for low-income / low-asset

households, and can make the difference between ‘poverty/hardship’ and ‘just getting by’.

Figure A.1

The income-wealth-consumption framework used in the MSD reports

Household
income
(equivalised)

A Resources
available for

4

consumption

Financial and
physical assets
(in part reflecting
previous income)

\ 4

Discretionary
spend / desirable
non-essentials

Basic needs /
essentials

N\

Other factors

employment.

eg assistance from outside the household (family, friends, community,
state), the ability to convert given resources into valuable consumption,
ability to access available resources, size of housing costs and
employment-related costs (eg childcare), high or unexpected health or
debt servicing costs, disability that incurs extra costs or limits paid

7

DEP-17

Material wellbeing or
living standards

MWI

In the literature ‘current’ household income sometimes refers to income over the previous week or month. For this report
(including Figure A.1) it refers to annual income in a recent 12 month period. Even this longer period stands in contrast to
income in the longer term over several years which better indicates the resources available for consumption.

In addition to the DEP-17 and EU-13 material hardship or deprivation indices the report also uses MSD’s Material

Wellbeing Index (MWI) which ranks households across the full material wellbeing spectrum from low to high. In addition to
the NMIs covering basics and near-basics, the MWI includes items that cover consumption of commonly-aspired-to

discretionary items.
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e The framework provides a high-level explanation for the observation that not all households
with low incomes are in hardship, and not all in hardship have low incomes. There are many
reasons for this mismatch, including differing financial and physical assets and ‘other factors’
as indicated in the lower box in Figure A.1.°

e This overlap or mismatch observation comes up in many contexts in this report and in MSD’s
main Household Incomes and Material Wellbeing reports.10 As illustrated in the stylised
diagram below, the overlap between material hardship and income-based measures is
limited, typically of the order of 45%, and as low as 30%, depending on the low-income
measure used.

Households in material hardship Low-income households
Some households in hardship Some low-income households
do not have low incomes are not in hardship

In addition to the resource and demand factors noted in the box in Figure A.1, household dynamics over the 12 months
prior to interview can also have an impact — the household that individuals are members of at the time of interview may not
always have been their household over the previous 12 months, the reference period for calculating the household income.
For example, a recently separated non-employed spouse now in a new one-person household, or a new migrant can look
as if they have had little or no income in the reference period.

This mismatch is well-established in the international literature — see, for example, Ringen (1988), Perry (2002), Bradshaw
and Finch (2003), Nolan and Whelan (2011), Brewer et al (2017), Verbunt and Guio (2019).

10
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Four findings that reflect key aspects of the relationship between household income and
material wellbeing ... in line with the framework outlined in Figure A.1

Household income and liquid financial assets!! used together produce a more comprehensive and
‘unpacked’ picture of household material wellbeing / hardship than income alone

As noted in the framework in Figure A.1 above, the level of financial assets held by a household is
one of the other factors that impacts on the material wellbeing of a household, in addition to the
impact of annual income. Liquid financial assets are particularly important as they are close to having
extra income available for use in supporting higher household consumption.

Figure A.2 and the associated table below shows that for households with similar incomes (after
deducting housing costs), higher levels of liquid financial assets mean lower levels of material
hardship. This is hardly a surprising finding, but it is not often to the fore in discussion and debate,
and it is rare for a single dataset to have all three pieces of information (income, liquid assets (such as
savings and accessible investments) and material hardship) to enable the analysis to be done.

Figure A.2
Material hardship rates depend on the level of liquid financial assets as well as on HH income
50%

Individuals within each household income quintile
are split into three groups according to the level of

40% - _| liquid assets in their respective households.

AHC incomes, under 65s,
HES 17-18

30%

20%

10% !

DEP-17 material hardship rate (6+/17)

[ fm L.

Q1 Q2 Q3 Q4 Q5

0%

Reading notes for Figure A.2 and associated table below:
e The five quintiles are quintiles of AHC household income — Q1 is the lowest quintile and so on.

e Individuals within each household income quintile are ranked by their household’s level of liquid assets, then split
into three equal-sized groups.

Household Economic Survey 2017-18 Q1 Q2 Q3
median liquid assets ($) 0 400 | 8,000 | 100 | 1,200 |12,000 | 500 | 3,600 |19,300
can pay an unexpected + essential $500 bill
within a month without borrowing (%) e e & el v [ o e =
used a foodE)ank more than once in previous 25 10 2 6 a 1 4 0 0
12 months (%)
put up with cold ‘a lot’ to save on costs (%) 25 14 11 10 8 4 7 5 4
borrgwed from fam/friends more than oonce in 34 17 9 18 9 4 10 3 P
previous 12 months to pay for basics (%)
self-assessed income adequacy — ‘not enough’ 46 21 17 22 10 6 14 6 4
material hardship rate (%) (6+/17, DEP-17) 47 18 7 19 11 4 9 1 2
avg AHC household income (equivalised) 11,000 | 11,000 | 10,000 | 21,000 | 21,000 | 22,000 | 30,000 | 31,000 | 31,000

[As an aside, it is worth noting that in the table above the self-assessed income adequacy responses are clearly
contextualised ones about the adequacy of household income given their particular household circumstances.
They follow the material hardship rates reasonably closely, indicating that in their self-assessments respondents
take account of the full range of household circumstances, not just income.]

1 Liquid assets represent the total across the following asset classes: Foreign and NZ currency greater than $1000, Bank
deposits, Bonds and other debt, Managed funds and other investment funds, Shares in listed corporations, Other non-
pension financial assets.
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For a given household income, there is considerable variability in reported material wellbeing

Figure A.3 shows the relationship between BHC household income and household MWI scores. The
solid line shows the average MWI score for each BHC income decile, and the dashed lines show the
average MWI scores * one standard deviation (ie around two-thirds of the variation lies within the
dashed lines). Higher household incomes are generally associated with higher levels of material
wellbeing, as expected, but there is considerable variation in material wellbeing for given income
levels (in deciles).'? While measurement error and the range of income within each income decile will
explain some of the variation, the bulk is likely to reflect the impact of different levels of financial and
physical assets and of the ‘other’ factors noted above and in the framework diagram (Figure A.1).13
The correlation between BHC income and MWI score is relatively modest at 0.33 (calculated on a
household by household basis).

Figure A.3
For a given household income, there is considerable variability in reported material wellbeing,
though the variability diminishes with higher incomes, HES 2017-18
50

w £
o o

MWI score * one std dev
N
(=]

(=]

BHC income decile

Not all below an income poverty line are in hardship and not all above it are not in hardship

Figure A.4 shows the material hardship rates for children in selected AHC income bands (using the
DEP-17, 6+/17 measure). For example, 33% of those in households with incomes in the 40-50% AHC
band are in hardship. This means that 67% of those in this band are not in hardship. Around 11% in
households with incomes between 70% of the median and median are in hardship too.

Figure A4

Material hardship rates (%) of children in selected AHC household income bands, HES 2018-19
50

HES 2018-19, 6+/17

n w S
(=] o o

Material hardship rate (%)

o

under 40% 40-50% 50-60% 60-70% T70%-median median +
AHC household income bands (% of median)

12 The smaller standard deviation for MWI scores for higher income households does not mean that income for higher income
households is a more reliable indicator of material wellbeing than it is for lower income households. It simply reflects the
lower sensitivity of the MWI for discriminating between households of varying degrees of higher material living standards.

2 Nolan and Whelan (1996) note on p219: ‘[There is measurement error, but ...] the fundamental issue about reliance on
income in measuring poverty is not simply one of measurement: it is whether income, properly measured, in fact tells us
what we want to know when we set out to measure poverty.’
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Persistent low income leads to higher material hardship

Figure A.5 uses data from Stats NZ’s 2002-03 to 2008-09 longitudinal survey (SoFIE), and shows
how material deprivation increases with the number of waves that households are in a low-income
state. The finding is consistent with the framework described in Figure A.1 and is not surprising. It is
not easy however to find empirical evidence that supports the first principles theoretical logic.*

After 7 years in persistent low income, the mean deprivation score had increased 6-fold from around
0.3 to 1.8 items. (Note that this is not the same as a 6-fold increase in the material hardship rate,
using a given threshold such as 2 out of 8 items. That analysis is not available.)

Figure A5
Mean deprivation score (NZiDep) by number of years in low-income households:
Children (0-17 yrs), SoFIE 2003 to 2009
2.4

N
[=)

"

/./'
/_/

-
o]

Mean deprivation score
N

N /
0.4
l/
0.0 T T : T T T T
0 1 2 3 4 5 5] 7

Number of years in low income
Source: Special 2012 run on the SoFIE data for MSD by Imlach Gunasekara & Carter (2012)
Notes for Figure:
o SoFIE is Stats NZ’s longitudinal Survey of Family, Income and Employment.

e NZiDep is an 8-item general material hardship index. The 8 items are similar to those in
the DEP--17 index. See Appendix One for the list of items.

e The low-income measure used is 60% of median gross household income (which gives
higher low-income rates than a 60% of median disposable household income measure).
In other words, the low-income threshold used in the graph is a generous one,.

14 See ONS (2019) Figure 8, and Nolan and Whelan (2011), especially Chapter 6.
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Giving the numbers meaning: the need for a reference point

Headline child poverty numbers have no practical meaning in their own right. Simple assertions that
there are 80,000 ... 150,000 ... 250,000 ... 300,000 poor children in New Zealand may be useful for
advocacy purposes (with the number chosen depending on what one is advocating), but on their own
they have no value for properly assessing the size of any ‘child poverty’ problem, nor for guiding
policy or political responses.

MSD’s reports. including this one, provide several means for giving meaning to the poverty numbers:

Being clear about which measure is being used at each step — this information on its own is
not enough to make the use of a single measure sufficient to give a proper picture, but it is
fundamental for clear communication.

Comparing rates for other population groups using the same measure(s).

Describing what poverty looks like in practical day-to-day terms for the different measures,
using material deprivation items for which there is a broad consensus that they are
‘essentials’.

Examining and reporting on the relationship between those identified as poor on the different
measures (eg material hardship v AHC 50).

Comparing with rates in earlier years.

Comparing with rates in other countries when using measures that are valid for international
comparisons.

“There are no poor children, just poor families”

It is sometimes said that the idea of ‘child poverty’ doesn’t make sense as it’s really about
families / households with financial and material resources that are not adequate for meeting
the basic needs of the family (ie it's not poor children, it's poor families / households).

In this report, when it is said, for example, that ‘the child poverty rate is 15% on a particular
measure’, this is a short-hand for ‘15% of children live in families / households whose total
annual household income is below the threshold used in the given measure’ ... or ‘15% of
children live in families / households whose material hardship score is above the threshold
used'. It is too cumbersome to repeat this each time, so the shorthand version is used: ‘the
child poverty rate is 15%’.

This is standard international practice and assumes reasonably equitable distribution of
material wellbeing within a household. In the case of children, this is not always the case.
Parents and caregivers often make sacrifices themselves that shield their children from (the
worst of) the material deprivations they would otherwise experience. In a few cases it’'s the
other way, and children suffer badly. The HES data to date does not provide information from
the children themselves (not many surveys do), but it allows us to get a more direct insight
into the children’s situation through the 20 child-specific deprivation measures included in the
2018-19 HES and subsequent surveys. These items are used extensively in this MSD Child
Poverty Report.
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Poverty experienced

The understanding of poverty and the associated measurement approach used in this report (and in
the full MSD reports) is narrowly focussed. It is about ‘unacceptable financial or material hardship’ and
the insights about this that can be gleaned from a large-scale national survey.

This is a legitimate focus but, in pursuing it, it is important to be aware that there is much more to
‘poverty’ than what can be measured (albeit imperfectly) through analysis of data from income or
deprivation surveys. These can tell us about the material core (‘unacceptable material or financial
hardship’), but a different type of research is needed to give insight into how this unacceptable
hardship is experienced and understood and felt.15

What is at issue here is the non-material as well as the material manifestations of poverty. Poverty has
to be understood not just as a disadvantaged and insecure economic condition but also as a shameful
and corrosive social relation ... [The non-material aspects include] ... lack of voice; disrespect,
humiliation and assault on dignity and self-esteem; shame and stigma; powerlessness; denial of rights
and diminished citizenship ... They stem from people in poverty’s everyday interactions with the wider
society and from the way they are talked about and treated by politicians, officials, the media and other
influential bodies. Lister (2004, p7)

What people on low incomes report is a situation of great complexity in which the pressures they face
are cumulative. Basics become luxuries that have to be prioritised and saved for. Solutions to one
problem create problems of their own, as when saving on heating exacerbates illness and borrowing
from the rent money generates arrears and threats of eviction. Poverty feels like entrapment when
options are always lacking, the future is looming and unpredictable, and guilt seems ever present,
arising from an inability to meet one’s children’s needs, one’s own expectations and society’s
demands. Tomlinson and Walker (2009, p16)

[Poverty] is to live under the dictatorship of material necessity without choice and control in one’s daily
life. That's what poverty is, it's about freedom and power and the lack thereof. Ringen (2009, p7)

Sen and shame

It has become popular in discussions of human wellbeing to use Amartya Sen’s dictum that the basic
concern of human development or of ‘the good life’ is ‘our capability to lead the kind of lives we have
reason to value’. The same language is sometimes used in relation to discussions around strategies
to address poverty, with the goal of poverty alleviation intervention being characterised as helping
people ‘lead the kind of lives they have reason to value’.

In using only this aspect of Sen’s thinking, it misses two key elements that Sen himself identifies in his
writing on the conceptualisation of poverty. The first is the matter of the ‘irreducible absolutist core’—
poverty alleviation is about having households attain a minimum acceptable standard, which may
nevertheless be (well) below ‘leading the kind of lives they have reason to value’. The second is how
for Sen and for ‘the poor’, shame is at the core of poverty experienced. There is a case that the
bumper-sticker type of use of the notion of ‘leading the kind of lives we have reason to value’ in the
context of poverty discourse both misrepresents Sen on poverty and understates the stress of life at
the hard end.®

Whatever else poverty is understood to be it is in essence an
unacceptable state-of-affairs. Properly understood, “use of the
term ‘poverty’ carries with it an implication and moral imperative
that something should be done about it” (Piachaud, 1987: 161).

15 See, for example, Auckland City Mission (2014a, 2014b) for information coming out of their Family 100 project.

16 In his efforts to reconcile the relative and absolute notions of poverty, Sen distinguished between ‘capabilities’ and

‘functionings’. Capabilities are the potential that people have to lead fulfilled and engaging lives and are absolute and
everywhere the same. Functionings, on the other hand, are the facilities and resources required to enable people to achieve
their capabilities and are determined by cultural expectations and resource constraints. Sen’s view is that ‘the ability to go
about without shame’, like a capability, is at the ‘irreducible absolutist core in the idea of poverty’.
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Poverty — narrow or wide conceptualisation?

Poverty and hardship are multi-dimensional. Different contexts and different purposes require a focus
on one or other dimension or indeed on multiple disadvantage across several dimensions. When
talking about ‘poverty’ it is important to be clear about which dimension is being discussed, or if the
wider notion of multiple disadvantage is in scope that that too is made clear.

‘Poverty’ is most commonly used to refer to the status of those in households that have income below
a given low-income threshold, however determined.

At other times ‘poverty’ is used to describe those whose actual living conditions are very restricted
and below minimum acceptable levels. This is a slightly wider perspective as these outcomes are
determined by more than just income alone. The report uses ‘material hardship’ or ‘deprivation’ for
this aspect. It is becoming more common to use this conceptualisation in conjunction with low-income
measures.

UNICEF New Zealand go a step further and define child poverty as ‘children being deprived of the
material, spiritual and emotional resources needed to survive, develop and thrive’.*”

‘Poverty’ is also used by some almost as a catch-all term to refer to any serious disadvantage or
cluster of disadvantages experienced by individuals, households or geographical areas (for example,
low education, poor quality housing and local amenities, poor health, high unemployment,
marginalisation through discrimination, and so on).

In other contexts, the causes, correlates and consequences of income poverty and/or material
hardship are bundled together with the core notion and turned into an undifferentiated loose
construct. This is understandable given the intertwining of so many threads, but it is not a helpful
approach when it comes to measurement and coherent evidence-informed discussion.18

The focus of poverty measurement in this report is on the core material and financial hardship
aspects. In this regard it is line with the CPRA. While it is not an absolute subsistence notion (‘third
world starvation’), neither is it ‘just relative’. Poverty is not just about having ‘less than’, it is about ‘not
having enough’. There will always be debate about where to set the threshold and even about the use
of the ‘poverty’ word itself, but most would agree that there are people in New Zealand today whose
actual day-to-day living standards are below a minimum acceptable level.?® It is not just that these
people have less than others who are better off, it is that they are going without things that the bulk of
New Zealand society considers that all should have and none should be without.

17 See https://www.unicef.org.nz/in-new-zealand/fair-childhood
18 Recall the failed attempt to muddle everything in together in the UK measurement regime in the mid-2000s.

19 Although there would be a difference of views on just what that minimum acceptable level would be, albeit most judgement
calls would lie within a relatively narrow range .



https://www.unicef.org.nz/in-new-zealand/fair-childhood
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Data sources: Stats NZ’s Household Economic Survey (HES) and associated
administrative data for income information

The analysis in the MSD Child Poverty report is based mainly on data from Stats NZ’s Household
Economic Survey (HES). As noted earlier, the increased sample size starting with the 2018-19 survey
allows more detailed breakdowns for children in different contexts to be reported with greater
confidence (for example, poverty rates by their household type, the tenure of their household, the
labour market status of their households, their ethnicity, and so on).

The surveys gather information on the usually resident population living in private dwellings

The survey therefore includes those living in retirement villages, but not those in non-private dwellings
such as rest homes, hotels, motels, boarding houses and hostels.?° Other sorts of surveys are needed
to obtain a picture of what life is like for those in more transient accommodation or those ‘living rough’.?*

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 the 2018-19 HES: 724 of the households interviewed
reported receiving help from a food bank or other community organisation more than once in the
previous 12 months, 1698 households reported putting up with feeling cold ‘a lot’ in the previous 12
months because of needing to spend on other basics, and 25% came from the two most deprived
NZDepl3 deciles (ie the most deprived 20%).22 The achieved response rates for the most deprived
NzZDep13 deciles are similar to the overall response rate — for example, 75% for 2020-21 for deciles 8,
9 and 10.

Findings based on sample surveys have statistical uncertainties

Some of the uncertainties arise by chance as the information is from a sample rather than the whole
population. This is often referred to as ‘sample error’. Sample error is not a mistake. It exists even if a
survey is perfectly designed and implemented and a 100% response rate is achieved. It is an
inevitable feature of using a sample rather than counting everyone in the population of interest.

The larger HES samples that are available starting with 2018-19 reduce sample error considerably
compared with the sample errors in the HES-TAWA series. The sample errors for the CPRA child
poverty rates are typically 1.0 to 1.2 percentage points for HES 2018-19 (21,000 households),
compared with 2 to 3 percentage points for the HES-TAWA series which have much smaller sample
sizes (3000 to 5500 households). The sample sizes for 2019-20 and 2020-21 were smaller than
planned due to the COVID lock-downs and related health protocols — each around 16,000 households
This led to sample errors for the income-based CPRA child poverty rates increasing to around 1.3 to
1.5 percentage points.23

Sample surveys can also have what are loosely referred to as ‘non-sample errors’. This is a catchall
term that includes any errors that are not sample errors — ie not the inevitable uncertainties
associated with interviewing a sample rather than the whole population. Non-sample error can occur
in any survey, whether the estimates are derived from a sample or a census. Sources of non-sample
error include non-response, errors in respondents’ reporting or interviewers’ recording of answers,
and errors in data processing.

Sample bias through non-response is one of the most common sources of non-sampling error. Non-
response can affect the reliability of results and introduce bias if the people who do not respond
systematically differ in some important characteristic from those who do respond. Careful design and

20 For example, the HES does not include the families in Emergency Housing which includes around 3800 children (Source:
MSD Monthly Housing Update for July 2022).

21 The Ministry of Housing and Urban Development (HUD) contracted the University of Otago to produce an estimate of New
Zealand’s homeless population, using 2018 Census data. This estimated there were around 3500 people living without
shelter, and 7500 people in emergency housing, campgrounds, motels, and other temporary accommodation. 2018 Severe
Housing Deprivation Estimate - Te TGapapa Kura Kainga - Ministry of Housing and Urban Development (hud.govt.nz)

22 Once the population weights were applied to gross up the sample numbers to population estimates the number of
individuals in the lower two NZDep deciles was 19.4%.

2 As discussed earlier, this is one of the reasons behind the decision to mainly report using HES 2018-19. Note that the
results for 2020-21 are reported in Appendix 6.



https://www.hud.govt.nz/stats-and-insight/2018-severe-housing-deprivation-estimate/
https://www.hud.govt.nz/stats-and-insight/2018-severe-housing-deprivation-estimate/
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application of weights can mitigate the impact of lower response rates from certain subgroups of the
population (by adjusting the weights upwards). If the non-response for particular sub-groups is too
great then the mitigation through weights will not eliminate the bias and its impact on population
estimates.?*

The 2015-16 HES-TAWA data shows strong evidence of sample bias and the weights available for
that year do not sufficiently counter the bias. MSD reports therefore do not generally report findings
based on the 2015-16 data.?®

Administrative data has been used as the source for most of the household income information in this
report, starting with HES 2018-19

Up to and including the 2017-18 HES, the data available to MSD for its reports was the ‘HES-TAWA’
data. This analytical dataset is made up of the original survey data with some of the more problematic
survey-based income information that respondents may misreport (for example, benefit and Working
for Families income and the Accommodation Supplement) replaced by the Treasury using their Tax
and Welfare Analysis (TAWA) model or its predecessors.

For the 2018-19, 2019-20 and 2020-21 HES, Stats NZ moved to using administrative data for most of
the income information. Tax data from Inland Revenue and data from MSD on benefits paid has been
used to provide salary and wages and benefit income. Working for Families tax credit information
comes from IR or MSD depending on which agency made the payment. Other sources of income
such as self-employment income, investment income, income earned overseas and irregular income
is provided by the respondent at interview time. The sample sizes are much larger, more effort was
made to get a better sample / response at the bottom end, and a more comprehensive set of
benchmarks was used to weight up to population estimates. These datasets (‘HES-admin’) are
available to MSD for use for this and other reports.2¢

Addressing issues raised by the presence of households reporting very low incomes

The use of administrative data has in many ways further improved the income information available
for HES analysis (for example, by removing measurement error when income from a respondent is
misreported through recall issues or deliberately, and by avoiding the need to make assumptions
about ‘take-up’ as is required for the modelled estimates of income in HES-TAWA). However, the
number of very-low-income (VLI) households has increased when compared with previously
published income distribution information based on HES-TAWA. The number of VLI households in
HES-Admin is relatively large in itself, irrespective of any comparison with the HES-TAWA numbers.
What it is that is causing this difference is not at present fully understood — there are likely to be
multiple drivers. Stats NZ is carrying out further investigations.

For the purposes of this report and the other main MSD reports, households are classed as VLI if their
equivalised BHC household income is under $8000 pa (in 2007 dollars). In $2022 this is close to
$10,000 pa which is around 23% of the median. This is well below the BHC incomes of beneficiary
households with children which are typically in the range of 60% to 75% of the median for those living
in, say, South Auckland.?”

24 See Stats NZ's Technical Appendix for their Child Poverty Statistics release for an account of the strategies and
procedures used to reduce non-sample error including the chances of sample bias.
https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#sample

% See Perry (2018, 2019b) for a detailed amount of the rationale for this decision. The Stats NZ weights used in their new
back series based on HES-HLFS-Admin data better address the sample bias in the 2015-16 data, but this dataset is not
available for other users. See Section J and Section N for further detail on the datasets.

% Stats NZ created special combined HES-HLFS datasets for producing a 2007 to 2018 BHC low-income back series to
assist with estimating the 2017-18 BHC baseline low-income rates for the CPRA. These datasets were larger than the HES
datasets themselves and thus the sample error was reduced. The back series for AHC incomes and material hardship
measures use the HES-TAWA data, but with upgraded weights. See Section J and Section N for more detail.

27 Area of residence matters as that impacts housing costs and the maximum Accommodation Supplement (AS) that is
available. Households in areas with relatively cheap rentals have lower BHC incomes than the South Auckland examples
as their AS support is lower. This makes them look worse off whereas in fact on an AHC measure they may be better off in
residual (AHC) income terms than their South Auckland counterparts. This incongruence is one of the limitations of using
BHC income as a measure of poverty.



https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#sample
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In the HES, as in many other similar surveys in other countries, the VLI households present a
challenge for the analysis in the Child Poverty report on several counts:

e the incomes are extremely low (for this report, under ~15 to 25% of the median), well below
all safety net income support levels

e many of these households report a material standard of living very much higher than those in
the ‘normal / less extreme’ low-income range, more like those in the middle of the income
distribution

e their presence can lead to the production of misleading statistics for low-income households
on a wide range of themes that matter for policy and public interest.

While the VLI group makes up only a very small proportion of the whole population (typically around
2-4%), when the population of interest is a low-income group they can make up a non-trivial portion in
the new HES-Admin data series — as high as 25% in some cases. As discussed below, some
treatment is needed to address the issue, for reporting time series (Sections F and G) and in
particular for the 2018-19 HES, the dataset that is used for much of the analysis used in Sections B to
E in the report.

Various treatments for this issue have been adopted by researchers and some government reporting
agencies (both in New Zealand and internationally).

For this report, households that report zero or negative incomes and those other VLI households who
report that their income is ‘enough’ or ‘more than enough’ for the basics of accommodation, food,
clothing etc are removed. The treatment is designed to at least partially address the issues raised by
the presence of VLI households. More detail is found in Section J (the low incomes section) and a full
discussion including the impact on key statistics is available in Section N and Section O.

Stats NZ are aware of the VLI issue in relation to how it may possibly impact on the child poverty
rates they report on in the context of the requirements of the CPRA, and also more generally for the
way the presence of these extreme incomes can impact other information based on the HES. They
are carrying out further investigation.28

28 See Stats NZ's Technical Appendix for their Child Poverty Statistics release for an account of their investigations to date.

https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#sample



https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#sample
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Annex to Section A

Low-income thresholds (‘income poverty lines’)

Tables 3A & 3B (repeated here from Appendix 3 for convenience) show the income poverty
thresholds in ordinary dollars pw for a range of BHC and AHC measures for selected household

types.

Table 3A
50% and 60% low-income thresholds or ‘poverty lines’ for various household types (BHC)
($2022, per week) (Using the modified OECD equivalence scale)

REL (‘moving’) CV (‘anchored’ /'fixed’)
Household type Equiv ratio 50% of _2020-21 60% of 2020-21 50% of 2006-07 60% of 2017-18
median in $2022 median in $2022 | median in $2022 | median in $2022
One-person HH 1.0 460 550 460 550
SP, 1 child <14 1.3 600 715 600 715
SP, 2 children <14 1.6 735 885 735 885
SP, 3 children <14 1.9 875 1050 875 1050
Couple only 15 690 825 690 825
2P, 1 child <14 1.8 825 995 825 995
2P, 2 children <14 21 965 1160 965 1160
2P, 3 children <14 2.4 1105 1325 1105 1325
2P, 4 children <14 2.7 1240 1490 1240 1490
3 adults 2.0 920 1105 920 1105
Notes:

e The figures above are calculated before any treatment is applied to the dataset
e The $2022 numbers are the actual HES 2020-21 numbers inflated by 9% (the CPI change from the 2020-21
average to June 2022)

Table 3B
40%, 50% and 60% low-income thresholds or ‘poverty lines’ for various household types (AHC)
(%2022, per week) (Using the modified OECD equivalence scale)

REL (‘moving’) CV (‘anchored’ /'fixed’)
Household type Equiv ratio 40% of 2020-21 50% of 2020-21 60% of 2020-21 50% of 2006-07 60% of 2017-18
median in $2022 | median in $2022 | median in $2022 | median in $2022 | median in $2022
One-person HH 1.0 285 355 425 355 425
SP, 1 child <14 1.3 370 460 550 460 550
SP, 2 children <14 1.6 455 565 680 565 680
SP, 3 children <14 1.9 540 670 805 670 805
Couple only 15 425 530 635 530 635
2P, 1 child <14 18 510 635 765 635 765
2P, 2 children <14 2.1 595 745 890 745 890
2P, 3 children <14 2.4 680 850 1020 850 1020
2P, 4 children <14 2.7 765 955 1145 955 1145
3 adults 2.0 565 705 850 705 850
Notes:

e The figures above are calculated before any treatment is applied to the dataset.

e The $2022 numbers are the actual HES 2020-21 numbers inflated by 8% (the after-deducting-housing costs
CPI change from the 2020-21 average to June 2022).

e When Stats NZ calculate the thresholds for the 2017-18 fixed-line thresholds they adjust using the HLPI not the
CPI. This has a small impact on reported numbers.
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Material deprivation or hardship index (DEP-17) and the MWI

Material deprivation or material hardship indices are now fairly well-developed for European nations
and New Zealand. These measures use survey information about what basics and near-basics
households can and cannot afford in order to rank households across a spectrum from no hardship
through to severe hardship.

Much of the analysis in this report uses MSD’s DEP-17 general purpose material hardship index — this
is also used by Stats NZ for its official reporting on material hardship under the CPRA. The 17 items
are shown in the table below.

For each household, one adult respondent is selected at random to answer the questions, some of
which are about the household (H) and some about the respondent (R). The DEP-17 score for each
respondent is simply the sum of all reported enforced lacks or deprivations. This score is attributed to
the household itself and to all household members and the households and the individuals in them
are ranked by these scores. Thresholds can then be set, representing different depths of material
hardship or deprivation (eg 6+/17, 7+/17, and so on). This is the same approach as is taken with
income measures: total household income is attributed to each household member, then thresholds
are set at selected income levels and income poverty rates for different depths are reported.

Composition of DEP-17
and the % in households for which the respondent reported various deprivations
(HES 2018-19, 2019-20 and 2020-21)

Enforced lack of essentials (for respondent or household as a whole) 18-19 | 19-20 | 20-21
meal with meat, fish or chicken (or vegetarian equivalent) at least each 2nd day R 2 1 1
two pairs of shoes in good repair and suitable for everyday use R 2 2 2
suitable clothes for important or special occasions R 4 3 3
presents for family and friends on special occasions R 5 4 4
home contents insurance H 15 14 14

Economised, cut back or delayed purchases ‘a lot’ (because money was needed for other
essentials, not just to be thrifty or to save for a trip or other non-essential)
went without or cut back on fresh fruit and vegetables H 4 3 3
bought cheaper cuts of meat or bought less than wanted H 13 12 10
put up with feeling cold to save on heating costs R/H 8 7 5
postponed visits to the doctor R 8 7 6
postponed visits to the dentist R 25 23 22
did without or cut back on trips to the shops or other local places R/H 11 10 8
delayed repairing or replacing broken or damaged appliances H 9 8 7

In arrears more than once in last 12 months (because of shortage of cash at the time, not through forgetting)

rates, electricity, water H 6 6 5

vehicle registration, insurance or warrant of fitness H 6 5 5

Financial stress and vulnerability

borrowed from family or friends ‘more than once’ in the last 12 months to cover everyday living costs H 9 8 7

feel ‘very limited’ by the money available when thinking about purchase of clothes or shoes for self
(options were: not at all, a little, quite limited, and very limited)

could not pay an unexpected and unavoidable bill of $500 within a month without borrowing H 21 20 17

Reading note for table:

The figures in the right-hand three columns are based on the information provided by the household’s respondent. For
example, in the fresh fruit and vegetables row for 18/19, 4% of the population were in households where the respondent
said they (or their partner) went without or cut back ‘a lot’ (rather than ‘a little’ or ‘not at all’). The fourth from right column
indicates whether the item is respondent-focussed (R) or household-focussed (H). Though for most items the R/H
distinction is clear, a few could be either. This uncertainty is being addressed in the 2021-22 survey.

Section J in Part Two has more detail on the DEP-17 index, and the Material Wellbeing Index (MWI)
items and scoring are listed in Table 1.3 in Appendix 1.
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Section B

The demographics of child poverty: rates for children in
different household contexts and for ethnicity, and
comparisons with selected households without children

Section B reports on material hardship rates and low-income rates for children in different household
contexts, and by their age (including ‘early years’), ethnicity and disability status.

The household contexts reported on are:

household type — see Glossary and Abbreviations (page 12) for definitions

number of children in the household

work intensity for two parent and sole parent households at time of interview

labour market status of the household at time of interview

source of household income in the 12 months prior to interview (market v government)
tenure of household

private rental tenure by AS receipt

highest educational qualification in the household

disability status of the household.

In each case rates are provided at different depths of hardship and at different levels of low-income.
In these cases, the differing composition at different depths is reported for each demographic

grouping.

The situation for children is also compared with that for one-adult households and for older New
Zealanders, using the 9 CPRA measures.

Contents

Children in households at different depths of material hardship.
Children in households at different levels of low income.
Children in households in both low income and material hardship.

Comparing poverty rates for children, one-person households (aged 18-64 yrs), and older
New Zealanders (65+ yrs).

Material hardship and low-income rates by disability status.

Material and financial hardship in six sub-regions in Auckland.

Use of 2018-19 data in some sections

Most of the tables and charts in this Section and in Sections C and E use the
data from the 2018-19 HES even though more up to date data is available. This
is done mainly because of the relatively large sample size for 2018-19 which
allows the detailed breakdowns to be reported with more confidence. For some
statistics all three of the recent surveys are used together. Appendix 6 has the
updates of all the tables to HES 2020-21. Although there is a little difference in
the numbers between 2018-19 and 2020-21, the main messages and relativities
are unchanged. The later time series Sections (Sections F, G and H) all go
through to 2020-21.
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Children in households at different depths of material hardship, in selected
household contexts and by ethnicity: hardship rates and composition within
the categories

Interpreting the tables that follow

Table B.0 below is an extract from the first of the full tables that follow, and is used to support a walk-
through of the numbers to assist with interpretation for those not too familiar with ‘rates and
composition’ tables.

e The 6+ material hardship columns are shaded as they give the standard material hardship
information using the DEP-17 index; 9+ is the level used for severe material hardship.

e The brown shaded 5% figure is the hardship rate for children in two-parent HHs which have a
hardship score of 8+/17 (much lower than the 20% rate for children in sole parent households
at the same depth).

e The green shaded 41% figure says that of all the children in households in severe material
hardship (9+/17), 41% are from sole parent households.

¢ Note that the composition columns all add to 100% (except for the two parent / sole parent
work intensity panel in the full table on the next page — these add to less than 100% as all other
household types and all fully workless households are not included).

e The ‘ALL’ columns show the number and % of children in each household type overall. The
composition % divided by the ‘ALL’ % gives ‘the risk ratio’.?° For children in sole parent
households at the 9+ level, the risk ratio is 2.9 (41/14), whereas for children in two parent
households the risk ratio is 0.54 (37/69). Whether by comparing rates directly or by comparing
risk ratios, the same conclusion is reached: children in sole-parent households are five to six
times more likely to be in severe material hardship than those in two-parent households.3°

Table B.O
Material hardship rates and composition for selected population groups (DEP-17 index, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

HES 2018-19 Material hardship rates Composition
what % of this group is in what % of all those in
hardship, using the different hardship (using a given 000’s %
thresholds? threshold) are in this group /?
Material hardship rates (%)
All children (0-17 yrs) 18 13 10 8 6 100 100 100 100 100 1,135 | 100
Household type
2P HH with any deps 12 9 7 5 3 48 46 44 42 37 785 69
SP HH with any deps 40 32 26 20 17 32 34 35 37 41 160 14
Other fam HHs with any deps 23 16 14 10 8 20 19 21 21 22 180 16
Other HHs (some 0-17s, no dep ch) Suppressed - numbers too small 1 1 0 1 0 10 1

2 The risk ratio is a very useful statistic that can be used to succinctly summarise the over- or under-representation of a

population subgroup (in this case) in a hardship category, with ratios greater than 1 indicating over-representation

To state the obvious, one of the main reasons for the difference in hardship rates for these two household types is that
there is much less potential for paid employment hours in sole parent households compared with two parent (and other
multi-adult) households with children. This is often not part of the conversation about the difference.
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Selected findings on material hardship, drawn from the tables that follow.

2P and SP households

o SP households have higher rates of hardship at all depths, but because there are many more
2P households, there are around the same number of children in hardship in SP and 2P
households (on average over the three HES years 2018-19 to 2020-21.

Number of children in household
o Households with 1-2 children have the lowest rates, with those with 3 a little higher.
o Households with 4+ report much higher rates, almost three times that for smaller households,
at both the 6+ and 9+ levels.
o The hardship composition is quite similar at different depths, around half from households
with 1-2 children, and a quarter each from 3 and 4+.

Source of income

o The hardship rate for children in households with most of their income in the twelve months
prior to interview coming from government sources is around 5 times the rate than for those
with mainly market income (‘working households’). Nevertheless, around half of children in
hardship come from ‘working households’. This reflects the fact that there are many more
‘working households’.

Ethnicity

o Material hardship rates are much higher for Maori (23%) and Pacific children/ethnicities (28%)
compared with that for European (10%) or Asian children/ethnicities (6%).

o This difference is much the same as in previous MSD reports using multi-year averages with
smaller sample sizes each year.

NzZDep2013 quintile

o The NzZDep index ranks small areas of households by their socio-economic status. The index
uses eight deprivation domains including unemployment rates, low educational qualifications,
low income, benefit receipt, overcrowding, no access to a car and so on.

o Half of the children in material hardship (51%) come from the most deprived NZDep quintile
(20%),

o Two thirds of those in more severe hardship (64%) come from the most deprived NZDep
quintile (20%).

See Table D.6 for international comparisons of the proportions of children in jobless households.
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Table B.1a
Material hardship rates and composition for selected population groups (DEP-17 index, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

Material hardship Overall

HES 2018-19 Material hardship rates . -
composition composition

what % of all those in
hardship (using a given
threshold) are in this group /
cell?

what % of this group is in
hardship, using the different
thresholds?

000’s %

Material hardship threshold as # of items

lacked out of 17 5+ | 6+ | 7+ | 8+ | 9+ | 5+ | 6+ | 7+ | 8+ | 9+ | ALL | ALL

All children (0-17 yrs) 18 13 10 8 6 100 | 100 | 100 | 100 | 100 | 1,135 100
Household type
2P HH with any dependent children 12 9 7 5 3 48 46 44 42 37 785 69
SP HH with any dependent children 40 32 26 20 17 32 34 35 37 41 160 14
Other fam HHs with any dep ch 23 16 14 10 8 20 19 21 21 22 180 16
Other HHs (some 0-17s, no dep ch) Cell sizes too small — rates suppressed 1 1 0 1 0 10 1
Number of dep children in household
1 14 11 8 6 5 17 17 17 17 18 245 22
2 14 10 8 5 4 33 33 32 30 30 485 43
3 19 13 11 9 6 25 23 24 27 24 255 23
4+ 35 27 22 16 13 24 26 27 26 28 140 12
Work intensity (2P & SP, adults all ages)
2P - both FT 9 6 5 3 1 11 11 10 8 5 260 23
2P -FTPT 10 7 5 2 8 8 7 165 15
2P - FT WL 18 12 9 6 4 16 15 14 14 13 185 17
SP-FT 23 17 12 10 7 55 5
SP-PT 39 28 22 15 11 6 6 6 5 5 30 3
Other 25 19 15 12 10 52 54 57 60 65 430 38
Labour market status of household
Self-employed 4 2 1 1 0 2 2 1 1 1 140 12
At least one FT worker 14 10 7 5 3 57 54 52 48 44 820 72
No FT worker (may have PT) 47 38 31 25 20 41 44 47 50 55 175 16
PT work only 34 25 19 15 11 10 10 10 10 10 60 5
Some work (excl SE) 15 11 8 6 4 67 64 61 59 54 875 77
Workless 53 44 37 30 25 31 34 38 40 45 120 10

Source of HH income in the 12 months
prior to interview

Main source market 12 9 6 4 3 60 56 52 48 45 975 86
Main source government 52 42 35 29 23 40 44 48 52 55 160 14
Tenure of household
Owned with mortgage (incl Family Trust) 8 5 3 2 1 22 18 14 13 11 540 47
Owned no mortgage (incl FamilyTrust) 5 3 3 3 2 3 8 3 4 4 120 10
Private rental 29 23 19 14 11 53 56 59 58 61 365 32
Social rental 54 44 35 28 20 20 22 23 25 24 75 7
Other 8 4 2 2 1 1 1 1 1 1 35 3
Private rental by AS receipt
Private rental (no AS) 16 11 9 6 4 15 15 15 14 12 195 17
Private rental (with AS) 45 36 30 23 18 38 41 44 44 49 170 15
Education (highest qualification in HH)
Higher degree 6 4 2 1 1 7 6 4 3 3 230 20
Bachelors or similar 9 6 4 3 2 11 9 9 8 8 250 22
Post-school non-degree qual 20 15 12 9 7 35 35 37 37 37 360 32
School qual 29 22 17 13 10 31 32 32 32 32 215 19
No formal qual 44 34 27 22 17 17 17 18 20 20 80 7
NZDep Quintile
Q1(least deprived 20%) 2 1 7 6 4 4 3 210 19
Q2 9 6 4 3 2 10 9 7 7 7 230 20
Q3 14 9 7 5 3 16 14 14 14 12 230 21
Q4 19 14 11 7 5 20 20 20 17 15 210 19

Q5 (most deprived 20%) 39 31 26 21 17 48 51 54 58 64 250 22




35

Table B.1b repeats the hardship rates and composition analysis for ethnicity.

Material hardship rates are much higher for Maori and Pacific children/ethnicities (23-28%) compared
with that for European or Asian children/ethnicities (6-10%). This difference is much the same as in
previous MSD reports using multi-year averages.

(See the technical note under Table B.1b for the definition and discussion of the prioritised and total approaches
to reporting ethnicity.)

Table B.1b
Material hardship rates and composition by ethnicity (DEP-17 index, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

HES 2018-19 Material hardship rates Composition
et ars gopsn | AT
hardship, using the different threshold) are in this group / 000’s %
thresholds?
cell?
i'\t":rtnes”gcifg2Tjitpotfh{$5h°'d as # of 5+ | 6+ | 7+ | 8+ | 9+ | 5+ | 6+ | 7+ | 8+ | 9+ | ALL | ALL
Material hardship rates (%)
All children (0-17 yrs) 18 13 10 8 6 100 100 100 100 100 1,135 100
Ethnicity (total)
European 13 10 7 6 4 36 36 36 36 35 735 53
Maori 29 23 19 14 11 32 34 35 35 37 290 21
Pacific peoples 38 28 23 18 14 20 20 21 22 23 140 10
Asian 11 6 4 2 2 8 6 5 4 4 180 13
Other 24 18 10 7 5 4 4 3 3 2 45 3
Ethnicity (prioritised)
European 10 7 5 4 3 26 25 24 24 21 535 47
Maori 29 23 19 14 11 41 44 47 47 50 290 26
Pacific peoples 41 29 24 19 14 19 19 20 21 21 95 8
Asian 11 6 4 2 2 9 7 5 4 4 170 15
Other 25 20 10 9 6 5 5 4 4 4 40 4

Reading note for interpreting ‘total ethnicity’ percentages. The total ethnicities approach counts ethnicities, not children. There
are around 250,000 more ethnicity responses than there are children, as many report more than one ethnicity.

- The '28%’ figure in the Pacific row for 6+/17 hardship rate means that out of all the ethnicities reported by children in the
6+ hardship column, 28% are Pacific (whether only Pacific or Pacific and one or more other ethnicities).

- The 20%’ figure in the Pacific row for 6+/17 composition means that out of all the ethnicities reported by children in the
6+ hardship column, 20% are Pacific (whether only Pacific or Pacific and one or more other ethnicities).

Starting with HES 2007, ethnicity for children is provided in the survey data, with the information
coming from either the children themselves or from their parents. Individuals can specify more than
one ethnicity. In Table B.1b ethnic groups are created (for the purposes of analysis) using both the
total response method and the prioritised method for determining ethnicity. 3!

In the total response approach, each person’s total ethnicity response is counted. This means that
individuals may be counted more than once, and the total figures will be greater than the population
numbers (around 250,000 more in the case of children). The analysis is actually about the total
number of ethnicities provided for the children — it is not directly about the children themselves.3?

In the prioritised approach, if a respondent reports more than one ethnicity, the ethnicity attributed is
determined according to a prioritised classification of Maori, Pacific peoples, Other and then
European. This ensures that the total number of responses equals the total population being reported
on. In doing so, prioritisation conceals diversity within and overlapping between ethnic groups by
eliminating multiple ethnicities from the analysis. This systematic prioritisation of the data gives highest
priority to Maori — meaning, for example, an individual who might self-identify as both Pacific and
Maori would be counted as Maori.

31 A third way is the single/combination classification which counts people in mutually exclusive categories. People are
counted just once in the relevant single or combination group.

The application of the ‘total ethnicity’ approach in this report is a little different from the way Stats NZ implement it, but the
relativities are unchanged.
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Material hardship in the ‘early years’

There is widespread acknowledgment of the critical importance of the material, social, emotional and
nurturing contexts in the early years of a child’s life for outcomes later in childhood and in adulthood.
One area of public policy interest is how younger children are faring in terms of material wellbeing.

The top panel in Table 2 reports on the material hardship rates for under 5s and under 7s using
different hardship thresholds. The 6+/17 threshold is the one used by Stats NZ for the standard
material hardship rate statistics in their reporting under the CPRA. For both groups (under 5s and
under 7s), the same pattern is evident for each of the three material hardship levels:

¢ those in households with only younger children have the lowest hardship rate

e those in households that also have older siblings have the highest rate — this could be
because they are in larger families which on average have higher hardship rates (eg those
with 4+ children have a standard hardship rate of 27% compared with all children at 13%
(see Table B.1a above for HES 2018-19)

o the overall rate for a given ‘early years’ group is in between the above two rates and is much
the same as the overall hardship rate for all children aged 0-17 yrs.

There is no evidence of the ‘early years’ groups being in greater material hardship than older children.

The lower panel reports on the material hardship rates for under 5s by the number of earners / number
of adults in the household:

e those in the one-earner one-adult households have a relatively high 6+/17 hardship rate of
21% — for these sole parents in paid employment roughly half are full-time and half part-time

e those in the one-earner households with two or more adults experience lower hardship rates
of 13% (about average) — the bulk of these earners are full-time

e those with two or more earners in the household have on average the lowest hardship (8%).

There are no surprises in the relativities reported, but it is useful to have the size of the differences
guantified.

Table B.2
Material hardship for younger children:
three year average for HES-Admin years (2018-19 to 2020-21)

Material Hardship (rates, %) Material Hardship (numbers) Total
5+ 6+ o+ 5+ 6+ o+ numbers
Age-groups

0-17 16 12 5 181,000 136,000 58,000 1,140,000
0-4 (all) 16 12 5 50,000 37,000 16,000 304,000
0-4 (with siblings aged 5+) 21 15 7 28,000 21,000 10,000 137,000
0-4 only (with no siblings aged 5+) 13 10 4 22,000 16,000 6,000 168,000
0-6 (all) 16 12 5 70,000 52,000 23,000 432,000
0-6 (with siblings aged 7+) 20 15 7 33,000 25,000 11,000 162,000
0-6 only (with no siblings aged 7+) 14 10 4 37,000 27,000 11,000 270,000

0-4s by # of HH earners

No earner HH 54 45 - 19,000 16,000 - 35,000
One earner HH - 1 adult 27 21 - 3,000 2,000 - 10,000
One earner HH - 2+ adults 18 13 - 15,000 11,000 - 85,000
2+ earner HH — 2+ adults 8 5 - 12,000 7,000 - 139,000
Self-employed HHs 3 2 - - - - 34,000
TOTAL 0-4 16 12 5 50,000 37,000 16,000 304,000

Notes for table:

¢ The table uses the average of the three HES years 18-19, 19-20 and 20-21 to ensure that the sample numbers are
large enough to deliver robust findings for the ‘0-4s by # of HH earners’ panel.

« Information is suppressed where cell sizes are too small (*-*).
e The DEP-17 material hardship index is used - a threshold of ‘5+ means 5+/17.
* Self-employed HHs are defined as those for whom more than half their income is from self-employment.
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Children in households at different levels of low income, in selected
household contexts and by ethnicity: low-income rates and composition within
the categories

The left-hand panel of Table B.3a (next page) shows the low-income rates for all children in selected
household contexts and for four levels of AHC low-income (under 40% of median, 50%, 60%, 70%),
and for all those at 70% or above.

The right-hand panel (composition) shows the sizes of the sub-groups within each demographic
grouping. For all but two household contexts the percentages add to 100% down for each
demographic group. The first exception is in the panel for work intensity for children in two parent and
sole parent households — these add to less than 100% as all ‘other’ households and all fully workless
households are not included. The analysis by AS is the second exception as this is just for private
rentals, a subset of tenure in the panel above.

Selected findings on low-incomes, drawn from the tables that follow.

2P and SP households

o SP households have higher rates of low AHC income for all standard thresholds, but because
there are many more 2P households, there are more of children in low-income 2P households
than in SP households (52% and 37% respectively for AHC 50 REL).

Number of children in household
o Households with 1-2 children have the lowest rates, with those with 3 a little higher.

o Households with 4+ report much higher rates, around double that for smaller households for
all standard AHC thresholds.

Source of income

o For the AHC 50 REL measure the low-income rate for children in households with most of
their income in the twelve months prior to interview coming from government sources is
around 6 times the rate than for those with mainly market income (‘working households’).
Nevertheless, around half of children in hardship come from ‘working households’. This
reflects the fact that there are many more ‘working households’ and children in ‘working
households’ (87% compared with 13%).

Ethnicity
o AHC 50 REL low-income rates are higher for Maori (24%), Pacific (24%) and Asian (21%)
children/ethnicities compared with that for European (12%). For children in the Asian grouping
this is quite different than for their material hardship rates which are lower than European
children.

o This differences are much the same as in previous MSD reports using multi-year averages
with smaller sample sizes each year.

NZDep2013 quintile

o The NZDep index ranks small areas of households by their socio-economic status. The index
uses eight deprivation domains including unemployment rates, low educational qualifications,
low income, benefit receipt, overcrowding, no access to a car and so on.

o 58% of the children in the under AHC 50 group come from the most deprived two NZDep
quintiles (40%). For material hardship, 71% come from the bottom two quintiles. This shows
the much lower correlation between income and SES on the one hand, and that between
material wellbeing and SES on the other (see Table B.1a).
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Table B.3a
Low-income rates and composition for selected population groups (AHC incomes, selected thresholds)
Children (aged 0-17 yrs) HES 2018-19

HES 2018-19 Low-income rates Composition
what % of this group is in a _what % of all those in low-
AHC low-income household, using 'g?\%?ﬁ#gii%?gﬁe(ﬁ'g%: 000’s %
the different thresholds? group / cell?
Low-income threshold as % of median 270 | <70 | <60 | <50 | <40 | 270 | <70 | <60 | <50 | <40 ALL ALL
All children (0-17 yrs) 64 36 27 19 12 100 | 100 | 100 | 100 | 100 | 1,100 100
Household type
2P HH with any dependent children 70 30 21 14 9 75 58 55 52 50 760 69
SP HH with any dependent children 26 74 64 51 34 5 28 32 37 39 150 14
Other fam HHs with any dep ch 73 27 19 12 7 19 13 12 11 10 185 17
Other HHs (some 0-17s, no dep ch) Cell sizes too small - rates suppressed 1 1 1 1 1 10 1
Number of dep children in household
1 73 27 20 15 10 24 17 17 17 18 240 22
2 69 31 22 16 10 46 37 35 36 37 465 42
3 61 39 30 21 14 21 24 25 24 26 245 22
4+ 39 61 47 33 16 8 22 22 22 18 140 13
Work intensity (2P & SP, adults all ages)
2P - both FT 86 14 9 6 4 31 9 8 7 7 255 23
2P -FT PT 74 26 16 10 5 16 11 9 8 7 160 14
2P - FT WL 52 48 34 20 10 13 22 21 17 14 180 16
SP-FT 53 47 33 21 11 4 6 6 5 5 55 5
SP-PT 14 86 77 59 34 1 6 7 8 8 30 3
Other 58 42 34 27 18 35 45 50 55 60 425 39
Labour market status of household
Self-employed 75 25 20 14 10 14 8 9 9 10 130 12
At least one FT worker 73 27 18 11 6 82 56 49 42 36 800 72
No FT worker (may have PT) 18 82 72 58 40 4 36 42 48 53 175 16
PT work only 26 74 65 49 30 2 11 13 13 13 55 5
Some work (excl SE) 70 30 21 13 7 84 66 61 56 49 855 78
Workless 14 86 76 63 45 2 25 30 35 40 115 11
Source of HH income in the 12 months
prior to interview
Main source market 73 27 18 11 6 98 66 59 51 46 955 87
Main source government 10 90 81 68 47 2 34 41 49 54 150 13
Tenure of household
Owned with mortgage (incl FT) 76 24 17 11 7 56 32 30 28 27 525 47
Owned no mortgage (incl FT) 81 19 12 8 6 13 6 5 5 5 115 11
Private rental 50 50 39 29 20 25 45 47 50 54 350 32
Social rental 27 73 59 41 18 3 14 15 15 11 75 7
Other 73 27 22 16 12 3 2 2 3 3 35 3
Private rental by AS receipt
Private rental (no AS) 66 34 24 16 10 17 16 15 14 14 185 17
Private rental (with AS) 33 67 56 43 30 8 29 32 35 39 165 15
Education (highest qualification in HH)
Higher degree 81 19 13 9 6 25 11 10 10 10 220 20
Bachelors or similar 75 25 18 12 8 25 15 14 14 15 240 22
Post-school non-degree qual 63 37 28 20 12 31 33 33 34 33 350 32
School qual 49 51 39 27 18 15 28 28 28 29 215 19
No formal qual 35 65 52 40 22 4 13 14 15 13 75 7
NZDep Quintile
Q1(least deprived 20%) 79 21 16 11 6 23 11 11 11 9 205 19
Q2 75 25 18 12 9 23 14 13 13 15 220 20
Q3 66 34 23 16 10 21 20 18 17 18 225 21
Q4 59 41 32 22 14 17 22 22 21 22 205 19
Q5 (most deprived 20%) 47 53 42 31 19 16 33 35 37 36 245 22
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Table B.3b repeats the hardship rates and composition analysis for ethnicity.

Low-income rates are much higher for Maori and Pacific children/ethnicities (21-24% for AHC 50
(REL)) compared with that for European children/ethnicities (14-16%), and a little higher than those
for Asian children / ethnicities (20%). These differences are much the same as in previous MSD
reports using multi-year averages.

(See the technical note under Table B.3b for the definition and discussion of the prioritised and total approaches
to reporting ethnicity.)

Table B.3b
Low-income rates and composition for selected population groups (AHC, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

HES 2018-19 Low-income rates Composition
what % of this group is in a _What % of all those in I_ow-
: . income households (using a ,
AHC low-income household, using - P 000’s %
the different thresholds? given threshold) are in this
) group / cell?
Low-income threshold as % of median 270 | <70 | <60 | <50 | <40 | 270 | <70 | <60 | <50 | <40 ALL ALL
All children (0-17 yrs) 65 35 26 18 11 100 | 100 100 100 100 1,090 100
Ethnicity (total)
European 70 30 21 14 9 58 43 42 40 40 710 53
NZ Maori 55 45 33 24 14 18 27 27 28 27 290 21
Pacific peoples 53 a7 35 24 13 9 13 14 13 11 140 10
Asian 63 37 28 21 14 12 13 13 14 16 170 13
Other 56 44 38 29 20 3 4 4 5 5 40 3
Ethnicity (prioritised)
European 74 26 19 12 8 53 35 34 31 32 510 47
NZ Maori 55 45 33 24 14 22 34 34 35 34 290 26
Pacific peoples 53 47 36 24 11 7 12 12 11 8 95 9
Asian 64 36 28 21 14 14 15 15 16 19 155 14
Other 55 45 40 30 20 3 5 6 6 7 40 4

Reading note for interpreting ‘total ethnicity’ percentages. The total ethnicities approach counts ethnicities, not children. There
are around 250,000 more ethnicity responses than there are children, as many report more than one ethnicity.

- The ‘24%’ figure in the Pacific row for the 50% AHC low-income rate means that out of all the ethnicities reported by
children in the 50% AHC column, 24% are Pacific (whether only Pacific or Pacific and one or more other ethnicities).

- The “11%’ figure in the Pacific row for the 50% AHC composition means that out of all the ethnicities reported by children
in the 50% AHC column, 11% are Pacific (whether only Pacific or Pacific and one or more other ethnicities).

Starting with HES 2007, ethnicity for children is provided in the survey data, with the information
coming from either the children themselves or from their parents. Individuals can specify more than
one ethnicity. In Table B.2b ethnic groups are created (for the purposes of analysis) using both the
total response method and the prioritised method for determining ethnicity.33

In the total response approach, each person’s total ethnicity response is counted. This means that
individuals may be counted more than once, and the total figures will be greater than the population
numbers (around 300,000 more in the case of children). The analysis is actually about the total
number of ethnicities provided for the children — it is not directly about the children themselves.

In the prioritised approach, if a respondent reports more than one ethnicity, the ethnicity attributed is
determined according to a prioritised classification of Maori, Pacific peoples, Other and then European.
This ensures that the total number of responses equals the total population being reported on. In doing
so, prioritisation conceals diversity within and overlapping between ethnic groups by eliminating multiple
ethnicities from the analysis. This systematic prioritisation of the data gives highest priority to Maori —
meaning, for example, an individual who might self-identify as both Pacific and Maori would be counted
as Maori.

3 A third way is the single/combination classification which counts people in mutually exclusive categories. People are

counted just once in the relevant single or combination group.
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Income distribution for sole parent and two parent families

Figure B.1 shows the distribution of BHC family incomes for sole-parent and two-parent families.
Around one in three sole-parent families live in households with other adults, and two thirds in their own
sole-parent headed households. For those living in wider households, the embedded sole-parent
families are given the equivalised income of the whole household for the purposes of the chart.

In 2020-21, around 75% of sole-parent families had incomes below the median household income for
all households, with or without children.3* For two-parent families the proportion was 38%. The
relativities between the two groups is very similar to earlier years, though the actual percentages have
dropped for both (reflecting the more general higher increase in incomes for families with children than
for those without, at the lower end of the distribution).

In March 2022, some 97,000 sole parents were receiving a main benefit — this is 67% of all the estimated
145,000 sole parents. Sole parent beneficiary families are clustered in the lower part of the income
distribution.

The relatively low incomes of sole parent families reflects in the main three inter-related factors:

¢ the relatively high proportion of sole parents in receipt of a main benefit (67%), of whom 87%
declare no market earnings

¢ the low full-time employment rate for sole parents

¢ there is only one potential earner in a sole parent family (though in the case of the one in three
sole parent families ‘embedded’ in a wider household there is sometimes opportunity for more
than one adult in the household being in paid employment).

Figure B.1
Distribution of sole parent and two parent BHC family income, HES 2020-21

60

Median for all
! households
w
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B SP families

2P families

40

Number of families (000s)

3 9 15 21 27 33 39 45 51 57 63 69 75 81 87 93 89 105111117123+

Equivalised disposable family income ($000s)

Notes: 1 Families are grouped by the income of their households in multiples of $3000 pa ($60 pw).
2 ‘Family’ here means ‘Economic Family Unit'.

It is clear from Figure B.1 that whatever standard income poverty measure is used, the proportion of
those in sole parent families with incomes below the selected threshold (ie the income poverty rate for
sole parent families) will be high in itself, and also higher than for those in two parent families.

34 This is for family or household income adjusted for family size and composition (equivalised family income). Using unadjusted

family income makes little difference to this finding.



Children in households that are both low-income and in material hardship

41

As shown in Figure B.2 below, the less-than-100% overlap between the low-income and material
hardship measures means that there are six groups to consider:

the materially deprived

O O O O O O

those who are neither.

the income poor (low-income households)

Figure B.2
Six groups, from those in neither group to those in both

the income poor who are materially deprived (the both/and group)
the income poor who are not materially deprived (income poor only)
the materially deprived who are not income poor (materially deprived only)

In material hardship /
materially deprived

Materially deprived only

In both groups

In neither group

Low-income /
income poor

Income poor only

The evidence of increasing day-to-day restrictions and hardship is clear in Table B.4a, starting with
those in neither group and moving through low income only ... to both low-income and materially
deprived, with the latter group clearly having the greatest restrictions on day-to-day living standards.
For example, for children, the level of restrictions for the ‘both ... and’ group is typically around double

that for the low-income group.

Table B.4a
Profile for the six groups in the low income / hardship nexus (settings as for the CPRA measure),
HES 2018-19
HES 2018-19 ALL neither in(I:%vr\;e low deprived | o hrived | both
income only P
only
Children (0-17 yrs)
size of groups (% of all children) 100 68 18 26 5 13 8
% of all children in households reporting
put up with cold (a lot) through shortage of money 3 7 18 43 43 42
use of food banks more than once in last 12 months 1 4 12 18 26 32
not enough income for the basics 13 5 15 26 43 49 53
borrO\_Ned from fam/friends for basics - more than 12 4 1 26 51 57 62
once in last 12 months
$500 expense - cant pay 26 14 32 48 79 84 87
life satisfaction of ‘dissatisfied / very dissatisfied’ 6 3 7 11 19 21 22
Notes: - the AHC 60% of median measure is used for low income

- the DEP-17 measure is used for material deprivation, with the threshold set at 6+/17
- MSD treatment of the VLI households drops AHC 60 from 27.7% to 26.2%. See Section O for details.
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Table B.4b repeats the analysis reported in Table B.4a, but this time using two measures that give
similar-sized groups of children (19% for low-income and 23% for material hardship (albeit a non-

standard 4+/17 threshold). The proportions are close to the lower quintiles on each measure. 3°

For Table B.4b the low-income measure is AHC 50 (rather than AHC 60) and material hardship
measure is MWI<=16 (equivalent to 4+/17 on DEP-17).

The same pattern is evident in both tables.

Table B.4b
Profile for the six groups noted above (similar sized low-income and deprived groups), HES 2018-19
ALL neither Io(\)/\:]li;c low inc degrr]il\)//ed deprived both
Children (0-17 yrs)
size of groups (% of all children) 100 67 10 19 14 23 9
% of all children in households reporting:
put up with cold (a lot) through shortage of money 2 5 20 31 33 35
use of food banks more than once in last 12 months 1 3 14 14 19 26
not enough income for the basics 13 4 10 29 33 40 50
il:10|rar12‘tlvfg r:ﬂrlgrr?tgzm/frlends for basics - more than once 13 3 8 29 35 a1 50
$500 expense - cant pay 27 11 23 51 69 74 81
life satisfaction of ‘dissatisfied / very dissatisfied’ 6 2 4 12 15 17 20

Notes: - the AHC 50% of median measure is used for the low-income group
- the MWI-24 measure is used for material deprivation, with the threshold set to give a material hardship rate similar
to that given by the income poverty measure (AHC 50 rate = 19%, MWI<=16 gives 23%).

The combination measure (both low income and in material hardship) is used by Ireland to measure
what they call ‘consistent poverty’, as in their view this (overlap) group best fits the high-level definition
which has both an input (resources) and outcome dimension (minimum acceptable material standard
of living).

It is one of the specified measures in the CPRA suite (see Table B.3a for this).

MSD uses the combination method as one of the measures in its multi-measure multi-level approach.
It can be seen (as in Ireland) as the preferred measure, or simply as a measure of deeper poverty.

ER R I IR R

For each table above, the same pattern is found in the 2020-21 HES data and the actual numbers
themselves are very similar. See Appendix 6 for details.
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The stylised diagram (Figure B.1) has the same percentages in each of the two sets. When the sizes of the two sets are
different the reported size of the overlap depends on which is used as the denominator. For example, if there is 20% in one,
8% in the other and 5% in both, the overlap group is 25% of one and 63% of the other. When the two sets are of different
size, careful communication is required. For example, if the 20% in the example is low income and the 8% is material
hardship, one conclusion could be that most (75%) in low income are not in hardship. To give context, it would be useful to
select the low-income and material hardship thresholds to give similar numbers in each, then look at the overlap, and report
on that as well. Table B.2b does that.
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Three-way overlap: BHC low-income, AHC low-income and material hardship

The previous section examined the overlap between an AHC low-income measure and a material
hardship measure.

This section shows the relationship between three poverty measures: BHC 50, AHC 50 and material
hardship (see Figure B.3 below and Table B.5a (next page)):

e Most of those in households with incomes below BHC 50 also have incomes below AHC 50 (the
green-red overlap, around 85%). The rest of those with income below AHC 50 come from
households with incomes higher than the BHC threshold, but whose housing costs are relatively
large.

e Just under half (45%) of those experiencing material hardship come from the low-income AHC
group (the black-green overlap). The other half come from households with incomes higher than
this.

e The diagram shows how using a multi-measure approach captures a wider range of children in
poverty ... than using any one measure alone.

e The overlaps mean that if there is a reduction in the numbers in poverty on each of the three
measures, the reduction in the total number of children experiencing poverty or hardship on any
one of the three measures will be significantly more than on any one of the individual measures
alone.

e The fact that the overlaps are not 100% between low-income and material hardship means that
policies to reduce material hardship need to consider including elements that improve the
incomes and/or reduce the expenditure of those above the usual low-income poverty lines.

Figure B.3
3-way overlap: average of HES 2018-19, 2019-20 and 2020-21 for children (0-17 yrs)

BHC 50% of median
moving line income
measure

11% (~125,000)

N\

AHC 50% of median
moving line income
measure

18% (~200,000)

Material hardship
12% (~130,000)

Reading note for Figure 17:
¢ Both the income measures are fully relative ones (BHC 50 and AHC 50).

e The low-income rates and numbers in Figure 17 are a little lower than the official rates and numbers
published by Stats NZ (~2 ppt lower). This difference arises from the treatment of the data that this report
applies — households with reported incomes well below the minimum safety net levels of the social welfare
system (ie typically less than BHC 20), yet reporting no material hardship / good material living standards
are not counted in the MSD report. See Section N in the main report for a full discussion. The overlap
findings reported in the text above Figure 17 are not impacted by this treatment.
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Table B.5a
Overlap of low-income and material hardship groups:
BHC 50, AHC 50, and DEP-17 6+, children 0-17 yrs,
HES 2018-19 to 2020-21

(%) h'\g?(;irt:?;, in(lg(())me, inlc_gme, ai';iaoc S:dcw‘?a :rll_‘dcl\/?S In all three Intir;ysof None
DEP-17, 6+ BHC 50 AHC 50 50
2018-19 13 12 18 10 4 6 4 - 73
2019-20 12 11 18 9 3 5 3 - 75
2020-21 11 11 19 10 4 5 3 - 75
Avg over 3 yrs 12 11 18 10 4 5 3 - 74
(numbers) h'\g?(;irt:?;, inl(;gvmve, intgvmve, ai';iaoc g:dchl?g Qr:ldclv?g In all three Intir;ysof None
DEP-17, 6+ BHC 50 AHC 50 50
2018-19 146,000 128,000 199,000 110,000 47,000 64,000 42,000 293,000 799,000
2019-20 127,000 123,000 196,000 104,000 36,000 57,000 32,000 281,000 820,000
2020-21 122,000 126,000 205,000 107,000 43,000 59,000 37,000 280,000 828,000
Avg over 3 yrs 132,000 126,000 200,000 107,000 42,000 60,000 37,000 285,000 816,000
(%) %ofBH_C 50 who %ofAH_C 50 who are %ofBHC 50 who are
are in MH in MH in AHC 50
2018-19 37 32 86
2019-20 29 29 84
2020-21 34 29 85
Avg over 3 yrs 34 30 85
Table B.5b
Overlap of low-income and material hardship groups:
BHC 50, AHC 40, and DEP-17 6+, children 0-17 yrs,
HES 2018-19 to 2020-21
(%) h“;ralctiirf::irl), inlggvmve, inlc_gme, a‘igcj-\aoc Srt:jcl\flg Qr:_'dcl\;‘lﬁ In all three Intﬁr;yaof None
DEP-17, 6+ BHC 50 AHC 40 40
2018-19 13 12 11 7 4 4 2 - 76
2019-20 12 11 11 6 3 3 2 - 7
2020-21 11 11 11 7 4 3 2 - 79
Avg over 3 yrs 12 11 11 7 4 3 2 - 7
(numbers) h’\;g?cgirr:?;, inI(;ngve, intgvmve, aBng?AaOC Srll_‘dcw?lg Qr:_'dcl\;‘lﬁ In all three Intzr;ysof None
DEP-17, 6+ BHC 50 AHC 40 40
2018-19 146,000 128,000 121,000 79,000 47,000 38,000 27,000 258,000 834,000
2019-20 127,000 123,000 118,000 70,000 36,000 36,000 23,000 249,000 852,000
2020-21 122,000 126,000 119,000 76,000 43,000 33,000 23,000 238,000 871,000
Avg over 3yrs 132,000 126,000 119,000 75,000 42,000 36,000 24,000 248,000 852,000

(%) % of BHC 50 who | % of AHC 40 who are | % of BHC 50 who are
° are in MH in MH in AHC 40
2018-19 37 32 62
2019-20 29 31 57
2020-21 34 28 60
Avg over 3 yrs 34 30 60
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Material hardship by disability status

In HES 2019-20 and 2020-21 disability data was collected which allows reporting on disability status
of individuals and their households. The following definitions are used:

o  Children under 2 years old are not assessed for disability.

o People aged 2 to 4 are disabled if they have serious difficulty with at least one of the following: seeing
(even with glasses), hearing (even with hearing aids), walking, manual dexterity, communicating, learning,
playing or controlling their own behaviour.

o People aged 5 to 17 are disabled if they have serious difficulty with at least one of the following: seeing
(even with glasses), hearing (even with hearing aids), walking, feeding or dressing themselves,
communicating, learning, remembering, concentrating, accepting change, controlling their own behaviour,
making friends, anxiety, or depression.

o People aged 18 or over are disabled if they have serious difficulty with at least one of the following: seeing

(even with glasses), hearing (even with hearing aids), walking, remembering or concentrating, washing or
dressing, communicating, upper body strength, manual dexterity, anxiety, or depression.

Table B.6 reports the material hardship rates for children by their disability status and that of their
household. The numbers are drawn directly from Stats NZ’s February 2022 Child Poverty release,
with some rounding.
Table B.6
DEP-17 6+/17 material hardship rates (%) for children by disability status,
average of HES 2019-20 and 2020-21

Disabled Non-disabled | Childrenin disabled | Children in non-disabled
children children household household

Numbers in hardship 25,000 90,000 73,000 56,000

% in hardship 21 10 21 7

Numbers in severe hardship 12,000 38,000 34,000 21,000

% in severe hardship 10 4 10 3

Total numbers 120,000 905,000 345,000 800,000

Total % 12 88 30 70

Note for table: A disabled household is one with at least one disabled person.

Material hardship, low (AHC) income and foodbank usage in six Auckland sub-
regions

Material wellbeing and hardship are not evenly distributed across Auckland (or any major city), so
looking at the average statistics for the whole region does not provide a picture that is useful for policy
purposes or even for just understanding the nature of our largest city.

When Auckland's eight former councils were merged into a single ‘Super City’ in 2010, the Auckland
region was divided into 13 wards and 21 local boards. The analysis in this section uses groupings of
selected wards to enable a breakdown of the Auckland region into six sub-regions, as in Table B.7.36

Table B.7
The six sub-regions defined by the agglomeration of selected wards
Sub-region Wards included in the sub-region
Northern North Shore, Albany and Rodney
Western Waitakere (incl Massey-Henderson-Te Atatd); and Whau (incl New Lynn, Green Bay, Kelston, Avondale, Blockhouse Bay)
Central 1 Albert-Eden-Puketapapa (incl Pt Chevalier, Mt Albert, Mt Roskill, Balmoral, Mt Eden, Epsom, Royal Oak, Lynfield); and Orakei (incl

Parnell, Newmarket, Remuera, Meadowbank, Orakei, Mission Bay, St Heliers, Glendowie)

Maungakiekie-Tamaki (incl One Tree Hill, Onehunga, Te Papapa, Mt Wellington, Ellerslie, Panmure, Point England, Glen

Central 2 Innes, St Johns); and Waitemata-Gulf (incl Grey Lynn, Westhaven, Waiheke)

Southern Manukau and Manurewa-Papakura

Howick-Franklin Howick (incl Pakuranga, Botany Downs, Half-Moon Bay, Eastern Beach, East Tamaki Heights) and Franklin

Note for table:
Follow the link and scroll down for an Auckland map showing the wards: https://www.aucklandcouncil.govt.nz/about-auckland-council/how-
auckland-council-works/governing-body-wards-committees/wards/Pages/find-your-ward.aspx

% |t is intended to expand the ward-based analysis to other cities, ready for publication in MSD’s 2023 Material Wellbeing
Report.


https://www.aucklandcouncil.govt.nz/about-auckland-council/how-auckland-council-works/governing-body-wards-committees/wards/Pages/find-your-ward.aspx
https://www.aucklandcouncil.govt.nz/about-auckland-council/how-auckland-council-works/governing-body-wards-committees/wards/Pages/find-your-ward.aspx
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Table B.8 gives an indication of the size of each grouping of wards and of the differing levels of
material and financial hardship across selected areas of the Auckland region, for all people and for
children (0-17 years). The figures in the tables are the average for the three surveys 2018-19, 2019-
20 and 2019-20, to ensure there are sufficient numbers in the joint sample to give robust findings on
the various statistics. There is no evidence of any upward or downward trend over the three years so
taking the average does not lose any information.

Four measures of material and financial hardship are reported:

e AHC 50 REL: the proportion (%) of people (children) living in households that have an after-deducting-
housing costs (AHC) income of less than half the AHC median for the whole country.

e MH 6+: the standard material hardship measure used by Stats NZ and this report, households lacking 6
or more of the 17 items in the DEP-17 index.

e MH 9+: the severe hardship version of the above.

e Foodbank usage: the proportion (%) of people (children) living in households that report using a
foodbank or similar at least once in the 12 months prior to interview.

Table B.8a
Low-income (AHC 50), material hardship and foodbank usage for Auckland and six groupings of wards:
all individuals, average over 2018-19 to 2020-21 (%)

Geographic Area AHC 50 MH 6+ MH 9+ | Total # individuals | Foodbank %
New Zealand 14 8 3 4,940,000 6
Auckland 15 8 3 1,673,000 6
Northern wards 14 4 2 419,000 2
Western wards 16 7 2 255,000 6
Central 1: Albert-Eden-Roskill & Orakei, 13 4 1 276,000 3
Central 2: Maungakiekie-Tamaki & Waitemata-Gulf 16 10 5 159,000 7
Southern wards 19 21 9 333,000 12
Howick-Franklin wards 15 5 2 230,000 3
Table B.8b

Low-income (AHC 50), material hardship and foodbank usage for Auckland and six groupings of wards:
children (0-17 yrs), average over 2018-19 to 2020-21 (%)

Geographic Area AHC 50 | MH 6+ MH 9+ Total # children Foodbank %

New Zealand 18 12 5 1,142,000 10
Auckland 19 12 6 391,000

Northern wards 16 5 2 99,000

Western wards 21 10 4 59,000 10
Central 1: Albert-Eden-Roskill & Orakei, 14 4 2 53,000 3
Central 2: Maungakiekie-Tamaki & Waitemata-Gulf 19 17 10 29,000 13
Southern wards 25 28 13 93,000 19
Howick-Franklin wards 18 7 3 57,000 5

The numbers that immediately grab one’s attention are those for the Southern wards:

e 28% of children in material hardship compared with a country-wide figure of 12% on average
over the three surveys

e 13% in severe material hardship compared with 5% country-wide

e 19% of children in households using a foodbank at least once in the 12 months prior to
interview, compared with 10% country-wide.

Looking at the figures another way, children (under-18s) living in the Southern wards make up:
e 24% of Auckland’s under-18 population but 53% of under-18 Aucklanders in material hardship
e 8% of the country’s under-18s, but 20% of all under-18s in material hardship.

The other feature of the reported statistics is that the AHC 50 differences between the groupings is
less pronounced than when using the more direct hardship measures. This greater sensitivity to
difference or change in household circumstances is also evident more generally in time series (see
p137 in Section J).
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Comparing poverty rates for children, one-person households (aged 18-64
yrs), and older New Zealanders (65+ yrs)

This section provides HES-based evidence and commentary to assist with policy discussion in
relation to two matters:

e Poverty rates for children are sometimes compared with the (lower) rates for older New
Zealanders, with the conclusion reached that ‘we treat our older people better than our
children’.

e One-person households do not feature as often in poverty discussions as children do. This
section draws attention to the relatively high poverty rates for this group.

It also provides a good illustration as to why it is important to not rely on just one measure when
assessing how different population groups are faring in their material wellbeing.

Table B.6 compares low-income and material hardship rates for children, those in one-person
households (aged 18-64 yrs), and older New Zealanders (65+ yrs), using the nine CPRA measures.

¢ On all measures, one-person households have higher poverty rates than children, and on all
but one (BHC 60) higher than older New Zealanders.

e On all but one measure (BHC 60), older New Zealanders have the lowest poverty rates of all
three groups.

Table B.6
Low-income and material hardship rates (%) compared for
one person households (18-64 yrs), children (0-17 yrs), and older New Zealanders (65+), 2018-19

HES 2018-19 One person HHs (18-64 Children Older NZers (65+ ALL
yrs) (0-17yrs) yrs)
180,000 1.13m 700,000 4.9m
BHC 50 31 13 9 10
BHC 60 37 22 37 20
New Zealand AHC 40 31 12 7 10
comparisons | AHC 50 37 19 13 15
AHC 60 44 27 26 22
Material hardship (DEP-17, 6+/17) 21 13
Severe material hardship (9+/17) 10 6
Material hardship plus income less
than AHC 60 19 8 2 5
EU-13, 5+/13 (NZ figures) 22 14 4 10
2018-19 EU Median for EU + UK, NO, IS & CH 14-15 11-12 8 10
?Ompatrls'orl'ls ' _ NZ BHCS60 rate relatively A little above the |  Among those with
hO’ ?i?r'a NZ rate relative to EU countries high, along with Ireland, EU median — lowest rates such as
é‘a falp (plus Iceland, Norway, Switzerland | Belgium (21-23%) etc. Better | 7S B the UK, Finland,
(EU-13) and the UK) — only than Serbia, Latvia, Portugal. Bel iyij Denmark,
Lithuania, Romania, etc. gal, 9 Switzerland, etc

¢ A claim sometimes made regarding the relative positions of children and older New
Zealanders goes along these lines (or similar): ‘NZ Super is widely understood as an effective
basic income that is highly successful in preventing poverty. Incomes for beneficiary
households with children should be raised to a similar level to help address child poverty.’

o NZS s in fact only just above the BHC 50 level, so does not ‘prevent poverty’ as
measured, for example, by BHC 60 (37%, among the highest in the OECD/EU). It is
NZS plus the very high rates of mortgage-free tenure that leads to lower hardship and
lower AHC 40 rates. Older New Zealanders who rent privately have a hardship rate of
12%, a little less than children but higher than the overall 65+ rate of 3-4%.

o For many beneficiary households with children, their total BHC household income
including AS and WFF is already well above NZS levels and above the 50% BHC
threshold. The issue is that these households have much higher housing costs on
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average compared with older New Zealanders, so their AHC incomes often fall below
50% AHC threshold, and sometimes below 40% AHC.3"

o The assumptions in the claim are not supported by the evidence. This is not an
argument for or against doing more for children or older New Zealanders, it is just that
the way the case is often presented is highly contestable.

The lower rates for children compared with adults in one-person households reflect the
cumulative impact of policy decisions over many years which have improved the incomes of
households in which there are children, both beneficiary and low-income working households
(in varying degrees) ... with little change for one-person beneficiary households.

The relatively high rate for older New Zealanders using the BHC 60 measure (37%) reflects
two factors: (a) NZS is currently close to / just above the BHC 50 line; and (b) around 40% of
those aged 65+ live in households with incomes from NZS plus less than $100 pw more from
their own resources. This puts a large clump of 65+ households in the 50-60% BHC range
and leads to the very high reported rate on this measure.

Using several measures allows the overall story to be told (older New Zealanders have low
material hardship rates and low AHC low-income rates), with the outlier (BHC 60) being able
to be accounted for very simply and without undermining the overall picture.

Further comparisons of material hardship rates for one-person households and children
(looking at beneficiary households), and for older New Zealanders who rent.

Table
above.

B.7 provides some further breakdown of the material hardship figures reported in Table B.3

The material hardship rate for one-person beneficiary households is very high in itself (46-
48%), and is higher than the rate for children in beneficiary households whichever of the two
ways it is measured (35-42%).

Older New Zealanders who rent have a higher material hardship rate than overall for this age
group (19% compared with 3%), but their rates are still much lower than for the other two
groups.

Table B.7
Material hardship rates (%) for

one person households (18-64 yrs), children, and older New Zealanders (65+) in selected circumstances

HES 2018-19
One-person HHs (18-64 yrs) Children (0-17 yrs) Older NZers (65+ yrs) Whol
ole
Some benefit | Govt income as In HHs with some | In HHs with govt income Renters population
ALL ) . ALL g ] ALL -
income main source benefit income as main source receiving AS
21 46 48 13 35 42 3 19 9

Note for Table B.7:

The material hardship rates are based on the DEP-17 measure (6+/17).

Renters with AS make up around half of all 65+ renters. When non-AS 65+ renters are included, the material hardship
rate is 12%.

The rates for beneficiary households and older New Zealanders who rent are based on relatively small sub-samples of
around 700 households in each case. The sampling errors (95% CI) will be large. This means that the hardship rates
for these groups should not be taken as reliable precision estimates, though they are still reliable enough to support the
conclusions above. This analysis is possible now because of the much higher sample size for HES 2018-19.

87 WEAG Secretariat (2019), p22..
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Section C
What does poverty look like for children in households
identified as poor?

This section uses information about aspects of the day-to-day living standards of children and the
households in which they live to give a picture of what poverty looks like for children in households
identified as poor using selected official CPRA measures.

Introduction:
¢ the overlap / mismatch between low-income and material hardship measures of poverty ... and
its relevance to this Section

¢ the approach used in this Section:
o using child-specific items and directly child-relevant household items to help describe what poverty
looks like for children in households identified as poor.

Children in households in material hardship
e using MWI deciles and ventiles
e under CPRA DEP-17 thresholds
e what income bands do those in material hardship come from?

Children in low-income HHs
e some income data challenges and conceptual/interpretation issues
o material hardship rates for children in selected household income bands (deciles etc), and in
households below CPRA low-income thresholds
o what is life like for those under the five CPRA relative low-income bands?
e what is life like for those in selected AHC income bands?

Children in households in both low income and material hardship

Children in working and beneficiary households
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The overlap / mismatch between low-income and material hardship measures
of poverty and its relevance to this Section

A key theme of the report is that the day-to-day picture of poverty is different depending on whether a
material hardship or a low-income approach is used for measurement, even when the two groups are
of similar size (eg comparing those in material hardship (13%) and those in households with incomes
below 40% AHC (14%)) in HES 2018-19.38 There are two sorts of reasons for this difference.

First, as discussed in the Section A, there are factors in addition to current household income that
impact on the actual day-to-day living standards of households. As a result:

¢ not all low-income households are in hardship (eg their past income could have been higher
than current income and they have savings to draw on; they may have a well-established set
of household goods and appliances and little or no debt servicing; they may have financial or
significant in-kind support from outside the household; if household income is mainly from
self-employment, legitimately declared low household income will usually bear little
relationship to the resources available; and so on)3°

e some households with incomes above low-income lines (income poverty lines) are in hardship
(eg they may have significant health-related costs or high debt servicing costs; or have been
on low-income over several previous years; or be trying to make do on a much lower income
than previously after a relationship break-up; and so on).

Figure C.1 below illustrates this limited overlap.

Figure C.1
Limited overlap between those in low-income households and those in households in material hardship

Households in material hardship Low-income households

—

Some low-income households

Some households in hardship t in hardshi
are not in hardship

do not have low incomes

Second, the sort of items used to help paint the picture of ‘life below the line’ (eg the calibration items
listed in Tables C.1 and C.2 below) are likely to be reasonably correlated with the items used in the
deprivation indices themselves. When these calibration items and other similar items are used to paint
the picture of poverty as measured using deprivation indices, most of those lacking the ‘painting-the-
picture’ items will be the same households that are defined by the indices as being in hardship.

On the other hand, in the low-income approach, household income is used as a proxy for the
resources available to meet basic household material needs. As noted above, there are many other
factors in addition to current income that are a part of a household’s material and financial resources.
Households reporting material hardship / those in hardship using the DEP-17 6+/17 definition are
therefore quite spread across the income spectrum below the median, which means that the ‘painting-
the-picture’ items will also be more spread.

%  See Section B (p38ff) for more detailed information on this.

% In addition to these issues, which are essentially related to the fact that household income is at best only a rough-and-ready
proxy for resources available to support consumption, there are also measurement challenges, especially in the low-income
zone. There are, for example, a number of non-SE households with very low reported incomes (VLIs) (well below minimum
income support levels provided by the state) who also report good to very good material living standards. This is discussed
in detail in Section O in Part 2.
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The approach used in this Section:

Using child-specific items and directly child-relevant household items to help
describe what poverty looks like for children in households identified as poor

The 2018-19, 2019-20 and 2020-21 HES surveys gathered information on twenty child-specific items
that cover a wide range of possessions and activities that most would agree every child should have
and none should be deprived of in New Zealand today. These are listed in Table C.1 below. A more
detailed version is available in Appendix 2, including whether the reason for not having an item is
because of cost or some other reason.*°

These child-specific indicators are not suitable for use in indices such as DEP-17 or the MWI as they
do not meet two of the key criteria for such measures — they are not suitable for all ages, and do not
represent a good range of severity of hardship, only deeper hardship for most of the indicators. They
do, however, provide valuable information on the realities of daily life for those children identified as
being ‘in hardship’ by the DEP-17 or MWI index score of their household, or as being in low-income
households. They can be used on their own, or combined with information on more general household
conditions that are directly child-relevant (eg ability to keep home warm and dry).

When describing what poverty looks like for children in households identified as poor, this section
uses a range of items that describe aspects of financial and material hardship. It often uses a special
set of 18 essential items made up of 12 of the 20 child-specific items and 6 general household items
that have direct relevance for children. These are listed in Table C.2 on the next page. The chosen
essentials were limited to those that would likely command a wide consensus as items that no child
should have to go without and that all children should have. The report refers to these and other
similar items as the calibration items, as distinct from the index items that make up DEP-17, EU-13,
and so on.

Table C.1
Child-specific items and the % of age 6-17s without the item or very restricted, as reported by household
respondent (HES 18-19 to 20-21)

Don't have (for any reason): 18-19 19-20 20-21
Two pairs of shoes in a good condition and suitable for daily activities 7 5 5
Two sets of warm winter clothes 2 1 2
Waterproof coat 9 6 6
A separate bed 5 4 4
Fresh fruit and vegetables daily 7 5 4
A meal with meat, fish or chicken (or vegan equivalent) daily 6 4 3
Good access at home to a computer and internet for homework? 6 5 4
A range of books at home suitable for their ages 5 4 4
A suitable place at home to do school homework 2 2 1
Friends around to play and eat from time to time 11 11 9
Friends around for a birthday party 13 11 12

Do/not do alot in order to save money:

Postponed visits to the doctor 2 1 1
Postponed visits to the dentist 1 1 1
Did not pick up child’s prescription 0 1 1
Unable to pay for a child to go on a school trip or other school event 3 2 3
Had to limit children’s involvement in sport 6 4 4
Had children go without music, dance, Kapa haka, art, swimming or other special 7 5 5
interest lessons

Children continue wearing shoes or clothes that were worn out or the wrong size 3 2 3

Don't have (age 11+ only):

Mobile phone if aged 11+ 18 14 13

40 gseveral of the child-specific items apply only to school-age children (eg ‘school trip’, ‘involvement in sport’). The analysis in

this section is therefore limited to 6-17year olds.



Table C.2
The 18 essential items used for various calibration exercises
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Selected child-specific items (12)

Child-relevant general household items (6)

Do

not have:

two pairs good shoes for each child

two sets of warm winter clothes for each child

waterproof coat for each child (because of cost)

a separate bed for each child

fresh fruit and vegetables daily

meal with meat, fish or chicken (or vegetarian equivalent)
each day

good access at home to a computer and internet for
homework

friends around to play and eat from time to time (because
of the cost)

Economised ‘a lot’:

unable to pay for school trips / events for each child
had to limit children’s involvement in sport

children had to go without music, dance, kapa haka, art,
swimming or other special interest lessons

continued wearing worn out / wrong size clothes or shoes

Household deprivations that have direct relevance

to

children:

received help from food bank or other community
group (more than once in last year)

accommodation severely crowded (2+ extra
bedrooms needed)

dampness or mould in dwelling (‘major problem’)

respondent reports putting up with feeling cold to
keep down costs for other basics (‘a lot’)
delayed repair or replacement of appliances (‘a
lot’)

no access to car or van

Notes for Table C.2:
See Appendix 1 for the full text for the child-specific items.

The economising questions ask about economising so as to be able to pay for other basics, not just to be thrifty
or save up for a special non-essential. Possible responses were ‘not at all’, ‘a little’, and ‘a lot’.

Figure C.2 shows how these 18 calibration items are distributed across deciles of children ranked by their
households’ MWI scores (left-hand chart) and by the AHC incomes of their households (right-hand chart).
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Figure C.2
Multiple deprivation for children using 18 essential child-specific and general HH items, HES 2018-19

Hardship zone (13%)
rrrrrrrrrr Severe hardship zone (6%)

B 4+/18 @ 5+18

1 2 3 4 5 6 7 8 9 10
MWI decile of children aged 6-17 years

Note for Figure C.2

e The MWI chart above is based on the same data as the ventile version in Figure C.3 below.

e The average hardship rate for the lowest AHC decile is lower than for decile 2. This reflects a commonly-found
feature of some of the households with very low income (eg those in ventile 1, the bottom 5%) — their actual day-to-

day living standards are much higher than their incomes would suggest. As discussed in Section O, the report
applies a treatment to the relevant very-low-income households that reduces but does not eliminate the anomaly.

% of children (aged 6-17 yrs)
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A key takeaway from this analysis, using the 18 essential items, is how the distribution of the
deprivation items is so different depending on whether the ranking of households is done by an
outcome measure (MSD’s MWI) or by an input measure (AHC income).

All up, in the 2018-19 HES, around 55,000 children aged 6-17 years (~7%) experienced 4+
deprivations out of the 18 in the list in Table C.2 above.

e When households are ranked by their material wellbeing (using the MWI), 83% of these 55,000
children are found in the bottom decile (of children) and 96% are in the bottom two deciles, as
shown in the left-hand chart.
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e When households are ranked by their AHC incomes, the 55,000 6-17 year-olds experiencing
these deprivations are spread much more widely: only 48% are in the bottom two deciles (instead
of 83%), and it takes the lower eight AHC income deciles to capture the 96% captured in just the
bottom two deciles on the MWI ranking.

When considering possible interventions to reduce material hardship rates for children, this finding
and the associated one on the limited overlap between low-income and material hardship measures
suggest two things:

e A good portion of the impact can (needs to) come from improved incomes for households with
incomes above standard ‘poverty lines’ and even up to the median. While ‘spillover’ has fiscal
costs that a more surgical intervention does not have, there is a likely countervailing positive
impact too — some of the ‘near-poor’ will experience a reduction in financial hardship that is
sufficient to take them out of the (measured) material hardship they are experiencing.

e The fact that there is a range of non-income factors that can increase or reduce hardship
means that there are some policy options in addition to increased income support for
assisting households to improve their position — often involving reducing demand on the
household budget (see Figure A.1).

A second takeaway is how multiple material disadvantage for children clusters strongly at the
hardship end of the spectrum (in addition to Figure C.2 (left-hand) see, for example, Figure C.3 and
Tables C.3a and C.3b below). The 18 items are those in Table C.2. The children are ranked in
ventiles (5% groupings) or deciles (10% groupings) by the MWI score of their households. For the
most materially deprived 5% of children, 81% experience 4 or more of the 18 deprivations, all of which
are about very basic needs. Of the next 5% close to a half experience 4 or more (47%). Overall for
the bottom 10%, 64% experience 4 or more of these deprivations.

While there is evidence here and elsewhere of some hardship in the next 10% (MWI decile 2, 18% with
4+), there is no gradient across all the deciles reflecting what is sometimes referred to as ‘acceptable
inequality’ (as there is for many other aspects of social and material wellbeing). The analysis shows
that for those children in the most materially deprived households (~5 to 8%), life is undeniably very
different from that experienced by the vast majority of New Zealand children. This finding is in line with
what was found using similar indicators from the 2008 Living Standards Survey. It illustrates what it
means in practice to be ‘excluded from the minimum acceptable way of life in one’s own society’, the
high-level definition of poverty commonly used for richer countries and adopted in MSD reports.

A third takeaway is the implication for interpreting findings that relate to those in households in the
bottom income decile (or ventile) given the ‘households-with-very-low-income’ (VLI) issue. Without
some reasonable treatment being applied to these outlier households, misleading results can be
produced. Even with a reasonable treatment (as in this report), the anomalies are significantly
reduced but not eliminated. See Section O for a detailed discussion.

LR I I R I B I I

The next four sub-sections apply the approach outlined above to the four groups below, seeking in
each case to answer the question — what does ‘poverty’ look like for children in households identified
as ‘poor’?:

e children in households identified as in material hardship
e children in low-income households
e children in low-income households that are also in material hardship

e children in ‘working’ and ‘beneficiary’ households (using ‘main source of income in the 12
months prior to interview’ as the means of making the distinction).
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Children in households in material hardship

For children in households identified as ‘in hardship’, life is typically very different compared
with that experienced by the vast majority of New Zealand children: there is no social gradient
of ‘acceptable inequality’ across the material wellbeing spectrum when it comes to lacking
common essentials — this experience is all heavily focussed in the lower 5%, perhaps a little
more.

In Figure C.3 below, children (aged 6-17 yrs) are ranked by their households’ material wellbeing from
high to low using the MWI, then grouped into ventiles (twenty equal groups of 5% each). The number
of missing basics is counted out of the 18 essentials listed in Table C.2 above.

Figure C.3 shows how different life is for children in the hardship zone. This significant difference
illustrates what it means in practice to be ‘excluded from the minimum acceptable way of life in one’s
own society because of inadequate resources’, the high-level definition of poverty commonly used for
richer countries, as discussed in the Introduction (Section A). There is no social gradient of ‘acceptable
inequality’ across the material wellbeing spectrum when it comes to missing out on common essentials
— this experience is all heavily focussed in the lower end, especially the lower 5% of children (~60,000)
but also many of the next 5% are in similar severe disadvantage.

Figure C.3
Multiple deprivation for children, using 18 essential child-specific and child-relevant
general household items, HES 2018-19
90
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Tables C.3a and C.3b (next pages) give the detailed analysis which lies behind Figure C.3 and which
underscores the considerable difference between life in the hardship zone and that for the vast
majority of children.



Table C.3a

Children’s restrictions by the MWI score of their household (children, 6-17 yrs),
grouped by quintiles of children, with the bottom quintile broken out into deciles

HES 2018-19 (%)
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All | D1 | D2 QL | Q2| Q3| Q4| Q5
Distribution of children (6-17yrs) across MWI deciles of children (%) 100 10 | 10 20 | 20 | 20 | 20 | 20
Don’t have
2 pair of shoes in good condition and suitable for daily activities for each child 7 36 | 15 26 4
2 sets of warm winter clothes for each child 2 13 3 8
waterproof coat for each child (because of the cost) 5 28 7 18 3
separate bed for each child 5 25 | 10 18 5
fresh fruit and vegetables daily 7 45 | 12 29 5
meal with meat, fish or chicken (or vegetarian equiv) each day 6 31 | 13 22 5
good access at home to a computer and internet for homework 6 27 | 14 21 6 2
friends around to play and eat from time to time (because of the cost) 4 21 7 14 3
Economised ‘a lot’ on children’s items to keep down costs to enable other basic things to be paid for (not just to be thrifty or to
save for a trip or other non-essential)
il:]e;\grtec;tglc;;/vsig:]c;u;“:;st’ig, dance, kapa haka, art, swimming or other special 7 35 | 17 26 6
unable to pay for school trip or other school event (“a lot”) 3 24 6 15
involvement in sport had to be limited (“a lot”) 6 32 | 15 24 4
continue to wear shoes or clothes that are worn out or the wrong size (“a lot”) 3 19 7 13
Multiple restrictions of child-specific items (the 12 above)
2+ out of 12 12 68 | 28 49 9
3+ out of 12 8 53 | 17 36 4
4+ out of 12 6 43 9 27 2
Child-relevant general household items
receiv_ed help (food, clothes, money) from a community organisation more than 5 31 9 20 a
once in the last 12 months
accommodation crowded or severely crowded (1+ extra bedrooms needed) 13 31| 23 27 | 18 8 8 4
accommodation severely crowded (2+ extra bedrooms needed) 3 6 6 6 5 2
dampness or mould a ‘major problem’ in the accommodation 8 36 | 20 28 8 3
L(;sspi)gsngznlgtr’?ports putting up with feeling cold to keep down costs for other 10 49 | 27 a8 9 1
gglszzvigrrgg::figgs?gsn(ega}iéitr’;g broken or damaged appliances to keep down 12 62 | 29 45 | 12 3
household has no access to car or van for personal use 5 14 7 10 6 3
Multiple restrictions out of 12 child-specific and 6 general child-relevant household items (18 in all)
3+ out of 18 14 78 34 57 8
4+ out of 18 9 64 | 18 42 3
5+ out of 18 7 50 11 31 2
Postponed doctor’s visits ‘a lot’ to keep down costs to enable other basic things to be paid for (not just to be thrifty or to save for
atrip or other non-essential)
For children (a lot) 2 8 5 7
For respondent (a lot) 11 52 | 33 42 | 11 3
For children (a little or a lot) 5 22 | 11 17 6
For respondent (a little or a lot) 28 84 | 71 77 | 46 | 16 2
Respondent reports life satisfaction
dissatisfied or very dissatisfied with life 6 23 | 14 19 7 3 2
satisfied or very satisfied with life 79 42 | 60 51 | 74 | 84 | 92 | 95

Note: Information is suppressed in cells with fewer than 15 households in the sample.
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Table C.3b
Children’s restrictions by the MWI score of their household (children, 6-17 yrs),
grouped by deciles and ventiles of children
HES 2018-19 (%)

All V1 | V2 D1 | D2 | D3 | D4 | D5
Distribution of children (6-17yrs) across MWI deciles of children (%) 100 5 5 10 | 10 | 10 | 10 | 10
Don’t have
2 pair of shoes in good condition and suitable for daily activities for each child 7 49 | 23 36 | 15 5
2 sets of warm winter clothes for each child 2 20 . 13 3
waterproof coat for each child (because of the cost) 5 40 | 17 28 7 4
separate bed for each child 5 30 | 20 25 | 10 5 5
fresh fruit and vegetables daily 7 58 | 32 45 | 12 6 3
meal with meat, fish or chicken (or vegetarian equiv) each day 6 42 | 21 31 | 13 5 4
good access at home to a computer and internet for homework 6 40 | 14 27 | 14 6 6
friends around to play and eat from time to time (because of the cost) 4 31| 10 21 7

Economised ‘a lot’ on children’s items to keep down costs to enable other basic things to be paid for (not just to be thrifty or to
save for a trip or other non-essential)

had to go without music, dance, kapa haka, art, swimming or other special

interest lessons (“a lot”) v 42| 27 8 | 171 10 3
unable to pay for school trip or other school event (“a lot”) 3 26 | 21 24 6
involvement in sport had to be limited (“a lot”) 6 37 28 32 15 6
continue to wear shoes or clothes that are worn out or the wrong size (“a lot”) 3 26 | 13 19 7

Multiple restrictions of child-specific items (the 12 above)
2+ out of 12 12 79 58 68 28 12 5
3+ out of 12 8 71 | 35 53 | 17 6
4+ out of 12 6 61 | 25 43 9

Child-relevant general household items
Li%z\?ﬁcihhee:gs(tfci%dhgg:zgs, money) from a community organisation more than 5 42 | 20 21 9 5 3
accommodation crowded or severely crowded (1+ extra bedrooms needed) 13 34 | 27 31 | 23 | 18 | 18 9
accommodation severely crowded (2+ extra bedrooms needed) 3 7 . 6 6 4 5
dampness or mould a ‘major problem’ in the accommodation 8 39 | 33 36 | 20 | 10 7 4
L(;sspi)gsngznlgtr’?ports putting up with feeling cold to keep down costs for other 10 64 | 33 a9 | 27 | 12 6 2
gglszzvigrrgg::figgs?gsn(ega}iéitr’;g broken or damaged appliances to keep down 12 78 | 48 62 | 29 | 16 8 3
household has no access to car or van for personal use 5 17 | 10 14 7 9 3 4

Multiple restrictions out of 12 child-specific and 6 general child-relevant household items (18 in all)

3+ out of 18 14 90 | 66 78 | 34 | 12 3
4+ out of 18 9 81 | 47 64 | 18 5
5+ out of 18 7 71 | 30 50 |11

Postponed doctor’s visits ‘a lot’ to keep down costs to enable other basic things to be paid for (not just to be thrifty or to save for
atrip or other non-essential)

For children (a lot) 2 12 . 8 5

For respondent (a lot) 11 60 | 44 52 | 33 | 13 8 4

For children (a little or a lot) 5 24 | 20 22 | 11 6

For respondent (a little or a lot) 28 89 | 79 84 | 71 | 54 | 38 | 21
Respondent reports life satisfaction

dissatisfied or very dissatisfied with life 6 30 | 16 23 | 14 8 6 3

satisfied or very satisfied with life 79 35 | 50 42 | 60 | 68 | 80 | 81

Note: Information is suppressed in cells with fewer than 15 households in the sample.
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Restrictions for children (aged 6-17 yrs) living in households in material hardship and severe
material hardship (DEP-17 scores of 6+/17 and 9+/17 respectively)

Figures C.2 and C.3 and Table C.3 above use groups of 5% and 10% of children across the MWI
spectrum (ie ventiles and deciles of MWI scores). Table C.4 below cuts the cloth a little differently — it
uses the two CPRA material hardship DEP-17 measures, 6+/17 and 9+/17:

e The left-hand panel of numbers in the table (‘rates’) shows the proportion of children (6-17
yrs) who face restrictions on the basics identified in the list — for all 6-17 year olds and for
those in each hardship depth.

e The right-hand panel (‘composition’) shows the proportion of all of those deprived of the item
whose household has a DEP-17 score of 6+ or 9+. For example, 71% of all children whose
household relied on help from a community agency or foodbank for food or cash in the 12
months prior to interview ... are in households in the 6+/17 hardship zone.

Table C.4
Deprivations/restrictions for children (6-17 yrs) in households in hardship (6+/17, 9+/17) HES 2018-19
Rates (%) Composition (%)
Deprivation rate for item for all Proportion of all deprived
aged 6-17 yrs, and for those in of the item whose
HHs in hardship and severe household is in the
hardship specified hardship zone
All 6+/17 9+/17 6+/17 9+/17
Child—relevant general household
items
Income adequacy for basics not enough 13 50 66 51 28
Foodbank / other community help more than once 5 26 41 71 a7
Borrowed for basics from family/friends |more than once 11 54 70 63 34
Can pay unexpected $500 essential bill (no 26 84 93 43 20
Delayed replace/repair appliances alot 12 58 75 63 34
Car don't have 5 12 16 34 20
Holiday away each year don't have - cost 29 74 78 34 15
Holiday away each year don't have - other 10 4 4 5 2
Dampness or mould major problem 8 28 31 46 21
Can afford to keep home warm no 10 44 62 60 35
Crowding 1+ more rooms needed 13 29 33 29 14
Crowding 2+ needed - severe 8 5 6 23 11
Life satisfaction dissatis / very dissatis 6 23 31 48 27
Child-specific items
Two pair of shoes don't have 7 30 44 62 38
Two sets winter clothes don't have 2 11 19 80 59
Waterproof coat don't have - cost 4 24 34 74 45
Waterproof coat don't have - other 4 7 7 24 10
Separate bed don't have 5 20 26 53 29
Fruit and veg daily don't have 7 36 54 68 43
Protein meal daily don't have 6 28 42 62 40
Computer / internet don't have 6 23 33 55 33
Friends around to play / eat don't have - cost 8 17 28 68 46
Friends around to play / eat don't have - other 8 16 15 28 11
Birthday and other celebrations don't have - cost 5 24 32 63 36
Birthday and other celebrations don't have - other 7 13 11 24 9
Unable to fund school trips alot 3 20 24 80 41
Had to limit participation in sport a lot 6 28 38 69 39
Had to go without special interests alot 7 30 41 61 36
e T BERE wo | s

Note: See Appendix 1 for ‘don’t have for other reasons’.
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What income bands do those in material hardship come from?

A central theme of this report is the relatively limited overlap between low-income and material
hardship measures of poverty, for poverty understood as being ‘excluded from the minimum
acceptable way of life in one’s own society because of inadequate resources’.

Figure C.4 shows the household income bands that children identified as in hardship come from
(children living in households with a DEP-17 score of 6+/17). It shows that:

e around one in four (26%) come from households with incomes below 40% AHC

e only 44% come from households with incomes below 50% AHC

e almost one in three in households reporting material hardship (29%) come from households
with incomes above 70% AHC.

Figure C.4
Distribution across household AHC income bands of children identified as in hardship (DEP-17 of 6+/17)
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The second row in Table C.5a (below) gives the figures for Figure C.4.

The third row in Table C.5a shows the distribution across income bands for those in what the CPRA
refers to as ‘severe material hardship’ (ie 9+/17 missing items in DEP-17 list).

e one in three (31%) of these children come from households with incomes below 40% AHC
e half (51%) come from households with incomes under 50% AHC
e one in four (26%) come from households with incomes above 70% AHC.

Table C.5a
Distribution across household AHC income bands of children identified as in hardship (DEP-17, 6+/17),
and severe material hardship (9+/17)

HES 2018-19 under 40% | 40-50% 50-60% 60-70% 70%-median | above median ALL, 0-17 yrs
All 0-17s 11 7 8 9 25 40 100
DEP-17, 6+/17 26 18 15 12 20 9 100
DEP-17, 9+/17 31 20 13 10 19 7 100

Reading note for Table C.5a and Figure C.4

e The numbers in the first row of this table are a little lower than the official Stats NZ numbers for 2018-19 as
the treatment for VLI households with good material wellbeing has been applied. For example, for 2018-19,
the AHC 60 rate from the above is 27% rather than the official 28%.

Table C.5b shows that the results are very similar for 2020-21.

Table C.5b
Distribution across household AHC income bands of children identified as in hardship (DEP-17, 6+/17),
and severe material hardship (9+/17)

HES 2020-21 under 40% | 40-50% 50-60% 60-70% 70%-median | above median ALL, 0-17 yrs
All 0-17s 11 8 9 9 24 40 100
DEP-17, 6+/17 27 21 15 9 19 9 100
DEP-17, 9+/17 33 23 13 7 15 9 100
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Children in low-income households

This sub-section describes ‘life under the line’ for children in low-income households. It uses the same
18 calibration items as in the previous sub-section which looked at children in households
experiencing material hardship.

Before coming to the detailed tables, there are two matters to highlight:

e adata issue that impacts on the picture painted of life in low-income households, and the
strategy used in this report to (partially) address it

e aconceptual matter that is sometimes misunderstood and can lead to an overstatement of
the number of children in low-income households experiencing serious material hardship.

The data issue

The Household Economic Survey, like similar ones elsewhere, includes a small group of very-low-
income (VLI) households the great majority of whom report consumption / material wellbeing more
like households with incomes towards the middle of the income distribution. These VLI households
typically have reported incomes of less than around 10-20% of the median, well below all income
support safety net levels. There are many possible sources of these implausibly low incomes: for
example, some of these incomes are from self-employed households, some are from households with
a temporary low income but high savings, some are recent migrants with only part-year incomes, and
others arise in the creation of the dataset.

For the 2018-19 HES data, this VLI group with good material wellbeing is larger than for previous
HES datasets MSD has used. As this group is in general so much better off than their counterparts
with ordinary low household income, their presence can lead to misleading and incongruous findings.
They make up only a very small proportion of the whole population (around 2-4%), but when the
population of interest is a low-income group, they can make up a non-trivial portion as high as 25% in
some cases. Their presence ‘improves’ the reported average material wellbeing of households with
incomes under the CPRA poverty lines. As this section is about painting a picture of life for children in
low-income households the data issue is of direct relevance.

MSD’s reports have applied various treatments in the past to seek to reduce the noise from this VLI
group for selected statistics as required. The treatment used in this report is described in brief in the
Section A, and is discussed in much more detail in Section O. In essence it deletes households with
zero or negative incomes, and also those VLI households who report that they have enough or more
than enough income for basics. This is a conservative and interim treatment that helps reduce the
distortion, but more work is needed to address it properly, preferably at the source rather than after
the fact.

Stats NZ are aware of the issue and have discussed it in the in the Technical Appendices for the
2020, 2021 and 2022 Child Poverty releases. They are investigating further.

The conceptual / interpretation issue

It is relatively common for media reports and other commentators to use a narrative that goes like this
or similar:
a) Around one in four (five) New Zealand children are in poverty.
b) They are going without many things that most of us take for granted (they don’t have two pairs of good
shoes, don’t have a good meal at least once a day, live in homes which are cold because there’s not

enough money for paying the electricity bill, can’t participate in sport and special interests as there is not
enough money, and so on).

¢) Conclusion: This is unacceptable — much more government action is required / give to XYZ charity.

The claim about one in four (or five) being in poverty ((a) above) probably uses BHC 60 or AHC 50
low-income numbers.
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The deprivations listed in the next statement (b) are all reasonable descriptions of poverty as most
would understand it. However, the leap from an income-based measure to a list of serious
deprivations as if the same notion of ‘poverty’ is used for both is a fallacy. Even in households with
DEP-17 scores of 6+ it is not the case that all or even the majority of the children experience the
deprivations listed in ‘b’ above, even less so for low-income households using the CPRA measures.

The analysis that follows provides good evidence of how life is for children in households in low-
income households and shows that the narrative recounted above is a major over-statement. It could,
at best, be characterised as careless enthusiasm.
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What are the hardship rates for children in selected household income bands?

The analysis in Figure C.4 and Table C.5 (above) started with those in households in hardship and
asked what income bands they come from. Here the other question is addressed: it starts with those
in selected income bands and asks what the respective hardship rates are for children in those bands.

Figure C.5 answers this question by showing the material hardship rates for children in selected AHC
income bands. For example, 33% of those in households with incomes in the 40-50% AHC band are
in hardship. This means that 67% are not. Table C.6 gives the percentages used in Figure C.5
together with the actual numbers of children in hardship in each band. For context, the table also
gives the sized of the child population in the income bands - percentages and numbers.

The highest hardship rates are for children in households in the lower two AHC income bands (as
expected), but the rates are well below 100% (only ~33%). In the 50-60% of median zone, only 25%

are in hardship.

Figure C.5
Material hardship rates (%) of children in selected AHC household income bands, HES 2018-19
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Table C.6
Numbers and percentages of children in each AHC income band
(all children and children in households in hardship), HES 2018-19

<40% | 40-50% | 50-60% | 60-70% |70-100% |Median +| SY™
across

Numbers | All children (cell = # of 0-17s) 120 80 90 100 275 435 1090

(000s) # of 0-17s in the income band who are in hardship 40 25 20 20 30 15 145

% of all 0-17s who are in the income band 11 7 8 9 25 40 100

% %‘ of all 0-17s who are in hardship who come from 26 18 15 12 20 9 100
this income band

% of 0-17s in the income band who are in hardship 32 33 25 18 11 3 n/a

Table C.7 repeats the analysis in Table C.6, this time for each CPRA relative low-income measure
rather than for the selected bands as above.

Table C.7
Numbers and percentages of children below each CPRA relative low-income threshold
(all children and children in households in hardship), HES 2018-19

BHC 50 BHC 60 AHC 40 AHC 50 AHC 60
Numbers All children (0-17 yrs) 130 235 120 200 285
(000s) Children in HHs in hardship (6+/17) 45 75 40 65 85
All children (0-17 yrs) 12 21 11 18 26
Percentages - - - -
Children in HHs in hardship (6+/17) 35 33 32 32 30

Reading note for Table C.7:
e The numbers in the first and third rows of this table are a little lower than the official Stats NZ numbers for 2018-19 as a
result of the application of the very-low-income (VLI) treatment — this deletes VLI households who self-report high income
adequacy, and those reporting negative or zero BHC incomes or negative AHC incomes. See Section O for detail.
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In Table C.3a households were ranked on their MWI scores. Table C.8a below ranks households
using their AHC household incomes and Table C.8b uses BHC incomes.

A comparison between the two tables (C.3a and C.8a) shows the same sort of differences between
rankings on income and ranking on the MWI as is shown in Figures C.2 above: restrictions for
children are dispersed across a wider range of the household income spectrum than they are across
the MWI spectrum ... where the restrictions are much more tightly focussed at the lower end.

Table C.8a
Children’s restrictions by AHC income of their household (children, 6-17 yrs),
grouped by quintiles of children, with the bottom quintile broken out into deciles, HES 2018-19 (%)

All | D1 | D2 Ql | Q2| Q3| Q4| Q5
Distribution of children (6-17yrs) across AHC deciles of children (%) 100 10 | 10 20 | 20 | 20 | 20 | 20
Don’t have
2 pair of shoes in good condition and suitable for daily activities for each child 7 17 | 18 17 9 5
2 sets of warm winter clothes for each child 2 4 5 4 2
waterproof coat for each child (because of the cost) 5 11 | 12 11 6 4
separate bed for each child 5 10 | 12 11 7 4 3
fresh fruit and vegetables daily 8 14 | 19 17 10 5 3
meal with meat, fish or chicken (or vegetarian equiv) each day 6 15 | 14 14 9 3 3
good access at home to a computer and internet for homework 6 11 | 16 14 9 5 1
friends around to play and eat from time to time (because of the cost) 4 9 8 8 5 3
Economised “a lot” on children’s items to keep down costs to enable other basic things to be paid for (not just to be thrifty or to
save for a trip or other non-essential)
ir::gr:e()s?ﬁa\slvs‘ig:?su(t“:;:)sti’? dance, kapa haka, art, swimming or other special 7 15| 15 15 10 6 2
unable to pay for school trip or other school event (“a lot”) 4 9 8 9 6 2
involvement in sport had to be limited (“a lot”) 6 15 | 12 13 10 4 2
continue to wear shoes or clothes that are worn out or the wrong size (“a lot”) 3 6 8 7 5 2
Multiple restrictions of child-specific items (the 12 above)
2+ out of 12 13 29 29 29 17 9 4
3+ out of 12 8 20 | 23 21 | 11 6
4+ out of 12 6 15 17 16 8 4 1
Child-relevant general household items
gi(i;iviﬁcihhee:gs(tfcic;dﬁqtggmgs, money) from a community organisation more than 5 13| 14 14 7 P
accommodation crowded or severely crowded (1+ extra bedrooms needed) 13 17 | 20 18 | 20 14 9 4
accommodation severely crowded (2+ extra bedrooms needed) 8 2 4 3 5 4 4
dampness or mould a “major problem” in the accommodation 8 16 | 13 15 12 8 5 2
Le;ssri)g;?:?gt;eports putting up with feeling cold to keep down costs for other 10 17 | 23 20 13 8 4 3
(c:iglsege;grrgg]lg(f:iggs?gsr?gii)rti;g broken or damaged appliances to keep down 12 24 | 25 24 | 18 10 5 4
household has no access to car or van for personal use 5 8 | 11 10 5 3 3
Multiple restrictions out of 12 child-specific and 6 general child-relevant household items (18 in all)
3+ out of 18 14 33 31 32 20 10 3
4+ out of 18 10 22 26 24 13 6 3
5+ out of 18 7 17 20 19 10 4 1
Postponed doctor’s visits “a lot” to keep down costs to enable other basic things to be paid for (not just to be thrifty or to save
for a trip or other non-essential)
For children (a lot) 2 2 5 3 2
For respondent (a lot) 11 23 | 22 23 17 9 5 3
For children (a little or a lot) 5 8 11 9 9 2 2
For respondent (a little or a lot) 29 49 | 46 48 | 40 | 29 | 18 8
Respondent reports life satisfaction
dissatisfied or very dissatisfied with life 6 12 | 13 13 8 5 3 3
satisfied or very satisfied with life 79 63 | 68 65 | 74 | 78 | 86 | 90

Note: Information is suppressed in cells with fewer than 15 households in the sample.



Table C.8b

Children’s restrictions by BHC income of their household (children, 6-17 yrs),
grouped by quintiles of children, with the bottom quintile broken out into deciles

HES 2018-19 (%)
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All | p1 | D2 Q1| Q2| Q3| Q4| Q5
Distribution of children (6-17yrs) across BHC deciles of children (%) 100 10 | 10 20 | 20 | 20 | 20 | 20
Don’t have
2 pair of shoes in good condition and suitable for daily activities for each child 7 23 | 15 19 8 4
2 sets of warm winter clothes for each child 2 6 4 5 2
waterproof coat for each child (because of the cost) 5 17 8 13 5 2
separate bed for each child 5 16 | 11 14 5 4 2
fresh fruit and vegetables daily 7 21 | 17 19 8 5 3
meal with meat, fish or chicken (or vegetarian equiv) each day 6 17 | 14 16 8 4 2
good access at home to a computer and internet for homework 6 15 | 16 16 8 5 1
friends around to play and eat from time to time (because of the cost) 4 13 5 9 6 2
Economised “a lot” on children’s items to keep down costs to enable other basic things to be paid for (not just to be thrifty or to
save for a trip or other non-essential)
if:]atlgrtec;tg]lc;\s/vsitof:]c;u(t“;nrosg’(;, dance, kapa haka, art, swimming or other special 7 16 | 16 16 11 4 2
unable to pay for school trip or other school event (“a lot”) 4 11 8 10 5
involvement in sport had to be limited (“a lot”) 6 15 | 12 14 | 10 3
continue to wear shoes or clothes that are worn out or the wrong size (“a lot”) 3 8 7 8 5 2
Multiple restrictions of child-specific items (the 12 above)
2+ out of 12 13 36 28 32 16 7 4
3+ out of 12 8 28 19 24 11 5
4+ out of 12 6 21 15 18 7 4
Child-relevant general household items
E)e;\]cciviﬁc:hhee:gs(tfcic;dr,n%lgmgs, money) from a community organisation more than 5 16 | 13 14 7 P
accommodation crowded or severely crowded (1+ extra bedrooms needed) 13 26 | 24 25 16 13 8 3
accommodation severely crowded (2+ extra bedrooms needed) 3 4 7 6 4 3
dampness or mould a “major problem” in the accommodation 8 18 | 15 17 12 7 4 2
Le;ssri)g;?:?gt;eports putting up with feeling cold to keep down costs for other 10 23 | 18 21 14 8 4 2
gglsagigrrgﬁjg(r:iggs?‘:rsr?g?ci}ii)rlg broken or damaged appliances to keep down 12 27 | 22 25 18 9 5 4
household has no access to car or van for personal use 5 12 8 10 5 4 2
Multiple restrictions out of 12 child-specific and 6 general child-relevant household items (18 in all)
3+ out of 18 14 39 31 35 19 8
4+ out of 18 10 30 22 26 13 5 2
5+ out of 18 7 24 17 21 8 4
Postponed doctor’s visits “a lot” to keep down costs to enable other basic things to be paid for (not just to be thrifty or to save
for a trip or other non-essential)
For children (a lot) 2 3 2 3 3
For respondent (a lot) 11 23 | 21 22 18 10 4 3
For children (a little or a lot) 5 11 10 11 7 3
For respondent (a little or a lot) 28 50 | 45 48 | 39 | 31 | 17 8
Respondent reports life satisfaction
dissatisfied or very dissatisfied with life 6 12 | 13 12 9 5 3 2
satisfied or very satisfied with life 79 64 | 66 65 | 72 | 81| 8 | 91

Note: Information is suppressed in cells with fewer than 15 households in the sample.
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What is life like for those under the five CPRA relative low-income thresholds?

Table C.9 shows the proportion of children in households experiencing deprivations of specific items
for those with incomes under the five CPRA low-income measures. The items go a little wider than
the 18 essentials listed in Table C.2.

e The child-relevant general household items are almost all ‘enforced lacks’ (ie the household
does not have it because of shortage of money), or serious lacks (eg had to economise ‘a lot’
because of lack of money, ‘major problem’, and so on).

e The child-specific items are mostly simple ‘don’t haves’ as they are considered essentials that
all children should have and none should be without. The ‘economise a lot’ items are very
close to enforced lacks.

Table C.9
Item deprivations for children aged 6-17 yrs (%),
in households with incomes below the CPRA BHC and AHC relative low-income thresholds,
HES 2018-19 (%)

All | Relative low-income thresholds / ‘income poverty lines’
(%) | BHC50 | BHC60 | AHC40 | AHC50 | AHC 60
Child-relevant general HH items Response
Income adequacy for basics not enough 13 35 30 34 31 27
Foodbank / other community help more than once 5 15 14 14 14 12
Borrowed for basics from family/friends more than once 11 27 25 29 27 24
Can pay unexpected $500 essential bill no 26 53 50 53 50 48
Delayed replace/repair appliances alot 12 26 25 24 25 23
Car don't have 4 11 9 8 9 9
Holiday away each year don't have - cost 30 52 51 49 51 50
Holiday away each year don't have — other 10 9 9 7 8 9
Dampness or mould major problem 8 18 17 16 14 15
Can afford to keep home warm no 10 26 24 27 24 22
Crowding 1+ more rooms needed 13 27 24 17 19 18
Crowding 2+ needed - severe 3 5 6 2 3 3
Life satisfaction dissatis / very dissatis 6 13 12 12 13 12
Child-specific items (6-17 yrs)
Two pair of shoes don't have 7 22 19 17 18 16
Two sets winter clothes don't have 2 6 5 4 5 4
Waterproof coat don't have - cost 5 16 12 11 11 10
Waterproof coat don't have - other 4 7 7 9 7 7
Separate bed don't have 5 15 13 10 12 11
Fruit and veg daily don't have 7 22 18 15 17 16
Protein meal daily don't have 6 16 16 15 14 15
Computer / internet don't have 6 13 15 11 13 12
Friends around to play / eat don't have - cost 4 11 9 9 8 8
Friends around to play / eat don't have - other 8 12 14 17 14 13
Birthday and other celebrations don't have - cost 5 16 14 13 13 11
Birthday and other celebrations don't have - other 7 12 12 11 11 10
Unable to fund school trips alot 3 12 10 9 9 8
Had to limit participation in sport a lot 6 14 14 14 14 12
Had to go without special interests a lot 7 16 16 15 15 15
gﬁ;éisr}zﬁ;:ﬁgswear worn out / wrong size alot 3 9 7 5 7 7
DEP-17 material hardship, 6+/17 13 35 34 32 32 31
DEP-17 severe material hardship, 9+/17 6 16 15 15 15 13

Note for Table C.8:
o For full item descriptions, see Appendix 1
¢ “Don’t have — other” includes “don’t want”.
e See Table C.10 (next page) for the numbers in each cell.
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Table C.10 is the numbers version of Table C.9. It is of value in itself, but it also enables the
calculation of the proportion of all those without an item who live in households below a selected low-
income line. For example:

e 44% of children in households in which the adults say that they ‘cannot afford to keep the home
warm’ come from households under the AHC 50% line — 56% are in households with higher
income than this (31,000 / 71,000 = 44%).

e 60% of children who don’t have two pairs of shoes come from households under the BHC 60%
line — 40% are in households with higher income than this (24,000 / 40,000 = 60%).

Table C.10
Item deprivations for children aged 6-17 yrs
in households with incomes below the CPRA BHC and AHC relative low-income thresholds,
HES 2018-19 (number aged 6-17 yrs, 000s)

All Low-income thresholds / ‘income poverty lines’

(000s) | BHC50 | BHC60 | AHC40 | AHC50 | AHC 60

Child-relevant general HH items Response
Income adequacy for basics not enough 95 30 a7 26 40 52
Foodbank / other community help more than once 36 13 22 10 18 23
Borrowed for basics from family/friends ~ |more than once 84 24 39 22 35 46
Can pay unexpected $500 essential bill  [no 192 a7 77 40 65 91
Delayed replace/repair appliances alot 89 22 39 18 32 43
Car don't have 33 10 15 6 12 17
Holiday away each year don't have - cost 219 46 80 37 67 95
Holiday away each year don't have - other 73 8 14 6 11 17
Dampness or mould major problem 59 16 27 12 18 28
Can afford to keep home warm no 71 23 36 20 31 41
Crowding 1+ more rooms needed 96 24 38 13 25 35
Crowding 2+ needed - severe 23 5 9 2 4 6
Life satisfaction dissatis / very dissatis 47 12 19 9 16 23
Child-specific items
Two pair of shoes don't have 40 16 24 11 20 25
Two sets winter clothes don't have 11 4 6 3 5 6
Waterproof coat don't have - cost 27 11 16 7 12 17
Waterproof coat don't have - other 24 5 9 6 8 11
Separate bed don't have 31 11 17 7 13 17
Fruit and veg daily don't have 44 16 24 10 19 27
Protein meal daily don't have 37 12 21 10 16 24
Computer / internet don't have 35 10 19 7 14 20
Friends around to play / eat don't have - cost 21 8 12 6 9 13
Friends around to play / eat don't have - other a7 9 18 11 15 21
Birthday and other celebrations don't have - cost 32 12 18 8 14 18
Birthday and other celebrations don't have - other 43 9 16 7 12 17
Unable to fund school trips alot 20 9 13 6 10 13
Had to limit participation in sport alot 35 10 18 9 15 20
Had to go without special interests alot 41 12 21 10 17 24

Continued to wear worn out / wrong size

shoes/clothes alot 19 6 10 4 8 11

Notes for Table C.9:

e  For full item descriptions, see Appendix 1.
e “Don’t have — other” includes “don’t want”.



What is life like for those in selected AHC income bands?
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Table C.11 gives a more detailed analysis for children in households in selected AHC income bands,
ranging from under 40% to 80% and higher (rather than under CPRA thresholds).

e Information on both rates and composition are included. The percentages in the composition
panel all add to 100% across.

e The very bottom two rows give the material hardship and severe material hardship rates and
composition for households in the selected income bands.

Item deprivations for all children aged 6-17 yrs,

Table C.11

and those in households with incomes in selected AHC income bands, HES 2018-19

Rate

Composition

Deprivation rate (%) for item for all
aged 6-17 yrs, for those in HHs with
incomes in the specified AHC
income zones

Proportion (%) of all aged 6-17 yrs
deprived of the item, for those in HHs
with incomes in the specified AHC
income zones

All (%) | < 40% | 40-60 | 60-80 | 80+ |[<40% | 40-60 | 60-80 | 80+ | ALL
All children (6-17 yrs) - - - - - 10 16 17 57 100
Child-relevant general HH items Response
Income adequacy for basics not enough 13 34 23 16 6 27 27 21 25 100
Foodbank / other community help more than once 5 14 11 7 1 29 36 26 10 100
Borrowed for basics from fam/friends [more than once 11 29 21 13 5 26 29 19 25 100
Can pay unexpected $500 bill no 26 53 45 35 14 21 27 23 30 100
Delayed replace/repair appliances alot 12 24 21 17 6 20 28 25 27 100
Car don't have 4 - - - - - - - - -
Holiday away each year don't have - cost 30 49 50 40 18 17 26 23 33 100
Holiday away each year don't have - other 10 7 10 11 10 8 16 20 57 100
Dampness or mould major problem 8 16 14 10 20 27 22 31 100
Can afford to keep home warm no 10 27 18 12 28 29 21 22 100
Crowding ﬁ;’e”;g;e bedrooms 13 | 17 | 19 20 9 |13 | 23 26 | 38 | 100
Crowding 2+ needed - severe 3 - - - - - - - - -
Life satisfaction dissatis / very dissatis 6 12 12 7 4 20 29 18 33 100
Child-specific items
Two pair of shoes don't have 7 17 15 8 2 28 35 21 16 100
Two sets winter clothes don't have 2 - - - - - - - - -
Waterproof coat don't have - cost 5 11 10 5 1 27 35 21 18 100
Waterproof coat don't have - other 4 - - - - - - - - -
Separate bed don't have 5 10 11 5 3 21 34 17 28 100
Fruit and veg daily don't have 7 15 17 7 3 22 38 18 22 100
Protein meal daily don't have 6 15 15 5 2 27 38 16 20 100
Computer / internet don't have 6 11 13 8 2 21 35 25 18 100
Friends around to play / eat don't have - cost 4 - - - - - - - - -
Friends around to play / eat don't have - other 8 17 11 10 5 23 22 22 33 100
Birthday and other celebrations don't have - cost 5 13 10 9 2 26 30 29 15 100
Birthday and other celebrations don't have - other 7 11 10 8 6 16 23 19 42 100
Unable to fund school trips alot 3 - - - - - - - - -
Had to limit participation in sport alot 6 14 11 8 2 26 30 25 19 100
Had to go without special interests alot 7 15 15 8 3 24 34 20 22 100
C_ontinued to wear worn out / wrong alot 3 : ) : : : ) ) ) )
size shoes/clothes
DEP-17 material hardship, 6+/17 13 32 30 16 5 24 35 21 20 100
DEP-17 severe material hardship, 9+/17 6 15 12 7 1 28 35 23 14 100

Note for Table C.11:

o For full item descriptions, see Appendix 1.




Children in households that are both low-income and in material
hardship

As shown in Figure C.6 below, the less-than-100% overlap between the low-income and material

hardship measures means that there are six groups to consider:

O O O O O O

The evidence of increasing day-to-day restrictions and hardship is clear in Table C.12a, starting with
those in neither group and moving through low income only ... to both low-income and materially
deprived, with the latter group clearly having the greatest restrictions on day-to-day living standards.
For example, for children, the level of restrictions for the ‘both ... and’ group is typically around double

the income poor (low-income households)

the materially deprived

the income poor who are materially deprived (the both/and group)
the income poor who are not materially deprived (income poor only)
the materially deprived who are not income poor (materially deprived only)

those who are neither.

Figure C.6
Six groups, from those in neither group to those in both

In material hardship /
materially deprived

Materially deprived only

In both groups

In neither group

Low-income /
income poor

Income poor only

that for the low-income group.

Table C.12a
Profile for the six groups in the low income / hardship nexus (using two CPRA measures),
HES 2018-19
) . low low deprived .
HES 2018-19 ALL neither mgr?lr;e income only deprived | both

Whole population

size of groups (% of whole population) 100 74 16 21 5 9 5
% of whole population in households reporting:

put up with cold (a lot) through shortage of money 8 3 6 15 45 46 a7

use of food banks more than once in last 12 months 3 1 3 9 17 23 29

not enough income for the basics 11 5 14 23 46 51 55

gﬁ(r:rg\i/\r/]elc;goln; Eg]rg:::nds for basics - more than 9 2 8 18 50 52 54

$500 expense — can’t pay 21 12 27 41 77 83 88

life satisfaction of ‘dissatisfied / very dissatisfied’ 6 3 6 11 25 27 28
Children (0-17 yrs)

size of groups (% of all children) 100 68 18 26 5 13 8
% of all children in households reporting

put up with cold (a lot) through shortage of money 3 7 18 43 43 42

use of food banks more than once in last 12 months 1 4 12 18 26 32

not enough income for the basics 13 5 15 26 43 49 53

gg::ré)ﬁelc;;;olrg frﬁomrfmznds for basics - more than 12 4 1 26 51 57 62

$500 expense - cant pay 26 14 32 48 79 84 87

life satisfaction of ‘dissatisfied / very dissatisfied’ 6 3 7 11 19 21 22
Notes: - the AHC 60% of median measure is used for low income

- the DEP-17 measure is used for material deprivation, with the threshold set at 6+/17

- MSD treatment of the VLI households drops AHC 60 from 27.7% to 26.2%. See Section O for details.
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Table C.12b repeats the analysis reported in Table C.12a, but this time using two measures that give
similar-sized groups of children (19% for low-income and 23% for material hardship (albeit a non-
standard 4+/17 threshold). The proportions are close to the lower quintiles on each measure. 4!

For Table C.12b the low-income measure is AHC 50 (rather than AHC 60) and material hardship
measure is MWI<=16 (equivalent to 4+/17 on DEP-17).

The same pattern is evident in both tables.

Table C.12b
Profile for the six groups noted above (similar sized low-income and deprived groups), HES 2018-19

ALL neither low inc low inc deprived

deprived both
only only

Whole population
size of groups (% of whole population) 100 75 9 15 11 16 6
% of whole population in households reporting:

put up with cold (a lot) through shortage of money 2 5 18 34 36 38
use of food banks more than once in last 12 months 0 2 10 13 16 22
not enough income for the basics 11 5 12 27 37 41 50
il:10|rar\2\thg rfr:gr;r:z;lm/fnends for basics - more than once 9 3 7 21 32 36 24
$500 expense - cant pay 21 10 23 45 69 73 81
life satisfaction of ‘dissatisfied / very dissatisfied’ 6 3 5 12 19 21 24
Children (0-17 yrs)
size of groups (% of all children) 100 67 10 19 14 23 9

% of all children in households reporting:
5 20 31 33 35
use of food banks more than once in last 12 months 3 14 14 19 26

2
1

not enough income for the basics 13 4 10 29 33 40 50
3

borrowed from fam/friends for basics - more than once
h 13
in last 12 months

$500 expense - cant pay 27 11 23 51 69 74 81
life satisfaction of ‘dissatisfied / very dissatisfied’ 6 2 4 12 15 17 20

put up with cold (a lot) through shortage of money

8 29 35 41 50

Notes: - the AHC 50% of median measure is used for the low-income group
- the MWI-24 measure is used for material deprivation, with the threshold set to give a proportion similar to that given
by the income poverty measure (MWI<=16 gives 16%).

The combination measure (both low income and in material hardship) is used by Ireland to measure
what they call ‘consistent poverty’, as in their view this (overlap) group best fits the high-level definition
which has both an input (resources) and outcome dimension (minimum acceptable material standard
of living).

It is one of the specified measures in the CPRA suite (see Table C.12a for this).

MSD uses the combination method as one of the measures in its multi-measure multi-level approach.
It can be seen (as in Ireland) as the preferred measure, or simply as a measure of deeper poverty.

ER R I IR R kN

For each table above, the same pattern is found in the 2020-21 HES data and the actual numbers
themselves are very similar. See Appendix 6 for details.

4 The stylised diagram (Figure C.6) has the same percentages in each of the two sets. When the sizes of the two sets are
different the reported size of the overlap depends on which is used as the denominator. For example, if there is 20% in one,
8% in the other and 5% in both, the overlap group is 25% of one and 63% of the other. When the two sets are of different
size, careful communication is required. For example, if the 20% in the example is low income and the 8% is material
hardship, one conclusion could be that most (75%) in low income are not in hardship. To give context, it would be useful to
select the low-income and material hardship thresholds to give similar numbers in each, then look at the overlap, and report
on that as well. Table C.12b does that.
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Children in working and beneficiary households

Table C.13 provides a picture of what life is like for children aged 6-17 years living in ‘working’ and
‘beneficiary’ households.

The approach is much the same as earlier in this section: the hardship profiles are based on
information about child-specific hardship items and general household items that are directly child-
relevant (see Tables C.1 and C.2 above).

The two groups (‘working’ and ‘beneficiary’ households) are identified by their respective main
sources of income over the 12 months prior to interview — market or government (includes core
benefits, WFF, AS). Some of the ‘working’ households will receive WFF or AS payments, and some of
the ‘beneficiary’ households will receive market income from part-time work.

Unsurprisingly, the left-hand panel of Table C.13 shows that children in ‘working’ households are on
average much better off than those in ‘beneficiary’ households (fewer restrictions / deprivations). One
of the main drivers of this difference is the higher income received on average by ‘working’
households ($30,400 pa compared with $13,000 for beneficiary households — note, these are
equivalised dollars, not ‘ordinary’ dollars).

The right-hand panel to a considerable degree removes the income factor by looking only at
households in the lower AHC income quintile (Q1). These low-income ‘working’ and ‘beneficiary’
households have more similar hardship profiles than for overall, though the children in low-income
‘working’ households are still better off (fewer restrictions / deprivations). This is possibly explained in
part by their median equivalised household income ($14,400 pa) being a little higher than for
‘beneficiary’ households ($12,000 pa), but may also reflect household income trajectories over recent
years as well.

The figures for children in beneficiary households also have value in themselves in that they show the
degree of hardship and ‘missing out’ on basics that is experienced on average by these children.

The figures for children in all beneficiary households and those in the low income quintile (Q1) are
very similar. This reflects the fact that most beneficiary households have incomes in Q1.



Table C.13
Deprivations/restrictions for children (6-17 yrs) in ‘working’ & ‘beneficiary’ households HES 2018-19 (%)
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ALL aged 6-17 yrs (%)

Q1 (AHC) aged 6-17 yrs (%)

Main income source

Main income source

ALL ALL
Market Govt Market Govt
Population in each group (000s) 762 665 97 181 108 73
Material hardship rate (6+/17 for DEP-17) 13 9 41 31 22 45
Child-relevant general household items
Income adequacy for basics not enough 13 37 28 20 39
Foodbank / other community help more than once 5 23 12 4 24
Borrowed for basics from family/friends more than once 11 34 25 16 38
Can pay unexpected $500 essential bill ~ [no 26 21 62 48 36 65
Delayed replace/repair appliances alot 12 30 23 17 31
Car don't have 5 14 9 5 15
Holiday away each year don't have - cost 29 25 57 50 42 62
Holiday away each year don't have — other 10 10 12 9 9 10
Dampness or mould major problem 8 18 15 12 20
Can afford to keep home warm no 10 31 22 14 35
Crowding ﬁ;’e";g;e bedrooms 13 11 26 19 15 24
Life satisfaction dissatis / very dissatis 6 5 14 12 11 15
Child-specific items (6-17 yrs)
Two pair of shoes don't have 7 4 25 16 8 28
Two sets winter clothes don't have 2 1 6 4 3 6
Waterproof coat don't have - cost 4 3 16 10 6 18
Waterproof coat don't have - other 4 4 6 7 7 7
Separate bed don't have 5 4 15 11 7 16
Fruit and veg daily don't have 7 5 26 17 8 29
Protein meal daily don't have 6 4 21 15 10 22
Computer / internet don't have 6 4 19 13 8 19
Friends around to play / eat don't have - cost 3 2 12 8 3 15
Friends around to play / eat don't have - other 8 7 14 13 13 14
Birthday and other celebrations don't have - cost 5 3 18 11 5 21
Birthday and other celebrations don't have - other 7 7 12 11 10 11
Unable to fund school trips alot 3 2 14 8 3 15
Had to limit participation in sport alot 6 4 19 13 6 22
Had to go without special interests alot 7 5 20 15 9 23
Scr?;éisr}léﬁ)cti;gswear worn out / wrong size alot 3 2 1 7 4 12
Median AHC household income ($ equivalised) 27,600 30,300 12,800 13,900 14,700 12,100

Notes:

e In this report, all cells with original sample sizes of less than 15 are suppressed. A small number of cells come close in
this table (16-18 households in sample), but none are below 15.

e Forall 6-17 year olds, 13% are in ‘beneficiary’ households and 87% in ‘working’ households. The Q1 composition is

41% and 59% respectively.

The same patterns are also evident in the 2020-21 HES data. The actual numbers are very close too.

See Appendix 6 for detalils.
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Section D
International comparisons

To assess how New Zealand children are faring in terms of poverty, a reference level or comparison
standard is needed. Having agreed low-income thresholds or material hardship thresholds is one way
of doing this, but there are other ways too:

e reporting time series on agreed measures: Stats NZ’s Feb 2021 report provides this
information for 2007 on, and MSD’s reports give longer low-income series using slightly
different datasets

e comparing rates with those in other groups on the same measure(s) — see Sections B and C
above for selected comparisons.

e international comparisons with other richer nations (as in the EU or OECD).

This section is about the latter. It gives comparisons in four areas:
e material hardship rates
e child-specific and strongly child-related household material and social deprivation items
e low-income rates

e proportion of children in workless households

Particular care is needed to ensure that the comparisons are valid for the purpose stated. In this
regard, international low-income league tables are problematic when they are promoted as ranking
countries by poverty rates, with poverty defined as in this paper. The low-income issues are
discussed in the third part of this section (‘International 3’).

The international comparisons in the tables and text in this section are mainly in relation to 29
European countries: EU plus Norway, Switzerland and Iceland or, after January 2020, EU plus
Norway, Switzerland, Iceland and the UK. Bulgaria and Romania, though in the EU, are omitted as
their general standard of living is much lower than New Zealand and most of the other European
countries on the list. To avoid clutter in the charts, the smaller countries are also omitted (Malta,
Cyprus, Luxembourg and Iceland).

Table D.1 lists the countries and their two-letter abbreviations.

Table D.1
European countries and their two-letter codes
AT Austria IS Iceland
BE Belgium IT Italy
CH Switzerland LT Lithuania
CcY Cyprus LU Luxembourg
Ccz Czech Republic Lv Latvia
DE Germany MT Malta
DK Denmark NL Netherlands
EE Estonia NO Norway
EL Greece PL Poland
ES Spain PT Portugal
FI Finland SE Sweden
FR France Sl Slovenia
HR Croatia SK Slovakia
HU Hungary UK United Kingdom
IE Ireland
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International 1:
Material hardship rates

The EU uses a 13-item Material and Social Deprivation index as one of its official social inclusion
measures, with a threshold of 5+/13 (in this report, ‘EU-13’ for short). We can replicate the index to a
very good degree of certainty for New Zealand using data from the HES. See Appendix 1 for the EU-
13 item list. The EU-13 and DEP-17 indices rank households in much the same order.

Using the EU-13 index, 11% of New Zealand children lived in households that were classified as in
material hardship in 2020 (latest available data). New Zealand’s rate was similar to that for Slovakia,
Germany, Belgium and Portugal, around the middle of the league table — lower than Ireland, France,
the UK and Spain (15-18%), but higher than Finland, Norway, Poland, Sweden, the Netherlands,
Switzerland (CH), Denmark, Croatia (HR) and the Czech Republic (4-7%).

In the three years since EU-SILC 2017 (= HES 2017-18), the median European rate decreased from
12% to 10%, and New Zealand'’s rate decreased from 13.5% to 10.6%. The fall in the European median
reflected the improved rates for children in Slovakia, Croatia, Belgium and Malta, who all moved from
above to below the earlier European median.

Figure D.1
Material and social deprivation rates (% with 5+ enforced lacks), EU-13, 0-17 yrs
25 European countries + NZ (EU-SILC 2020, NZ HES 2020-21)
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Table D.2
Material and social deprivation rates (% with 5+ enforced lacks, EU-13), 0-17 yrs
29 European countries + NZ
EU-SILC 2020, NZ HES 2020/21

Iceland IS 3 Slovakia SK 10
Finland Fl 4 New Zealand NZ 11
Norway NO 5 Germany DE 11
Slovenia Sl 5 Portugal PT 11
Poland PL 5 Belgium BE 12
Luxembourg LU 6 Italy IT 12
Netherlands NL 6 Latvia Lv 13
Sweden SE 6 Ireland IE 15
Croatia HR 6 Lithuania LT 16
Estonia EE 6 France FR 17
Czech Republic cz 7 Cyprus CcY 17
Switzerland CH 7 United Kingdom UK 17
Denmark DK 7 Spain ES 18
Austria AT 8 Hungary HU 24
Malta MT 10 Greece EL 36

Source for European data: https://ec.europa.eu/eurostat/web/main/data/database -
accessed on 20 June 2022.
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e The 2020 EU-13 material hardship rate for New Zealand two parent households with one or
two children is 7%, close to the EU median for this household type (6%). For two parent
households with three or more children the New Zealand rate (17%) is above the median EU
rate for this group (11%).

e For New Zealand sole parent households, the EU-13 material hardship rate is 29%, down
from 34% in 2017, but still well above the European median for this household type (19%).
New Zealand also has a relatively high proportion of sole parent households.

e The material hardship rate for older New Zealanders (65+) is among the best in Europe
(~4%). The scatterplot in Figure D.2 below for 2018 uses material hardship rates both for
children (horizontal axis) and for those aged 65+ (vertical axis), with the chart divided into
guadrants using the respective median hardship rates as the boundaries. New Zealand, along
with the UK, Ireland and Belgium were in the SE quadrant (2018) — relatively low material
hardship for older citizens and above median rates for children. In contrast, in the SW
guadrant are countries with relatively low rates for both groups (eg Norway, Finland, Sweden,
and so on).

New Zealand’s 2027-28 CPRA material hardship target

The 2027-28 target for child material hardship is currently 6% using the DEP-17 measure. Given that
EU-13 5+ rates and DEP-17 6+ rates are similar (see Table K.3) the EU-13 target can be taken as
something close to 6% as well. Using a stylised ‘day after’ approach, reaching the ten-year 6% child
material hardship target would shift New Zealand as shown by the arrow in Figure D.2. The depiction
assumes that the rates for all other countries remain frozen. This assumption is likely to not fully hold
over the next decade, but the chart nevertheless gives an idea of the magnitude of the proposed
change, progress to date, and of the different company New Zealand would be keeping if the target
were achieved.

Figure D.2
Material hardship rates for children (0-17 yrs) and those aged 65+:
comparisons with selected European countries (2018)
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Notes for Figure D.2:

e Countries with even higher material hardship rates for either children or those aged 65+
(or both) are omitted from the chart to better enable NZ to be rated against the countries
we usually make comparisons with. The omitted countries are Greece, Hungary, Latvia
and Lithuania. They are however included for calculating the medians.

e The medians are for all the EU countries plus Norway, Switzerland and Iceland.

The assumption of ‘nothing else changing’ is not as far-fetched as it may initially sound. There are not
that many countries with large changes in the last decade or so (ie from pre-GFC to now): for the 65+
group, only Poland, the Czech Republic and Estonia changed greatly (decreases); and for children,
these three plus Slovakia, Lithuania and Portugal decreased considerably and Greece increased. The
median for child material hardship for the full EU decreased from around 15% to 11% in the last
decade or so. When Norway, Iceland and Switzerland are added to the EU list, the drop in the median
hardship rate for children is less as these countries have lowish rates and did not change very much.
The analysis in this paragraph is based on Eurostat data for EU-9, the predecessor of EU-13.
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International 2:
Child-specific material and social deprivation items and selected
child-related household items

Table D.3 shows where New Zealand children rank for 7 child-specific essentials and 3 child-related
household items.

e The country abbreviations are as in Table D.1 above.
e The full text for the child-specific items is available in Appendix 2

Deprivation rates for New Zealand children using the single-item indicators in Table D.3 are typically
‘mid-table’ or lower (ie higher rates). The ‘high performance’ for NZ children for access to a private
vehicle could possibly reflect the relative qualities across countries of public transport as much as
anything.

Table D.3
Enforced lacks of 7 child-specific items and 3 child-related general household items (%):
New Zealand compared with 24 EU countries and Switzerland (EU-SILC 2014, HES 2018-19)

Child-specific items Child-related HH items

Shoes Fruit & veg | Proteins | Celebration |School trips| Internet Friends Car Home warm| Holidays
SE 0 SE O SE O Fl 0 DE 1 NL 0 FI 0 Nz 2 FI. 1 CH 5
CH 0 FI. 0 FI. 0 DK 1 FI. 1 SE 0 CH 0 LU 2 SE 1 SE 5
LT 0 DK 0 DK 1 SE 1 SE 1 Fl 0 SE 1 IT 2 LU 1 Fl 7
EL 1 CH 1 LU 1 CH 1 CH 1 DK 1 NL 1 FR 3 CH 1 Sl 7
Fl 1 AT 1 PT 1 DE 1 DK 1 DE 1 DK 1 SE 3 EE 1 cz 9
LU 1 NL 1 CH 1 AT 2 NL 1 EE 1 DE 2 Sl 3 DK 2 DK 9
AT 1 LU 1 Sl 1 LU 2 Sl 2 CH 1 LU 2 Fl 4 NL 3 LU 9
Sl 1 Sl 1 AT 2 NL 2 AT 2 AT 1 cz 2 DE 4 S| 4 EE 10
PO 1 ES 2 FR 2 UK 2 EE 3 Sl 1 FR 2 CH 4 AT 4 FR 12
EE 2 DE 2 NL 2 Sl 2 UK 3 LU 1 IE 3 DK 5 BE 5 SK 16
UK 2 BE 2 BE 3 IE 3 IE 3 FR 2 SI 3 NL 6 FR 5 NL 16
DE 2 IT 3 ES 3 EE 3 LU 4 PO 3 AT 4 IE 7 DE 5 DE 17
DK 2 IE 3 PO 3 cz 4 BE 4 BE 4 NZ 4 ES 7 Cz 6 AT 18
IT 3 FR 3 UK 3 LT 5 FR 5 Cz 4 EE 5 HR 7 SK 8 LT 19
cz 3 PT 3 IE 3 FR 5 Cz 5 NZ 4 BE 6 AT 7 PO 8 BE 19
ES 3 Ccz 3 DE 4 NZ 6 Nz 5 UK 5 UK 7 BE 7 HR 9 PO 26
HR 3 PO 3 Nz 4 HR 6 LT 6 IE 5 HR 7 PO 8 UK 9 LV 28
PT 4 UK 4 Cz 5 BE 6 LV 8 HR 5 IT 7 EL 9 IE 9 HR 29
NL 4 HR 5 IT 6 IT 7 HR 8 LT 5 PO 9 EE 10 NZ 10 IT 29
BE 4 EL 5 EE 6 PT 8 PO 9 Lv 8 LT 10 PT 10 ES 12 NZ 30
FR 5 NZ 6 HR 6 PO 10 SK 9 EL 9 LV 11 UK 11 Lv 18 ES 35
Nz 5 EE 7 LT 6 Lv 10 PT 9 SK 9 ES 13 Cz 12 IT 18 UK 35
IE 6 LT 8 Lv 8 ES 11 IT 10 IT 11 PT 14 LT 12 PT 25 PT 37
SK 7 SK 10 EL 9 SK 12 ES 11 PT 11 EL 14 SK 14 LT 26 EL 41
Lv 12 LV 10 SK 13 EL 19 EL 21 ES 14 SK 15 Lv 23 EL 31 IE 53

5 EU 4 5 7 8 7 8 9 10 27

Source: Selection from Table 6 in Guio et al (2018) using EU-SILC 2014, plus MSD analysis of HES 2018-19.
Notes for Table D.3:

e The EU analysis is for children aged from 1-15 yrs, whereas the NZ data is for 6-17 years This is unlikely to impact
on the high level findings above.

e The bulk of the EU items above are in the ‘enforced lack’ modality — that is, “don’t have or do” because of shortage
of money / cost, not some other reason. The NZ data aligns with that.

e The ‘school trips’ item is an enforced lack for the EU, and an ‘economised-a-lot-because-of-shortage-of-money’
item for NZ. The NZ equivalent figure could be anything between 3.5% and 6.5%, so it was recorded as 5%. The
overall conclusion about the ranking picture is not changed by this uncertainty.

e These items are now being collected in each HES, so New Zealand trends should be evident after a few more
years of survey data are available. The EU-SILC is now collecting these items each three years starting with 2021.
Access to the 2021 data should be available by the end of 2022.
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International 3:
‘Poverty’ comparisons using low income

International league tables which rank countries by their income poverty (low-income) rates are now
commonly created and published. This report takes the view that such tables are highly misleading
when they are promoted as ranking countries by their poverty rates, with poverty understood as ‘being
excluded from a minimum acceptable standard of living in one’s own country because of inadequate
resources’. At best they are rankings of countries by their income inequality in the lower half of the
household income distribution. This is a useful international comparison, but that is not how the league
tables are generally described or promoted.

The following theoretical-conceptual and empirical considerations support the view taken in the report:

The income-wealth-material wellbeing framework outlined in Figure A.1 above draws attention
to the fact that there are several key factors other than income that determine a household’s
material wellbeing or living standards. For example, income does not cover all the relevant
‘resources’ available to households to generate consumption, and there are non-standard extra
‘needs’ such as those relating to high health costs and debt servicing. Low income on its own
does not do a very good job of identifying those in poverty (when using the common high-level
definition noted above). It is not surprising therefore that there is a significant mismatch between
those identified as ‘poor’ using low income and those identified as ‘poor’ using a material
deprivation index which is based on information about the actual day-to-day living conditions.

Household income can therefore at best only be a rough proxy for material wellbeing. This is
one of the reasons why the EU’s official descriptor for their BHC 60 low-income headline
measure is the ‘at-risk-of-poverty’ indicator.42 This matter is further discussed in Section L. This
is, in the first instance, an issue for within-country conceptualisation and measurement of
poverty using low household incomes. There are additional issues when it comes to using low
incomes for international comparisons.

When relative low-income measures are used in international comparisons they are best
understood as measures of inequality in the lower half of the distribution rather than as
measures of relative poverty. They provide a useful way of comparing how dispersed or
compressed the income distribution is below the median on a country-by-country basis.

When they are used as ‘poverty’ measures for international league tables they are giving a
comparison of the proportion of people from households that have incomes more than a defined
distance from middle incomes for each country. This is consistent with a relative disadvantage
notion of poverty and can be useful when looking at trends and relativities within a country.
They are, however, misleading for international league tables purporting to measure ‘poverty’.

The difficulty arises because people often (understandably) take the low-income league tables
to be about ‘poverty’ understood as experiencing poor material living conditions assessed
against some common international standard. This is still a relative perspective, but the
reference is no longer the middle incomes of a particular country, but some notion of minimum
acceptable living conditions that is the same for all the (richer) countries being compared. There
is good evidence that for those living in the richer nations there is a reasonably common and
coherent view as to what are ‘necessities’ and what constitutes a minimum acceptable material
standard of living (eg Dickes et al (2010) for the EU as a whole). This is hardly surprising given
the inter-connectedness of the 21st century world and the awareness of how other countries
live as a result of readily available international communications and widespread inter-country
travel (pre-COVID).

The issue described above is well illustrated in Figure D.3 (next page) which shows for OECD
countries the very low correlation (around 0.4) between 50% BHC low-income (‘poverty’) rates
and how households assess their ability to live on their current income. The self-assessment

42

Though in practice, the language often gets abbreviated to ‘the poverty rate for X is 12%, and so on. See Section L for
further detail.
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information comes from a 2010 Gallup survey and was reported in the OECD’s 2011 Society
at a Glance.

Figure D.3
Very weak relationship between ‘income poverty’ (BHC 50) and reported income difficulties:
34 OECD countries ¢ 2010

25

% in low-income HHs (BHC 50)
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% responding "difficult’ or 'very difficult' to make ends meet

¢ Finally, the income approach can produce incongruous results for the comparison of ‘poverty’
rates in richer countries. Figure D.4 below uses 2018 Eurostat data and shows that countries
with very similar ‘poverty’ (low-income) rates can have quite different material deprivation or
hardship rates. For example, Netherlands and Hungary both have 13% low-income (poverty)
rates, but very different deprivation rates (5% and 20% respectively).

Figure D.4
Correlation between low-income rates (BHC 60%) and material hardship rates (EU-13, 5+)
for 25 European countries (EU-SILC 2018)
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The concerns raised in this report about the use of low-income for international comparisons of

poverty are not new.*® A recent example is Goedemé et al (2019), who use reference budgets for

selected European countries to show how the 60% BHC thresholds bear little relation to what is
actually needed in many poorer European countries to reach even survival level.

43

See, for example, Atkinson et al (2002), Fahey (2007), Fusco et al (2010), Nolan and Whelan (2011), Goedemé and Rottiers
(2011) and Jenkins (2018).
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For completeness, low-income rates for New Zealand children are reported in Table D.4 in relation to
the EU median rate. Based on the above analysis, this report’s view is that the comparisons do not
tell us anything about how New Zealand children are faring in their material wellbeing relative to their
European counterparts. That is better assessed using material hardship indices and deprivation items
as in the first two sub-sections, International 1 and 2 above. The comparisons in Table D.4 indicate
that on these BHC measures, income inequality in the lower half of the income distribution for New
Zealand households with children is a little above the European country median.

Table D.4
Low-income rates (BHC) for New Zealand children (0-17 yrs)
compared with the European country median
HES 2020-21, EU-SILC 2020

New Zealand EU
BHC 60 22 16
BHC 50 14 10

Note: European figures include all EU countries (except
Romania and Bulgaria) plus non-EU countries Norway,
Switzerland, Iceland and the UK (UK left the EU in
January 2020).
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International 4:
Children in jobless households

Table D.6 compares New Zealand with EU countries on the proportion of children in jobless
households. In HES 2012, at the height of the GFC impact, New Zealand was at the high end of the
table with a rate of 18%, similar to Hungary, the United Kingdom and Ireland (16-20%). By HES 2019-
20, the rate had fallen to 10%, then it rose a little to 12% in the 2020-21 HES.

Table D.6
International comparisons of the proportion of children living in jobless households (%):
2008 to 2020 (calendar years)

2008 2012 2017 2019 2020 2008 2012 2017 2019 2020
Sweden 8 7 6 11 15 Latvia 8 11 8 8 8
Belgium 11 12 12 11 13 Estonia 7 9 6 7 8
France 8 10 12 12 12 Romania 10 12 9 7 8
Ireland 13 20 12 11 11 EU-27 median 8 10 9 7 8
Italy 7 9 10 9 11 Austria 7 6 7
New Zealand 17 18 11 11 11 Malta 9 8 8 7 6
United Kingdom 17 17 12 11 10 Hungary 15 16 8 6 6
Bulgaria 11 17 12 9 10 Cyprus 4 7 10 6 6
Germany 10 9 9 8 9 Luxembourg 4 4 8 6 5
Spain 7 14 10 8 9 Czechia 7 8 6 6 5
Slovakia 9 10 8 8 8 Portugal 5 9 6 5 5
Lithuania 11 12 10 9 8 Netherlands 5 6 6 5 5
Greece 4 13 9 8 8 Finland 4 4 5 5 5
Denmark 3 8 9 8 8 Croatia 7 11 8 6 4
Poland 8 9 8 8 8 Slovenia 3 4 3 3 3

e EU Source is: http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=Ifsi jhh_a&lang=en - accessed 21 Mar 2022.
o The reported EU proportions are for the calendar years specified. The HES cuts across adjacent calendar years.
For EU 2020 comparisons, the NZ figure is the average of the HES 2019-20 and 2020-21 figures, and so on.

e The figures for New Zealand to 2017 are derived using the sample weights developed by the New Zealand
Treasury for use with the HES, as these are constructed using benefit numbers as one of the benchmarks. 2019
and later figures use the (new) Stats NZ weights which use benefit numbers as one of the benchmarks.

Children in jobless households, in households with no full-time paid worker and in families in
receipt of a main benefit

Leading up to the GFC and in the downturn associated with it (2008 to 2012), around one in four New
Zealand children lived in households where there was no adult in full-time employment. This dropped
to around one in six in the 2016-17 HES and has been steady since then (Table D.6). This figure, like
2020-21 jobless figure (12%), is nevertheless high by OECD and EU standards.

Table D.7
Proportion of children in ‘workless’ households (% of all children)

HES survey year | 2007-08 | 2011-12 | 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21

In jobless HHs 17 19 11 11 11 10 12
In HHs with no FT worker 24 25 16 17 16 16 17
In beneficiary families 19 21 16 15 15 16 18

See notes below Table D.6.

The proportion of children in beneficiary families is unlikely to ever match either of the other two lines
for several reasons:

e a beneficiary family may live in a household where an adult is in FT work (eg a sole parent
family living with the mother’s parents or other relatives)

e some beneficiary families receive income from part-time employment

o the beneficiary information is a snapshot at 31 March (from 2013 on), whereas the HES-based
figures are an average over the full survey year.


http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=lfsi_jhh_a&lang=en
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Section E
Children across the full material wellbeing spectrum

The focus so far has been on material hardship, low incomes and financial stress (‘child poverty’), all
of which are matters of considerable ongoing public policy interest. This justifiable focus can
sometimes mean that it is easy to forget that the vast majority of New Zealand children are living in
households in which their basic material needs are consistently met, and most in fact experience a
good to very good material standard of living.

MSD’s Material Wellbeing Index (MWI) ranks households across the full material wellbeing spectrum
from low to high, rather than just being focussed on the low end as the DEP-17 and EU-13 indices
are.** Applying the MWI to the 2018-19 HES data enables the creation of a fuller picture of how all
children are faring.

The analysis in this section divides the full spectrum into six groups for illustrative purposes:

e The boundary for the lowest group was selected to make the MWI hardship rate correspond
as closely as possible to the 6+/17 DEP-17 hardship rate (13% in 2018-19), the one used by
Stats NZ in the CPRA child poverty statistics.

e Group 2 could be labelled ‘just getting by’ (the next 12% of children).

e The lower boundary for the highest group was selected so that this group had none of the
basics missing and had virtually all the ‘freedoms’ (see text and Table E.1 below).

e The boundaries for the remaining three groups were more arbitrary, but the decisions
reflected the fact that the MWI’'s discriminatory power diminishes the higher the MWI scores.
Group 5 was therefore made larger than Groups 3 and 4, and clearly includes households not
in the same league as those in Group 6, but much better off on average than Group 4.

Table E.1 shows the distribution of the whole population and of children across the six groupings, and
then uses selected survey items to give an idea of the standard of living for households with children
in each grouping or band. This indicative calibration exercise uses items covering both the basics that
all should have and none should go without, and some non-basics that most aspire to (‘freedoms’ for
short).

Table E.1
Using household or respondent items to give an indication of the standard of living in each MWI band:
children in their households, HES 2018-19

Group # 1 2 3 4 5 6 ALL
MW!I score bands 0-12 | 13-18 | 19-24 | 25-29 | 30-33 | 34-35
Whole population - across 6 groups (%) 10 10 15 21 25 19 100
Children (0-17 yrs) — across 6 groups (%) 14 12 18 20 22 14 100
% of children in households which report these deprivations

No access to car 11 9 5 3 0 0 5

Help from foodbank more than once in last 12 months 25 2 0 0 0 5

Cut back / went without fresh fruit and veg ‘a lot’ 25 0 0 0 0 4

Cannot keep home warm 43 18 5 0 0 0 10

Not enough income for basics 48 21 9 4 2 0 13
% of children in households which report these ‘freedoms’

Holidays away from home at least once each year (have) 19 35 55 69 81 90 61

$300 spot purchase — not at all restricted

10 27 88 21

0

Clothes/shoes for self - not limited by money 0
Hobbies and special interests — economised ‘not at all’ 4 10 17 38 75 98 42

5

8

14 34 60 92 99 54
17 34 57 87 99 53
Broken appliances — delayed repairing or replacing ‘not at all’ 16 32 50 72 94 100 64
Satisfied / very satisfied with life a7 64 80 86 93 95 80

Local trips — economised ‘ not at all’ because of money

Dentist — postponed ‘not at all’ because of money

Note for Table E.1: any cells < 1.5% are recorded as ‘0’

4 In this report, Section J and Appendix 1 give basic information on the MWI. See Section E in Perry (2019d) for more
detailed information on the index.



Table E.2 repeats the analysis above using a wider range of items, both child-relevant household

items and child-specific items.

Table E.2
Using child-relevant household items and child-specific items
to give an indication of the standard of living experienced by children in each MWI band.

HES 2018-19
Group # 1 2 3 4 5 6 ALL
MWI score bands 0-12 13-18 | 19-24 | 25-29 | 30-33 | 34-35
Whole population - across 6 groups (%) 10 10 15 21 25 19 100
Children (6-17 yrs) — across 6 groups (%) 14 12 18 20 22 14 100
Child-relevant general HH items Response
Income adequacy for basics not enough 49 21 2 0 13
Foodbank / other community help more than once 24 7 0 0 5
Borrowed for basics from fam/friends more than once 47 18 0 0 11
Can pay unexpected $500 bill no 83 52 26 12 4 0 26
Delayed replace/repair appliances a lot 53 20 0 0 12
Car don't have 11 8 0 2 5
Holiday away each year don't have - cost 78 59 35 17 6 0 29
Holiday away each year don't have - other 4 8 11 14 12 10 10
Dampness or mould major problem 32 14 2 0 0 8
Can afford to keep home warm no 44 17 0 0 0 10
Crowding 1+ more rooms needed 29 19 16 7 8 4 13
Crowding 2+ needed - severe 6 5 0 2 0 3
Life satisfaction dissatis / very dissatis 20 11 5 3 2 0 6
Child-specific items
Two pair of shoes don't have 30 9 3 0 0 0 7
Two sets winter clothes don't have 10 2 0 0 0 0 2
Waterproof coat don't have - cost 22 5 2 0 0 0 4
Waterproof coat don't have - other 7 8 5 3 2 0 4
Separate bed don't have 20 9 4 0 0 0 5
Fruit and veg daily don't have 35 10 3 0 0 0 7
Protein meal daily don't have 12 2 0 0 0 0 3
Computer / internet don't have 22 5 2 0 0 6
Friends around to play / eat don't have - cost 17 0 0 0 0 3
Friends around to play / eat don't have - other 17 15 9 5 3 0 8
Birthday and other celebrations don't have - cost 24 8 2 0 0 0 5
Birthday and other celebrations don't have - other 12 13 8 6 4 3 7
Unable to fund school trips alot 18 4 0 0 0 0 3
Had to limit participation in sport alot 26 10 2 0 0 0 6
Had to go without special interests alot 29 13 2 0 0 0 7
e " O/ 1919 AR EEERERE
DEP-17 material hardship, 6+/17 82 12 0 0 13
DEP-17 severe material hardship, 9+/17 38 0 5

Note for Table E.2: any cells < 1.5% are recorded as ‘0.
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The charts in Figure E.1 below show how children in selected household contexts are distributed
across the material wellbeing spectrum (HES 2018-19).

The six groupings range from material hardship (red) through to very well off (dark green on
the right).

Each cluster of six adds to 100%.

The right-hand cluster in the household type chart (left-hand chart immediately below) shows
how all children are distributed across the material well-being spectrum.

Table E.3 gives the data behind the charts.

Figure E.1
The material wellbeing of children in selected household contexts (6 groupings using MWI scores)
HES 2018-19
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The left-hand chart in Figure E.2 shows how children are distributed across the material wellbeing
spectrum by their ethnicity (‘total’ definition).

When interpreting the chart, it is important to note that the information is descriptive only and should
not be used as if ethnicity is being portrayed as causal in relation to MWI scores (material wellbeing).
To support a causality narrative or conclusion, a starting point would be regression analysis in which
other relevant variables are included to control for differences in education, household type,
household employment hours, and so on. Even then, further investigation would be needed to
understand whether any in the set of control variables themselves have any significant dependency
on ethnicity.

The right-hand chart in Figure E.2 looks at the group of children who live in households in which the
highest educational qualification is a tertiary degree. This in effect introduces a simple control for
educational qualification (at the degree level). There is a greater similarity for the material wellbeing
profiles for these children across the ethnic groupings than there is when all children are looked at,
though some differences are still evident.

Figure E.2
The material wellbeing of children by their ethnicity (6 groupings using MWI scores)

% Ethnicity (under18s) Ethnicity (under 18s), highest HH edcn qual = tertiary degree
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Table E.3
The material wellbeing of children in selected household contexts (6 groupings using MWI scores),

HES 2018-19
MWI level (6=highest material wellbeing) — 1 2 3 4 5 6 Size of group
0-12 |13-18|19-24 [25-29 [30-33 |34-35 | 000s %
All children (0-17 yrs) 14 12 18 20 22 14 1,135 100
Household type
Two parent 10 11 17 22 25 16 785 69
Sole parent 33 21 20 12 9 4 160 14
Other under 65 households 19 13 21 20 17 10 180 16
All children (0-17 yrs)_ 14 12 | 18 20 22 14 | 1,135 | 100
Number of children in households
1 11 11 18 21 23 16 245 22
2 11 12 16 21 25 15 485 43
3 16 14 19 20 19 12 255 23
4+ 31 14 21 15 11 7 140 12
Highest educational qualification in HH
no formal qualification 36 22 19 11 6 5 80 7
school qualification 23 19 18 18 15 7 215 19
post-school non-degree qualification 16 14 20 20 19 11 360 32
bachelors or similar 7 8 17 23 28 17 250 22
higher degree 4 6 14 22 30 23 230 20
Tenure of household
Owned with mortgage (incl FT) 5 9 17 25 27 16 540 47
Owned no mortgage (incl FT) 5 3 11 16 32 33 120 10
Private rental (no AS) 13 14 22 21 19 10 195 17
Private rental (with AS) 38 23 20 11 6 2 170 15
Social rental (HNZ & LA) 49 22 19 5 4 1 75 7
Income source (and 65+)
Some benefit income, no dep children 21 8 32 27 10 2 5 0
Some benefit income, with dep children 37 21 20 10 7 4 250 22
No benefit income, no dep children 6 12 12 20 27 21 5 0
No benefit income, with dep children 8 10 17 23 26 16 875 77
65+ 3 6 11 18 30 33 710 63
Household work intensity — sole parent HHs
FT 17 20 23 19 16 6 55 34
PT 32 26 22 11 9 1 30 19
WL 49 21 16 8 4 2 65 42
SE 6 7 24 17 24 22 5 4
HH work intensity — 2 parent HHs
FTFT 7 9 16 23 27 17 260 33
FT PT 8 10 17 21 29 15 165 21
FT WL 14 16 20 23 16 11 185 24
1 or both PT (no FT) 27 11 18 13 13 18 20
WL 38 13 24 9 3 13 30
SE 2 5 11 21 36 26 120 15
HH work intensity — other HHs with deps
1+ FT 17 13 22 21 17 10 140 79
WL 43 16 16 14 11 1 20 11
SE 2 1 11 29 31 26 10
Other 15 26 36 4 9 10 10
HH work intensity — all HHs with dep ch
1+ FT 11 12 19 22 22 13 815 72
PT only 28 21 22 11 11 8 60 5
WL 45 18 18 9 5 5 120 10
SE 3 5 11 21 35 26 140 12




Table E.3 (cont’d)
The material wellbeing of children by their ethnicity (6 groupings using MWI scores),

HES 2018-19
MWI level (6=highest MWB) — 1 2 3 4 5 6 Size of group

0-12 | 13-18 | 19-24 | 25-29 | 30-33 | 34-35 | 000s %
Ethnicity of child (all children)
European 10 11 16 21 25 16 735 53
NZ Maori 24 17 20 18 15 290 21
Pacific peoples 32 23 18 12 9 140 10
Asian 7 10 19 24 22 18 180 13
Other 21 8 28 17 16 10 45 3
Ethnicity of child (children in HHs with
university degree as highest educational
qualification)
European 4 6 15 22 32 21 325 57
NZ Maori 9 19 23 27 12 70 12
Pacific peoples 13 18 18 17 21 14 30 5
Asian 5 6 18 26 24 21 125 22
Other 10 6 27 21 20 16 25 4

Note: the ‘total ethnicity’ approach is used — see Section B for definition.
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Section F

Trends in material hardship and material wellbeing for
children: headline rates and breakdowns by selected
household and child characteristics

This section reports the trends in material hardship for children from HES 2007 to HES 2021
e for all children
¢ by main source of income of the household (market or government)
e by household type
e by ethnic group of the children

It provides comparisons with the population as a whole and older New Zealanders (aged 65+).

There is a short section on persistent material hardship, and another on the improving material and
financial wellbeing for New Zealand children overall.

In the Annex to Section F there is detailed information about those in households in the deepest
financial and material hardship — the lowest ventile (5%).

*khkkhkkkkkkkhkhkhkhkk*k*xx

The main analysis is based on MSD’s Material Wellbeing Index (MWI) from 2013 to 2021 and its
predecessor, the Economic Living Standards Index (ELSI), from 2007 to 2012. Section J provides the
analysis that supports the splicing of the ELSI and MWI series into one for reporting for working-age
households.

The MWI trend from 2013 to 2021 is very close to that produced by DEP-17, MSD’s material
deprivation measure that is used by Stats NZ for official CPRA Child Poverty Statistics. Section J
provides the detail on this.

Most of the charts and tables report at both the ‘standard’ material hardship level and also for more
severe hardship. The MWI thresholds are set at levels to mimic the DEP-17 6+/17 and 9+/17
measures used in the official CPRA reporting by Stats NZ.

Appendix 1 lists the items and specifies the scoring methods used for the DEP-17 and MWI indices.
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Headline trends for material hardship for children

Material hardship rates for children increased during the GFC and associated downturn, then steadily
improved from 2013 to 2021 (falling to 11% or 125,000) (Figure F.1).

The downward trend can be attributed to a combination of rising employment rates, rising real wages,
increases to income support for families with children, increased support for housing and child-care
costs, and other measures that reduce demand on the family budget (eg free doctors’ visits and the
food-in-schools programme).

Figure F.1
Material hardship trends for children (0-17 yrs), 2007 to 2021
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Note for Figure F.1: The vertical line between 2011-12 and 2012-13 HES years is a
reminder that the chart splices the numbers from two indices, one up to 2011-12 and
the other from 2012-13. See Section J for details and the justification for the splicing.

The child poverty rate using the low-income anchored line measure for AHC 50 also rose and fell over
the same period, but the changes were much more muted in percentage terms, 18% to 20% then down
to 12%, compared with the 18% to 25% to 11% s
trajectory for material hardship rates. This does not Low-income anchored line trend for children
mean that in and after the GFC material hardshipin " compared W'*QD’S? '.‘3,";0'2":’ rdship trend, o
NeW Zea|and ‘got a |0t Worse’, Whereas anChored' L
line AHC income poverty became only ‘a little
worse’. It simply reflects two features of the use of
material deprivation indices when used for time
series: 10% b

20% oo T e

15%

Material hardship, MWI LTE 12
o by their construction they are more sensitive — Low income, AHC 50 CV-07

than income measures to changing
household circumstances — the items are all
essentials or close to that

o many households live in an ‘only-just-getting-by’ mode and even a small loss (gain) in income
can easily lead to them moving below (above) a hardship threshold. See Section J for more on
this, including international comparisons.
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In contrast to the ‘standard’ hardship rate, the severe material hardship rate is only a little lower in
2021 than in 2008 (though much better than at its peak following the GFC impact). This reflects the
greater challenges that both these very disadvantaged households themselves and government
assistance have in improving their material wellbeing. See the Annex to this section for detailed
survey-based description of the severe deprivation experienced by the most disadvantaged 5% of
children (~60,000).

See Table F.2 (page 93) for the numbers for Figures F.1, F.2 and F.6.
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Material hardship trends for ‘working’ and ‘beneficiary’ households

In this section, ‘working’ means that most of the income for the household comes from the market,
and ‘beneficiary’ means that most of the income comes from the government.#> Figure F.2 shows the
material hardship trends for the two groups of children, with beneficiary hardship rates being around
four to five times higher than rates for children in working households.

Figure F.2
Trends in material hardship rates for children (0-17 yrs), by main source of household income
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Figure F.3 reports on the composition of those in hardship: around the same number of children in
households in hardship come from each group (60,000 to 65,000 in 2021). Although working
households have lower hardship rates, there are many more such households than beneficiary
households, so the numbers even up.

Figure F.3
Trends in the numbers of children (0-17 yrs) in households in material hardship,
by main source of household income
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Sole parent declared earnings (March quarter 2022)

Most sole parents in receipt of a main benefit do not have any declared income
from paid work (87%). Around 4% declare earnings up to $150 pw, another 4%
between $150 and $300 pw and 6% above $300. Sole-parent recipients of main
benefits are currently able to earn up to $160 pw gross from paid work before
their benefit is abated (since April 2021).

4 The focus in this report is on paid work. The value of unpaid work is immense, especially in relation to parenting and other

caring responsibilities, but is not looked at in this report.
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Two demographic shifts that impact on the child poverty and child material wellbeing numbers

Around half of the children in households reporting material hardship come from households for whom
the main source of income is government transfers (see Figure F.3 above). Figure F.4 shows the
trend in the proportion of children living in families receiving a main benefit. In March 2022 the figure
was around 18% (206,000), up from the low point in 2018 and 2019 of 15% (170,000) and well down
on the post-GFC high in 2010 to 2012 of 22% (230,000).

Figure F.4
Trends in the proportion of children living in a family receiving a main benefit,
with comparisons under 65s and the whole population receiving a main benefit or NZS/VP
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Around 70% of all children live in two-parent households. Median household income is strongly
impacted by the incomes of these households. Figure F.5 shows the trend to increasing work intensity
among two-parent households with dependent children.

The option of one partner in full-time paid employment and one not in paid employment
(‘workless’) was the dominant pattern in the early 1980s. By the early 2000’s, the most common
arrangement was for both parents to be employed full-time (~38%), and in 2021 the figure had
reached almost one in two (49%).

The one-FT-one-PT arrangement has been reasonably steady at 25-30%.

Around three of every four two-parent families were dual-earner families in 2021, up from one
in two in the early 1980s.

This increasing proportion of dual-earner two-parent households is a major factor behind the
longer-run steady rise in material wellbeing for the vast majority of children, as indicated for
example in Figure F.10 below. It also points to / is consistent with the view that in general,
single-earner households are now much less likely to be a viable option for providing economic
security than they were 30 to 40 years ago.

Figure F.5
Increasing proportion of two-earner two-parent households (with dependent children),
1982 to 2021
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Paid work the best way out of poverty?

It is sometimes said that ‘work is the best way out of poverty’. This is a naive and misleading
claim, even when the focus is on those in good health. Even the more nuanced ‘work is usually the
best way out of poverty’ is misleading.

For the purposes of the theme being discussed in this box, there are three groups of interest
among households in which there is at least one person in full-time paid work:

A. those for whom their market income alone is sufficient to keep them out of hardship
B. those who would be in hardship if there was no extra government support
C. those in hardship even though they are receiving government support.

For many households, full-time paid employment on its own does not provide enough for the
household even at a very basic level, especially where there are children (groups ‘B’ above). Even
with the WFF tax credits (including the in-work tax credit) and other support (eg childcare
subsidies) some working households with children still struggle (group ‘C’), as shown in Figures
F.2 and F.3 above.)

There are very good reasons — economic, social and mental health — to encourage and expect
most ‘working-age’ people to be in paid employment (with varying views on when caring
responsibilities should take priority). The caution here is not about these rationales and goal, but
simply about a naive and misleading narrative which hinders rather than helps understanding and
decision-making. The misleading narrative is that the income from paid employment alone is
(usually) enough. For many households with children, the income from paid employment plus
government assistance is enough — but in this case, by definition, paid employment on its own is
not enough, which is the theme of this section.

The current Social Security Act asserts that ‘work in paid employment offers the best opportunity
for people to achieve social and economic wellbeing’. There is much truth in this, but in its
unqualified assertion that omits any reference to government assistance for households with
children in addition to what the market provides (ie the real situation is that paid work alone is not
enough), and in its contradiction of the evidence as given in this and many other reports, it too is
misleading and simply reinforces the more bumper-sticker versions above.

The situation is much the same as for the claims made about a Living Wage, as discussed in Perry
(2019c), Section J:

[When calculating a Living Wage rate...] government subsidies and tax credits are taken into
account. While this is reasonable to do for [deciding on] the wage needed to meet basic costs
given that such support exists, the Living Wage rate that is produced is not by itself able to
meet the basic costs required, contrary to how the proposal is marketed and understood by
many when adopting it for their employees ...

There is a case for viewing the Living Wage movement as essentially an effort by some
citizens to raise the minimum wage, with the extra (first-round) costs paid for by the employer,
and with the gains shared between the worker and the government (more tax, lower tax credits
etc). This is not just an issue of semantics. There are, for example, many instances in media
reports of employers and commentators talking as if the Living Wage is in itself a real living
wage when for most it is not. There is a significant gap between the marketing claims and the
technical-conceptual reality.

This analysis is not an argument for or against the Living Wage movement and its objectives. It
is simply a call for a more coherent and realistic understanding and dialogue, lest we come to
believe that the Living Wage is in fact ‘the hourly wage a worker needs to pay for the
necessities of life and participate as an active citizen in the community’. It is much more
complex than that.

The point is this: both the simplistic assertion that ‘work is (usually) the best way out of poverty’
and the Living Wage narrative conceal the core truth that, at least for households with children,
government assistance is needed by many to ‘make work pay’. The overstated claims are at odds
with the evidence and with the real-world challenging work of deciding on how to design and
implement suitable policies to fairly and sustainably provide the additional support needed over
and above that provided by the market through paid employment on its own.

89
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Material hardship trends for children by their household type

Figure F.6 shows the material hardship and severe hardship trends for sole-parent, two-parent and
other multi-adult households with children. The hardship rate for sole-parent households is typically
three to four times higher than for two-parent households. A major factor in the difference is the more
limited potential for paid employment hours in a one-adult household, with or without children.

Figure F.6
Trends in material hardship and severe material hardship for children (0-17 yrs), by household type
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Most children live in two-parent households (~70%), with 15% in sole-parent households and 15% in
other multi-adult households.*¢ This means that when looking at the composition of children in
hardship by household type that the two-parent v sole-parent numbers are much closer than the very
different rates might suggest. On average over the three most recent surveys (HES 2018-19, 2019-
20, and 2020-21), of all children in households in hardship, 42% come from two-parent households,
39% from sole-parent households and 18% from other family households. For children in households
in severe hardship, the proportions are similar (see Table FA.2a for 2019).

Sole-parent families are mainly female-headed (around 83%). Material hardship rates for female-
headed and male-headed sole parent families are very similar.

Material hardship rates for children and older New Zealanders compared

Figure F.7 shows the relatively high rates of material hardship for New Zealand children relative to
the rate for older New Zealanders. The gap is closing but is still large (11% v 3% in 2020-21).

Figure F.7
Trends in material hardship for children (0-17 yrs), the whole population and older New Zealanders (65+)
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Compared with most European countries, the ratio of the child material hardship rate to that for the
population as a whole is high for New Zealand, in part reflecting the fact that the very low hardship
rate for older New Zealanders pulls down the population rate more than for other countries. (See
Perry (2019d), Figure C.5) and Figure D.2 above in this report.)

4 Sole-parent families are found in both sole parent households and multi-adult households: a sole parent HH is a sole parent
family not living in a household with others. Two thirds of SP families are found in SP HHs and one third in multi-adult HHs.
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Material hardship rates by ethnic grouping

For most of the HES years prior to 2018-19 the sample size is too small to provide robust estimates
for smaller sub-groups. Even in the largest sample (2018-19) the sample error is 2.3 ppt for the
material hardship numbers for children in the Maori ethnic grouping, 4.2 ppt for Pacific and 1.7ppt for
Asian. (This means that an estimate of 22.6% material hardship for Maori children in 2018-19 has a
95% confidence interval of around 20% to 25%, and much more than that for earlier years).

To partially address the issues arising from the relatively small sample sizes the trend lines in Figure
F.8 below are smoothed lines based on rolling two-year averages up to and including 2017-18. This
allows the trend for children in the Maori ethnic grouping to be reported.

Figure F.8
Material hardship rates for all children / ethnicities and children in the Maori ethnic grouping (%),
using spliced ELSI/ MWI series as in Figure F.1 etc, 2007 to 2021,
(total ethnicity approach)
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The Pacific peoples and Asian groupings are too small to allow construction of robust trend lines.
Table F.1 groups three surveys together and shows the trend in the average of these clumped figures
for the earlier years, then each year for the larger HES-Admin survey years.

There has been a strong improvement in the material hardship rates for each ethnic group from the
pre-GFC rates in 2007 to 2009. Each group saw an increase through the GFC then a fall through to
2021, though the peak lasted longer for the Pacific peoples group.

Table F.1
Material hardship rates for children by ethnic grouping (total ethnicity approach), 2007 to 2021,
using the same ELSI/ MWI spliced series as in Figure F.1to F.4
(three-year groupings to 2017-18)

Material hardship rates (%) Total Numbers
2007-2009 | 2010-2012 | 2013-2015 | 2016-2018 2019 2020 2021 2021
Maori 33 36 34 24 24 19 20 300,000
Pacific peoples 44 a7 a7 34 32 29 24 140,000
European 14 18 13 10 10 8 8 750,000
Asian 19 16 8 6 7 5 4 210,000
ALL 21 25 20 15 15 12 11 1,450,000

Notes for Table F.1:

e  There are 40,000 in the ‘Other’ category — this row is suppressed as the numbers are too small to reliably report on
low-income rates. For 2021, the sampling error for this group was of the order of 10 ppt on a point estimate of
around 20% for material hardship.

. See Section B (p35 under TableB.1b) for discussion of the counting approach used for ‘total ethnicity’.

. In the corresponding income table (Table G.1), there are 1,400,000 ethnicities counted. The difference arises
because of the treatment of VLIs implemented by the report. Around 50,000 are removed by that process.
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Relative depth of material hardship by household type and main source of income

Figure F.9 gives an indication of the relative depth of material hardship for children in sole parent and
two-parent households, and for households with children by main source of income. The depth rates

are calculated by dividing the severe hardship rate by the hardship rate which gives the proportion of
those in hardship who are in severe hardship in the various household types.

The notion of hardship depth is related to but is not the same as severe material hardship: the former
is a ratio, the latter is a proportion with the number of deprivations above a specified threshold. If the
material hardship rate remained unchanged (at say 10%), but the severe hardship rate fell to zero,
then this is an improvement compared with the situation where the hardship rate remained at 10%
and there was no change or even an increase in the proportion in severe hardship. The trend of the
material hardship depth indicator can pick up this change whereas the standard material hardship
measure alone cannot.

The depth of material hardship rose for both sole-parent and two-parent households during the GFC
and its aftermath. Hardship depth (as defined above) has been declining for sole-parent households
from around 2014 on whereas there has been little net change for children in two-parent households.
Depth has also decreased for children in beneficiary households since 2017-18, likely reflecting the
increases in income support for this group in that period. For children overall, depth has also
decreased since around 2017-18 after a post-GFC plateau starting in around 2013-14.

Figure F.9
Trends in depth of material hardship for children (0-17 yrs),
by household type (left) and by main source of household income (right)
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Note for charts:

See the text above the charts for the definition of ‘hardship depth’ used in the charts — it is not the same as the notion of
‘severe material hardship’.



Table F.2
Material hardship rates for children (%) in the selected charts as noted:
Smoothed figures using a rolling two-year average up to and including 2017-18
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Figure F.1 Figure F.2 Figure F.6 Figure F.6
All children Govt Mkt SP 2P Other SP 2P Other
Std 12- Severe 6- Std 12- Std 12- Std 12- Std 12- Std 12- Severe 6- | Severe 6- | Severe 6-

2007 18.6 6.2 44.5 12.9 36.0 11.0 28.0 11.0 2.7 13.1
2008 20.4 7.6 50.10 13.5 39.8 12.3 26.1 15.5 3.1 13.8
2009 21.0 9.0 53.3 13.7 40.5 12.8 26.0 19.3 3.8 14.2
2010 22.2 8.8 53.5 14.8 42.2 13.5 31.8 19.9 43 11.5
2011 24.8 9.2 57.4 16.0 45.5 15.8 31.9 20.6 51 10.0
2012 23.5 9.4 57.2 14.9 45.6 15.0 26.3 22.6 49 9.6
2013 20.7 9.0 53.1 13.2 41.3 13.4 24.3 22.7 45 8.7
2014 18.7 8.4 50.6 11.4 38.9 11.5 21.1 21.1 4.1 8.9
2015 18.2 7.9 52.3 11.0 41.4 9.5 22.3 20.2 33 10.7
2016 17.1 7.4 52.3 10.8 39.1 9.3 22.9 18.2 3.1 11.1
2017 14.7 6.2 48.8 9.3 35.6 9.1 16.6 18.0 2.7 7.4
2018 13.4 5.9 44.6 8.4 34.9 8.1 13.0 16.9 2.7 55
2019 13.9 5.8 434 9.0 33.9 7.9 14.5 14.7 2.9 6.0
2020 12.7 4.7 41.0 8.2 30.3 7.4 13.5 12.1 2.5 4.9
2021 10.9 4.1 37.7 6.0 28.2 5.7 10.5 10.9 2.0 3.7

Abbreviations in table
Govt = main source of household income is the government (‘beneficiary households’) (under 65)
Mkt = main source of household income is the market (‘working households’) (under 65)

SP = sole parent households with any dependent children

2P = two parent households with any dependent children

Other = other family households with any dependent children

Notes for table:
Figure F.1 and F.2 rates are for children (0-17 yrs). Figure F.6 rates are for all those in the respective households,
adults included.
The indices used are the MWI and its predecessor ELSI — see first page of Section F.
A rolling two-year average is used for smoothing up to and including 2017-18.
The report usually gives the above rates only to the nearest whole number to avoid giving an impression of precision

which the sample errors show is not warranted. They are given here to one decimal place to assist with creating charts.
In contrast to the time series for low-income rates, there is no break in the material hardship time series — see further

on this in the opening pages of Section G.
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Persistence of material hardship

The HES is a cross-sectional survey — not a longitudinal survey in which the same individuals are
followed from one interview to the next, year-on-year — so we cannot tell from the HES data how
much of the reported material hardship in one year continues to the next or beyond for those in
hardship in ‘year one’.

While the international literature has a good number of studies of low-income persistence and income
dynamics based on high quality longitudinal data, there is relatively little material available that covers
the persistence of material hardship or financial stress, and especially so for children.

Stats NZ’s new longitudinal survey, Living in Aotearoa, will in a few years be able to provide good
information on the persistence of material hardship and financial stress for children and their
households. First wave interviews began in April 2022.

This short subsection is a placeholder in the meantime, providing some examples from New Zealand
(in the 2000s), Ireland and Australia. See Section G (p118) for information on low-income persistence.

Stats NZ’s longitudinal Survey of Family, Income and Employment (SoFIE, 2003 to 2009)

The SoFIE includes the 8 items for the NZIDEP index (see Appendix 1 for the list.) Using a 3+
threshold for the NZIiDEP measure, 8% of children were in households reporting material hardship in
the early SoFIE waves. Of these 8%, around 45% were still in this hardship band two years later. Of
the 15% in material hardship using the less stringent 2+/8 threshold, almost 60% were still in this
hardship band two years later. This is evidence of quite significant persistence.*’

The longitudinal Growing up in Ireland surveys of two cohorts of children (1998+ and 2008+)

For the 1998 cohort, the interviews were done at ages 9, 13 and 17, and material hardship
persistence is reported for ‘always’ and ‘any 2 of the 3’.

For the 2008 cohort there are four waves: at infancy, and ages 3, 5 and 9. The material hardship
rates are reported for ‘always’ and ‘2 consecutive waves’.

The analysis uses an ‘economic vulnerability’ concept (EV) which draws on three dimensions and
which is quantified using a statistical technique called Latent Class Analysis (LCA)%*8. The three
dimensions are:

o living in a household with a low income (bottom 20 per cent)
o experiencing difficulty/great difficulty in making ends meet

o experiencing material deprivation (the inability to afford basic goods and services), using the
Irish 11 item index.

Maitre et al (2021) report that the same 5% of children remained in EV for all waves in each cohort.
This is a long period of hardship and deprivation. Using a less stringent notion of persistence (in EV in
2 out of 3 consecutive waves rather than in each wave), around 15% were identified as EV for two
adjacent years — in addition to the 5% always in EV.

47 The findings in this paragraph are based on the author’s secondary analysis of Table 24 in Imlach Gunesekara and Carter
(2012). It should be taken as a first order high level estimate not a precise statistic, noting that the SoFIE data used is
unweighted (there were no weights developed in the source document). The numbers are nevertheless robust enough for
the use to which they are put in the above.

48 The technique identifies those who have a high probability of experiencing a distinctive risk profile in relation to multiple
dimensions of poverty (in this case, the three noted above), without necessarily experiencing all dimensions at a particular
point in time. See Maitre et al (2021) for further detail.
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The longitudinal Household, Income & Labour Dynamics in Australia (HILDA) surveys (2001 to 2019)

In each wave, the HILDA self-completion questionnaire contains the following question:
— Since January [survey year] did any of the following happen to you because of a shortage of
money?

~PQo00R

g.

Could not pay electricity, gas or telephone bills on time
Could not pay the mortgage or rent on time

Pawned or sold something

Went without meals

Was unable to heat home

Asked for financial help from friends or family

Asked for help from welfare/community organisations

The HILDA team use a 2+ threshold in their analysis and refer to such households as being in
financial stress’ for short, while recognising that that description may not capture all that the measure

embraces.

The 2020-21 report (Table 3.9) indicates that of those reporting 2+/7 in one wave, 55% of two parent
households and 65% of sole parent households reported 2+/7 in the next.

The Growing Up in New Zealand study has data on material hardship (including MWI and DEP-17
items) which allows for reporting on persistent material hardship. Current projects are underway which
will provide longitudinal reports of material hardship from when the participating children were nine
months old, up until the age of twelve.
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Two indicators of overall improvement in the financial and material wellbeing
of households with children

Improving material wellbeing overall

Using the Material Wellbeing Index (MWI) to report on trends is similar to using a fixed line household
income measure. The same fixed standard is used from one survey to the next, whereas the moving
or relative line approach for incomes uses a moving standard, namely, median household income.
Figure F.10 makes use of this feature, starting with a given MWI score (level of material wellbeing) in
2012-13 and showing the increasing proportions of children in households achieving that level over
the period to 2020-21.

The maximum possible MWI score is 35. Material hardship rates are calculated using an MWI score
of 12 or less. Figure F.9 shows the trends in material wellbeing from 2013 on, with the top line
representing those with a score over 14, a little above the standard hardship threshold. 78% of
children were in households with these scores in 2012-13 and by 2020-21 it had reached 86%. For
the lower line (representing children in households with above average / very good material living
standards), 31% of children were in households with a score over 28 in 2012-13. By 2020-21 this
proportion had reached 47%.

Figure F.10
Rising trends in material wellbeing for children (0-17 yrs), starting with selected levels in 2012-13
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Falling trend for households with children reporting ‘not enough’ income to over basics

Figure F.11 shows the falling trend for households with children who respond with ‘not enough’ to the
self-assessed income adequacy question about whether household income is enough to cover the
basics of food, accommodation, clothing, electricity, and so on. There is a decline overall, as
expected, but for the purposes of this report it is the decline in the rate for the lowest AHC quintile
(Q1) that is of particular relevance, from 46% in HES 2013 to 27% in HES 2021.

Figure F.11
Self-assessed household income as ‘not enough’ for basics — falling trend for households with children
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For 2007 to 2011, just under 40% of households with children said they had enough or more than
enough income for basics. This proportion steadily rose after that and reached 61% in 2021 (with 28%
saying ‘only just enough’ and 12% ‘not enough’).
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Annex to Section F
Those in deepest financial and material hardship — the lowest ventile (5%)

In the findings in Section F there is a range of evidence to support the conclusion of improving
material wellbeing for the bulk of New Zealand children and their households, from both longer-term
and shorter-term perspectives, and of reducing material and financial hardship. Many of the findings
reported in the next section (Section G) on trends in low incomes for households with children, plus
some supplementary information on trends in median incomes for different groups, also support the
same high-level conclusion.

The evidence, however, only goes so far as the 2020-21 Household Economic Survey (HES) and
does not therefore include the ongoing COVID-related impact and that of the high inflation rate in
2021-22. Future surveys will capture these impacts. What is clear is that in 2020-21 there were fewer
children in households experiencing financial and material hardship than in 2007-08, just before the
impact of the GFC- and drought-driven downturn began to be evident in the HES data.

While these are robust findings, it is important to not lose sight of the fact that the HES data also
identifies the very severe hardship being experienced by some 5% or so (~60,000 children).

Table FA.1 on the next page repeats Table C.3b here for convenience. It focuses on the most
materially disadvantaged children, based on the 2018-19 HES (the largest HES there is). Children are
ranked by the material wellbeing index (MWI) score of their household then divided into ten equal-
sized groups (deciles), and also into twenty equal-sized groups (ventiles or 5% groupings). The group
of 5% in households reporting the greatest hardship is close to the same size as the DEP-17 9+
severe material hardship group (6%) as used in the official CPRA measurement regime. The overlap
between the two groups is around 80%.4°

The V1 column in the table shows the seriously high disadvantage and lack of basics for children in
the V1 group:

e note the very high rates for the lack of child-specific items for which there would be a strong
consensus that no child should go without and all should have

e see especially the multiple disadvantage panels giving the rates of deprivation for selected
numbers of items out of the 12 and 18 listed basics.

The numbers for 2020-21 are a little better on some individual items, but have not changed for the
multiple disadvantage measures reported in Table FA.1.

The HES is a cross-sectional survey — not a longitudinal survey in which the same individuals are
followed from one interview to the next, year-on-year — so we cannot tell from the HES whether the
lower ventile (5%) contains the same or mostly the same children over time. It is likely though that for
a good proportion of these children, the severe hardship lasts more than just one year. This
assessment is supported by analysis of data from Stats NZ's longitudinal Survey of Family, Income
and Employment (SoFIE, 2003 to 2009). Of the 8% of all children in households reporting the greatest
hardship in a given wave, around 45% were still in this hardship band two years later.5° Findings from
the Growing up in Ireland longitudinal survey also support the assessment (see above on page 94). 5!

Even if all the 5% in Table FA.1 (next page) were experiencing this severe hardship for ‘only’ 12
months then experienced good improvement, this is still a state-of-affairs that the bulk of New
Zealanders would find unacceptable.

Stats NZ’s new longitudinal survey, Living in Aotearoa, will in a few years be able to provide updated
and more robust information on all of this and more. First wave interviews began in April 2022.

4 See the trend line for severe material hardship in Figure F.1 and the associated commentary.

The finding in this paragraph is based on the author’'s secondary analysis of Table 24 in Imlach Gunesekara and Carter
(2012). It should be taken as a first order high level estimate not a precise statistic, noting that the SoFIE data used is
unweighted (there were no weights developed in the source document). The numbers are nevertheless robust enough for
the use to which they are put in the above.

The Growing Up in New Zealand study has work-in-progress to deliver persistent material hardship information.
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Table FA.1 (=Table C.3b)
Children’s restrictions by the MWI score of their household (children, 6-17 yrs),
grouped by deciles and ventiles of children
HES 2018-19 (%)

All V1 | V2 D1 | D2 | D3 | D4 | D5
Distribution of children (6-17yrs) across MWI deciles of children (%) 100 5 5 10 | 10 | 10 | 10 | 10
Don’t have
2 pair of shoes in good condition and suitable for daily activities for each child 7 49 | 23 36 | 15 5
2 sets of warm winter clothes for each child 2 20 . 13 3
waterproof coat for each child (because of the cost) 5 40 | 17 28 7 4
separate bed for each child 5 30 | 20 25 | 10 5 5
fresh fruit and vegetables daily 7 58 | 32 45 | 12 6 3
meal with meat, fish or chicken (or vegetarian equiv) each day 6 42 | 21 31 | 13 5 4
good access at home to a computer and internet for homework 6 40 | 14 27 | 14 6 6
friends around to play and eat from time to time (because of the cost) 4 31 | 10 21 7

Economised ‘a lot’ on children’s items to keep down costs to enable other basic things to be paid for (not just to be thrifty or to
save for a trip or other non-essential)

had to go without music, dance, kapa haka, art, swimming or other special

interest lessons (“a lot”) 4 42| 27 85 | 171 10 3
unable to pay for school trip or other school event (“a lot”) 3 26 | 21 24 6
involvement in sport had to be limited (“a lot”) 6 37 | 28 32 | 15 6
continue to wear shoes or clothes that are worn out or the wrong size (“a lot”) 3 26 | 13 19 7

Multiple restrictions of child-specific items (the 12 above)
2+ out of 12 12 79 | 58 68 | 28 | 12 5
3+ out of 12 8 71 | 35 53 | 17 6
4+ out of 12 6 61 | 25 43 9

Child-relevant general household items
Leh_c;j\/iﬁ(ihhee:gs(g()lc;dr,n(;lﬁizzs, money) from a community organisation more than 5 42 | 20 a1 9 5 3
accommodation crowded or severely crowded (1+ extra bedrooms needed) 13 34 | 27 31 | 23 | 18 | 18 9
accommodation severely crowded (2+ extra bedrooms needed) 3 7 . 6 6 4
dampness or mould a ‘major problem’ in the accommodation 8 39 | 33 36 | 20 | 10 7 4
respondent reports putting up with feeling cold to keep down costs for other 10 64 | 33 49 | 27 | 12 6 2
basics (‘a lot’)
2glsat1;/efgrr§31l:(r:lggs?crsr?gailor;r’;g broken or damaged appliances to keep down 12 78 | 46 62 | 29 | 16 8 3
household has no access to car or van for personal use 5 17 | 10 14 7 9 3 4

Multiple restrictions out of 12 child-specific and 6 general child-relevant household items (18 in all) — uses severe over-crowding

3+ out of 18 14 90 | 66 78 | 34 | 12 3
4+ out of 18 9 81 | 47 64 | 18 5
5+ out of 18 7 71 | 30 50 |11

Postponed doctor’s visits ‘a lot’ to keep down costs to enable other basic things to be paid for (not just to be thrifty or to save
for a trip or other non-essential)

For children (a lot) 2 12 . 8 |5

For respondent (a lot) 11 60 | 44 52 |33 13 8 4

Respondent reports life satisfaction

dissatisfied or very dissatisfied with life 6 30 | 16 23 | 14 8 6 3

satisfied or very satisfied with life 79 35 | 50 42 |60 |68 (80 |81

Note: Information is suppressed in cells with fewer than 15 households in the sample.



99

Tables FA.2a and FA.2b repeat Tables B.1a and B.1b here for convenience and show which groups
of children are in the most serious hardship. The 9+/17 composition column shows how those in
severe material hardship are distributed across the various sub-groups. Table FA.2a reports by
various household characteristics and circumstances (hnumber of children in household, main source
of income, tenure, and so on). Table FA.2b reports by the ethnicity of the children.

Looking at the composition of the most disadvantaged 5-6%:

Around 60% live in private rental accommodation (mostly with AS).
Two in three are in households living in the most deprived NZDep quintile

Severe hardship rates are higher for children in Maori and Pacific ethnic groupings, but the
numbers of Pacific, Maori and European children in severe material hardship are reasonably
similar (as there are more children in the European grouping overall). For children in the
Asian grouping, both their rate and the composition proportion are very low.

The severe hardship rates are much higher for sole parent than two parent households and
for beneficiary households compared with those in paid employment ... but because of the
much higher numbers in each of the second groups in the pairs, roughly the same number of
children are in each group within the pairs (eg children in households receiving most of their
income from the market make up around half of all the children in households in severe
material hardship).

The severe hardship rate for children in larger families (4+ children) is much higher than for
smaller families (2 to 3 times the smaller family rates), but around the same number of
children in households in severe material hardship are from households with 2, 3 or 4+
children (only 18% in severe hardship are from one-child households.



Children (aged 0-17 years), HES 2018-19

Table FA.2a (= Table B.1a)
Material hardship rates and composition for selected population groups (DEP-17 index, 5 thresholds),

100

HES 2018-19 Material hardship rates Composition
et arms gopisn | e eTaTese T
hardship, using the different threshold) are in this group / 000’s %
thresholds?
cell?
:\gs}(eer(ija(ljﬂﬁrotislr;ipthreshold as # of items 54 6+ 74 8+ o+ 54 6+ 74 8+ o+ ALL ALL
All children (0-17 yrs) 18 13 10 8 6 100 | 100 | 100 | 100 | 100 | 1,135 100
Household type
2P HH with any dependent children 12 9 7 5 3 48 46 44 42 37 785 69
SP HH with any dependent children 40 32 26 20 17 32 34 35 37 41 160 14
Other fam HHs with any dep ch 23 16 14 10 8 20 19 21 21 22 180 16
Other HHs (some 0-17s, no dep ch) Cell sizes too small — rates suppressed 1 1 0 1 0 10 1
Number of dep children in household
1 14 11 8 5 17 17 17 17 18 245 22
2 14 10 8 33 33 32 30 30 485 43
3 19 13 11 6 25 23 24 27 24 255 23
4+ 35 27 22 16 13 24 26 27 26 28 140 12
Work intensity (2P & SP, adults all ages)
2P - both FT 9 6 5 3 1 11 11 10 8 5 260 23
2P-FTPT 10 7 5 4 2 8 8 7 7 6 165 15
2P -FT WL 18 12 9 6 4 16 15 14 14 13 185 17
SP-FT 23 17 12 10 7 55 5
SP-PT 39 28 22 15 11 30 3
Other 25 19 15 12 10 52 54 57 60 65 430 38
Labour market status of household
Self-employed 4 2 1 0 2 2 1 1 1 140 12
At least one FT worker 14 10 7 5 3 57 54 52 48 44 820 72
No FT worker (may have PT) 47 38 31 25 20 41 44 47 50 55 175 16
PT work only 34 25 19 15 11 10 10 10 10 10 60 5
Some work (excl SE) 15 11 8 6 4 67 64 61 59 54 875 77
Workless 53 44 37 30 25 31 34 38 40 45 120 10
Source of HH income in the 12 months
prior to interview
Main source market 12 9 6 4 3 60 56 52 48 45 975 86
Main source government 52 42 35 29 23 40 44 48 52 55 160 14
Tenure of household
Owned with mortgage (incl Family Trust) 5 3 2 22 18 14 13 11 540 47
Owned no mortgage (incl FamilyTrust) 8 3 3 3 3 4 4 120 10
Private rental 29 23 19 14 11 53 56 59 58 61 365 32
Social rental 54 44 35 28 20 20 22 23 25 24 75 7
Other 8 4 2 2 1 1 1 1 1 1 35 3
Private rental by AS receipt
Private rental (no AS) 16 11 9 6 4 15 15 15 14 12 195 17
Private rental (with AS) 45 36 30 23 18 38 41 44 44 49 170 15
Education (highest qualification in HH)
Higher degree 1 7 6 4 3 3 230 20
Bachelors or similar 6 4 3 11 9 250 22
Post-school non-degree qual 20 15 12 35 35 37 37 37 360 32
School qual 29 22 17 13 10 31 32 32 32 32 215 19
No formal qual 44 34 27 22 17 17 17 18 20 20 80 7
NZDep Quintile
Q1(least deprived 20%) 4 2 1 7 210 19
Q2 6 3 2 10 9 7 7 7 230 20
Q3 14 9 5 3 16 14 14 14 12 230 21
Q4 19 14 11 7 5 20 20 20 17 15 210 19
Q5 (most deprived 20%) 39 31 26 21 17 48 51 54 58 64 250 22
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Table FA.2b repeats the hardship rates and composition analysis for ethnicity.

Material hardship rates are much higher for Maori and Pacific children/ethnicities (23-28%) compared
with that for European or Asian children/ethnicities (6-10%). For those in households reporting severe
material hardship (DEP-17 score of 9+), the rates are 11-14% compared with 2-4%. These
differences are much the same as in previous MSD reports which used multi-year averages to
compensate for the smaller sample sizes.

The right-hand panel reports the composition of those in varying degrees of hardship. The
composition of those in the 6+ and 9+ columns (CPRA material hardship and severe material
hardship measures) are much the same, indicating that ethnic groupings are distributed fairly evenly
in the hardship / severe hardship zone. Each of European and Maori groupings make up just over one
in three of all children in households in material hardship, with similar proportions for severe material
hardship. Around one in five of children in households reporting material hardship are from the Pacific
peoples group.

Table FA.2b (= Table B.1b)
Material hardship rates and composition by ethnicity (DEP-17 index, 5 thresholds),
Children (aged 0-17 years), HES 2018-19

HES 2018-19 Material hardship rates Composition

what % of all those in
hardship (using a given
threshold) are in this group /
cell?

what % of this group is in
hardship, using the different
thresholds?

000’s %

Material hardship threshold as # of

items lacked out of 17 for the household 5* & ~ 8+ S 5 & ~ 8+ o ALL ALL

Material hardship rates (%)

All children (0-17 yrs) 18 13 10 8 6 100 | 100 | 100 | 100 | 100 | 1,135 100
Ethnicity (total)
European 13 10 7 6 4 36 36 36 36 35 735 53
Maori 29 23 19 14 11 32 34 35 35 37 290 21
Pacific peoples 38 28 23 18 14 20 20 21 22 23 140 10
Asian 11 6 4 2 2 8 6 5 4 4 180 13

Other 24 18 10 7 5 4 4 3 3 2 45 3
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Section G

Trends in low household income rates for children:
headline AHC rates and rates for selected groups, and
income trends for children in beneficiary families

There are several data matters that impact on HES-based income and income-related statistics and
their interpretation. These are discussed in detail in Section N and Section O later in this report and
are summarised at the start of this Section to assist with understanding and interpreting some of the
charts and information that follow.

Following this data section, the following trends for children are reported:

e low-income AHC measures:
o three relative lines: 40%, 50% and 60% of median
o two 50% AHC anchored lines using 2007 and 2018 respectively as the reference years

e comparison between BHC and AHC anchored line trajectories in the long-run from 1982
e AHC 50 by the number of earners and adults in the household
e AHC 50 by household type

e AHC 50 by ethnic group (using averages for groupings of years where sample sizes are
small)

¢ AHC medians by household type
e AHC medians by ethnic group

e beneficiary incomes from 1947 to 2022, using example families and entitlements from core
benefits and family support / WFF where relevant

e beneficiary incomes from 2006 to 2022 using MSD administrative data and counting all
income sources (including the Accommodation Supplement, Winter Energy Payment and so
on, not just core benefits and WFF).

There is a short section on persistence of low income.
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The three HES datasets used for reporting low-income rates, and the
implications for constructing valid time series information

HES-TAWA and HES-Admin

TAWA is the Treasury’s microsimulation model of the New Zealand personal tax and transfer system
and relies on input data from Stats NZ’'s Household Economic Survey (HES). Its main purpose is to
provide indicative comparisons of the impacts of selected changes to policy settings on the personal /
family / household income distributions.

TAWA and its predecessors have also been used to produce the after-tax-and-transfer income
estimates for individuals in the households interviewed in the HES (ie their disposable income).

It is well-established that some of the components of income gathered in sample surveys are not
reliable. In particular, the income received from government transfers is often inaccurately reported.
The TAWA model improves on the accuracy of the income data gathered in the HES survey by
modelling first-tier income support payments (JSS, SPS, SLP and NZS), and the second tier AS, and
WFF tax credits available to families with dependent children, then calculating personal income tax.
(More recently TAWA has been further developed to model the Best Start support for families with
very young children and the Winter Energy Payment.)

Up to 2017-18 Stats NZ merged this disposable income information (and other variables) from TAWA
into their HES survey dataset, and this composite dataset was used by Stats NZ, MSD and others to
produce reports on trends in median household incomes, low-income rates, income inequality,
housing affordability through outgoing-to-income ratios, and so on. The composite dataset is known
as the HES-TAWA dataset.

Since 2017-18, the TAWA model has been further improved by integrating administrative sources of
income (for example, first-tier income support receipt, wage and salary, self-employment) from Stats
NZ’s Integrated Data Infrastructure. Where administrative data is not available for an individual, the
survey response has been used as a proxy though this proxy information is no longer collected for
some income sources from HES 2019-20 onwards. This ‘augmented’ HES-TAWA dataset is used for
Treasury advice, but is not used in this report.

For the 2018-19 HES Stats NZ moved to using administrative data for most of the income information,
and calculated disposable income®? themselves rather than relying on Treasury to do so via TAWA.
Tax data from Inland Revenue and data from MSD on benefits paid has been used to provide salary
and wages and benefit income. Working for Families tax credit information comes from IR or MSD
depending on which agency made the payment. Other sources of income such as self-employment
income, investment income, income earned overseas and irregular income is provided by the
respondent at interview time. The sample sizes are much larger, more effort was made to get a better
sample / response at the bottom end, and a more comprehensive set of benchmarks was used to
weight up to population estimates. From 2018-19 on, these datasets (‘HES-Admin’) are available to
MSD for use for this and other reports.

HES-HLFS-Admin — Stats NZ’s bespoke back series dataset

Stats NZ faced a considerable challenge for the 2 April 2019 Child Poverty release: they had to use
existing data sources to produce 2017-18 baseline rates that were robust enough to use in the
context of the target-setting, monitoring and accountability requirements of the CPRA. The HES
(HES-TAWA) on its own had several limitations including relatively small samples with sampling
errors too large for the purposes of the Act and a set of weights in need of upgrading.

Stats NZ’s approach to improving the robustness of the 2017-18 baseline estimates involved three
elements:

¢ increasing the sample size by pooling the Household Labour Force Survey (HLFS) information
with the HES — to reduce sample error

52 Disposable income = income from all sources including all government transfers (including core working-age benefits,
working-for-families tax credits, the Accommodation Supplement and NZ Superannuation) ... less income tax.
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e using a revised set of benchmarks for calculating weights for converting sample numbers into
population estimates — to better help in addressing sample bias issues at the lower end of the
income distribution

¢ using administrative data from IRD and MSD for income information rather than relying on
survey information — to improve the accuracy of household income estimates.

Not all elements were able to be applied to each type of measure:
e The full treatment was able to be applied only to BHC income measures.

e For AHC incomes:
o admin data was used for the BHC income component of the AHC income, but as there is
no housing cost information in the HLFS, the sample size was limited to that of the HES
(5,500 in 2017/18)
o revised weights helped somewhat in addressing under-representation due to sample bias.

e For material hardship estimates:
o the HLFS does not have material hardship information, so the sample was limited to that of
the HES (5,500 in 2017/18)
o only the revised weights element could be applied to the material hardship estimates.

The VLI (‘very low income’) issue and this report’s interim treatment for it

The use of administrative data has in many ways further improved the income information available
for HES analysis (for example, by removing measurement error when income from a respondent is
misreported through recall issues or deliberately, and by avoiding the need to make assumptions
about ‘take-up’ as is required for the modelled estimates of income in HES-TAWA).53

However, the number of very-low-income (VLI) households (those with incomes well below all safety
net income support levels) has increased considerably in HES-Admin when compared with previously
published income distribution information based on HES-TAWA, especially for households with
children. The number is also high in its own right.

e There will always be VLI households in any dataset like the HES (eg recent migrants, new
households formed in the survey year, households with self-employment income legitimately
declaring low income while maintaining good material living standards, and so on), but the
numbers in HES-admin are too high for producing robust statistics involving low-income
households.

e The number of children in VLI households in 2018-19 is almost 3x the number in 2017-18.

e For 2018-19, children in VLI households make up around 24% of all children under the BHC
50 low-income threshold, compared with 9% for 2017-18.

In summary, VLI households (and especially their increased presence in the HES-admin data)
present a challenge on several counts for the analysis in this Child Poverty Report and other MSD
reports:

e The incomes are extremely low (well below all safety net income support levels and under
~15 to 25% of the median household income, using this report’s VLI definition).

e In the HES-Admin data the bulk of these households report a material standard of living very
much higher than those in the ‘normal / less extreme’ low-income range, more like those in
the middle of the income distribution54.

e Their presence can lead to the production of misleading statistics for low-income households
on a wide range of themes that matter for policy and public interest. For example:
o Low-income poverty rates are inflated, though the degree to which that happens depends on

the treatment applied and especially the impact of that treatment on the median (see Section
O, especially Tables O.7 and 0O.8).

53 See Meyer et al (2015) for a thorough discussion of the current challenges for surveys, the need for administrative data and

the challenges that this source can have.

Apart from anything else, this is strongly at odds with the use of household income as a reasonably reliable indicator of
household material wellbeing, a core assumption of all income-based poverty measures.

54
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o  When using material deprivation and financial stress indicators to describe what life is like for
those in low-income households, the presence of so many VLI households with reasonable to
very good material wellbeing leads to a very optimistic and misleading picture. This analysis
and related ‘overlap’ analysis is a major aspect of MSD reports.

o Indicators of housing stress such as the standard OTIs (housing outgoings-to-income ratios)
are greatly overstated for low-income households because the housing costs of VLI
households are much the same as those for ‘middle income’ households but their incomes are
not in that range (see Table |.2 and Table O.3a).

The HES-TAWA datasets, as supplied by Stats NZ up to and including HES 2017-18, are much less
impacted by the VLI issue. This in itself does not mean that the HES-TAWA datasets are ‘better’.
There are many criteria to consider in assessing dataset quality. There are however two key
guestions that need addressing:

e What is driving the relatively high numbers of VLI households in HES-Admin, especially for
households with children? What can be done to address this issue?

e Why is there such a difference between the VLI numbers in HES-TAWA and those in HES-
Admin? Finding an answer to this requires detailed knowledge of both datasets and an
assessment of the strengths and limitations of each. This work would assist in producing a
brief account as to why we have a discontinuity in time series from HES-TAWA to HES-
Admin.

Stats NZ are aware of the VLI issue in relation to how it may possibly impact on the child poverty
rates they report on in the context of the requirements of the CPRA, and also more generally for the
way the presence of these extreme incomes can impact other information based on the HES. They
are carrying out further investigations. The issue is discussed further in Section O.

The treatment applied to the data to go some way to addressing the VLI issue and mitigating its
impact on the reported findings

For the purposes of this report and the other main MSD reports, households are classed as VLI if their
equivalised BHC household income is under $8,000 pa (in 2007 dollars). In $2022 this is close to
$10,000 pa which is around 23% of the median. This is well below the BHC incomes of beneficiary
households with children which are typically in the range of 60% to 75% of the median for those living
in, say, South Auckland.®

While the VLI group makes up only a very small proportion of the whole population (typically around
2-4%), when the population of interest is a low-income group they can make up a non-trivial portion in
the new HES-Admin data series. For example, as noted on the previous page, around one in four of
the children in the BHC 50 low-income group come from VLI households.

Some treatment of the data is therefore needed to at least partially address the issue and reduce the
chances of reporting misleading findings.%¢ For this report, households are removed from the datasets
according to the rules outlined below:

¢ Delete all households with zero or negative BHC income.

e Delete all BHC VLI households with zero or negative AHC income (ie those low-income households
whose housing costs are greater than or equal to their BHC income).

e Delete BHC (or AHC) VLI households who report enough or more than enough income for basics.

¢ No treatment is needed for material hardship reporting except where both income and material hardship
are used together, in which case the relevant income deletions are applied.

% These BHC incomes may at first sight seem high for beneficiary households. This is because the incomes include the

Accommodation Supplement support for those in private rentals. On an after-housing-costs (AHC) basis, the incomes of
these households are around 40% of the AHC median which makes for a very stringent household budget. See Section M
for more detail on ‘Reference Budgets’ as a strategy for setting low-income thresholds.

% Various treatments have been adopted by researchers and some government reporting agencies (both in New Zealand and

internationally). These are noted in Section O where the VLI issue is discussed more fully.
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The three income-based deletion sets overlap — they are not mutually exclusive. For example, for
HES 2018-19:

e 50,000 of the 61,000 households removed by applying the BHC treatment are also removed
using the AHC treatment

e 27,000 more with very low AHC incomes are removed by the AHC treatment on its own.

The above is intended to give enough information for readers looking at Sections B to J. More detail
and full discussion (including the impact on key statistics) is found in Section N and especially in
Section O.

Breaks in time series for income-based measures

Given the three datasets that are used for the HES-based reporting, as described on the first two
pages of this Section G, there are three potential time series breaks. Stats NZ treat the HES-
HLFS-Admin and HES-Admin data as a continuous series (and MSD does not have access to the
HES-HLFS-Admin data), so there are two for consideration:

e HES 2003-04 to 2006-07 between HES-TAWA and HES-HLFS-Admin, when MSD is
reporting a longer time series and uses Stats NZ child poverty (low income) figures for
2006-07 to 2020-21.

e HES 2017-18 to 2018-19 between HES-TAWA and HES-Admin, when MSD is reporting
time series for child poverty or other statistics (eg housing affordability, median incomes)
using HES-TAWA then HES-Admin with or without the treatment described on the
previous page.

The time series breaks are indicated in the MSD reports by a vertical broken line in the charts. In
some cases the trends across the discontinuity are seamless — in those cases, the MSD charts
do not always show the broken vertical line.

Not too much should be read into changes in trend levels between the trend lines based on the
dataset pairs. The reader is advised to focus on the big picture and key relativities between trend
lines for different sub-groups. The relativities are not impacted by the differences between the
three datasets described above. The text assists with that.

Section N in the main report has further detail on the datasets and Section O discusses some of
the implications of moving to using administrative data for most of the income information.
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AHC low-income rates for children

Figure G.1 shows the AHC low-income (poverty) rates for children for the four decades from 1981-82
to 2020-21, using both fully relative measures (the broken lines) and anchored or constant value
measures (the solid blue lines).5”

Figure G.1
Long-run trends in rates of low AHC household income for children (0-17 yrs),
using both relative (‘moving’) thresholds and anchored (constant value) thresholds

50%

Broken lines show the trends for low-income relative measures.
Solid lines show the trends using two anchored or 'constant value' (CV)
AHC 50 low-income measures, with 2007 & 2018 as the reference years.
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Notes for Figure G.1:

o For the relative low-income lines, HES-TAWA data is used up to HES 2003-04, HES-HLFS-Admin
from 2006-07 to 2017-18, and HES-Admin from 2018-19 on (the numbers from 2006-07 on are the
official Stats NZ numbers).

e For the anchored low-income lines, HES-TAWA is used up to HES 2017-18 and HES-Admin after
that. There is an imperfect meshing of REL and CV in the chart. For example, the AHC 50 CV-07
line should cross the REL AHC 50 line at 2007. It doesn't, as the REL lines use a different version of
the HES data and different weights — see text below. The big picture story is still robust.

The anchored line or ‘constant value (CV) measure sets the low-income threshold in a reference year
and adjusts it forward and back using the CPI. In other words, the low-income threshold is fixed in real
terms. The reported poverty rate rises if the incomes of low-income households decrease in real
terms irrespective of what is happening to the incomes of the rest of the households ... and vice
versa. Figure G.1 uses the AHC 50 CV measure, with two different reference years, 2007 and 2018.

e The solid blue CV-07 trend line reports an AHC 50 rate for children of around 18-20% in 2007
to 2012, much the same as in the 1980s. This is because the inflation-adjusted AHC incomes
of low-income households with children were around the same in each of those time periods.

e The AHC 50 CV-07 low-income rate doubled from 20% to 40% in a very short period in the
late 1980s to early 1990s, reflecting rising unemployment, a falling average wage,
demographic changes (more sole parent families), the 1991 benefit cuts and the introduction
of market rents in (what we now refer to as) public housing.

e The rate then steadily fell through to 2008 with improving employment, a rising average wage,
rising female employment, the introduction of income-related rents and Working for Families.

e The post-GFC slow-down led to a slight rise through to 2013, followed by a steady decline
reflecting good economic conditions, a rising minimum wage and, more recently, higher
housing support through changes to the Accommodation Supplement, and increases in
incomes for beneficiary families and households, the Winter Energy Payment, and so on.

The three fully relative AHC trend lines (broken lines in Figure G.1) show that low-income AHC rates
for children were fairly flat over the 25 years to 2018 on these measures, with some decrease in
recent years reflecting the impact of the Families Package. The general flatness of the trendlines
indicates that low incomes were roughly keeping pace with median incomes, with no noticeable

57 See Annex Two in Section O, for Figure G.1 repeated using HES-TAWA through to 2017-18, and with this report’s VLI
data treatment applied in all years from 2006-07 to 2020-21.
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change in income inequality in the lower half of the AHC incomes distribution until recently. In
contrast, from the late 1980s to the early 1990s there was a very large increase in AHC relative low-
income rates, in line with the large rise in income inequality in the period.

Ongoing use of CV-07?

The CV-07 anchored line measures are valuable for many reasons, but a special feature flows from
the fact that low AHC household incomes were around the same in real (CPI-adjusted) terms in 2000
to 2012 as they were in the 1980s. This allows it to be used for a meaningful long-run time series
which shows the significant changes in low household income over 4 decades.

From 2007 to 2021, the AHC equivalised household income median rose 36% in real terms. The AHC
50 CV-07 threshold (set in 2007 and adjusted by the CPI each year) is around 37% of the 2021
median. So AHC 50 CV-07 has become the equivalent of AHC 37 in 2021. This is a very low
threshold.

If there is a downturn in the economy in coming years and inflation remains elevated then, all else
equal, the AHC CV-07 thresholds can be expected to rise and the low-income rates they measure
would rise too. The relative lines are likely to remain flattish ... or even fall, if median incomes fall
more than or if they rise less than those of low-income households with children.

If there is no significant downturn and the CV-07 threshold remains below AHC 40, then the series is
highly likely to be stopped. The CV-18 series still has plenty of room to continue giving usable
anchored line information.

Different trajectories for AHC and BHC low-income rates using anchored line approach.

The doubling of the 50% AHC CV-07 poverty rate from the late 1980s to the early 1990s reflects the
large decrease in AHC incomes of low-income households with children in that period, as discussed
above. By around 2007 the AHC low-income rates were similar to those in the 1980s which indicates
that in 2007 the AHC incomes of low-income 50%

households with children were around the Low income rates for children,
BHC and AHC anchored line trends compared

same in real inflation-adjusted terms as in the
1980s, and higher than in the early 1990s. The
further net decline in rates to 2021 indicates
that the AHC incomes of low-income
households with children were higher in real
inflation-adjusted terms at that time than they
were in 2007.
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The BHC CV-07 trend also shows a large fall
from the early 1990s peak through to 2021, but
with lower rates throughout. 0% T

The difference in trajectory for AHC and BHC

low-income anchored-line rates for children reflects the fact that since the early 1990s housing costs
have taken a much larger proportion of household income than in the 1980s for low-income households,
typically 40-50% rather than 20-25% (see Section I). BHC household incomes for low-income
households were higher in real terms than in the 1980s from around 2004 through to 2021, but the
higher proportion of the household income taken up on housing costs means that AHC incomes for low-
income households did not go above 1980s levels until around 2015, despite the real increase in BHC
incomes.
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Low-income rates by household type

Figures G.2 and G.3 show the AHC low-income (poverty) rates for children for the four decades from
1981-82 to 2020-21 using an anchored or constant value measure (AHC 50, with 2007 as the
reference year) and the AHC 50 fully relative or ‘moving line’ measures respectively. See pages 108-
109 above and page 155 in Section M for more information on the two approaches.

The low-income rates for sole-parent households are generally much higher than for two-parent
households, though from around 2018 the gap has been closing on the anchored line approach.

Figure G.2
AHC 50 CV-07 anchored line low-income rates for households with children, 1982 to 2021
(reference year is 2007)
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Figure G.3
AHC 50 relative / moving line low-income rates for households with children, 1982 to 2021
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Most children live in two-parent households (~70%), with 15% in sole-parent households and 15% in
other multi-adult households.58 This means that when looking at the composition of children in low-
income households the two-parent v sole-parent numbers are much closer than the very different
rates might suggest. On average over the three most recent surveys (HES 2018-19, 2019-20, and
2020-21), of all children in low-income households (using AHC 50), 50% come from two-parent
households, 38% from sole-parent households and 11% from other family households. (See also
Table B.3a.)

%8 Sole-parent families are found in both sole parent households and multi-adult households: a sole parent HH is a sole parent
family not living in a household with others. Two thirds of SP families are found in SP HHs and one third in multi-adult HHs.
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Low-income rates by household work intensity

Figure G.4 shows the smoothed trend in low-income AHC 60 rates for children in households with
different paid work intensity and numbers of adults. The Working for Families reforms lowered the
low-income rates markedly for one earner households but their low-income rates have risen since as
their incomes did not rise as quickly as the median. On the other hand the households with two or
more earners did have their incomes rise quickly enough to keep up with the median growth and the
trend for their low-income rate remained flat (blue line).

Figure G.4
Low-income trends for 0-17s in sole-earner and two-earner households, AHC 60 relative
80%
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Note for table: the AHC 60 low-income measure is used to ensure there are enough
numbers in the relatively small sole earner one adult households.

[The following text and chart are repeated from Section F as they are relevant to this section t00.]

Around 70% of all children live in two-parent households. Median household income is strongly
impacted by the incomes of these households. Figure G.5 shows the trend to increasing work intensity
among two-parent households with dependent children.

e The option of one partner in full-time paid employment and one not in paid employment
(‘workless’) was the dominant pattern in the early 1980s. By the early 2000’s, the most common
arrangement was for both parents to be employed full-time (~38%), and in 2021 the figure for
this arrangement had reached almost one in two (49%).

e Around three of every four two-parent families were dual-earner families in 2021, up from one
in two in the early 1980s.

e This increasing proportion of dual-earner two-parent households is a major factor behind the
longer-run steady rise in material wellbeing for the vast majority of children, as indicated for
example in Figure F.10 and F.11. It also points to / is consistent with the view that in general,
single-earner households are now much less likely to be a viable option for providing economic
security than they were 30 to 40 years ago.

Figure G.5
Increasing proportion of two-earner two-parent households, 1982 to 2021
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Low-income rates by ethnic grouping

For most of the HES years prior to 2018-19 the sample size is too small to provide robust estimates
for smaller ethnic groupings. Even in the largest sample (2018-19) the sample error is 2.1 ppt for the
AHC 50 numbers for children in the Maori ethnic grouping, and 3.4 ppt for Pacific and Asian. (This
means that an estimate of 24% AHC 50 for Maori in 2018-19 has a 95% confidence interval (CI) of
around 22% to 26%, and a much larger Cl than that for earlier years). To partially address the issues
arising from the relatively small sample sizes for the ethnic groupings other than European, Figure
G.6 plots the smoothed trend lines using rolling two-year averages up to and including 2017-18. This
allows the trend for Maori to be reported. The chart shows the AHC 50 low-income trends for all
children and for children in the Maori ethnic grouping, using both relative and anchored line measures
with the anchor or reference year being 2007.

Figure G.6
Low-income rates for all children / ethnicities and children in the Maori ethnic grouping (%),
AHC 50 relative and anchored lines, 2007 to 2021, (total ethnicity approach)
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The Pacific and Asian groupings are too small to allow construction of robust trend lines. Table G.1
groups three surveys together and shows the trend in the average of these clumped figures for the
earlier years, then each year for the larger HES-Admin survey years. There has been a strong
improvement in the low-income anchored line rates (AHC CV-07) for each ethnic group from the pre-
GFC rates in 2007 to 2009, just as there was for material hardship rates (see Table F.1). Each group
saw an increase through the GFC then a fall through to 2021 on this anchored line measure. This
reflects the fact that real incomes at the lower end improved in real CPI-adjusted terms.

On the AHC 50 REL or moving line measure, the net improvements from the pre-GFC period have
been more muted except for the Asian group which saw a reduction from 29% to 20%. This reflects
the fact that low incomes generally maintained reasonable relativity with the median.

Table G.1
Low-income rates for children by ethnic grouping (total ethnicity approach),
AHC 50 relative and anchored lines, 2007 to 2021 (three-year groupings to 2017-18)

Low-income rates (%) Total Numbers
2007-2009 | 2010-2012 | 2013-2015 | 2016-2018 2019 2020 2021 2021
Maori 29 33 32 27 24 23 24 290,000
Pacific 25 35 33 31 24 24 22 140,000
AHC 50 REL European 14 16 16 14 14 14 16 730,000
Asian 29 23 24 20 21 23 20 200,000
ALL 19 23 22 19 19 18 19 1,400,000
Maori 27 30 26 17 13 10 10 290,000
Pacific 23 27 25 16 11 10 8 140,000
AHC 50 CV-07 European 13 14 12 9 8 7 7 730,000
Asian 27 20 19 11 14 14 11 200,000
ALL 18 20 17 11 11 9 8 1,400,000

Notes for Table G.1:
e  There are 40,000 in the ‘Other’ category — this row is suppressed as the numbers are too small to reliably report on
low-income rates. For 2021, the sampling error for this group was of the order of 11 ppt on a low-income AHC 50
REL point estimate of around 50%.
. See Section B (p35 under TableB.1b) for discussion of the counting approach used for ‘total ethnicity’
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Median AHC incomes for households with children, by household type and children’s ethnicity

Figure G.7 shows the rising trend in ‘real’ CPl-adjusted median incomes after deducting housing
costs (AHC) for households with children and for couple-only (<65) households for comparison.

e Incomes for two-parent households generally track much the same as the overall population
median, other multi-adult family households with children a little lower, and sole-parent
households much lower, albeit on the rise in real terms.

e AHC incomes for sole-parent households have tracked at around 50% of the median since
the 1991 benefit cuts. The actual dollar gap between sole-parent household incomes and the
median has increased in real terms in the period.

Figure G.7
Median incomes (equivalised AHC) of selected household types ($2021), 1982 to 2021
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Figure G.8 reports median AHC household income for children by ethnicity in real (CPI-adjusted)
terms. There have been solid net gains in real terms since 2007 for children in each of the main ethnic
groups, albeit with different trajectories through and immediately after the GFC (around a 35% real
(CPIl-adjusted) gain for all four groups since 2007).

Figure G.8
Median AHC household incomes for children, by (total) ethnicity ($2021), HES 2007 to 2021
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The rising trends shown in the two charts above are part of the explanation as to why the vast
majority of New Zealand households with children report experiencing steadily rising material living
standards since the mid-1990s (see Figures F.10 and F.11 above).
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Income of households in receipt of main benefits

Children in beneficiary households typically make up around half of children in low-income
households (using the CPRA low-income measures) and around half those in households reporting
material hardship. Trends in the incomes of beneficiary households with children are therefore highly
relevant for understanding the New Zealand child poverty story.

Figures G.9 and G.10 below show the long-run trends in (core) beneficiary household income from
two perspectives for selected benefit types:

e inreal inflation-adjusted terms

e relative to the after-tax average wage.

In this analysis, beneficiary income includes core benefits plus Family Tax Credit and its
predecessors (Family Benefit / Support). The income is net income (ie after tax). It does not include
the Winter Energy Payment, Best Start or the Accommodation Supplement.

The time series goes from 1 April 1947 to 1 April 2022, and includes the changes announced in
Budget 21. In 2022, this core beneficiary income for sole parent households with children (<12) is
higher in real terms for the first time since the 1991 benefit cuts.

The information shown in the charts that follow has sometimes been used to support views about the
adequacy or inadequacy of beneficiary incomes. There are several factors to bear in mind when
making such an assessment based only on the chart information:

e Some of the non-included payments noted above have played an increasing role in the
income support system.

e Even though 2021 or 2022 levels are back above the pre-1991-benefit-cut levels for
beneficiary households with children, this in itself supports an ‘adequacy’ assessment for
before-deducting-housing-costs (BHC) incomes only if the pre-cut incomes were considered
adequate.

e Theincreases in housing costs as a proportion of income for low-income households in
recent years means that ‘residual’ or ‘after-housing-costs-are-deducted’ (AHC) income has
not in recent years risen as much as (BHC) income, and in some particular cases may have
fallen.

e Any assessment of adequacy, whether for beneficiary or working households, needs to be
clear about what assumptions are being made about housing costs, health / medical /
disability-related costs, debt servicing costs and the stock of household appliances and
furniture. What can be reasonably claimed as adequate income for households whose
housing costs are ‘average’ and the other costs are ‘low’ is unlikely to be adequate when
these assumptions are not met.

¢ The inflation-adjustment used in Figure G.9 is the all-groups CPI. The cost of living changes
for beneficiaries are not necessarily well-represented by the CPI as beneficiary households
and low-income households in general typically have a different expenditure bundle than the
average household. Stats NZ has developed an inflation adjuster for different groups (the
household living-costs price index (HLPI)), one of which is for low-income households. This
HLPI goes back only to 2008. For the longer-term series in Figure G.7 the CPI therefore had
to be used. It is a reasonable first order approximation, but it doesn’t support precise
comparisons especially over the long haul, say, the 1960s to 2021.
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Figure G.9 shows the long-run trends (1947 to 2022) in inflation-adjusted (‘real’) base support for the

most

common beneficiary households / families:

The incomes include benefit income and income from the Family Tax Credit and its
predecessors, but exclude the Winter Energy Payment, Best Start and the Accommodation
Supplement (AS).

Incomes from the two sources noted have recently risen to be above the rates prior to the
1991 benefit cuts — for the first time since then.

Figure G.9

Inflation-adjusted value of core benefits since 1947 ($2022 pw)
Includes Benefit + Family Benefit/Family Support/Tax Credit. Does notinclude WEP, BS or AS.
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WEP Winter Energy Payment BS Best Stat  AS Accommodation Supplement

Source: MSD collation from information from the Royal Commission on Social Security, Department of
Social Welfare Annual Reports, Income Support Service / Work and Income Fact Sheets and
Budget 2022.

Some key dates

1946 Universal Family Benefit

1972 Royal Commission on Social Security

1991 Benefit cuts

2004-05 Working for Families

2016 Child Material Hardship Package

2018 Families Package

2020 $25 increase (April)

2020 Indexation to average wage commences (Apr)
2021 $20 pw increase (July)

2022 WEAG plus $15 pw for families with children (Apr)
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Figure G.10 compares core beneficiary income and NZ Superannuation (NZS) rates with the average
wage (after tax).

e The DPB/SPS trends include the WFF income. From the late 1980s through to 2019 there
was a steady decline in their core incomes compared with the average wage, albeit with a
short-run reversal for sole parents when WFF was introduced in 2004-05. From 2020 to 2022
beneficiary incomes for sole parent households improved relative to the average wage.

e The NZS ‘married couple’ rate has for some time been at 66% of the net average wage, and
the ‘single-living-alone (SLA)’ rate at 43% (65% of the ‘married couple’ rate). This compares
with around 50% for a UB/JSS couple and 30% for a UB/JSS single in 2022.

Figure G.10

Comparison of core benefits and NZS, as % of net avg wage
100 Includes Benefit + Family Benefit/Support/Tax Credit. Does notinclude WEP, BS or AS
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Source: MSD collation from information from the Royal Commission on Social Security, Department of Social Welfare
Annual Reports, Income Support Service / Work and Income Fact Sheets and Budget 2021.

Some key dates

1946 Universal Family Benefit

1972 Royal Commission on Social Security

1991 Benefit cuts

2004-05 Working for Families

2016 Child Material Hardship Package

2018 Families Package

2020 $25 increase (April)

2020 Indexation to average wage commences (Apr)
2021 $20 pw increase (July)

2022 WEAG plus $15 pw for families with children (Apr)

Figures G.9 and G.10 provide valuable information but do not / cannot tell the full story

e While Figures G.9 and G.10 provide valuable information about key aspects of the trends in
income of selected beneficiary recipients they do not tell the full story. In particular, they do
not take account of either accommaodation costs or the housing support provided through
the Accommodation Supplement (AS) since 1993 or the Income-Related Rent subsidy
(IRRS) for those in public housing (from 2000). The Temporary Additional Support (TAS)
assistance can also have significant impact on the level of housing support for some.

¢ Net housing costs depend on both the level of housing costs and the entitlement to different
housing subsidies. The subsidies are provided at different levels depending on
geographical area, household income, and other factors. Given the wide variations in
housing costs and subsidy amounts there are considerable challenges for producing a full
‘after housing costs and housing support’ time series using the example families approach
as in Figures G.9 and G.10 above.

e Recent analysis by MSD using actual beneficiary income and housing costs data is now
available in the Total Incomes Report. This information is used in Figure G.11 (next page).
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Figure G.11 shows the percentage change in total income for all MSD clients (for all family types,
equivalised) compared to growth in the CPI between 2006 and 2022. Income in this chart includes

income from all sources including the WEP, BS and AS (see previous page for acronym glossary
under Figure G.10).

The blips in the trend lines reflect the WEP which applies for 22 weeks from May to September each

year. Removing the blips / following the trend between blips gives an idea of the trend without the
WEP.

e Total income before deducting housing costs (BHC) generally tracked a little above inflation
up to around March 2018, then increased strongly to 2022. See blue lines in chart.

e Total income after deducting housing costs (AHC) generally tracked in-line with inflation

(excluding housing) up to around March 2018. Since then AHC incomes have increased
strongly in real terms.

Figure G.11
Change in total incomes (BHC and AHC) for beneficiary units, 2006 to 2022
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Source: MSD Working Paper: Total incomes of MSD main benefit clients as at
April 2022. wp-total-incomes-of-msd-main-benefit-clients-as-at-april-2022.pdf

e As noted in the Total Incomes Report in the link below the chart, this analysis has to impute
housing costs for around 20% of beneficiaries whose housing costs are unknown as they do
not receive AS, IRRS or TAS.


https://www.msd.govt.nz/documents/about-msd-and-our-work/publications-resources/working-papers/wp-total-incomes-of-msd-main-benefit-clients-as-at-april-2022.pdf
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Low-income persistence

It is well-established that it is the experience of living in a household with persistently low income
(rather than ‘just’ very short-term low income) that increases the chances of poor outcomes for
children in their childhood and in later adult life. Information about the degree of low-income
persistence, the patterns of movement into and out of low income, and of income mobility more
generally across the full income spectrum is important for a fuller understanding of the nature and
extent of poverty among children.

The bulk of the findings in this report are based on the cross-sectional information available in Stats
NZ’s Household Economic Survey (HES) — for each survey a different sample of households is
selected and different individuals are interviewed each time. Longitudinal data is needed to produce
information about low-income persistence and income dynamics / mobility — here, the same
individuals are followed from one wave of the survey to the next.

Stats NZ’s Survey of Family, Income and Employment (SoFIE) which ran from 2002-03 to 2008-09 is
the latest national longitudinal survey that New Zealand has. Interviews for the first wave of Stats NZ's
new longitudinal survey, Living in Aotearoa, began in April 2022. This short sub-section is a
placeholder on persistence in the interim while the waves build up.°

Three approaches to conceptualising and measuring low-income persistence

e Looking at the whole population of interest and reporting the proportions in poverty in selected
numbers of waves in a given window.

e Looking only at those in poverty in a given wave and reporting the proportions of this group
who were in a selected number of immediately previous or future waves.

e Chronic low-income as a measure of persistence: on this approach, being in persistent low
income means living in a household whose average income over N years is lower than the
average of the poverty threshold over the same period. One of the advantages of this
approach is that it addresses the issue of households that have incomes that fluctuate in a
band just below and just above the poverty line being used — such minor fluctuations are
counted as ‘mobility’ or ‘moving in or out of poverty’ and this can create an overly optimistic
view of the ability of mobility to resolve low-income issues.

Figure G.12 shows the trend in persistent low income in the UK over the period from 2020-11 to
2017-18 using the first approach. Persistence is defined as being in poverty in three or four of the last
four interviews (including the current one). The low-income measure is BHC 60 and the data is from
the very large longitudinal Understanding Society survey run by the Institute for Social and Economic
Research at the University of Essex (40,000 households in wave one). The somewhat startling finding
is the flatness of the trend which indicates essentially ‘no change’ in persistence in the period.

Figure G.12
UK trends in persistent low income (BHC 60) for the whole population (LH chart) and children (RH chart)
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Source: UK Department for Work and Pensions (2020), available at Income Dynamics: Income movements and the persistence
of low incomes, 2010 to 2018 (revised sept 2020) (publishing.service.gov.uk)

5 Section K in the 2019 Household Incomes report has more information on low-income persistence and income mobility,
drawing on SoFIE and selected reports from other countries.


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/917304/income-dynamics-income-movements-and-persistence-of-low-incomes-2010-18-revised-sept-2020.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/917304/income-dynamics-income-movements-and-persistence-of-low-incomes-2010-18-revised-sept-2020.pdf

119

Figure G.13 uses the second approach in which the starting point is the group currently in poverty.
Those in persistent poverty are those in poverty in the current interview who were also in poverty in
two or three of the immediately preceding three surveys. The low-income measure is BHC 60 and the
data is from Eurostat’'s EU-SILC survey. The chart is only for the whole population as the samples are
generally too small to give a robust trend for children.

Compared with the first approach (Figure G.12 above), the second more focussed approach shows
some changes in the persistence rate over time, but these changes year-on-year are likely to be less
than the sample error on the change, even for the whole population.

A feature of this definition of persistence (which is the official EU definition) is that across EU
countries there is a reasonably linear relationship between BHC 60 low-income rates and BHC 60
persistent low income rates in a given year, with the persistence rates mostly falling within 60 to 70%
of the cross-sectional rate. Countries rank in a very similar way on both cross-sectional and
persistence measures of low-income (ie high correlation). This phenomenon is discussed in detail in
Section P of this report. For Belgium the persistence rate is 64% of the cross-sectional rate on
average over the 8 years, and 67% for Ireland, with the proportion for any given year staying within
the 60-70% band.

Figure G.13
Trends in low income and persistent low income (BHC 60) for the whole population
for Belgium and Ireland, 2012 to 2020, EU-SILC and Eurostat definition of persistence
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An example of the chronic poverty approach is reported in Section L of the 2019 Household Incomes
Report, based on analysis of SoFIE data. Key points from that analysis are:

e The chronic poverty rate is around 80% of the current rate in a given wave.

e Those in chronic poverty do not however form a subset of those in current poverty in a given
wave. For children, out of every 100 in current poverty at any time:

o 60 are also in chronic poverty, and in addition another 20 not in current poverty are in
chronic poverty.

o The 40 who are in current poverty but not chronic poverty form part of the group with
more transient experiences of poverty.
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Section H

Placeholder for a section on ‘Food insecurity’ in next
edition
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Section |

Housing affordability for children and their households —
renters and owners

This Section on housing affordability focuses on those already in their own homes or renting. It does
not look at affordability from the perspective of those in the market seeking to purchase a property.

High outgoings for housing costs relative to income are often associated with financial stress for low-
to middle-income households. Low-income households especially can be left with insufficient income
to meet other basic needs such as food, clothing, basic household operations, transport, medical care
and education for household members.

There is no internationally agreed measure of housing (un)affordability but the general idea of a ratio of
housing costs outgoings to income is widely used. The ratio is called OTI for short (outgoings-to-income
ratio).’° There are two main sets of decisions to make when deciding on and implementing an OTI
measure:

¢ What to include in the measurement of housing costs and whether to use gross housing costs
or net housing costs after offsetting gross with any housing support

e  Which low-to-middle-income households? What OTI threshold?

Table 1.1 shows the different definitions of housing costs and treatment of housing support used by
selected sources in New Zealand and internationally.

Table I.1
Components of housing costs included in affordability analysis by selected sources
Housing cost components (primary dwelling only or others too?)
— — Treatment of
Rent | ‘orincipal | nterest | RS | insurance | eloctrioty. gas,ete | OS¢ SUPPOT
Eurostat v - v v v v Deducted from HC
OECD ‘short’ v v v Included in income
OECD ‘total’ v v v v v v Included in income
HBAI (UK) v - v v v v Included in income
Australia (ABS) v v v v v Included in income
Stats NZ from 2007 v v v v v Included in income
MSD reports v v v v v Included in income

An OTI threshold of 30% is commonly used, though some use 40%. Whatever OTI threshold is used
the issue of housing affordability is clearly more demanding for low-to-middle income households than
for higher-income households. Using, say, a 30% or 40% threshold and applying it to households of
all incomes gives a misleading indication of the size of any unaffordable housing issue: it inflates the
assessment by including households clearly not in housing stress. It is also disrespectful to those in
real housing affordability stress to be grouped with higher income households who have plenty left
after paying for their accommodation.6?

Australia use the 30:40 indicator for measuring housing affordability stress:

‘The 30:40 indicator identifies households as being in housing affordability stress when the
household has an income level in the bottom 40 per cent of Australia's income distribution and is
paying more than 30 per cent of its income in housing costs. The underlying assumption is

that those on higher incomes who pay more than 30 percent of their income for housing do so as a
choice and that such housing costs have little or no impact on the household's ability to buy life's
necessities (such as food, health care, education etc.).’ 62

8 Another approach is to use a minimum level of ‘residual income’ as an indicator of housing stress. ‘Residual income’ is

income left over after paying for accommodation. This method is covered off in the use of AHC low-income measures
earlier in the report.

See Affordable Housing Commission (2019) for a good discussion of the issues around setting a threshold and defining
‘unaffordability’.

https://www.ahuri.edu.au/research/brief/understanding-3040-indicator-housing-affordability-stress

61

62



http://ec2-13-238-222-5.ap-southeast-2.compute.amazonaws.com/research/final-reports/105
http://ec2-13-238-222-5.ap-southeast-2.compute.amazonaws.com/research/final-reports/105
https://www.ahuri.edu.au/research/brief/understanding-3040-indicator-housing-affordability-stress
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The EU’s Housing Cost Overburden measure uses a 40% threshold. As shown in Table I.1 above
they have a wider definition of housing costs than Australia and New Zealand use, and also use net
housing costs in the numerator of the ratio. See Perry (2021c) for New Zealand comparisons using
the EU definition.

The measure used in this section

This section uses a simple OTI ratio of gross housing costs to household disposable income, the same
measure used by Stats NZ.53 Housing costs are taken as rates, dwelling insurance, mortgage payments
(principal and interest) and rent. Housing support is included in income.%* Trends are reported using
OTI thresholds of 30%, 40% and 50%, especially for low-income households (the lower two quintiles,
Q1 and Q2). There is a special focus on households in private rental accommodation.

The figures and trends are national average figures for households with children. Sometimes the
households are counted and sometimes the children are counted. Table 1.3 on the next page provides
the detail of how many children are in each quintile for the different ways of creating quintiles (ranking
households or ranking individuals using their household income).

The OTI measure has its limitations. For example, a household may have a low OTI simply because it
is in poor quality (‘cheap’) or overcrowded accommodation. A low OTI on its own does not always signal
that the household is in ‘good’ housing. There may also be (potential) housing stress which remains
unseen — for example, adult children living with parents not by choice but by necessity. It nevertheless
is a useful metric as part of a suite of ‘decent housing’ measures.

Impact on OTlIs of the presence of very-low-income (VLI) households and of the treatment
used in the report

OTI housing unaffordability figures are sensitive to the presence of the relatively high number of very-
low-income households (VLIs) in the HES-Admin data, as shown in Table 1.2 below.55

The Current CPRIs row is from the 2022 Child Poverty Related Indicators publication,®¢ with the
figures provided by Stats NZ with no special treatment for VLIs.” The MSD row applies the treatment
described in this report. The VLI matter is of no great consequence when looking at all children, but
those numbers are not suitable for a housing stress measure, as discussed above. Looking at low-
income households with children (Q1), the VLI issue has a significant inflationary impact on the
estimation of the proportion of children in households experiencing housing stress. VLI households
are by definition at the very low end of Q1, and as they have ‘normal’ housing costs they will inevitably
have very high OTls.®8

Table 1.2
Housing cost OTIs for all children in their households and for two low-income groups (Q1 and Q1+Q2):
Comparison of DPMC/Stats NZ and MSD rates for 2020-21 (%)

All Q1 Q1+Q2
>30% | >40% | >50% | >30% | >40% | >50% | >30% | >40% | >50%
Current CPRIs (DPMC / Stats NZ) 34 18 10 60 48 35
MSD, with treatment for very-low-income HHs (VLIs) 33 17 9 48 36 24 45 27 15

Note for table:
The income quintiles are whole population quintiles, based on the ranking of all individuals by their households’
disposable incomes (incomes from all sources, after taxes and transfers, and including the AS). See Table 1.3 for
the distribution of children and households with children across population quintiles.

63 See https://www.stats.govt.nz/information-releases/household-income-and-housing-cost-statistics-year-ended-june-2021/

Both the Accommodation Supplement and the Income Related Rent Subsidy for public housing tenants are included in the
BHC income measure.

See the summary of the VLI issue and the treatment used in this report at the start of Section G above, pp103ff. Sections N
and O provide a more detailed discussion.

https://dpmc.govt.nz/publications/child-poverty-related-indicators-report-2020-21

Households with zero income are given a zero OTI.

%  See Tables O.3a and O.3b for the housing costs of VLI households.

64

65

66

67


https://www.stats.govt.nz/information-releases/household-income-and-housing-cost-statistics-year-ended-june-2021/
https://dpmc.govt.nz/publications/child-poverty-related-indicators-report-2020-21
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Applying the 30:40 indicator (as used in Australia)

The MSD row in Table 1.2 reports a housing unaffordability rate of 45% for children in low-income
households (Q1+Q2) when using a 30% OTI threshold. Table 1.3a shows that 48% of children are in
households in the lower two population income quintiles when ranking is done on individuals, as it is
in Table I1.2. That means that around 22% of all children (0.45 x 48%) are in unaffordable housing on
this measure.

If low-income is limited to the lowest income quintile (Q1) rather than Q1+Q2, then around 11% of
children would be considered to be in unaffordable housing (0.48 x 22%).

Table I.3a
Distribution of individuals by the BHC equivalised income of their households (quintiles on individuals):
Whole population and children, % across, HES 2018-19 to 2020-21

Q1 (ow) | Q2 Q3 Q4 Q5 ALL #s

All individuals 20 20 20 20 20 100 4,814,000

(All households) 24 18 18 20 20 100 1,762,000

Children (0-17 yrs) 22 26 22 16 14 100 1,111,000

(All households with children) 19 24 23 19 16 100 596,000
Table I.3b

Distribution of households by their BHC equivalised income (quintiles on households):
All households and households with children by selected tenures, % across, HES 2018-19 to 2020-21

Q1 (low) Q2 Q3 Q4 Q5 ALL #s
All households 20 20 20 20 20 100 1,762,000
Households with children 16 24 25 19 15 100 596,000
Households with children - private rent (no AS) 12 26 32 20 9 100 102,000
Households with children - private rent (with AS) 27 42 22 7 - 100 91,000
Households with children - public 58 28 12 - - 100 33,000

Note: cells <=1.5% are masked

Table 1.4 shows the number and proportions of children and households with children by tenure on
average over the latest three HES years, 2018-19, 2019-20 and 2020-21. The bulk are in owner-
occupier homes (just under 60%); those in private rentals are divided fairly evenly between those
receiving AS support and those not doing so.

Table 1.4
Numbers and proportions (%) of children and households with children by tenure:
Average across HES 2018-19 to 2020-21

Households with children (humbers) 357,000 106,000 91,000 31,000 19,000 605,000
Children (numbers) 659,000 191,000 182,000 75,000 35,000 1,142,000
Households with children (% across) 59 18 15 5 3 100
Children (% across) 58 17 16 7 3 100
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Long-run trends in OTlIs for households with children (all and those in Q1)

Figure 1.1 reports on trends for all households with children in all tenures. While this information does
not help with assessing the proportion of children in unaffordable housing it is nevertheless of value in
monitoring trends overall and noting significant changes.

Figure 1.1
Spending on accommodation as a proportion of income (%) for
all households with children, using OTls, 1988 to 2021
50

HES-TAWA | HES-Admin
'

e S

OTI > 30% !
O L S —

20
OTI > 40%

OTI > 50%

0 L e o e B L o A S
1985 90 95 00 05 10 15 20 2025

Figure 1.2 focuses on the housing unaffordability trends for low-income households with children
(Q1). Just over half (52%) spend more than 30% of their income on accommodation costs, 40%
spend more than 40%, and close on one in three spend more than half their income on
accommodation costs.

The numbers here are for households with children and are a little different from those in Table 1.2
above which count the children themselves. Table 1.6 at the end of this Section provides
comprehensive OTI information for all income quintiles and for the Q1+Q2 low-income group.

Figure 1.2
Spending on accommodation as a proportion of income (%) for
low-income (Q1) households with children, using OTls, 1988 to 2021
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Spending on accommodation for households with children living in private rentals, with and
without AS support

There is particular public policy interest in households with children living in private rental
accommodation, especially those in receipt of housing support through the Accommodation
Supplement (AS). Around one in three children live in these households, split fairly evenly between
those receiving the AS and those not (see Table |.4 above). The material hardship rate for children in
households renting privately and receiving AS support is high (28% compared with 11% for all
children in the 2020-21 HES) ¢ and the bulk have BHC household incomes in the lower two
population quintiles (Q1 and Q2).

5 Down from 36% and 13% respectively in the 2018-19 HES, reflecting the extra support from the AS changes introduced in

2018, increases to income support for families with children, and other measures that reduce demand on the family budget
(eg free doctors’ visits and the food-in-schools programme).
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Figure 1.4 shows that in recent years around 40% of households with children (with AS support) were
spending more than 40% of their income on accommodation. This is back to where it was as the GFC
impact was beginning in 2008 and 2009, and down from the higher levels in the post-GFC downturn
(close to 50%). These high levels of housing unaffordability for this group go a long way to explaining
their high material hardship levels.

Those in private rentals but not receiving the AS had lower greater-than-40% OTIs (19% on average
over 2018-19 to 2020-21), bringing the overall greater-than-40% figure down to just under 30% for
households with children in private rentals.

Figure 1.4
Spending on accommodation as a proportion of income (%) for
households with children renting privately, using the OTI > 40% threshold, 2007 to 2021:
all these households and those receiving AS support
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Even though the bulk of households with children in private rentals (with AS) are in the lower two
income quintiles (Q1 and Q2), not all are. Fig 1.5 focuses on those in the lower income quintiles,
removing the diluting impact of the higher-income households.

Figure 1.5
Spending on accommodation as a proportion of income (%) for low-income
households with children (Q1 and Q1+Q2), renting privately and receiving the AS, 2007 to 2021

100 ; 100 :
HES-TAWA ! HES-Admin HES-TAWA | HES-Admin
Vo H
B0 | OmMEAMR T 80 L
; | ~—
P i
L T 2 T 60 [
H v—/\/ 3 -
' oTI > 40% i
40 \f ' — 40 :
o > 50% 1 \/\__/—\/ '
! 0TI > 50 :
20 ; 20 [ OO ST
Q1 only i Q1and Q2
0 ; — S — 0 — : o
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Note: AS = Accommodation Supplement and OTI = (housing costs) outgoings-to-income ratio

e For Q1 households with children that are renting and receiving the AS, 85% are spending
more than 30% of their income on accommodation, 65% are spending more than 40%, and
around 40-45% spend more than half their income on accommodation.

e Looking at the wider group of low-income households (Q1 and Q2 together), three in four
(76%) are spending more than 30% of their income on accommodation, half (51%) more than
40% and 28% more than half their income.

e Households with such high relative accommodation costs have very low residual or after-
housing-costs (AHC). It is therefore no surprise that their material hardship rates are so high.
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Trends in accommodation costs relative to income for households with children, comparisons
of averages across unequivalised quintiles

This section uses a different approach. Instead of counting those with OTIs above a threshold, Figure
1.6 shows the trends in the average housing costs as a proportion of average unequivalised income
for households with dependent children (with all adults under 65). The quintiles are quintiles of
households with children. The proportions spent on accommodation:

e increased from 15% in 1988 to 22% in HES 2021 for all households with children
e increased from 23% to 40% for the lowest income quintile (Q1) and 19% to 30% for Q2.

Figure 1.6
Average housing costs relative to unequivalised income (%),
under 65 households with children, 1988 to 2021
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Note for chart.
The longer-term trend lines give robust indications of current and past levels of
spending on accommodation relative to income, and of the relativities between groups
(as reported in the associated text). The year-on-year fluctuations are not robust
enough to support conclusions about rises or falls in these and similar short periods.

The reported Q1 proportion in Figure 1.6 (~40% in HES 2020-21) is an average — this means that
there are some low-income households with children (Q1) for whom accommodation costs make up
more than 40% of their income. In addition, the 40% figure itself is dampened by the presence of
households that reside in public housing for which the rent is capped at 25% of income. Almost all of
these households are in Q1. One group from Q1 that has a higher-than-average proportion of income
spent on housing costs are those households with children who rent privately and receive the AS (see
section on previous page). The top broken line in Figure 1.6 shows that this group on average spends
around half their household income on accommodation. Low-income households that spend so much
of their income on accommodation are highly likely to be unable to afford the other basics of life. This
is reflected in the high material hardship rates for this group, as shown in Table I.5. Note that only this
sub-group is reported on in the table: being in Q5 here means being in the highest income zone for
this sub-group only, not the highest for all children. The separate row under the note for the table
shows where the incomes of the private renting (with AS) group fit relative to those for all children.

Table 1.5
Household income and material hardship rates for children living in private rentals (receiving the AS),
by unequivalised household income quintiles of these children only, average of HES 2018-19 to 2020-21

Q1 (low) Q2 Q3 Q4 Q5 ALL
Median household income ($) of all in the quintile (unequiv) 38,000 50,000 64,000 85,000 122,000 64,000
Material hardship (%), DEP-17, 6+ 46 40 29 23 21 32
Severe material hardship (%), DEP-17. 9+ 24 17 16 9 7 15

Note for table: There are around 180,000 children (90,000 households with children) in private rentals and receiving AS
support — see Table 1.4 for further detail on tenure.

Distribution of children (%) in private rentals (with AS) across

L . 42 25 15 12 7 100
quintiles of all children, ranked by their HHs’ unequiv income




Table 1.6 provides all the information shown in the OTI charts above (and more), covering OTI
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thresholds of 30%, 40% and 50%. The quintiles are population household income quintiles, counting

households.

Table |.6a
Proportion of all households with children with housing cost OTls > 30%, by income quintile (%)
HESyear | Q1 Q2 Q3 Q4 Q5 ALL Q1+Q2
1.6 tables. 22 14 10 7 7 13 17
1990 28 20 13 8 11 17 24
1992 36 30 16 13 15 24 34
1994 53 31 17 15 10 29 45
1996 56 38 24 15 8 32 47
1998 61 42 23 19 9 34 51
2001 56 44 23 14 19 33 50
2004 46 38 20 14 10 27 42
2007 49 42 28 33 24 36 44
2008 51 44 32 33 21 38 47
2009 55 48 36 32 17 40 50
2010 55 46 36 30 13 39 50
2011 54 45 36 27 15 38 49
2012 58 46 35 24 15 38 51
2013 59 45 34 23 13 38 51
2014 57 45 34 20 11 36 50
2015 57 45 36 21 12 37 50
2016 55 45 36 23 15 37 49
2017 54 46 34 24 16 37 49
2018 53 46 33 25 14 37 49
2019 52 47 32 26 15 35 49
2020 54 50 34 25 16 37 51
2021 52 47 33 23 14 35 49

Note: From HES 2008 to 2018, the table shows the smoothed trends using a rolling

two-year average. The source for 2019 to 2021 is HES-admin. See the

introduction to Section G for a description of the different datasets that are used
in the 1.6 tables.
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Table 1.6b
Proportion of all households with children with housing cost OTls > 40%, by income quintile (%)
HESyear | Q1 Q2 Q3 Q4 Q5 ALL Q1+Q2
1988 14 6 4 1 3 6 9
1990 15 8 3 3 3 7 11
1992 22 14 7 10 5 13 19
1994 30 16 8 3 15 25
1996 39 23 12 2 6 19 31
1998 46 21 9 9 5 20 33
2001 42 25 12 6 5 20 34
2004 31 23 11 7 3 16 27
2007 36 22 13 18 8 20 27
2008 35 23 16 17 8 20 28
2009 36 25 18 15 8 21 29
2010 38 23 17 12 7 21 29
2011 38 23 18 11 6 20 29
2012 42 24 16 11 4 21 32
2013 43 24 14 8 4 20 32
2014 41 23 16 6 4 20 30
2015 39 22 17 7 3 19 29
2016 37 21 15 8 3 18 27
2017 36 20 14 8 4 17 26
2018 38 20 13 9 5 18 27
2019 41 24 13 8 4 18 31
2020 41 28 12 7 6 19 33
2021 41 26 12 5 5 18 32
Table I.6c

Proportion of all households with children with housing cost OTIs > 50%, by income quintile (%)

HESyear | Q1 Q2 Q3 Q4 Q5 ALL Q1+Q2
1988 10 2 2 0 1 5
1990 9 5 1 2 2 7
1992 15 7 5 3 2 12
1994 19 6 4 4 2 14
1996 26 8 4 2 3 10 18
1998 31 10 4 4 4 12 20
2001 28 12 7 3 2 11 20
2004 20 10 6 a4 2 9 15
2007 24 12 5 5 4 10 17
2008 23 12 6 6 3 10 16
2009 22 13 8 5 4 11 16
2010 23 12 8 3 4 10 16
2011 24 11 8 4 3 10 16
2012 25 11 6 6 1 11 17
2013 27 13 5 4 1 11 19
2014 26 11 6 3 1 10 17
2015 23 10 6 4 1 15
2016 23 11 5 4 1 16
2017 24 7 5 2 14
2018 27 7 5 3 10 15
2019 28 12 5 3 1 9 18
2020 29 14 4 2 1 10 20
2021 31 10 4 2 1 9 19

Note: From HES 2008 to 2018, the table shows the smoothed trends using a rolling
two-year average. The source for 2019 to 2021 is HES-admin. See the
introduction to Section G for a description of the different datasets that are used
in the 1.6 tables.
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PART TWO
Selected measurement themes and issues:
more detailed discussion
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Section J

Material deprivation or hardship indices, and MSD’s
material wellbeing index

Material deprivation or material hardship indices are now fairly well-developed for European nations
and New Zealand. These measures use survey information about what basics and near-basics
households can and cannot afford in order to rank households across a spectrum from no hardship
through to severe hardship.

DEP-17

Much of the analysis in this report uses MSD’s DEP-17 general purpose material hardship index — this
is also used by Stats NZ for its official reporting on material hardship under the CPRA. The 17 items
are shown in the table below.

For each household, one adult respondent is selected at random to answer the questions, some of
which are about the household (H) and some about the respondent (R). The DEP-17 score for each
respondent is simply the sum of all reported enforced lacks or deprivations. This score is attributed to
the household itself and to all household members and the households and the individuals in them
are ranked by these scores. Thresholds can then be set, representing different depths of material
hardship or deprivation (eg 6+/17, 7+/17, and so on). This is the same approach as is taken with
income measures: total household income is attributed to each household member, then thresholds
are set at selected income levels and income poverty rates for different depths are reported.

Table J.1
Composition of DEP-17
and the % in households for which the respondent reported various deprivations
(HES 2018-19, 2019-20 and 2020-21)

Enforced lack of essentials (for respondent or household as a whole) 18-19 | 19-20 | 20-21
meal with meat, fish or chicken (or vegetarian equivalent) at least each 2nd day R 2 1 1
two pairs of shoes in good repair and suitable for everyday use R 2 2 2
suitable clothes for important or special occasions R 4 3 3
presents for family and friends on special occasions R 5 4 4
home contents insurance H 15 14 14

Economised, cut back or delayed purchases ‘a lot’ (because money was needed for other
essentials, not just to be thrifty or to save for a trip or other non-essential)
went without or cut back on fresh fruit and vegetables H 4 3 3
bought cheaper cuts of meat or bought less than wanted H 13 12 10
put up with feeling cold to save on heating costs R/H 8 7 5
postponed visits to the doctor R 8 7 6
postponed visits to the dentist R 25 23 22
did without or cut back on trips to the shops or other local places R/H 11 10 8
delayed repairing or replacing broken or damaged appliances H 9 8 7

In arrears more than once in last 12 months (because of shortage of cash at the time, not through forgetting)

rates, electricity, water H 6 6 5

vehicle registration, insurance or warrant of fitness H 6 5 5

Financial stress and vulnerability

borrowed from family or friends ‘more than once’ in the last 12 months to cover everyday living costs H 9 8 7

feel ‘very limited’ by the money available when thinking about purchase of clothes or shoes for self
(options were: not at all, a little, quite limited, and very limited)

could not pay an unexpected and unavoidable bill of $500 within a month without borrowing H 21 20 17

Reading note for table:

The figures in the right-hand three columns are based on the information provided by the household’s respondent. For
example, in the fresh fruit and vegetables row for 18/19, 4% of the population were in households where the respondent
said they (or their partner) went without or cut back ‘a lot’ (rather than ‘a little’ or ‘not at all’). The fourth from right column
indicates whether the item is respondent-focussed (R) or household-focussed (H). Though for most items the R/H
distinction is clear, a few could be either. This uncertainty is being addressed in the 2021-22 LIA survey.
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Table J.2 shows how the DEP-17 scores are distributed for the population as a whole, children aged
under 18, and children aged 6-17 years. The latter group is included as for reporting on child-specific
deprivation items the report uses this age-group. The distribution is almost identical to that for all
children.

The material hardship threshold used by the MSD reports and by Stats NZ for the CPRA statistics is
6+/17, and the severe hardship threshold is 9+/17. These are shaded in the table.

Table J.2a
Cumulative distribution of the DEP-17 scores (% individuals), HES 2018-19
Score 0+ 1+ 2+ 3+ 4+ 5+ 6+ 7+ 8+ 9+ 10+ 11+
ALL (%) 100 | 46 | 30 | 22 | 17 | 13 9 7

0-17yrs (%) | 100 | 54 | 38 | 29 | 23 | 18 | 13 | 10
6-17yrs (%) | 100 | 53 | 38 | 20 | 23 | 18 | 13 | 10

Table J.2b
Cumulative distribution of the DEP-17 scores (% individuals), HES 2020-21
Score 0+ 1+ 2+ 3+ 4+ 5+ 6+ 7+ 8+ 9+ 10+ 11+
ALL (%) 100 | 41 26 | 18 | 13 9 7 5 4 3 2 1
0-17yrs (%) | 100 | 48 | 31 23 | 18 | 14 | 1
6-17yrs (%) | 100 | 47 | 32 | 23 | 18 | 14 | 11 8 6 5 3

Figure J.1 shows the cumulative distribution of DEP-17 scores (% individuals) over three surveys:
HES 2014-15, HES 2018-19 and HES 2020-21. The reduction in material hardship is shown by the
lower percentages at each DEP-17 level. Those in households reporting zero hardship items
increased from 41% to 52% in the period covered.

Figure J.1
Cumulative distribution of the DEP-17 scores (%), HES 2014-15 to 2020-21, 0-17 yrs
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The lines for 2017-18 and 2019-20 are suppressed to avoid clutter. The 2017-18 line is fairly similar to
the 2018-19 (green) line and the 2019-20 line falls between its adjacent surveys (green and red).
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International comparisons (EU-13)

For the international comparisons in Section D this report uses the EU’s 13-item Index of Material and
Social Deprivation (‘EU-13’ for short).”® The 2018-19, 2019-20 and 2020-21 HES have most of the
EU-13 items in it and the remainder can be reasonably approximated. The 13 items are listed in
Appendix 1 (and in Section J).

The correlation between the DEP-17 and EU-13 indices in the 2018-19 HES was 0.86 for the whole
population and 0.87 for children, and is much the same in the 2017-18 and 2019-20 data. As
illustrated in the selection in Table J.3 below, the EU-13 and DEP-17 measures give very similar
hardship rates for different population sub-groups. 7

Table J.3
Comparisons of DEP-17 and EU-13 hardship rates for children in selected groupings
for HES 2017-18, 2018-19 and 2020-21

HES 2017-18 HES 2018-19 HES 2020-21
EU-13 (5+) | DEP-17 (6+) | EU-13 (5+) | DEP-17 (6+) | EU-13 (5+) | DEP-17 (6+)
All children (0-17 yrs) 13 13 14 13 11 11
Household type
2P HH with any deps 9 8 10 9 6 6
SP HH with any deps 34 38 32 32 28 31
Other fam HHs with any deps 16 15 16 16 13 12
Other HHs 7 11 15 11 13 11
Number of children in household
1 8 9 11 11 8 8
2 10 10 10 10 7 8
3 17 16 16 13 11 11
4+ 27 26 28 27 27 27
Labour market status of household
Self-employed 3 3 3 2 2 2
At least one FT worker 10 9 11 10 7 7
No FT worker (may have PT) 39 42 38 38 32 36
PT work only 26 32 29 25 19 20
Some work (excl SE) 11 11 12 11 8 7
Workless 45 46 42 44 39 43

When using deprivation indices such as DEP-17 (and EU-13) it is important to recognise what they
are and what they are not:

They do not purport to use the 17 (or 13) most important or most serious deprivations — the
selection process for such an approach would be fraught and would not be likely to command
widespread support.

Rather they are designed as instruments to rank households by their differing degrees of
material hardship, using a balanced set of indicators that cover a range of domains and degrees
of depth of deprivation, reflect the same underlying concept (or ‘latent variable’), and which
apply reasonably well to people in different age groups and household types.

Not every conceivable deprivation item has to be used to create a valid and useful index. What
is needed is a judiciously selected set of items which tap into the same underlying latent
variable. Those lacking these basics and near-basics are more often than not without other
potential index items. That is why EU-13 and DEP-17 give similar results. There is good
evidence of a relatively widespread consensus on what basic and near-basic needs are.”?
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See Guio et al (2012, 2017b) for detail on the criteria and process followed for item selection for the EU-13 measure and on
the validity and reliability of the index itself.

One of the criteria used in selecting a DEP-17 threshold of 6+/17 was that the DEP-17 material hardship rate for children
should be similar to that produced by the EU-13 5+/13 measure in 2017-18. (They were 13.2% and 13.5% respectively).

See Dickes et al (2010) for the EU as a whole; Gordon et al (2013), and Mack and Lansley (2015) for the UK.
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Measuring child material hardship

In broad terms, there are three types of indices that can be used to produce child material hardship
statistics:

Those that use only child-specific items (often based on information from the household
respondent). An example of this is the 14-item index used in UNICEF’s 2012 Report Card #10
and the 2013 Report Card #11.73 A limitation of this approach is that it does not take account of
a wide range of general household items that are very relevant to the material wellbeing of
children in the household (eg keeping home warm, no dampness or mould, access to private
vehicle, getting appliances repaired or replaced, and so on). It also cannot be used to compare
children with other age-groups and household types.

Those that use both child-specific and child-relevant general household items. An example of
this is the new Child Material and Social Deprivation Index recently developed by European
researchers and formally adopted for EU usage in March 2018.7* The UK government also uses
a mixed-item index for measuring child material hardship.”® This approach addresses the first
issue noted above (some general household items are very relevant to the material wellbeing of
children in the household), but still cannot be used to compare children with others.

Those that use only general household items and items that relate to the adult respondent. This
approach addresses both the issues above, but leaves hanging the question as to whether a
general household index reasonably reflects the situation of the children in the household. For
the purposes of ranking countries on their child material hardship rates in league tables, the
second and third approaches give very similar results.

The MSD report uses the third approach as cross-group comparisons are priority outputs. It uses the
second approach to assist with painting a grounded picture of ‘life under the line’ (Section C), and for
scale calibration (Sections K and M). The report does not use the first one at all, but reports on individual
child-specific items and how their lack is distributed across household income or material well-being
deciles.”®
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de Neubourg et al (2012).
Guio et al (2018). The items are listed at the end of Appendix 1.

See, for example, Section 12 in the House of Commons Library’s Briefing Paper #7096 available at:
https://dera.ioe.ac.uk/id/eprint/34239

No HES items are available that have information based on the responses of children themselves. For recent New Zealand
research which does, see Office of the Children’s Commissioner and Oranga Tamariki (2019) for their research on ‘What
makes a good life? Children and young people’s views on wellbeing’.


https://dera.ioe.ac.uk/id/eprint/34239
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Sensitivity of material hardship indices to changes in household circumstances

A feature of material hardship trends is that they are often quite sensitive to changing household
circumstances and can show much higher percentage point changes for rates compared with the
corresponding changes in income poverty rates.

This can be seen for New Zealand children in Figure F.1 in Part One. This does not mean that in the
GFC material hardship in New Zealand ‘got a lot worse’, whereas income poverty became only ‘a little
worse’. It simply reflects two features of the use of material deprivation indices for time series: (a) by
their construction they are more sensitive than income measures to changing household circumstances,
when looking at percentage point changes, and (b) many households live in an “only-just-getting-by”
mode and even a small loss (gain) in income can easily lead to them moving below (above) a hardship
threshold.

This feature is not unique to New Zealand data as the charts below for Ireland show. The right-hand
chart uses an index approach with all three measures set to 100 in 2004. Their hardship measure shows
the greatest sensitivity.
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The Material Wellbeing Index (MWI)

DEP-17 and EU-13 are material hardship indices, focussing on the lower end of the material
wellbeing spectrum. MSD has also developed a Material Wellbeing Index (MWI) which ranks
households across the full material wellbeing spectrum from low to high. The MWI ranks households
very much the same at the lower end as does DEP-17. The 24 MWI items are listed in Appendix 1.77

7 See Perry (2019d) for more detailed information about the MWI.
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Is a 2006-07 to 2020-21 HES-based material hardship time series feasible given the
change in the item set between the 2011-12 and 2012-13 surveys?

The time series reported in Section F use the Economic Living Standards Index (ELSI) up to and
including 2012, and after that the Material Wellbeing Index (MWI). The MWI is the revised version of
the ELSI prototype. These indices are constructed using non-incomes data from Stats NZ’'s Household
Economic Surveys (HES), from 2007 to 2020:

e twenty-five items were collected from 2007 to 2012 (the ELSI items)
e inthe 2013 HES, 13 of the 25 ELSI items were dropped and 17 new items were added

e from 2013 to 2015 the survey collected 29 items from which the MWI and DEP-17 are
constructed

e from HES 2016 on, six more items were added, and the previous 29 were retained.

e from HES 2019 on, three new items were added, with all but one of the previous 35 retained.
The ‘continue to wear worn-out clothes’ economising item (not at all, a little, a lot) was dropped
and replaced with an enforced lack item about whether the respondent can ‘usually replace
worn-out clothes by some new (not second-hand ) clothes’.”®

The major change to the item set between 2011-12 and 2012-13 means that there can be no on-going
ELSI time series and, similarly, the new MWI series can run only from 2013. This means a break
between 2012 to 2013 with ELSI before the break and MWI after, which potentially thwarts efforts for a
time series across the whole period. This section shows that such a time series is feasible. It uses the
fact that 9 of the 12 items that are common to both the earlier and later datasets are suitable to be used
to create a good-enough index (DEP-COMMON) that shows the shape of the trend lines across the full
period, 2007 to 2018, for three thresholds. This information provides a solid guide for how to splice the
ELSI and MWI time series between HES 2012 and HES 2013, the period in which the item sets
changed.

The 9 common items are listed below. They are of two types:

Enforced lacks
e two pair shoes for daily activities (R)
suitable clothes for special occasions (R)
presents for families/friends (R)
home contents insurance (H)
holiday away from home for at least a week each year (R)

Economising ‘a lot’ to keep costs down so as able to afford other basic items
e go without fresh fruit and vegetables (H)
e continue wearing worn out clothing (R)
e postpone or put off visits to the doctor (R)
o do without or cut back on trips to the shops or other local places (H)
Note: R= for respondent, and H = for household as a whole.

The 3 items that are in both datasets but which are not used in DEP-COMMON are about hobbies
and overseas holidays (not suitable for tracking hardship) and income adequacy. The index score is
created simply by adding the number of items that indicate hardship (either an enforced lack or
economising ‘a lot’).

DEP-COMMON has a very good reliability score, with a Cronbach’s alpha of 0.76. The items cover a
reasonable range of domains. When it is used to identify the groups with the highest and lowest
deprivation rates it gives results similar to DEP-17 and EU-13 (see Table J.4 below). Its main limitation
is that with only 9 items there are relatively large gaps between rates for different thresholds in the
typical hardship zones. In other words, DEP-COMMON has a clunky cumulative distribution curve.
There are only three thresholds of any great use (3+, 4+, and 5+), and for the whole population the
rates in 2017-18 are 9%, 7% and 3% respectively.

8 See Appendix 1 for a list of the items collected in the HES.
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Table J.4
Comparisons of hardship rates for different sub-groups
using different indices (EU-13, DEP-17 and DEP-COMMON), HES 2017-18

HES 2017-18 EU-13 (5+) DEP-17 (6+) DEP-COMMON (3+)
ALL 9 8 9
0-17 15 13 15
65+
2P <65
SP <65 36 37 36
Couple <65
European (total) 6 6 7
Maori (total) 20 18 21
Children (main source = market) 9 8 9
Children (main source = govt) a7 43 45

Reading note: The thresholds used for the indices produce hardship rates which are close
enough (8-9%) for the purposes of the comparisons in this table.

Figure J.2 below uses the 9-item DEP-COMMON to create a time series from 2008 to 2018. DEP-
COMMON has good enough credentials to be used to show the shape of the trend lines for three
thresholds across the full period, HES 2007 to HES 2018.7° This provides a solid guide for how to splice
the ELSI - MWI time series between HES 2012 and 2013, when the item sets changed.

Figure J.2a
Constructing a material hardship time series, 2007 to 2018:
DEP-COMMON (9 items) compared with ELSI-MWI, whole population
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Figure J.2b
Constructing a material hardship time series, 2007 to 2018:
DEP-COMMON (9 items) compared with ELSI-MWI, children (0-17 yrs)
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® One of the nine items changed after 2017-18 so DEP-COMMON can't be continued beyond HES 2017-18.
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There is one group for whom the splicing is not robust — older New Zealanders, aged 65+.

The limitation can be seen in the discontinuity between the ELSI hardship levels (up to and including
2021), and those produced by the MWI for this group from 2013 on (Figure J.3).

Figure J.3
Discontinuity bwtreen ELSI and MWI trends for older New Zealanders, 65+
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The discontinuity is likely to be explained by the fact that ELSI uses self-rated satisfaction and self-
rated living standards in constructing the index, and these contribute a considerable portion of the
ELSI score. The MWI does not have any items like that in it.

For a given hardship score, using DEP-17 / MWI type items, older people generally self-rate lower
than other New Zealanders on the two self-rating items, perhaps reflecting a ‘disappointment’ factor —
having hoped to be better off by their age. This increases the measured hardship levels using ELSI,
but not for MWI which does not use the two self-rating items. See also Adaptive Preferences box on
next page.

Comparison of material hardship levels and trends for MWI and DEP-17 measures

Figure J.4 shows that for children (aged 0-17 years) the DEP-17 and MW!I hardship trends are close
from 2013 on, the period in which they can both be constructed from the HES. This finding holds for
both the standard and the severe hardship levels.

Figure J.4
Comparison of trends in material hardship rates using MWI and DEP-17, HES 2013 to 2020:
children (0-17 yrs)
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Adaptive Preferences

In his pioneering work on income poverty and its relationship with deprivation, Townsend (1979)
defined deprivation as ‘a state of observable and demonstrable disadvantage relative to the local
community or wider society or nation to which an individual, family or group belongs’ (Nolan and
Whelan (2011, p31). This conceptualisation was criticised on the grounds that deprivation, as
commonly understood, involves the notion of being denied the opportunity to have or do
something. The question arises regarding ‘non-possession’ as to whether this is by choice or
because of constraint. Mack and Lansley (1985) responded to this criticism by asking whether
the respondent is doing without the item or activity because they cannot afford it or just do not
want it.

This approach has been widely copied, and there is evidence that it does assist with capturing
resource constraints rather than choice (eg see Nolan and Whelan, 1996). However, in partially
resolving one issue it created another potential issue.

There is good evidence that disadvantaged individuals compare themselves with others who are
in the same precarious situation or even worse off and, as a result, lower their expectations and
adapt their aspirations and preferences to their material and financial constraints. This can lead
to “don’t want” responses rather “can’t afford” responses, resulting in a downward bias in
deprivation rates. Older people who are experiencing a lower living standard than they had
hoped for may also respond with “don’t want” rather than “can’t afford” as a strategy to maintain
a sense of dignity and still being in control of their own lives. See Figure J.3 above and the
related text for a New Zealand example.

This report generally uses the ‘enforced lack’ approach (though not for some of the child-specific
items) and at least in part addresses the ‘adaptive preferences’ issue through careful selection of
items for which the issue is likely to be less significant, including the use of the ‘economising’
mode for several of the items used. The careful item selection strategy is well illustrated by the
issues raised in relation to Figure J.3 above.

See McKay (2004), Hallerdd (2006), and Berthoud et al (2006) for recent discussions on the
issue of adaptive preferences and whether the ‘enforced lack’ approach for hardship
measurement introduces a systematic bias depending on how far preferences adapt to
circumstances. See also Crettaz and Suter (2013) who show that the adaptive preference issue
impacts different types of items differently.
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Section K
Setting thresholds for hardship indices

DEP-17 is a good ranking instrument for households at the lower end of the material wellbeing
spectrum, but there is no straightforward way of just looking at the DEP-17 item list and concluding that
a household is experiencing material hardship (ie ‘unacceptably low living standards’) if it has, say, 4+
or 8+ or some other count of the 17 deprivation items. This is in part because DEP-17 includes a few
items that some would say are not ‘absolute essentials’ for a minimum acceptable standard of living in
New Zealand — more like ‘near essentials’. This makes it difficult to use the internal logic of the index
by itself to set a range of defensible thresholds that would command widespread support.

To assist the judgement call that is inherent in setting a threshold, additional information from outside
the 17 index items is needed. MSD’s reports use two external reference points for this purpose:

e A suite of 18 items for which there is a strong case for considering them all as essentials for
New Zealand children, items that no child should go without.

e The level set by the Eurostat when using their EU-13 index.
The 18 essential items are listed in Table K.1 below and used in Figure K.1 below (next page). The list

is made up of 12 child-specific items and 6 general household items that are directly child-related and
essential for them.80

Table K.1
The 18 essential items used for the calibration in Figure K.1
Selected child-specific items (12) General child-relevant household items (6)
Do not have: Household deprivations that have direct relevance to
- two pairs of shoes in a good condition and suitable for children:
daily activities for each child - received help from food bank or other community
- two sets of warm winter clothes for each child group (more than once in last year)

accommodation severely crowded (2+ extra
bedrooms needed)

dampness or mould in dwelling (‘major problem’)

respondent reports putting up with feeling cold to
keep down costs for other basics (‘a lot’)

delayed repair or replacement of appliances (‘a lot")
no access to car or van

waterproof coat for each child (because of cost)
a separate bed for each child
fresh fruit and vegetables daily

meal with meat, fish or chicken (or vegetarian
equivalent) each day

good access at home to a computer and internet for
homework

friends around to play and eat from time to time
(because of the cost)
Economised ‘a lot’:
- unable to pay for school trips / events for each child
- had to limit children’s involvement in sport
- children had to go without music, dance, kapa haka,
art, swimming or other special interest lessons
- continued wearing worn out / wrong size clothes and
shoes

Note for Table J.1:
e  The economising questions ask about economising so as to be able to pay for other basics, not just to be thrifty
or save up for a special non-essential. Possible responses were ‘not at all’, ‘a little’, and ‘a lot’.
. In the MSD analysis, the child-specific items are applied to 6-17 year olds as some are not relevant to younger
children (eg school trips, involvement in sport).

8 The same approach is used in Section C for painting a picture of ‘life below the line’.
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Figure K.1 ranks children by their MWI ventile (5% grouping), and shows the rapidly increasing chance
of missing out on several of the 18 essentials for the lower ventiles, especially the lower two (ie lower
10% of children aged 6-17 years).
Figure K.1
Multiple deprivation for children, using 18 essential child-specific and child-relevant
general household items, HES 2018-19
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MWI ventile (5% grouping) of children aged 6-17 years

This analysis narrows the range of plausible thresholds, supporting a threshold in the range of 6+/17
to 8+/17 (see Table K.2 below which shows a child material hardship rate of 8-13% in this range of
thresholds).8!

Table K.2
Cumulative distribution of the DEP-17 scores (% individuals), HES 2018-19
Score 0+ 1+ 2+ 3+ 4+ 5+ 6+ 7+ 8+ 9+ 10+ 11+
ALL (%) 100 | 46 | 30 | 22 | 17 | 13 9 7

0-17 yrs (%) 100 54 38 29 23 18 13 10
6-17 yrs (%) 100 53 38 29 23 18 13 10 8 5

One of the values of the material hardship approach is that it allows fairly straightforward international
comparisons of how children are faring in terms of material wellbeing. We are able to compare New
Zealand hardship rates with those from European countries using Eurostat’s EU-13 measure. Setting
a DEP-17 threshold that gives hardship numbers that are in line with those produced using EU-13 is a
second external reference point that can be used. Eurostat uses a 5+/13 threshold for EU-13.

Table K.3 below compares DEP-17 rates for different age-groups using thresholds of 6+/17, 7+/17
and 8+/17 with the EU-13 rates for a threshold of 5+/13. The DEP-17 6+/17 threshold gives very
similar figures to the 5+/13 threshold for EU-13. See also Table J.3 above for further comparisons.

Table K.3
Comparisons of hardship rates using EU-13 (5+/13) and selected DEP-17 thresholds:
selected age groups for HES 2018/19

EU-13 DEP-17
5+ 6+ 7+ 8+
Population 11 9 7 5
0-17 14 13 10 8
18-24 10 10 7 5
25-44 10 10 7 5
45-64 10 6 5
65+ 4 2 2

MSD reports now use the 6+/17 threshold for DEP-17. Stats NZ does the same for their official CPRA
reporting on child poverty rates, with 9+/17 for severe material hardship.82

8 See Notten & Kaplan (2022) for another ‘narrowing the range’ approach using Canadian data.

82 See Statistics New Zealand (2019) and Perry (2019a) for further detail.
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Section L
Low-income measures

Household income as a proxy measure of resources and its limitations as a measure
of poverty as defined in this report and as used in general conversation

In relation to the high level definition of poverty used in most of the richer nations —‘exclusion from the
minimum acceptable way of life (standard of living) in one’s own society because of inadequate
resources’ — household income, adjusted for household size and composition, has traditionally been
used as a proxy measure of resources for the purposes of poverty measurement.

While this approach produces valuable information on income inequality and on the number of
households with incomes below selected low-income lines, it has several serious limitations as a
poverty measure. In particular, different households with very similar current income can have
different levels of non-income resources, sometimes reflecting higher income in previous years (eg
some cash savings, a good stock of basic household items, help in cash and kind from outside the
household, and so on), and different demands on the household budget (eg from differing housing
costs, special health costs, debt servicing, and so on).

¢ This means that low income on its own does not distinguish well between those with adequate
resources to sustain a minimum acceptable standard of living and those without these. Using
household income after housing costs (AHC income) helps but it is not a complete answer. In
other words, household income does not perform well as a poverty measure.

e This does not mean that income has little impact on the material wellbeing of individual
households — for low-income households especially, any increase in income makes a positive
difference. It’s just that when it comes to measuring poverty, income on its own is not a very
good identifier of those who are actually struggling, for the reasons outlined above.

What follows elaborates further on this theme (household income not performing well in identifying
those who are actually struggling financially):

e three examples using data from the 2017/18 and 2018-19 HES
e one from Stats NZ’s SoFIE longitudinal survey
¢ examples from the international literature

e recognition of the issue by Eurostat.

Many of the issues are discussed in Section A and there is some repetition here to help create a
consolidated resource in the one place.
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Figure L.1 shows the relationship between BHC household income and household MWI score. The
solid line shows the average MWI score for each BHC income decile, and the dashed lines show the
average MWI scores + one standard deviation. Higher household incomes are generally associated
with higher levels of material wellbeing, as expected. There is, however, considerable variation in
material wellbeing for given income levels (in deciles), though this variation diminishes for higher
household incomes. In addition, the correlation between BHC income and MWI score is relatively
modest at 0.33 (calculated on a household by household basis).

While measurement error and the range of income within each income decile will explain some of the
variation, the bulk is likely to reflect the impact of different levels of financial and physical assets and
of the ‘other’ factors noted above and in the framework diagram (Figure A.1).

Figure L.1
Average MWI scores for BHC income deciles with MWI standard deviation for each decile,
HES 2017/18
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Note for Table:

The smaller standard deviation for MWI scores for higher income households
does not mean that income for higher income households is a more reliable
indicator of material wellbeing than it is for lower income households. It simply
reflects the lower sensitivity of the MWI for discriminating between
households of varying degrees of higher material living standards. The key
point is that across the whole spectrum, and especially at the lower end
where the greatest policy interest lies, there is variation of material well-being
/ hardship within each income decile.
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Figure L.2 and the associated table below shows that for households with similar incomes (after
deducting housing costs), higher levels of liquid financial assets® mean lower levels of material
hardship. This is hardly a surprising finding, but it is not often to the fore in discussion and debate,
and it is rare for a single dataset to have all three pieces of information (income, liquid assets (such as
savings and accessible investments) and material hardship) to enable the analysis to be done.

Figure L.2
Material hardship rates depend on the level of liquid financial assets as well as on HH income

50%

Individuals within each household income quintile
are split into three groups according to the level of
40% liquid assets in their respective households.

AHC incomes, under 65s,
HES 17-18

30%

20%

Q1 Q2 Q3 Q4 Q5
Reading notes for Figure A.2 and associated table below:
e The five quintiles are quintiles of AHC household income — Q1 is the lowest quintile and so on.

e Individuals within each household income quintile are ranked by their household’s level of liquid assets, then split
into three equal-sized groups.

DEP-17 material hardship rate (6+/17)

Household Economic Survey 2017-18 Q1 Q2 Q3
median liquid assets ($) 0 400 | 8,000 | 100 | 1,200 {12,000 | 500 | 3,600 |19,300
can pay an unexpected + essential $500 bill
within a month without borrowing (%) 2 g & sl 7 S G % ES
used a foodbank more than once in previous
12 months (%) 25 10 2 6 4 1 4 0 0
put up with cold ‘a lot’ to save on costs (%) 25 14 11 10 8 4 7 5 4
borrowed from fam/friends more than once in
previous 12 months to pay for basics (%) £ = g e & . e & Z
self-assessed income adequacy — ‘not enough’ 46 21 17 22 10 6 14 6 4
material hardship rate (%) (6+/17, DEP-17) 47 18 7 19 11 4 9 1 2
avg AHC household income (equivalised) 11,000 | 11,000 | 10,000 | 21,000 | 21,000 | 22,000 | 30,000 | 31,000 | 31,000

The bottom three rows of the table are of particular relevance to the matter of the reliability and suitability
of household income as a measure of poverty as defined above.

There is explicit evidence here that households with close to the same income give quite different
responses to an income adequacy question, depending on their liquid assets. The responses are
contextualised ones about the adequacy of household income given their particular circumstances.
MWI and DEP-17 scores reflect the impact on living standards of these other circumstances as well as
that of household income, whereas household income is a more indirect measure of material wellbeing,
a proxy that cannot take account of other key factors.

8 Liquid assets represent the total across the following asset classes: Foreign and NZ currency greater than $1000, Bank
deposits, Bonds and other debt, Managed funds and other investment funds, Shares in listed corporations, Other non-
pension financial assets.
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The third illustration is given in Figure L.3 which shows the household income bands for the
households in which children identified as in hardship live (children living in households with a DEP-

17 score of 6+/17). It shows that:
]
]

(only) around one in four (28%) come from households with incomes below 40% AHC
almost two in three (60%) come from households with incomes below 60% AHC
just under one in three (29%) come from households with incomes above 70% AHC.

Figure L.3

Distribution across household AHC income bands of children identified as in hardship (DEP-17 of 6+/17)
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Note: Figure L.3 repeats Figure C.4 — see the latter for more detail.

The fourth illustration is given in Figure L.4 which shows how material deprivation increases with the
length of time that households are in a low-income state (ie looking at current annual income cannot
tell the whole story). The finding is consistent with the framework described in Figure A.1 and is not
surprising. It is not easy however to find empirical evidence that supports the first principles

theoretical logic.

After 7 years in persistent low income, the mean deprivation score had increased 6-fold from around
0.3 to 1.8 items. (Note that this is not the same as a 6-fold increase in the material hardship rate,
using a given threshold such as 2 out of 8 items. That analysis is not available.)

2.4

Figure L.4 (=A.5)
Mean deprivation score (NZiDep) by number of years in low-income households:
Children (0-17 yrs), SoFIE 2003 to 2009
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Notes for Table:
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Number of years in low income

Special 2012 run on the SoFIE data for MSD by Imlach Gunasekara & Carter (2012)

e SoFIE is Stats NZ's longitudinal Survey of Family, Income and Employment.
e NZiDep is an 8-item general material hardship index.The 8 items are similar to those in

the DEP--17 index.

e The low-income measure used is 60% of median gross household income (which gives
higher low-income rates than a 60% of median disposable household income measure).
In other words, the low-income threshold used in the graph is a generous one,.
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The concerns raised in this report about the use of income on its own for identifying the poor / measuring
poverty are not new. Ringen (1988) made a persuasive case that household income was both an
indirect and unreliable measure of poverty, to the extent that the statistics produced are ‘invalid’. The
issue is well summed up by Nolan and Whelan in their 1996 publication on Resources, Deprivation and
Poverty (p219):
‘[There are inherent difficulties in measuring income accurately .... but] the fundamental issue about
reliance on income in measuring poverty is not simply one of measurement: it is whether income,
properly measured, in fact tells us what we want to know when we set out to measure poverty’ (p219).

More recently, Guio et al (2020:8) sum up:

Although current (disposable) household income is usually used as a proxy for “command over
resources”, the association between current income and deprivation is far from perfect. This
imperfect link is documented extensively in the literature (see among others Whelan et al, 2001;
Whelan and Maitre, 2006; 2007; Berthoud and Bryan, 2011; Fusco et al, 2011; Nolan and
Whelan,2011; Verbunt and Guio, 2019).

The development of the EU-13 material and social deprivation measure was motivated in part by the
the limitations of household income measures of poverty. Notten et al (2017) have recently developed
a deprivation index using Canadian data, with similar motivation.8

The EU itself explicitly recognised the issue in 2002 through its naming of their official headline low-
income rate (BHC 60%) as the ‘at-risk-of-poverty rate’ (Atkinson et al, 2002). Nolan and Whelan
(2011) note that ‘this reflects an acceptance that low income on its own may not always be a reliable
indicator of poverty and social exclusion’ (p42). The Eurostat glossary notes that ‘this indicator does
not measure wealth or poverty, but low income in comparison to other residents in that country, which
does not necessarily imply a low standard of living’.85

In practice, however, the ‘at-risk-of qualifier is very often dropped and the discourse reverts to ‘19%
of children in country X live in poverty’ or similar, even at the official level. Examples abound.

The formal media release in January 2021 from the UN’s special rapporteur on extreme poverty and
human rights after his ‘mission’ to the EU in late 2020 / early 2021 talks in many places about ‘poverty
reduction’ and ‘almost 100 million living in poverty’, and so on, while only once or twice does the full
‘at-risk-of-poverty’ language get used. The impression left is that the EU is in dire straits.

Use of ‘poverty’ language for household income measures is given further legitimacy by the OECD’s
use of the 50% BHC measure as its preferred one — without even the EU caveat.

Most UNICEF Report Cards on children in richer countries include a poverty league table using BHC
50 or BHC 60 measures, without any qualification or caveat.8 All of this tends to legitimise the use of
relative low-income measures as poverty measures, despite the well-founded cautions of academics
and the built-in caveat in Eurostat’s at-risk-of-poverty language.

A recent UK publication on the working poor (McNeil and Parkes, 2021) notes that “The relative
poverty line is computed as 60 per cent of the median equivalised household income, with any

household under this amount being described as ‘in poverty’.” The quote marks around ‘in poverty’
raise an unarticulated question but it is never discussed.

84 The question of the validity of using low-income measures to rank countries in poverty league tables as is done by the EU,
the OECD, UNICEF, and so on, is a related but different question. The question in this section (Section L) is — ‘does low-
income reliably identify those in serious financial difficulty in a given country?’. The international question includes that issue,
but also asks ‘does a low-income measure (% of country median) reasonably rank countries in a poverty table when there is
great variation in GDP per capita between the countries?’. This report addresses the international question in Section D.

8  https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Glossary:At-risk-of-poverty _rate

8 A notable exception is UNICEF’s Report Card #10 which has a full discussion about the limitations of using household
income, especially in international comparisons (UNICEF (2012)).. See also de Neubourg et al (2012) for a Working Paper
supporting the approach in RC #10.
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Given the limitations, is there a place for using low household income in poverty
measurement?

While household income has some serious limitations as a precise indicator of poverty as defined above
(‘resources not adequate to support a minimum acceptable material standard of living’), there is a good
case for using it as part of a suite of measures that together provide a reasonable picture of how material
and financial disadvantage is distributed and how it is changing over time.

The re-distribution of income is a fundamental lever that governments have control over. There is an
obligation on governments (including from international commitments) and a public policy interest from
citizens to have publicly available information on how income is distributed across households and how
trends in rates change over time for selected groups. Income support is the main lever available to a
government for poverty alleviation. The impact of the use of re-distribution needs to be monitored and
its impact observed, alongside the impact of other interventions, even if household income is not a
reliable measure of a household’s ‘command over resources’.

The use of expenditure is not generally accepted as an alternative, in part because it also is not a good
proxy for reporting consumption possibilities, but also because the quality of the expenditure data is
often patchy.

While the use of non-income measures and material deprivation indices has developed strongly in the
last two decades, and they have the advantage of reflecting the impact not only of income but of many
other factors (see Figure A.1), they are not sufficient on their own and also have their own challenges
as noted earlier.

Does the relatively loose relationship overall between household income and reported material
wellbeing (correlation of around 0.35) mean that there is limited value in interventions which
seek to raise household incomes for low to middle income households?

Households with similar incomes (even when equivalised) have a range of reported material wellbeing
scores (see Figure A.3), reflecting the impact of factors in addition to income on material wellbeing, as
discussed in Section A. The relatively loose relationship is about the relationship on average, given
these variations.

For a given household with income in the low to middle range, an increase in income will almost
always lead to an increase in material wellbeing / reduction in material hardship for that household
(unless the extra is used for debt repayment or savings). This is especially the case for households
with incomes below the standard CPRA thresholds.

The observations about the average strength of the relationship do not tell us about the impact on
individual households.
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Section M
Setting low-income thresholds

Just as in the case of material hardship indices, judgment calls are needed for setting low-income
thresholds or ‘poverty lines’.

This report uses the suite of relative low-income measures that are specified in the CPRA. In one
sense, therefore, the decisions are already made, but there is value in discussing and documenting
what justifications there are for the traditional selections.

This report (and MSD’s Household Incomes Report) use four approaches for assisting the judgement
calls:

e the thresholds commonly used internationally
o thresholds that are arrived at by the use of reference budgets for selected household types

¢ evidence of where on the household income spectrum there is a clear increase (if any) in
reported hardship at low-income levels, using more direct non-monetary indicators

e sense check by readers when given the weekly dollar values of various thresholds for selected
household types.

When applying these approaches and using the selected low-income thresholds the report does not
(expect to be able to) reach a definitive conclusion about a sharp cut-off with those below being ‘poor’
and those above ‘not poor’ — for all the reasons outlined in Section L and elsewhere. The report takes
the view that any low-income threshold, even those with the strongest support from evidence of the
type listed above, can only ever be either:

e arough-and-ready proxy for resources, or command over resources.

e a ‘rights-based’ minimum income required to reach and maintain a minimum acceptable
standard of living, given a set of assumptions about:

- the defining characteristics of the minimum acceptable standard (eg don’t need to use
foodbanks)

- the household having a good enough base stock of furniture, whiteware, clothing and
soon

- there being no special high demands on the budget for health or disability issues,
addressing debt and so on

- the household having reasonable ability to turn a given income into useful consumption

- an accepted set of equivalence ratios to enable reasonably fair comparisons across
different household types.8”

Internationally used low-income measures and thresholds

BHC 50 and BHC 60 measures are widely used, especially by the OECD and the EU respectively.

AHC 60 is used by Scotland in their official measures of poverty, and the HBAI reports for the UK as a
whole use the AHC 40, 50 and 60 measures as well as BHC measures.

There is very little formal use of AHC measures in the richer nations although in the last year or so
Eurostat have begun reporting on these.

8 The rights-based approach does not therefore resolve the limitations of the household incomes approach, but it does set
them in a clear context.
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Reference budgets for selected household types

The most up-to-date reference budgets for New Zealand are reported in the Example Families and
Budgets background paper prepared for the 2019 Welfare Expert Advisory Group.88 8°

The research provides estimated budgets for six example families with adults of working age and on
low incomes: three are single people without children, and three are families with children (two sole
parents, one couple).

The main focus of the research is on the adequacy of the income support system. For the purposes of
this section of the Child Poverty report, the relevant findings are the budget costs reported as a
proportion of the median household income at the time.

Budgets Costs are calculated for two levels of expenditure:

o alevel sufficient to cover ‘core’ (or basic) costs (for example, rent, food, power, clothes, medical
costs, transport, school costs, etc), and

e a level to cover both core and ‘participation’ costs (for example, including a small personal
allowance, low-cost activities, cheap presents for family, etc) — these costs reflect modest needs
and a relatively minimal interpretation of participation and include no spending on alcohol or
tobacco and no debt repayments.

Key assumptions include:

o the families are based in Manurewa (South Auckland) — though other locations are considered
later in the paper

e no cash assets (savings)

e no debt.

The research finds that in order to meet core expenditure needs:

¢ BHC incomes need to be in the range of 63% to 75% of the BHC median for Manurewa, and a
wider range when other areas with different housing costs are considered.

e AHC incomes need to be in the range of 45% to 50% of the AHC median for Manurewa, and
are much the same when other areas with different housing costs are considered.

New Zealand Poverty Measurement Project focus groups from the 1990s.

The research carried out by the New Zealand Poverty Measurement Project (NZPMP) in the 1990s
used focus groups of low-income householders to provide some grounded indication of what a
poverty line would look like for New Zealand, a ‘realistic poverty line for use in social and economic
policy.?© Each group was asked to reach reasonable agreement on a minimum adequate budget for a
household comprising two adults and three children (aged 7-11). This weekly budget was then
expressed as a proportion (%) of the median household income from Stats NZ’s Household Economic
Survey (HES) and these results were used to reach a ‘60%’ conclusion for a New Zealand BHC
poverty line at the time. Many have gone on to mistakenly use this to support an AHC 60%
conclusion.

The household budget template set out 15 categories of spending and each group had to decide on a
dollar amount for each line in the budget. The purchasing power of the budget was to be ‘strictly
minimal’, but such that the household could live independently, without resorting to a food bank, for
example. The households were assumed to have basic furnishings and household appliances, no

8  See www.weag.govt.nz/weag-report/background-papers. MSD is currently updating this analysis.

8 The Fairer Future advocacy group published an update of some of the WEAG work on Example Families in March 2022.
See https:/fairerfuture.org.nz/liveable-incomes-2022

% Waldegrave, Stephens and King (2003:198), ‘Assessing the progress on poverty reduction’. For more detail about the
research, and for the source of the tables used in this section, see Waldegrave, Stuart and Stephens (1996), ‘Participation
in poverty research: Drawing on the knowledge of low-income householders to establish an appropriate measure for
monitoring social policy impacts’.
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significant costs for sickness or disability, stable financial circumstances and very good financial
management abilities.

The focus groups were carried out in Lower Hutt and Wainuiomata in 1993, in some Lower North
Island towns in 1995, and then in Auckland and Wellington in 1996. Further focus groups were run in
the 2000s but the results are not yet published.

The main focus was on just one household type: two adults and three children. The 1993 Lower Hutt
focus groups also provided a budget for a household with a sole parent and two children.

The original focus group information was re-analysed by MSD in 2018.9! This work concluded that:

e The research in the 1990s does not unambiguously and clearly support a 60% BHC threshold
— it points to a range of 55 to 80%, depending on location (and housing costs especially).

e |t supports an AHC threshold of 50 to 55% of the median.

Summary of findings from New Zealand reference budget research

The two pieces of research point in the same direction for estimates of low-income thresholds or poverty
lines:

e For BHC incomes, a wide range is indicated (55% to 80% of the BHC median), strongly
reflecting differing housing costs in different areas.®? This finding illustrates two key themes
outlined earlier in this section and illustrated in the framework in Figure A.1:

o Factors other than current household income have a major impact on material living
standards - housing costs are one of the main factors.

o Household income is best seen as a rough-and-ready proxy for resources, rather than
as areliable and precise indicator of material wellbeing.

e For AHC incomes, a much tighter range is indicated — 45% to 55% of the median.

% See Appendix 6 in Perry (2018).

92 This finding is consistent with the Canadian approach to measuring poverty which sets different low-income thresholds in
different regions, mainly as a reflection of differing housing costs. A standard basket of goods is costed for around 50
different regions / communities across Canada for a reference household of two adults and two children. The largest
component of the variability comes from housing costs — the costlier regions / communities have housing costs around 60%
higher than the cheaper regions / communities.
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Using non-monetary indicators

Is there any evidence that somewhere towards the low end of the household income spectrum there is
a clear increase in reported hardship? 3

The analysis below is based on 2015 and 2017 HES data. The income bands are all AHC income bands
expressed as a proportion of the AHC median.

Surviving without outside help?

A reasonable minimum requirement of an above-poverty-line budget is that it allows a household to
be able to live independently, without for example having to rely on a food bank.

The two charts below show that:

e There are much higher rates of dependence on outside assistance (whether food banks or
friends/family) for those with incomes in the below 40% AHC and in the 40-50% AHC bands,
compared with those with incomes in bands above this.

e Even in the 50% to 70% bands there are still 15% of households with children needing to
borrow for basics. This is in line with a view which sees any ‘poverty line’ as simply a rough-
and-ready guide rather than a precise cut-off.

Received help from community organisation for Borrowed for basics from family or friends
food, clothes or cash - more than once in last year 40%

30%
i i HHs with children,
HHs with children, HES 2015 and 2017
25% | HES 2015 and 2017

30%
20%
15% 20%
10%
10%
; I I I l
0% . — | J— 0% .

<40%  40-50 50-60 60-70 70-80 80-90 90-110 >110% <40% 40-50 50-60 60-70 70-80 80-90 90-110 >110%
AHC household income slices (% of median) AHC household income slices (% of median)

Two very basic items: fruit/'veges and shoes for the respondent

In households with children, the deprivation of fresh/fruit and vegetables (‘a lot’®4) is clearly much
higher for the under 40% AHC households, and the inability to have two pair of reasonable shoes is
much higher for the respondents in under 50% AHC households than for households with incomes
above this.

Went without fresh fruit & vegetables (a lot) in last

. h Enforced lack of 2 pair of shoes in good condition
25% 12 months - to keep costs down for other basics 20% and suitable for daily activities (respondent)

HHs with children, HHs with children
20% HES 2015 and 2017 HES 2015 and 2017

15%

15%

10%
10%
0% I I I - _ 0% I I I | | .
o 9
<40% 40-50 50-60 60-70 70-80 80-90 90-110 >110% <40% 4050 5060 60-70 70-80 8090 90-110 >110%
. . o .
AHG household income slices (% of median) AHC household income slices (% of median)

The results are not definitive but are reasonably consistent with those from the reference budgets.

% Cf ‘Townsend's Elbow’.
9 The survey gives options of ‘not at all’, ‘a little’, or ‘a lot’
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Do these weekly dollar values seem reasonable?

The dollar value of the low-income thresholds used in the Household Incomes Report are provided in
Appendix 3 for a range of household types, and are repeated here for convenience. Most householders
have a fair idea as to what the minimum AHC income is needed to barely survive, or (a little better) to
just get by.

Table 3A (from Appendix 3)
50% and 60% low-income thresholds or ‘poverty lines’ for various household types (BHC)
(%2022, per week) (Using the modified OECD equivalence scale)

REL (‘moving’) CV (‘anchored’ /'fixed’)
Household type Equiv ratio 50% of 2020—21 60% of 2020—21 50% of 2006—07 60% of 2017—18
median in $2022 median in $2022 | median in $2022 median in $2022
One-person HH 1.0 460 550 460 550
SP, 1 child <14 1.3 600 715 600 715
SP, 2 children <14 1.6 735 885 735 885
SP, 3 children <14 1.9 875 1050 875 1050
Couple only 1.5 690 825 690 825
2P, 1 child <14 1.8 825 995 825 995
2P, 2 children <14 21 965 1160 965 1160
2P, 3 children <14 24 1105 1325 1105 1325
2P, 4 children <14 2.7 1240 1490 1240 1490
3 adults 2.0 920 1105 920 1105
Notes:

e The figures above are calculated before any treatment is applied to the dataset
e The $2022 numbers are the actual HES 2020-21 numbers inflated by 9% (the CPI change from the 2020-21
average to June 2022)

Table 3B (from Appendix 3)
40%, 50% and 60% low-income thresholds or ‘poverty lines’ for various household types (AHC)
(%2022, per week) (Using the modified OECD equivalence scale)

REL (‘moving’) CV (‘anchored’ /'fixed’)
Household type Equiv ratio 40% of 2020-21 50% of 2020-21 60% of 2020-21 50% of 2006-07 60% of 2017-18
median in $2022 | median in $2022 | median in $2022 | median in $2022 | median in $2022
One-person HH 1.0 285 355 425 355 425
SP, 1 child <14 1.3 370 460 550 460 550
SP, 2 children <14 1.6 455 565 680 565 680
SP, 3 children <14 1.9 540 670 805 670 805
Couple only 15 425 530 635 530 635
2P, 1 child <14 1.8 510 635 765 635 765
2P, 2 children <14 2.1 595 745 890 745 890
2P, 3 children <14 2.4 680 850 1020 850 1020
2P, 4 children <14 2.7 765 955 1145 955 1145
3 adults 2.0 565 705 850 705 850
Notes:

e The figures above are calculated before any treatment is applied to the dataset
e The $2022 numbers are the actual HES 2020-21 numbers inflated by 8% (the CPI change from the 2020-21
average to June 2022)
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Summing up for low-income thresholds

BHC 50 and 60 are commonly used internationally and are within the range identified by NZ research.
As poverty lines, they are however very dependent on housing costs variation for reliably indicating
financial stress.

AHC measures are not common internationally though UK report in HBAI and Scotland have it in
legislation and the EU has recently started reporting. Unfortunately they all use 60% AHC on the
basis that they use 60% BHC for official measures. 60% AHC and 60% BHC are very different
measures and support quite different standards of living (all else equal). This is because at median
BHC income housing costs are around 20% of income, but in the lower deciles housing costs are
much more than 20% - more like 30-40% on average. This makes AHC 60 a much more generous
threshold than BHC 60, reflected in the higher reported poverty rates. Reference budgets (both recent
WEAG and NZPMP in the 1990s) point to thresholds in the 45% to 55% range for AHC.

Note that AHC 50 rates are close to BHC 60 rates and AHC 40 rates are close to BHC 50 rates,
consistent with the logic outlined above.

Updating the low-income thresholds (‘poverty lines’) from survey to survey: anchored and
moving line thresholds

e There are two common approaches to updating the low-income thresholds (‘poverty lines’) from
survey to survey:

o select a threshold in a reference year and update it each survey using an appropriate
inflation index (an anchored, fixed line or constant-value approach)

o use thresholds that are a fixed percentage of the median (a fully relative approach).

e The two approaches correspond to two different conceptualisations of what an ‘improvement’
means for low-income households:

o on the first approach (anchored line), the situation of a low-income household is said to
have improved if its income rises in real terms, irrespective of whether its rising income
makes it any closer or further away from middle-income households

o on the second approach (moving line or fully relative approach), the situation of a low-
income household is said 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.

e The Household Incomes Report uses both approaches but takes the view that the anchored line
is the more fundamental in the short to medium term, in the sense that it reveals 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 an anchored-line
threshold, as happened in New Zealand from the late 1980s through to the mid 1990s, then in the
population at large there is likely to be growing concern about increasing poverty.

e The anchor or reference year needs to be re-set from time to time if household incomes continue
to rise in real terms. The Household Incomes Report initially used 1998 as the reference year, then
in 2008 changed to 2007.% The report also reports a time series starting in 2017 using 2018 as
the reference year which aligns with the reporting requirements in the Child Poverty Reduction Act
(2018).96

% See Section G for more on the future of the CV-07 measures.

% MSD’s narrative about trends in poverty uses a tiered approach in which the first tier is material hardship and anchored line
low-income measures, and the second tier is the fully relative low-income measures. It does this on the basis that rises or
falls in the first tier measures unambiguously indicate whether the size of the struggling group is getting larger or smaller,
whether we as a nation are slipping or improving in our efforts to reduce poverty. On the other hand, fully relative measures
cannot speak with that clarity, as they depend on the movement in the median. A falling median can lead to a fall in
measured relative income poverty, even if nothing changes in the incomes of low-income households. The MSD approach
is a little different from the approach in the CPRA which identifies a second tier measure (BHC 50) as one of the primary
measures for which targets must be set. The CPRA primary measures are a balanced set, covering relative and fixed line
approaches.
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Section N

The three datasets:
‘HES-TAWA'’, ‘HES-Admin’ and ‘HES-HLFS-Admin’

HES-TAWA and HES-Admin

TAWA is the Treasury’s microsimulation model of the New Zealand personal tax and transfer system
(‘Tax and Welfare Analysis’) and relies on input data from Stats NZ’s Household Economic Survey
(HES). Its main purpose is to provide indicative comparisons of the impacts of selected changes to
policy settings on the personal / family / household income distributions.

TAWA and its predecessors have also been used to produce the after-tax-and-transfer income
estimates for individuals in the households interviewed in the HES (ie their disposable income).

It is well-established that some of the components of income gathered in sample surveys are not
reliable. In particular, the income received from government transfers is often inaccurately reported.
The TAWA model improves on the accuracy of the income data gathered in the HES survey by
modelling first-tier income support payments (JSS, SPS, SLP and NZS), and the second tier AS, and
WFF tax credits available to families with dependent children, then calculating personal income tax.
(More recently TAWA has been further developed to model the Best Start support for families with
very young children and the Winter Energy Payment.)

Up to 2017-18 Stats NZ merged this disposable income information (and other variables) from TAWA
into their HES survey dataset, and this composite dataset was used by Stats NZ, MSD and others to
produce reports on trends in median household incomes, low-income rates, income inequality,
housing affordability through outgoing-to-income ratios, and so on. The composite dataset is known
as the HES-TAWA dataset.

Reported income from self-employment and income from investment are also known to have
inaccuracies but these are not modelled by TAWA for the HES-TAWA dataset. The reported survey
values are used. Similarly, the income from wages and salaries as reported by respondents was used
in the HES-TAWA dataset for these components of income.

Since 2017-18, the TAWA model has been further improved by integrating administrative sources of
income (for example, first-tier income support receipt, wage and salary, self-employment) from Stats
NZ’s Integrated Data Infrastructure. Where administrative data is not available for an individual, the
survey response has been used as a proxy though this proxy information is no longer collected for
some income sources from HES 2019-20 onwards. This ‘augmented’ HES-TAWA dataset is used for
Treasury advice, but is not used in this report.

For the 2018-19 HES, Stats NZ moved to using administrative data for most of the income
information, and calculated disposable income®’ themselves rather than relying on Treasury to do so
via TAWA. Tax data from Inland Revenue and data from MSD on benefits paid has been used to
provide salary and wages and benefit income. Working for Families tax credit information comes from
IR or MSD depending on which agency made the payment. Other sources of income such as self-
employment income, investment income, income earned overseas and irregular income is provided
by the respondent at interview time. The sample sizes are much larger, more effort was made to get a
better sample / response at the bottom end, and a more comprehensive set of benchmarks was used
to weight up to population estimates. From 2018-19 on, these datasets (‘HES-Admin’) are available to
MSD for use for this and other reports.

The use of administrative data has in many ways further improved the income information available
for HES analysis (for example, by removing measurement error when income from a respondent is
misreported through recall issues or deliberately, and by avoiding the need to make assumptions

9 Disposable income = income from all sources including all government transfers (including core working-age benefits,
working-for-families tax credits, the Accommodation Supplement and NZ Superannuation) ... less income tax.
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about ‘take-up’ as is required for the modelled estimates of income in HES-TAWA).°8 However, the
number of very-low-income (VLI) households has increased considerably when compared with
previously published income distribution information based on HES-TAWA, especially for households
with children. The number of VLI households is large in itself in HES-Admin, irrespective of any
comparison with the HES-TAWA numbers. In this report VLI households are those with equivalised
disposable BHC incomes below $10,000 pa in 2018-19 (ie below around 24% of the median, and well
below the lowest income support safety levels): 38,000 children are in VLI households in 2018-19
(3.3% of all children) compared with 14,000 in 17-18 (1.2%). Section O has detailed discussion.

Stats NZ are aware of the VLI issue in relation to how it may possibly impact the child poverty rates
they report on in the context of the requirements of the CPRA, and also more generally for the way
the presence of these extreme incomes can impact other information based on the HES.

They are carrying out further investigation, especially for HES 2018-19 and later. In the Technical
Appendix for the February 2022 release of Child Poverty Statistics®® they report on some of the
results of their investigation to date, noting that for the VLI households with children some 80% have
at least one person employed (including self-employed), yet a good humber have no source of
income in the data while at the same time reporting adequate income for basic needs.1%

“This [analysis] suggests there may be a problem with the wages and salaries data for these
households. Either we haven'’t correctly linked to their income data, their wages and salaries are
not in the tax system, or their employment status has been misclassified (for example, as
employees when they are self-employed).

We have decided at present that we will not apply any treatment when producing poverty rates
to try and correct for this group of people with very low income. However, users of the data
should be aware of this issue when analysing this end of the distribution and may want to apply
their own treatment depending on the purpose of their analysis. We will continue to investigate
what is driving what we observed and to further improve the dataset.”

Section O in this report provides a detailed discussion of the VLI issue, describes the
treatment that is used in this report to reduce the distortion in key statistics, gives an account
of the rationale for the treatment decision, and reports the impact of the treatment on
selected statistics.

As one step in the process of producing the ‘augmented’ HES-TAWA for 2018-19, Treasury created
old-style HES-TAWA income data as described above. Stats NZ did the merger with their HES data
and provided MSD with a 2018-19 HES-TAWA for research purposes. The weights provided are
Treasury weights not Stats NZ weights, but experience with both sets of weights in recent years gives
reasonable confidence that the grossed up numbers for each are very similar. The analytical dataset
was created without Stats NZ doing the editing of wage, salary and benefit information they did for
past HES-TAWA datasets. MSD is satisfied that the HES-TAWA 2018-19 data is good enough for
the purposes of this report for comparisons with the figures produced by the 2018-19 HES-Admin
data, including the impact of the treatment.

HES-HLFS-Admin — Stats NZ’s bespoke back series dataset

Stats NZ faced a considerable challenge for the 2 April 2019 Child Poverty release: they had to use
existing data sources to produce 2017-18 baseline rates that were robust enough to use in the
context of the target-setting, monitoring and accountability requirements of the CPRA. The HES
(HES-TAWA) on its own had several limitations including relatively small samples with sampling
errors too large for the purposes of the Act and a set of weights in need of upgrading.

The Act specifies three types of measures for measuring child poverty:
e low incomes before deducting housing costs (BHC incomes)

% See Meyer et al (2015) for a thorough discussion of the current challenges for surveys, the need for administrative data and
the challenges that this source can have.

% https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#quality

10 Stats NZ use a VLI threshold of $6000 pa (equivalised) in their investigation which is what MSD used in the 2021 Child
Poverty Report. In this 2022 report the threshold is more like $10,000 pa. This impacts some of the numbers but not the
main story.
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¢ low incomes after deducting housing costs (AHC incomes)
e material hardship (MH).

Stats NZ’s approach to improving the robustness of the 2017-18 baseline estimates involved three
elements:

e increasing the sample size by pooling the Household Labour Force Survey (HLFS) information
with the HES — to reduce sample error

e using a revised set of benchmarks for calculating weights for converting sample numbers into
population estimates — to better help in addressing sample bias issues at the lower end

e using admin data from IRD and MSD for income information rather than rely on survey
information — to improve the accuracy of household income estimates.

Not all elements were able to be applied to each type of measure:

e The full treatment was able to be applied only to BHC income measures:
o the pooled HLFS-HES dataset created a sample of close to 20,000 and this reduced
sample error from around 2.5% to 1.1% for 50% BHC rates, a significant improvement
o admin data was used as the source of most income information.

e For AHC incomes:
o admin data was used for the BHC income component of the AHC income, but as there is
no housing cost information in the HLFS, the sample size was limited to that of the HES
(5,500 in 2017/18)
o revised weights helped somewhat in addressing under-representation due to sample bias.

o For material hardship estimates:
o the HLFS does not have material hardship information, so the sample was limited to that of
the HES (5,500 in 2017/18)
o only the revised weights element could be applied to the material hardship estimates.

The new methodology resulted in BHC relative (‘moving line’) child poverty estimates that were
generally a little higher than those based on HES-TAWA and previously published by MSD. The
larger samples reduced the variability in year-on-year changes. The trends remained much the same
in the period (ie fairly flat).

The relative AHC child poverty measures also showed similar trends to their MSD HES-TAWA
counterparts from 2009-10 on, though in this case AHC 60 levels were a little lower than for HES-
TAWA, AHC 50 levels were much the same and AHC 40 levels were a little higher than in HES-TAWA
(1-2 ppt). The estimates for 2006-07 to 2008-09 using the new weights were higher, but much the
same as for HES-TAWA 2008-09 to 2017-18.101

101 See Annex Two in Section O in this report for the relevant charts, or see Appendix 2 of Stats NZ's 2022 Child Poverty
Technical Appendix. https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-

appendix#quality
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VLI households in the three datasets

The 2006-07 to 2017-18 HES-HLFS-Admin back series, like its 2018-19 to 2020-21 HES-Admin
counterparts, has a high level of VLI households, both relative to the earlier HES-TAWA datasets, and
in their own right (see below). Figure N.1 shows this by comparing the number of children in
households with incomes under 20% of the BHC median with the numbers below 50% of the median
(BHC 50).1°2 The HES-TAWA ratios are included for comparison, including HES-TAWA 2018-19.

BHC 20 was chosen as the VLI threshold for Figure N.1 as it is well below the BHC incomes of
beneficiary households with children which are typically in the range of 60% to 75% of the median for
those living in, say, South Auckland.1% It also provides a straightforward alternative perspective to
that produced by the $8000 pa (in $2007) threshold used in the main analysis (see Table N.1).

Figure N.1
BHC 20 to BHC 50 ratios (as a %) for children in their households
30
= HES-TAWA no treatment
25 o HES-HLFS and HES-Admin no treatment
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Note for chart: The horizontal dashed lines are drawn at the average of each of the
two sets of rates to give an idea of the difference between them.

Table N.1 applies the BHC VLI threshold used in the main analysis in the report — $8000 pa in
constant $2007 over the whole period 2007 to 2021. This equates to close to $10,000 pa in nominal
terms for HES 2018-19. It is included here for reference and to give context for Figure N.1.

Table N.1
BHC equivalised disposable household income medians and VLI thresholds,
HES 2006-07 to 2020-21

2007 08 09 10 1 12 13 14
BHC median ($nominal) 26,548 | 28,158 | 29,908 | 30,286 | 30,931 31,597 | 32,409 | 34,477
20% of BHC median 5,310 5,632 5,982 6,057 6,186 6,319 6,482 6,895
50% of BHC median 13,274 | 14,079 | 14,954 | 15,143 | 15,465 | 15,798 | 16,205 | 17,239
$8,000 ($07) in nominal $ 8,000 8,251 8,521 8,679 9,009 9,207 9,279 9,425
$8,000 ($07) as % of median 30 29 28 29 29 29 29 27
14 15 16 17 18 19 20 2021
BHC median ($nominal) 34,477 | 35,978 | 35,729 | 38,176 | 39,913 | 40,698 | 41,595 | 43,903
20% of BHC median 6,895 7,196 7,146 7,635 7,983 8,140 8,319 8,781
50% of BHC median 17,239 | 17,989 | 17,865 | 19,088 | 19,956 | 20,349 | 20,797 | 21,951
$8,000 ($07) in nominal $ 9,425 9,484 9,517 9,649 9,794 9,965 10,150 | 10,341
$8,000 ($07) as % of median 27 26 27 25 25 24 24 24

See Section O for a detailed discussion of the VLI issue.

102 Qur thanks to Stats NZ for providing the information for the HES-HLFS-Admin back series numbers.

103 Area of residence matters as that impacts Housing Costs and the maximum Accommodation Supplement (AS) that is
available. Households in areas with relatively cheap rentals have lower BHC incomes than the South Auckland examples
as their AS support is lower.
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Section O

Households with very low incomes: Implications for
measurement and the rationale for the treatment applied in
this report

This report uses household income, adjusted for household size and composition, as a proxy
measure of household financial resources, with low household income used as a measure of (income)
poverty. This is a standard approach used by OECD and EU nations. While there are some well-
known challenges and limitations for this approach as outlined in Section A and discussed in more
detail in Section M, it performs well enough for many purposes when it is understood as a rough and
ready guide to a household’s consumption possibilities. For example, even though there is variation in
measured material wellbeing at any given income level, looking across the income spectrum the lower
the household income the lower on average are the material living standards of these households. 104

There is however a small group of households at the lower end of the distribution for most of whom
there is a strong divergence from the usual average relationship between household income and
consumption / material wellbeing. This divergence can be shown in a number of ways. Figure O.1
shows two of these, using HES 2018-19 data:

e total household expenditure (as a proxy for consumption) for unequivalised household income
ventiles for the whole population

e material wellbeing for equivalised household income ventiles for under 65s'% (material
wellbeing measured using the average Material Wellbeing Index scores in each ventile).

Figure O.1
Household spending for all ages and MWI scores for under 65s across the household income spectrum:
Evidence of significant divergence for a small group of households with very low incomes (HES 2018-19)
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The incomes of the households in the divergence zone are extremely low (mostly well under 20% of
the median, and well below all safety net income support levels), yet they have reported expenditure
more like those in the 3 and 4" deciles and material wellbeing scores that are more like the average
for those with incomes around the median.

The existence of the ‘tick’ at the lower end of the household income distribution when reporting on the
material wellbeing of these households is not unique to New Zealand data. For example, Brewer et al

104" For the 2018-19 HES, the correlation between households’ BHC equivalised income and their MWI score is 0.36 for under
65 households and 0.32 overall (much the same as other countries which publish this statistic). See also Figure A.2 for
evidence of variation in material wellbeing for a given income level.

The strong divergence is observed in the lowest 5% grouping (ventile) and typically features around 2-4% of the population
as a whole.

Under 65s are used, as the high mortgage-free status of the 65+ group leads to a non-monotonic relationship in BHC
ventiles 3 to 6 (or thereabouts) — MWI scores for 65+ households in this zone are much higher than expected based on
their BHC income alone.

105

106
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(2017) provide a comprehensive analysis of UK data in relation to the divergence, reporting the same
‘tick’ relationship as in Figure O.1.

Nor is it a new phenomenon for HES data. Using the HES-TAWA data up to HES 2017-18, earlier
MSD reports have noted the ‘tick’ over many years and incorporated it into discussion of ‘noise at the
very low end of the income distribution’, and as a motivation to design and apply various treatments to
the data to reduce distortion and the risk of publishing misleading findings.1®” What is new is that the
size of the group in the divergence zone is much larger in the HES-Admin datasets which rely in the
main on administrative data for income information. The increased proportion is especially noticeable
for households with children. The divergence is no longer just a nuisance which can be addressed in
a low-key way: it is now a significant distortionary issue that when untreated can easily lead to
misleading findings for several key statistics.

The two charts below (Figs 0.2 and 0.3) illustrate the increase in size and impact of this very-low-
income (VLI) group starting in HES 2018-19.

When compared with the previous HES-TAWA data, the 2018-19 HES-Admin data has a much larger
proportion (%) of decile one households with reported spending more than 3x their income. The
proportion has almost trebled, from around 15% on average for HES-TAWA to close to 40% for HES-

admin.
Figure 0.2
Proportion (%) of decile one households with reported spending more than 3x their income
is much higher in HES 2018-19
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Figure O.3 compares the number of children under a BHC 20 low-income line with the number under
the BHC 50 line for HES-TAWA data and for HES-Admin data (2018-19 and later). The BHC 20
threshold is well below income support levels. The proportion in these VLI households in the HES-
Admin data is very high in itself (~19%) and is almost three times those in the HES-TAWA data.%8

Figure 0.3
The number of children in households with incomes below BHC 20
as a proportion (%) of all children in households with incomes below BHC 50

25
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107 See for example Appendices 8 and 9 in the 2019 Household Incomes Report.

108 Stats NZ's special BHC back series to 2006-07 (using administrative data for income and a joint HES-HLFS dataset to
increase sample size) also has high BHC 20 to BHC 50 ratios, of a similar size to those shown in Figure O.2 for HES-
Admin (2018-19 on). See Figure N.1 above. (Source: special run by Stats NZ for this report).



164

Defining VLI households, and comparing their material wellbeing with that of ‘normal’
low-income households and with that of middle-income households

For the purposes of the formal analysis for this report, households are classed as VLI (BHC) if their
equivalised BHC household income is under $8000 pa (in 2007 dollars), and VLI (AHC) if their
equivalised AHC income is under $4000 pa (in 2007 dollars). The VLI threshold for BHC incomes
(~24% of the median in the HES-Admin years) is well below the incomes of beneficiary households
with children which are typically in the range of 50% to 75% of the median depending on where the
household lives and what Accommodation Supplement support they are entitled to.

The VLI thresholds for two example households with children are given below in ordinary (non-
equivalised) dollars to provide an indication of the (seriously low) level of the VLI threshold. The
example households are: one parent plus one dependent child under 15 and two-parent plus two
dependent children under 15.

o BHC $8k ($07) equivalised is around $10k in $2022:
- for a (1,1) HH, this is around $13k pa ($250pw)
- for a (2,2) HH around $21k pa ($400 pw).

o These are well below BHC incomes from core benefits plus WFF and AS, which are around $42k
and $56k pa respectively for the example families above, if living in South Auckland.

o AHC $4k ($07) equivalised is just under $5k in $2022:

- for a (1,1) HH, this is around $6k pa ($125pw)
- for a (2,2) HH around $10k pa ($200 pw).

Tables O.1a and O.1b show the size of the VLI groups (as defined above) for both BHC and AHC
incomes for HES 2017-18 and HES 2018-19.

Table O.1a
Size of the VLI group, numbers and proportions of individuals, HES 2017-18
BHC AHC
numbers % of all numbers % of all
All Individuals 81,000 1.7 170,000 3.6
Children (age 0-17) 14,000 1.2 37,000 3.3
Table O.1b
Size of the VLI group, numbers and proportions of individuals, HES 2018-19
BHC AHC
numbers % of all numbers % of all
Al Individuals 155,000 3.2 255,000 5.3
Children (age 0-17) 38,000 3.3 61,000 5.4

Note: see text above the tables for VLI thresholds used in this report

VLI BHC threshold: BHC 20 or $8000 (in 2007 dollars)?

$8000 (in 2007 dollars) is the main BHC VLI threshold used. The BHC 20 threshold is used in a
couple of places in the report as it provides an alternative easy-to-understand perspective that is close
to that produced by the $8000 pa (in $2007). BHC 20 is used for Figures N.1 and 0.3 above and
they show that just under 20% of children in households below the BHC 50 threshold are in BHC 20
VLI households in 2018-19. Table O.3 shows 24% for this statistic when using the $8k (in $2007) VLI
threshold which is around 24% of the median in 2018-19. Both thresholds are well below the BHC
incomes of beneficiary households with children which are typically in the range of 50% to 75% of the
median. The general findings in Sections N and O are the same whichever threshold is used.
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VLI households differ from ‘normal’ low-income households on two counts:

e Theincomes are extremely low, well below all safety net income support levels — for this
report, under ~20% of the BHC median.

e The bulk of these VLI households report a good to very good material standard of living, much
better than those in the ‘normal / less extreme’ low-income range, and more like those in the
middle of the income distribution.

Figure 0.4
Material wellbeing / hardship for children in the VLI group compared with those in other income bands,
HES 2018-19
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Table O.2 gives the numbers used to create Figure O.4 above, with a comparison of VLI numbers for
HES 2017-18:

e The number of children in VLI households in 2018-19 is almost 3x the number in 2017-18

e For 2018-19, children in VLI households make up around 24% of all under BHC 50, compared
with 9% for 2017-18.

e The numbers of children in hardship in the VLI group (DEP=6+/17, shaded cells) are much
the same for the two years, but the number in better-off households is much larger for the
2018-19 HES.

Table 0.2
Material wellbeing / hardship numbers for children in the VLI group compared with those in other income
bands for 2018-19 HES, with a comparison of VLI numbers for 2017-18

iy HES-Admin 2018-19
v || g | e | median | 2o | median
DEP =0 6,200 | 17,000 | 21,100 | 36,600 132,400 84,000 | 231,300
DEP = 1-2 2200 | 11,800 | 20500 | 38,100 106,200 40.000 62,400
DEP =35 1400 | 4300 | 32000 | 33400 75,700 19.300 17,100
DEP = 6+ 3900 | 4500 | 42500 | 42,500 47,100 5,800 7,000
Total 14000 | 38000 | 116,000 | 150,700 361,400 | 149,100 | 318.000

Table 0.3 elaborates on the material wellbeing / hardship comparisons summarised in Figure O.4.
They show in more detail the relatively good material living standards of the VLI group compared with
those with more ‘normal’ low-incomes in bands up to the median.

For example:

e only 12% of children in VLI households are in hardship, a much lower hardship rate than
those in the VLI to BHC 50 zone (37%)

e 54% of VLI households with children say they have enough or more than enough money for
the basics — this is higher than for those with incomes around the median.



Table O.3a

Selected characteristics of the very-low-income group (for all individuals in their households)
compared with other low-income and low-to-middle income households and the population overall
HES 2018-19 (%)
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HES 2018-19 (no treatment) (;g‘;) Bk 1o 50% | S0% BHC | 65% BHC to J:;ﬂ
% in each income group (individuals in their households) 3 8 13 26 100
% in each income group (households) 4 9 16 23 100
% of all individuals in households below the BHC50 low-income line
who are in VLI households Y e e e i
DEP-17 = 6+/17 28 17 11
Used foodbanks (at least once in 12 months prior to interview) 19 11 5
Income adequacy (enough or more than enough) 58 34 45 52 62
DEP 17 =0 53 28 40 42 54
g;?oﬁﬁgunexpected unavoidable $1500 bill within a month without 62 32 a5 a7 57
Median housing costs $17,000 $8,000 $8,000 $18,000 $18,000

Notes: The income bands are based on the count of individuals in their households as is standard practice for low-income
(poverty ) measurement. The analysis unit is also the individual. Using the household as the analysis unit makes very

little difference to the numbers.
$8k in $2007 is around $10k in $2022.

Table O.3b

Selected characteristics of the very-low-income group (for 0-17s in their households)

compared with other low-income and low-to-middle income households and the population overall
HES 2018-19 (%)

HES 2018-19 (no treatment) (;g% 8k éOHSCO% S?SA)GE;)C 65:?;2—; to Jg;?:]
% in each income group (0-17s in their households) 3 10 13 32 100
% in each income group (households with 0-17s) 3 8 11 31 100
% of all children (0-17 yrs) in households below the BHC50 low-
income line who are in VLI households A e e el el
DEP-17 = 6+/17 12 37 28 13 13
Used foodbanks (at least once in 12 months prior to interview) 8 28 19 6 8
Income adequacy (enough or more than enough) 54 28 36 48 56
DEP 17 =0 45 18 24 37 46
g;rrlor;%;nexpected unavoidable $1500 bill within a month without 55 21 28 40 50
Median housing costs $22,000 $13,000 $17,000 $21,000 $21,000

Notes: As per Table O.3.
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The VLI issue in practice —why it needs addressing

Left untreated or unresolved at the source, the datasets with high proportions of VLI households risk
producing misleading findings in relation to (income) poverty levels, poverty depth, descriptions of ‘life
below the poverty line’, housing outgoings-to-income ratios (OTIs), and so on. Some examples of
these issues are given below. More examples are provided later in this section (Section O) when the
treated and untreated results are reported together for various statistics.

Figure 0.5 shows that the average hardship rate for children in households below the 40% AHC
threshold is lower than for those in ‘higher’ low-income households, 40-50% AHC.1% This is not only
incongruous in itself (it is at odds with the declared use of household income as a proxy for household
consumption possibilities and material living standards), but it also impacts on the descriptions of
what life is like for children in households with incomes ‘below the line’, a central theme of this report.

Figure O.5
Material hardship rates (%) of children in selected AHC household income bands:
HES 2018-19
50
DEP-17, 6+
HES 2018-19
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Figure 0.6 uses a suite of 18 essential child-specific and general household items to show what life is
like for children in different parts of the AHC household income (see Table C.2 for the list of items
used). The untreated data makes it look as if the lower 10% of households with children have
hardship rates more like those just below the median, and certainly they have much better living
standards on average than those in the second decile. Even when ventiles (5% groupings) are used
(not shown), both the lower two ventiles are reported as better off than those in households with
higher income. This is not usable information.

Figure O.6
Multiple deprivation for children using 18 essential child-specific and general household items,

HES 2018-19

40

% of children (aged 6-17 yrs)
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AHC decile of children aged 6-17 yrs

109 See also Figure 0.4 above for a more detailed analysis of different levels of material hardship / wellbeing across selected
income bands, including the VLI group.
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Figure 0.7 shows the trend in housing affordability pressure for low-income (Q1) households with
children, using a housing-outgoing-to-income ratio (OTI) of greater than 50% (ie those spending more
than half their income on housing). Left untreated, the figures are likely to be interpreted as showing a
very large increase in housing stress for low-income (Q1) households with children, and the stress is
continuing to rise strongly above previous levels. If correct, this has significant policy implications.

From the analysis already reported we know that the HES-Admin data has significantly more VLI
households than the HES-TAWA data. This, rather than a real-world change, is likely to have driven
the reported increase. It is possible that the HES-TAWA data understates the OTIs, but even if this
were shown to be the case, the proportion of VLIs in the HES-Admin data creates too much noise in
itself to support the use of those datasets for producing believable and valid OTlIs in their own right,
especially for low-income households — which is precisely where the policy focus and public interest
lies.

Later in this section, this chart is repeated with the report’s treatment applied (see Figure O.11)
Figure 0.6

Proportion (%) of low-income (Q1) households with children with OTls greater than 50%
50

— HES-TAWA HES-Admin
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Notes for graph:

o Households with zero or negative incomes are excluded as an infinite
or negative OTI ratio has no practical meaning. This conservative
treatment is applied to both HES-TAWA and HES-Admin data.

e The 2009 to 2018 trend line is smoothed using a rolling three-year
average.

A fourth example is poverty depth. A common measure of (income) poverty depth is the difference
between the poverty line and the median income of those below that line expressed as a proportion
(%) of the income at the poverty line (eg BHC 50, BHC 60). A median poverty depth of 20% when
using BHC 50 means that the median income of those below the poverty line is 20% less than the
poverty line itself. The higher the percentage the larger the poverty depth. This measure is quite
sensitive to the degree of noise at the lower end of the distribution, and there is therefore some
hesitance about using it. It is nevertheless used by the EU in its formal monitoring regime and in
international league tables by agencies such as UNICEF.

For poverty depth analysis it is common to apply at least some light treatment such as the exclusion
of all households with negative or zero income. For the five years from 2013-14 to 2017-18, using this
light touch treatment drops the average HES-TAWA median poverty depth for BHC 50 by around 0.5
percent points to 18.8%. The three-year average for HES-Admin 2018-19 to 2020-21 drops by around
1.5 ppt to 21.7%.

When the report’s full treatment is applied the median poverty depth ratio for the five HES-TAWA
years for BHC 50 drops (a further) 1.5 ppt to 17.4%. For 2018-19 to 2020-21 (HES-Admin) the full
treatment shifts the reported median depth ratio down by around a further 4.5 ppt, with the treated
average being 17.4%, close to the same as for the last five HES-TAWA years.

[The BHC 50 mean poverty depth ratio is even more substantially reduced by the report’s treatment
for the HES-admin years, from 40% with no treatment at all, to 30% when deleting negatives and
zeroes to 20% with the full treatment applied.]
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Using the average for the not-fully-treated HES-Admin data (21.7%) makes New Zealand’s
international ranking above the EU/OECD median (ie more inequality at the very bottom), rather than
below it at 17.4% after full treatment.1°

UNICEF’s Report Card #10 has results for around 2012. If the same range of depth ratios still holds
internationally, then using the untreated HES-Admin numbers (at least 21.7%) puts New Zealand
above the EU/OECD median (ie more unequal at very low incomes), whereas for the treated version
(17.4%), well below. The main point is that a 4.5 or 6.0 ppt difference (depending on starting point) is
a very large difference and leads to quite different storylines about New Zealand’s poorest children
relative to those in other similar countries.

A fifth example relates to the validity and credibility of the low-income rates produced from current
HES-Admin data, when there is no treatment of the VLI issue. As shown in Figure 0.3 above, around
one in five children (19%) who were identified as in households below the BHC 50 line are actually
below BHC 20.111 Some are expected in that very low income region (eg some self-employed, some
whose household has changed over the 12 months before the interview, some recent immigrants with
part-year income), but one in five is too high to be acceptable. The HES-TAWA series typically
reported around one in 14 (7-8%) in the VLI zone. Irrespective of whether the HES-TAWA or HES-
Admin data is assessed as ‘better’, what is clear is that the HES-Admin data has too high a proportion
of VLI households to allow reliable and valid reporting when the focus is on low-income analysis such
as BHC 50, AHC 40, housing affordability for low-income households and so on.

Stats NZ are aware of the VLI issue in relation to how it may possibly impact on the child poverty
rates they report on in the context of the requirements of the CPRA, and also more generally for the
way the presence of these extreme incomes can impact other information based on the HES. They
are carrying out further investigation, especially for HES 2018-19 and later.

In the Technical Appendix for the February 2022 release of Child Poverty Statistics'1? they report on
some of the results of their investigation to date, noting that for the VLI households with children some
80% have at least one person employed (including self-employed), yet many have no source of
income in the data while reporting adequate income for basic needs.13

“This [analysis] suggests there may be a problem with the wages and salaries data for these
households. Either we haven't correctly linked!** to their income data, their wages and salaries
are not in the tax system, or their employment status has been misclassified (for example, as
employees when they are self-employed).

We have decided at present that we will not apply any treatment when producing poverty rates
to try and correct for this group of people with very low income. However, users of the data
should be aware of this issue when analysing this end of the distribution and may want to apply
their own treatment depending on the purpose of their analysis. We will continue to investigate
what is driving what we observed and to further improve the dataset.”

110 A full analysis would require some detailed knowledge of the size of the VLI issue in other countries. If, for most, the size of

the issue is similar to that for New Zealand, then rankings would not be changed by treatment. If they vary greatly across
countries there would be implications. MSD is seeking information from Eurostat.

11 Around one in four (24%) when applying the standard VLI threshold of $8000 pa (in 2007 dollars), which is around $10,000
pain 2018-19 (equivalised dollars). See Table N.1.

https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#quality

113 Stats NZ use a VLI BHC threshold of $6k pa (equivalised) in their investigation which is what MSD used in 2021 Child
Poverty Report. In this 2022 Report the threshold is more like $10,000 pa. This impacts some of the numbers but not the
main story.

The use of administrative data in the HES requires linking individuals in the HES to the Integrated Data Infrastructure (IDI)
spine, a dataset to which all datasets in the IDI are linked. This link uses address, address history, name, and date of birth.
The ‘link rate’ refers to the proportion of individuals in the HES sample that is successfully linked to the IDI. A high link rate
ensures high quality data. The link rate of the overall HES sample in September 2021 to the IDI was 95 percent (with a
false positive rate of 1.8 percent). Linking to the IDI enables Stats NZ to assign admin income data (salaries and wages,
and benefits) to all in-scope and eligible individuals aged 15+ from responding households, even if they themselves did not
respond to the survey. This increases the number of usable responses in the dataset. Records unable to be linked to the
IDI had wage and salary and benefit income imputed to reduce potential bias.

112

114


https://www.stats.govt.nz/methods/child-poverty-statistics-year-ended-june-2021-technical-appendix#quality
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The treatment of VLI households used in this report

MSD’s reports have applied various treatments for the VLI issue in the past to seek to reduce the
distortion for particular statistics such as decile shares and other income inequality measures,
measures of poverty depth, measures of housing affordability using outgoing-to-income measures,
and when examining the overlap between income and non-income measures of poverty (a major
theme of this report).

One treatment involved using reported household spending to impute a more realistic income for the
VLI households, and another simply deleted households with incomes under a selected very low level
of a few thousand dollars per annum. The expenditure treatment is available only every third year
(starting with 2006-07) so has limitations for time series. Deletions based purely on income (eg
‘remove the bottom N%) can open the analysis to the charge that it potentially eliminates from the
dataset some households that are genuinely in poverty, thus under-estimating the level of need.

The VLI issue is widely recognised, and various treatments have been adopted by researchers and
some government reporting agencies (both in New Zealand and internationally). Some examples are
outlined in the box on page 172 below.

The four starting points for designing the treatment for this report were that:

¢ Household income is being used as a proxy for the household financial and physical
resources that generate the household’s material living standards, and households with
extremely low incomes clearly breach this underlying assumption — others may do too, but the
goal is significant noise reduction at the very low end, not complete noise elimination which is
not possible.

o Households with zero or negative household incomes clearly breach the assumption.

o VLI households that report reasonable living standards or better also breach the
assumption above.

e The relatively large proportion of VLI households in the HES-Admin series (see Figure 0.3
and Table O.1 above) increases the chance of producing incongruous findings when using
non-monetary indicators to describe ‘life below the line’ (a major aspect of the early sections
of this report). Treatment is not a ‘nice-to-have’, it's an essential if the reporting is to have
credibility and congruence.

e The profile of the VLI households in HES-Admin:

o agreater proportion of households with children compared with HES-TAWA, and a
considerable number of children per se when compared with the total number under
BHC 50 (a primary CPRA measure)

o agreater proportion of VLI households with at least one full-time worker in HES-Admin
than in HES-TAWA, and the number per se is unexpectedly high (ie it's not ‘just’ or
mainly a ‘self-employed’ issue).115

¢ |n addition, a usable treatment for this report needs to be applicable to the HES-TAWA
datasets that MSD holds, so that for time series and reporting and other comparisons
involving both datasets it’s closer to an apples-with-apples comparison between the two, even
if a break in the time series has to be declared. The treatment should be able to be applied
back to 2006-07, and longer if possible.

115 See Perry (2021a) Section O, and Stats NZ's Technical Appendix for the 2022 Child Poverty release.
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For this report, households are removed according to the following rules. The treatments are
designed to at least partially address the distortions produced by the presence of VLI households:

e for BHC income analysis (61,000 HHs (3.4%) removed in 18-19):
o households with negative or zero BHC income
o households with equivalised BHC incomes less $8k ($2007) reporting housing costs greater
than or equal to their BHC income (ie low BHC income with negative or zero AHC incomes)
o households with equivalised BHC incomes less than $8k ($2007) and who report ‘enough or
more than enough’ income for basics.

e for AHC analysis (78,000 HHs (4.4%) removed in 18-19)
o households with negative or zero BHC income
o households with equivalised BHC incomes less $8k ($2007) reporting housing costs greater
than or equal to their BHC income (ie low BHC income with negative or zero AHC incomes)
o households with equivalised AHC incomes less than $4k ($2007) and who report ‘enough or
more than enough’ income for basics.

e No removals are needed for material hardship reporting except where both income and
material hardship are used together, in which case the relevant income deletions are applied.

The treatment applied should be considered interim and better than not doing it at all for the purposes
of this report. MSD'’s view is that it is not however adequate for CPRA purposes but is a contribution
to the further work being done on that. Using a medical analogy, the current treatment dulls the pain
to some degree, but not fully, and ideally a better understanding of the cause or causes of the pain
should be established and addressed as well as possible, even if some relief of residual symptoms is
still required.

In summary, the report’s treatment for household incomes analysis is as follows:

o Delete all households with zero or negative BHC income

e Delete all BHC VLI households with zero or negative AHC income (ie those low-income
households whose housing costs are greater than or equal to their BHC income)

e Delete BHC (or AHC) VLI households who report enough or more than enough income for
basics
The three deletion sets overlap — they are not mutually exclusive. For example:

e 50,000 of the 61,000 removed by applying the BHC treatment are also removed using the
AHC treatment

e 27,000 more with very low AHC incomes are removed by the AHC treatment on its own.
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Table O.4a gives the numbers of BHC and AHC households and individuals removed by the
treatment. Table O.4b gives an idea of the size of the removals relative to the population as a whole
and to the bottom deciles (BHC and AHC), and Table O.4c shows the size of the removals as a
proportion (%) of the bottom income decile and of all those in the VLI category.

Table O.4a
Numbers of VLI households and individuals removed by the treatment,
HES 2018-19
BHC AHC
Before After Removed Before After Removed
All households 68,000 7,000 61,000 109,000 31,000 78,000
Households with children 18,000 2,000 16,000 32,000 11,000 21,000
Al individuals 155,000 18,000 137,000 255,000 76,000 179,000
Children (0-17 yrs) 38,000 5,000 33,000 61,000 20,000 41,000
Table O.4b

Numbers of VLI households and individuals removed by the treatment,
compared with total population and with bottom income deciles,

HES 2018-19
BHC AHC
omvers | Aloeore | ot 'y emoveq | ALoctne [ Suton desle [ anoved
All households 1,755,000 175,500 61,000 1,755,000 175,500 78,000
Households with children 604,000 48,500 16,000 604,000 50,000 21,000
All individuals 4,855,000 485,500 137,000 4,855,000 485,500 179,000
Children (0-17 yrs) 1,133,000 133,500 33,000 1,133,000 124,500 41,000

Note: For the whole population, whether households or individuals, the bottom income decile has 10% of the
population numbers in it. For households with children, the numbers in the bottom decile are a little less
than 10% and for children themselves the bottom decile has a little more than 10% of children in it. This
suggests that VLI households with children have on average more than the average nhumber of children.

Table O.4c
Proportion (%) of households and individuals removed by the treatment,
compared with bottom income deciles and with total VLI numbers,

HES 2018-19
BHC AHC
VLI numbers as os. | VLI numbers as o
(percentages) % of bottom Removed as % % of bottom Removed as %
. of VLI . of VLI

decile numbers decile numbers
All households 35 90 44 71
Households with children 33 88 41 65
All individuals 28 88 37 70
Children (0-17 yrs) 25 87 33 67
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Examples of treatments used by others

Reports and studies that (include a) focus on the low-income zone of the distribution show a range of
responses to the extremely-low-income issue. Some simply ignore it or accept it as unfortunate noise.
Others conclude that it is mainly an issue about the reporting of income for the self-employed: this is
certainly a factor, but is only a part of the story.

The Australian Bureau of Statistics (ABS) has recognised the issue for many years in its Household
Incomes Reports, and has recently changed from its earlier approach of using only deciles 2 and 3 to
describe ‘low income’ (a very blunt treatment) to now using an adjusted low-income quintile which
excludes households with incomes in the lowest 2%. The ABS does not however use this modified
dataset to report on low-income rates (‘income poverty’). Davidson et al (2020), in a joint Australian
Council of Social Services / University of New South Wales report provide low-income rates for Australia
using ABS data. They exclude from the survey sample households reporting zero or negative incomes
and self-employed households, ‘since their reported incomes are not good indicators of their living
standards’.

The UK recognises the issue, and in their main Household Below Average Income reports they italicise
the BHC 50 rates to remind readers of the extra uncertainty when using this low-income threshold. They
also note that ‘[h]Jouseholds reporting the lowest incomes may not have the lowest living standards. The
bottom 10 per cent of the income distribution should not, therefore, be interpreted as having the bottom
10 per cent of living standards’. While this is undoubtedly true, it doesn’t say what to do about the matter
when using low-income thresholds such as BHC 50 and so on.

In the 1990s, the New Zealand Poverty Measurement Project (NZPMP) recognised the problem, and
sought to address it by deleting from the dataset those self-employed who declared losses and those
whose expenditure was more than three times their income. The effect of this adjustment to the dataset
was to reduce reported poverty rates. In 1991, the deletions reduced the size of the database by 4.4
percentage points, and lowered the overall poverty incidence by three percentage points. See Waldegrave
et al (1996).

Recent European research used deletions of all with negative or zero income and all with incomes below
BHC 10 for sensitivity testing (Kyzyma, (2020)).

In the context of EU-SILC and comparisons for European countries, Van Kerm (2007) has shown that,
depending on the treatment of extreme income values, different poverty estimates are achieved,
although the overall ordering of the countries is normally not affected. It is possible that for a given
country that while treatment changes the level, the general trend is not affected.

MSD has discussed the issue in Appendix 8 of the Household Incomes Report, and created a plausible
interim treatment involving expenditure which it has applied to selected statistics. The result of the
treatment is reported in Appendix 9 of the Incomes Report. Since the 2006-07 HES, expenditure has
been available only every third year so the treatment has not been able to be used for a full annual time
series. For all housing affordability reporting using OTIs, MSD has in the past deleted all households with
zero or negative income.




174

Impact of the treatment

Table O.5 repeats the analysis reported in Table O.3a and shows the impact of the treatment on all
individuals in the VLI group (see the <8k ($07) column). Table O.1 is repeated here for convenience.

Once the treatment is applied, the material hardship rates, foodbank usage, median housing costs
and so on are all in the ‘plausible’ range relative to those in the more normal low-income bands.116

Table 0.5
(compare with Table O.3a below, repeated here for convenience)
Selected characteristics of the very-low-income group (for all individuals in their households)
compared with other low-income and low-to-middle income households and the population overall
HES 2018-19 (%)

HES 2018-19 (with treatment) (;?)5) Bk L0 50% | 50% BHIC | 65% BHC to JS;?#
% in each income group (individuals in their households) <1 9 14 27 100
% in each income group (households) <1 10 17 24 100
% of all ipdividuals in households below the BHC50 low-income line 4 - - - ik
who are in VLI households
DEP-17 = 6+/17 30 27 17 11
Used foodbanks (at least once in 12 months prior to interview) 11 18 11 5
Income adequacy (enough or more than enough) 0 35 44 53 62
DEP 17 =0 18 29 39 43 54
g;r:oﬁyr/];nexpected unavoidable $1500 bill within a month without 25 33 5 a7 57
Median housing costs $5,000 $8,000 $8,000 $19,000 $18,000

Notes: The income bands are based on the count of individuals in their households as is standard practice for low-income
(poverty) measurement. The analysis unit is also the individual. Using the household as the analysis unit makes very
little difference to the numbers.

Note that $8k in $07 is around $10k in $2022
The figure in row three of the <8k column (~4%) is calculated using the new median after the treatment is applied.
Because of the targeted deletions in the treatment process, the <8k column has even fewer in it than in the original

Table O.1. The numbers should be taken as indicative only rather than as precise estimates. They all move in the
right direction vis-a-vis those in Table O.1.

Table O.3a
(repeated here for convenience)
Selected characteristics of the very-low-income group (for all individuals in their households)
compared with other low-income and low-to-middle income households and the population overall
HES 2018-19 (%)

HES 2018-19 (no treatment) (;g;) 8k éOHSCO% S?Z/DGEQ)C 65::10e8d'i-|a(r:1 to Jggﬁ]
% in each income group (individuals in their households) 8 8 13 26 100
% in each income group (households) 4 9 16 23 100
% of all individuals in households below the BHC50 low-income line
who are in VLI households e e e e e
DEP-17 = 6+/17 9 28 17 11
Used foodbanks (at least once in 12 months prior to interview) 4 19 11 5
Income adequacy (enough or more than enough) 58 34 45 52 62
DEP 17 =0 53 28 40 42 54
g;r:og\)laﬁgnexpected unavoidable $1500 bill within a month without 62 32 45 47 57
Median housing costs $17,000 $8,000 $8,000 $18,000 $18