PAGE  
6

Household Incomes Report 2008
Background and Summary of Key Findings

(This is the same as the Summary at the front of the main report)

1 July 2008
What is the Household Incomes Report?

· The 2008 Household Incomes report provides information on the material wellbeing of New Zealanders as indicated by their household incomes from 1982 to 2007.  
· The report updates the last report published in 2007 which covered the period from 1982 to 2004.
· The report is published as part of a wider Ministry of Social Development work programme on monitoring social and economic wellbeing.
· All results are estimates, based on data from Statistics New Zealand’s Household Economic Survey (HES) which is a sample survey of approximately 3000 private households.    
· The latest income information is from the 2006-07 HES (the 2007 HES, for short).  The interviews for the survey were carried out from July 2006 to June 2007, and the income question asked about incomes for the twelve months prior to the interview.
· All figures in this summary are in the full Household Incomes report.
The income measure used in the report

· The income measure used is household after-tax cash income for the previous twelve months, adjusted for household size and composition.  This is referred to as equivalised disposable household income.
· Changes to a household’s after-tax income are affected by changing wage rates, changing hours worked by the adults in the household and by changes to personal income tax rates and tax credits.
Poverty measures used in the report

· The report uses two quite different ways of updating the low-income thresholds or ‘poverty lines’ over time and reports trends using both approaches.  
· The ‘fixed line’ approach maintains the real value of a chosen poverty line by adjusting it each survey with the CPI.  On this approach a household’s situation is considered to have improved if its income rises in real terms, irrespective of whether its rising income makes it any closer or further away from the middle or average household.  The base year for the fixed line approach is currently 1998.
· The ‘moving line’ approach sets the poverty line as a proportion of the median income from each survey so that the threshold changes in lockstep with the incomes of those in the middle of the income distribution.  On this approach the situation of a low-income household is considered to have improved if its income gets closer to that of the median household, irrespective of whether it is better or worse off in real terms.
· The report takes ‘fixed line’ measures as the more fundamental in the sense that 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 ‘fixed 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 wide concern about increasing poverty.
· Each approach however has a valid and important story to tell, and the report uses both.
· In addition, the report provides information on trends using incomes before and after deducting housing costs (BHC and AHC respectively).  The AHC measures allow more sensible comparisons between groups with quite different housing costs.
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When is the next update due?

· In May-June 2009, using the 2007-2008 HES
· This 2009 update will capture the full impact of the Working for Families package.  The current update captures much of it, but not the impact of the 1 April 2007 increases to the Family Tax Credit, which applies to families with dependent children.  The 2007-2008 HES will reflect these changes.
KEY FINDINGS

Key findings about income growth
· From 2004 to 2007, median household incomes rose 6% in real terms. 

· This followed an 8% rise from 2001 to 2004.

· Different parts of the income distribution show quite different relative movements over time.

· From 2004 to 2007, incomes for low to middle income households rose much more quickly than incomes for higher income households.

· Incomes at the 20th and 40th percentiles both grew by 12% and those at the 30th percentile by 16% - in contrast, incomes above the median typically grew by 2-4%.
Figure 1

Real equivalised household incomes (BHC): changes for top of deciles 1-9, 2004 to 2007
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· The relatively large rises for incomes for low to middle income households reflect the impact of the Working for Families (WFF) package on the incomes of low to middle income households with children.  The full impact of the WFF package will be captured in the next update in 2009.

· From a longer term perspective, median incomes fell in real terms from the late 1980s to a low point in 1994, and have been steadily rising since then at an average of 2.5% pa.  By 2001, the median income had just returned to its 1988 level.

· Figure 2 shows that from 1988 to 2007, all income groups gained except for decile 1 (the bottom decile).
Figure 2
Real equivalised household incomes (BHC): changes for top of deciles 1-9,1988 to 2007
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Key findings about income inequality (the spread of the income distribution)
· One way to get a single figure summary of the spread of an income distribution is to compare the incomes of those at the 80th percentile (representing higher incomes) with those at the 20th percentile (for lower incomes).  

· From 2004 to 2007 the 80:20 ratio fell from 2.72 to 2.57.  This is the first fall since the upward trend began two decades ago in the late 1980s.

· The ratio fell in 2007 because the incomes of those at the 20th percentile rose more quickly than those at the 80th percentile (12% as against 4%)

· In 1988, the household income for those at the 80th percentile was 2.24 times those at the 20th percentile.  By 1992, the 80:20 ratio had risen rapidly to 2.53.   It continued to rise through to 2.72 in 2004, albeit more slowly than in the earlier period.  

· Another measure of income inequality is the Gini coefficient.  It also fell – from 32.3 in 2004 to 31.7 in 2007.

Key findings about poverty trends for the whole population

· Using the 60% ‘fixed line’ measure (AHC) – as in the Social Report:

· the population poverty rate fell from 17% in 2004 to 13% in 2007

· this reduction continued a downward trend that began in 1994 (23%), stalled from 1998 to 2001 (19%) and has continued downward from 2001 to 2007

· since the early 1990s there has been a clear gradient across age groups, with poverty rates decreasing significantly as age increases - in 2007, the gradient still exists, but it is much less steep: 16% for children, 13% for those aged 25-44 and 8% for those aged 65 and over.

· Using the 60% ‘moving line’ measure (BHC) – as is more common in Europe:

· the population poverty rate fell from 21% in 2004 to 18% in 2007 

· the significance of this finding is that it reverses the upward trend that began in the late 1990s (14%) and continued through to 2004 (21%).

· Using  the more restrictive 50% of median thresholds, the rates remained steady at around 10% to 11% from 2004 to 2007, halting the upward trend.
· the lesser falls using 50% rather than 60% lines reflects the high proportion of households whose main source of income is from an income-tested benefit or New Zealand Superannuation at the lower end of the income distribution.  The incomes of these households did not change greatly in real terms from 2004 to 2007, whereas there was an improvement in real terms for the incomes of many households with adults in paid employment.
Key findings about poverty trends for children (aged under 18 years)

· On all measures, the poverty rates for children declined from 2004 to 2007.  

· Using the 60% ‘fixed line’ measure (AHC) – as in the Social Report:

· the child poverty rate fell from 23% in 2004 to 16% in 2007

· this reduction continued a downward trend that began in 1994 (35%), stalled from 1998 to 2001 and has continued downward from 2001 (29%) to 2007 (16%)

· poverty rates for children in families with at least one adult in paid employment almost halved (from 15% to 8%) from 2004 to 2007, while for children in families with no adult in paid employment the rate remained steady at close to 60% 

· in 2004, of all children identified as poor, around half were from households where at least one adult was in full-time paid employment  - in 2007, this proportion had dropped to just over a third

· poverty rates for children in sole parent households fell from 56% to 49%, and for children in two parent households the rate almost halved, from 17% to 9%

· in 2007, children in households with 3 or more children were at higher risk of being in poverty (20%) compared with those in households with 1-2 children (14%)

· Using the 60% ‘moving line’ measure (BHC) – as is more common in Europe:

· the child poverty rate fell from 26% in 2004 to 20% in 2007  

· the significance of this finding is that it reverses the upward trend that began in the late 1990s (20%) and continued through to 2004 (26%)

· Using the more restrictive 50% of median thresholds, child poverty rates also fell, but by a lesser amount.  

· This reflects the fact that households with children whose main source of income is an income-tested benefit make up a larger portion of low-income households than do working households with children.  Rises in income for beneficiary families with children were lower from 2004 to 2007 compared with the rises for working families with children.

· When the impact of the WFF package is more fully captured in the 2008 HES, further reductions in child poverty rates can be expected on both fixed and moving line approaches.

International comparisons (child poverty)
50% OECD line (moving line, BHC) 
· The latest reported information from other OECD countries is for around 2004.

· At that time the child poverty rate for New Zealand was 15.1% which gave New Zealand a ranking of 20th out of 30 countries, and a rate a little above the OECD median (12%) and similar to that of Ireland, Germany, Canada and Japan.  

· In 2007 the rate was still close to this (14.6%), but can be expected to fall in the 2008 HES, once the full impact of the WFF package is captured.

· Once the full impact of the WFF package is captured, the modelling estimates that New Zealand will have moved from a ranking of 20th out of 30 countries into the top half of the OECD.

60% EU line  (moving line, BHC)
· The latest reported information from EU countries is for around 2003 -2004.  
· At that time the child poverty rate for New Zealand was 26% which put us above the EU average of 20%.  
· By 2007 the New Zealand rate had fallen to 20%.  The EU average is unlikely to change greatly by 2007-2008, so the 2008 HES should show New Zealand at or below the EU average.
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