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Introduction
This incomes analysis is based on data from Statistics New Zealand’s Household Economic Survey (HES). It provides an update of the low-incomes and inequality indicators to be used in The Social Report 2005 using data from the HES for the year ended 30 June 2004. It also provides commentary and contextual information to assist with better understanding the indicators and the trend figures they produce. 

Further incomes analysis is underway, with release planned for later in 2005.

Commentary and Analysis
This incomes analysis is based on data from Statistics New Zealand’s Household Economic Survey (HES).
 It provides an update of the low-incomes and inequality indicators to be used in The Social Report 2005 using data from the HES for the year ended 30 June 2004. 
The commentary also provides contextual information about the household income distribution and poverty measurement more generally to assist with understanding the indicators and the trend figures they produce. 
Statistics New Zealand’s HES was an annual survey up to 1998. Since then it has been run every three years, with the latest results being available for the 2003–2004 year.
 
Changes in household income from 1988 to 2004
Between 2001 and 2004 the annual before-tax income of the median (middle) household increased 13% from $40,600 to $46,000.
 
The disposable (ie after-tax) income of the median household increased by 12% from $33,500 in 2001 to $37,400 in 2004. In real terms, after adjusting for inflation, the increase in disposable income from 2001 to 2004 for the median household was 5.3% ($1,900 in 2004 dollars).
Reporting on trends in the proportion of the population with incomes below selected thresholds is a major aspect of this incomes analysis. For the purposes of more sensibly comparing the economic wellbeing of different types of households an adjustment has to be made to disposable incomes for household size and composition. For example, a household of one adult and one child needs less to live on than one of two adults and four children. This adjustment is called ‘equivalisation’ and converts household incomes into equivalised household incomes, putting all household types on a more even footing for comparing economic wellbeing. The adjustment also makes comparisons over time more realistic because the composition and average size of households change over time.

The equivalised disposable income of the middle household rose 6.7% in real terms from 2001 to 2004, following a relatively flat period from 1998 to 2001. In 2004, the median equivalised disposable household income exceeded the 1988 level in real terms for the first time since that year, although by 1998 it was very close to it.
Table 1 shows the changes in real terms of the equivalised disposable incomes of the median household for each 3-year period over the 15 years from 1989 to 2004.
Table 1

Changes in median equivalised household disposable income (in real terms) 
for each 3-year period from 1989
	1989 to 1992
	1992 to 1995
	1995 to 1998
	1998 to 2001
	2001 to 2004

	–10%
	–1%
	+14%
	+1%
	+7%


Changes in the overall median income are a useful summary statistic. However, they tell only a part of the story as different parts of the income distribution can show quite different relative movements over time. 
Figure 1 divides the households into five equal groups (quintiles) and shows the trends in real incomes for the median household in each quintile.
 The strongest (proportional) growth for 2001 to 2004 occurred for the middle half of households, at 7%. The top quintile (20%) grew at just over half that rate. The trend in median income for the bottom quintile has been fairly flat over the six years from 1998, with a slight rise (1%) from 2001 to 2004. 
Figure 1
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Income inequality

Figure 1 gives a visual impression of how the income distribution has become more dispersed over the period from 1988 to 2004. 
There are a range of ways that are used to try to summarise the amount of income dispersion or inequality in a single statistic. No one statistic has emerged as the generally accepted way mainly because each one captures a different aspect of the way the dispersion of income distributions changes over time. It is now common to report on more than one indicator and to compare the trends produced by each. 
The Social Report uses two of the more common summary indicators of inequality: 
· the P80/P20 ratio as its primary indicator;

· the Gini coefficient for international comparisons.
 
The primary Social Report inequality indicator: the P80/P20 ratio
The P80/P20 ratio is the ratio of the income of the household at the 80th percentile (ie 20% down from the top) to that of the household at the 20th percentile (ie 20% up from the bottom). The higher this ratio the greater is the level of inequality. Table 2 shows that the indicator rose a little between 2001 and 2004. This increase indicates a stretching of the distance between households at the top of the fourth quintile and those at the top of the bottom quintile.
Table 2
Income inequality in New Zealand: the P80/P20 ratio
	
	1988
	1990
	1992
	1994
	1996
	1998
	2001
	2004

	P80/P20
	2.35
	2.49
	2.54
	2.53
	2.61
	2.71
	2.73
	2.81


Note: the income is equivalised disposable household income
Income inequality in 2004 is significantly higher than it was in the second half of the 1980s with the most rapid rises occurring in the years to 1991. After a relatively flat period for a few years the indicator rose again from the mid-1990s, albeit more slowly, and the 2001 to 2004 increase is a part of that slower rise.
Most of the observed increase in the P80/P20 ratio since 1988 has been due to the relatively large overall rise in the incomes for those around the 80th percentile, compared with the relatively flat trend line for those at the top of the bottom quintile (cf Figure 1). Household income around the 80th percentile grew by about 20% in real terms from 1998 to 2004. The average income of the whole top quintile grew by around 30% in the period.
International comparisons: the Gini coefficient
The Gini coefficient takes the incomes of all households into account. It gives a summary of the income differences between each person in the population and every other person in the population.
 The Gini scores range from 0 to 100 with scores closer to 100 indicating higher inequality and those nearer zero indicating lower inequality (ie greater equality). In the OECD countries in the 1990s the Gini scores typically lay between 25 and 40. 

· Table 3 shows the Gini coefficient for New Zealand from the mid-1980s to 2004. For New Zealand, as for many other similar OECD countries, income inequality over the whole income distribution increased significantly through the 1980s and into the early 1990s (OECD, 2005). Since the mid-1990s there has been no measurable change in the Gini coefficient for New Zealand. The different trend for the Gini compared with the P80/P20 ratio for the period from the mid-1990s (the Gini trend is flat from 1995) arises because the Gini takes all incomes into account. 
Table 3

Income inequality in New Zealand: the Gini coefficient
	
	1986
	1989
	1992
	1995
	1998
	2001
	2004

	Gini coefficient
	27.0
	29.0
	31.6
	33.1
	33.8
	33.9
	33.5


· The OECD median for around the year 2000 was 30.1 and New Zealand’s score of 33.9 gave a ranking of 18th out of 25. The New Zealand score was below that of the United States (35.7), similar to the United Kingdom (32.6), and above Canada (30.1) and Australia (30.5). Northern European countries tend to have the lowest income inequality with Gini scores typically in the 24 to 26 range with Denmark having the lowest at 22.5. (Source: OECD, 2005: 55) 
Population with low incomes
Relative disadvantage

When talking about poverty or material hardship in the context of ‘the richer nations’, people are usually referring to relative disadvantage. 
Relative disadvantage means that, in comparison to others in the population, a person has a day-to​-day standard of living or access to resources that falls below a minimum acceptable community standard. In contrast, ‘absolute’ poverty refers to very basic minimal needs, such as food and shelter, which a person requires just to survive. 
Most of the poor in OECD countries today … would be judged rich by the ‘dollar-a-day’ definition widely used to measure poverty in the developing world. Similarly, the poor of the OECD today – judged by standards of nutrition, sanitation, water supply, health care, housing, heating, clothing, education and transport – are richer than the wealthiest lord or merchant of the Middle Ages. (UNICEF 2005: 6) 
The low-income indicators (poverty measures) reported on in this update are about relative disadvantage. 
For poorer households and families in New Zealand, insufficient economic resources limit their ability to participate and have a sense of belonging to their community and wider society, and otherwise restrict their quality of life. 
Furthermore, a consistent finding across the literature on outcomes for children in the richer nations is that low family income in childhood, if it is long-lasting, is associated with negative outcomes, such as lower educational attainment and poor health. 
Using a range of hardship indicators

Poverty and hardship are multi-dimensional and require a range of indicators to better describe their many aspects, and to help understand their causes and their longer-term effects.

The analysis reported in this update is about what one sort of national survey can tell us from income and other information gathered from different sets of households surveyed from time to time. The information is very useful, but it has its limitations. For example, an income-based measure of hardship tells us about the changing income resources available to low-income households, taking account of household size and composition. The Social Report indicator also takes inflation and housing costs into account. However, income-based measures do not generally take account of other differences between households, such as disability needs and other special demands on outgoings. Different sorts of studies are needed to take these sorts of factors into account.
Surveys like the HES are valuable but they give only repeated snapshot information. They cannot tell us, for example, how many of the poor in one survey are still among those counted as poor in the next. A more comprehensive picture needs information from surveys which follow the same people over many years. Statistics New Zealand’s longitudinal Survey of Families, Income and Employment (SoFIE) has just finished its second round of data collection and future analysis of its data will be able to provide this extra dimension.

As well as income-based indicators a comprehensive suite of poverty measures also needs to have information on the actual living standards in the day-to​-day lives of citizens. The Social Report does this through reporting on hardship based on the Economic Living Standards Index (ELSI)
. This index will also be available for the first time through the HES in the 2006–2007 survey. 
Measuring income poverty
Reported levels of income poverty and the direction of trends over time depend not only on changes in the economic circumstances of families and households but also on the specific measure used to produce the poverty numbers.

There are a range of income poverty measures used by researchers, policy analysts, governments and other organisations Different measures reflect different assumptions about factors such as the strength of the economies of scale as household size increases, the relative weight to be given to children compared with adults (equivalence scales), and where to draw the thresholds (the poverty lines). 
Different decisions on these sorts of factors can lead to different poverty levels being reported at a given time although the general trends over time tend to be not greatly affected. 

One factor that does have a significant effect on reported trends in income poverty is the decision about how to adjust the poverty threshold(s) over time. There are two common ways in which this adjustment is made.

Using constant-value and relative-to-contemporary-median thresholds
One approach to adjusting thresholds over time is to maintain the real value of a chosen low-income line by adjusting it each year with the CPI – a constant-value measure. On this approach a household’s situation is considered to have improved if its income rises in real terms. 

Another common approach is to set 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 – a relative-to-contemporary-median measure. 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.
Both approaches reflect the ‘relative disadvantage’ concept of poverty and hardship. The relative-to-contemporary-median approach is self-evidently a relative approach. The constant-value 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 (cf Department for Work and Pensions, 2004).
The constant-value 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 others, if more and more people end up falling below a constant-value threshold, as happened in New Zealand from the late 1980s through to the mid-1990s, then there is likely to be considerable concern in the wider population.
In times of good economic growth with rising employment and declining unemployment, poverty rates measured on a constant-value approach can generally be expected to decline as they have in New Zealand since the mid-1990s.
 
To have a decline in poverty rates during a time of economic growth when the indicator is based on a relative-to-contemporary-income measure, something has to happen to change the shape of the bottom end of the income distribution. The Working for Families (WFF) package is an example of an intervention that can be expected to do that as it will increase the incomes of households below the median with only a small effect on those near the median. The WFF reforms can be expected to improve income poverty figures coming from both constant-value and relative-to-contemporary-median based indicators by the time of the next HES in 2006–2007 and more fully by the 2007–2008 HES (Perry, 2004).

The Social Report uses two low-incomes indicators:
· a constant-value measure with the thresholds benchmarked to the 1998 median income – this is the primary indicator and it tells us whether the incomes of lower-income households are improving in real terms;
· a relative-to-contemporary-median measure for international comparisons – this tells us how lower-income households are faring compared with middle-income households.
Updating the primary Social Report low-incomes indicator

The primary Social Report low-incomes indicator uses a constant-value approach and also adjusts income to take account of housing costs. The main rationale for using income after the deduction of housing costs as the resource measure is that housing costs are known to be a significant factor in determining whether many low-income families can cope financially or not. If housing costs for those with low incomes increase at a faster rate than their incomes, then an after-housing-costs poverty measure is more likely to pick that up.

The low-incomes indicator used in The Social Report gives the proportions of the population in economic family units
 with equivalent disposable after-housing-costs income below three constant-value thresholds set at 40%, 50% and 60% of the 1998 median.
· Figure 2 shows the trends in income poverty using this measure with the three thresholds. Regardless of which threshold is used, the proportion of the population with low incomes increased sharply in the early 1990s, reached a peak in the mid-1990s, and generally declined over the latter half of the decade. The decline continued from 2001 to 2004, with the drop at the 60% threshold being from 22% to 19%. However, the proportion of the population below each threshold was still higher in 2004 than in 1988.
· The increase in the proportion of the population under low-income thresholds through the early 1990s is attributable to high rates of unemployment and declines in the real value of social assistance. The recent improvement in this measure reflects the more robust economic growth, reducing unemployment and increasing employment, as well as increases in housing assistance for those at the lower end of the income distribution. The resulting rise in real incomes at the lower end of the distribution from 2001 to 2004 (see Figure 1) means that fewer households are below a constant-value threshold.
Figure 2
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Children
· In 2004, 21% of dependent children were in economic family units below the 60% line (benchmarked to the 1998 median). This represents a decline from 27% in 2001 and is substantially below the peak of 34% in 1994. 
· However, the proportion of children in low-income families remains higher than it was in 1988 (14%). 
· The most striking change between 2001 and 2004 is the fall in the proportion of children in sole-parent families below the 60% line, from 61% to 43%.

Other subgroups

· More detail is given for other subgroups in Appendix A, using the 60% line.

International comparisons
The OECD collects information from its member nations and from time to time releases analysis comparing poverty, inequality and other indicators. The OECD analysis uses the Household Economic Survey (HES) so the New Zealand figures can be updated to 2004. However the latest comparisons across the OECD are available only to around 2000 (OECD, 2005).
The OECD poverty indicator uses a relative-to-contemporary-median approach with the primary focus on trends using the 50% threshold.
 
Population poverty
· On the OECD measure, the average New Zealand rate through the mid-1990s (1994 to 1996) was 8.8%, which was at the OECD median. 
· By the time of the 2001 HES the rate was 9.8%. This still places New Zealand in the middle of the OECD ranking, with a rate similar to Canada (10.3%), slightly below Australia (11.2%) and the United Kingdom (11.4%), and well below the United States (17.0%). Denmark has the lowest proportion with incomes below the 50% line (4.3%).
· By 2004, the New Zealand rate was 10.8%.

Child poverty
· On the OECD measure, the average New Zealand child poverty rate through the mid-1990s (1994 to 1996) was 12.5%.

· By the time of the 2001 HES the rate was 14.6%. This places New Zealand 17th out of 26 OECD countries for child poverty, with a rate slightly above Canada (13.6%), similar to that of Japan (14.3%), and lower than the United Kingdom (16.2%) and the United States (21.7%). Denmark, Finland, Norway and Sweden have the lowest rates, all being in the 2% to 4% range. 

· By 2004, the New Zealand rate was 15.0%.

The 2005 UNICEF report
· The 2005 UNICEF report that was published earlier this year (UNICEF, 2005) reported child poverty in New Zealand at 16.3% in 2000 and gave New Zealand a ranking of fourth worst in the OECD.
· New Zealand was described as being in a group with ‘exceptionally high rates of child poverty’ and in the middle bunch of those countries which showed an increase since 1991 when New Zealand’s rate was reported as 14.3%. 

· The OECD information on which the UNICEF report was in the main based has been revised since it was published. The corrected figure for 2000–2001 is 14.6% as noted above.

· On the basis of the corrected figure New Zealand is placed among what UNICEF describe as ‘middle-ranking countries’, and the change since 1991 becomes negligible.

Cautions when making comparisons between poverty figures
Not too much should be read into small changes from one survey to the next, especially when dealing with smaller subgroups. (This also applies to the inequality and housing affordability indicators.) 
For example, the change in the rates from 7.1% in 2001 to 7.6% in 2004 for those in economic family units whose main source of income is New Zealand Superannuation is too small to be able to make a reliable inference that there has been an increase. Similarly the change in the child poverty rate on the OECD measure from 14.6% to 15.0% is too small to allow any reliable conclusion about change. On the other hand a large reduction from 27% to 21% as is reported using The Social Report measure is significant. 
International league tables such as those produced by UNICEF and the OECD have a popular appeal, but need to be treated with some caution for several reasons:

· the ‘poor’ in two countries with the same reported income poverty rates may have quite different actual day-to-day living standards;
· poverty rates for countries can bunch together, and small differences in rates can mean very large differences in rankings – comparison with the median is therefore often more useful than the ranking itself;
· some countries’ reported rates can bounce around from year to year on a relative-to-contemporary-median approach thus making the choice of comparison years crucial.
Housing affordability

High housing costs relative to income are often associated with severe financial difficulty, especially for low-income households, as they can leave such households with insufficient income to meet other basic needs, such as food, clothing, transport, medical care and education.

The housing affordability measure is based on the proportion of households spending more than 30% of their income on accommodation. 
Detailed analysis is set out in the table and graph in Appendix B. The key points are that:
· Since the late 1980s, there has been a substantial increase in the proportion of households spending more than 30% of their income on housing. Between 1988 and 1997 the proportion rose from 11% to 25%, then levelled off at 25% in 1998 and 24% in 2001.

· In the period 2001 to 2004, the proportion of households spending more than 30% of their income on housing declined from 24% to 21%.
· The proportion of children living in households with these high housing costs has also fallen, from 34% in 2001 to 29% in 2004.
· The indicator has fallen sharply for households with at least one Māori adult (31% to 21%) and households with at least one Pacific adult (41% to 23%).
· The proportion of low-income households spending more than 30% of their income on housing costs has fallen from 42% in 2001 to 35% in 2004.

· Only non-European households other than Māori and Pacific households showed an increase on the indicator. This may reflect, in part, the changing composition of a group that contains many new migrants.
Appendix A
Table A.1
Proportion of population in economic family units with net-of-housing-cost equivalised incomes below the 60 percent line (benchmarked to 1998 median)
	
	1987-88
	1992-93
	1997-98
	2000-01
	2003-04

	Total population
	12.3
	26.5
	20.9
	21.8
	19.3

	Population aged 15 and over
	11.6
	23.8
	19.3
	20.0
	18.6

	Males aged 15 and over
	11.5
	23.0
	18.7
	19.0
	18.6

	Females aged 15 and over
	11.8
	24.5
	19.9
	21.0
	18.7

	Total dependent children
	13.5
	33.9
	24.4
	26.7
	20.6

	Children in sole-parent families
	15.4
	63.3
	51.0
	60.7
	43.3

	Children in two-parent families
	13.1
	27.0
	16.8
	18.4
	14.6

	Total economic family units
	13.8
	27.9
	22.8
	23.1
	21.7

	By number of children and family type
	
	
	
	
	

	With one dependent child
	10.3
	29.2
	24.0
	25.2
	18.8

	With two dependent children
	11.1
	30.4
	22.8
	25.0
	16.4

	With three or more dependent children
	16.8
	40.6
	26.1
	30.6
	27.4

	Sole-parent families
	13.9
	59.6
	47.1
	55.1
	39.8

	Two-parent families
	11.9
	24.2
	16.1
	17.1
	12.9

	Total families with dependent children
	12.3
	32.7
	24.2
	26.4
	20.1

	By ethnic group
	
	
	
	
	

	With any Mäori adult
	13.5
	41.8
	30.3
	31.5
	23.6

	With any Pacific adult
	23.4
	50.0
	43.6
	41.1
	40.2

	With any ‘Other’ ethnic group adult
	24.0
	42.1
	53.7
	35.2
	46.8

	With any European/Päkehä adult
	12.5
	23.2
	18.1
	18.6
	15.7

	By main source of income
	
	
	
	
	

	New Zealand Superannuation
	7.5
	9.5
	10.6
	7.1
	7.6

	Income-tested benefit
	25.1
	75.1
	60.5
	61.2
	51.2

	By housing tenure (households with one family unit)
	
	
	
	
	

	Rented
	n.a.
	44.3
	35.9
	33.7
	28.7

	Owned with mortgage
	n.a.
	22.5
	14.5
	15.9
	10.7

	Owned without mortgage
	n.a.
	5.1
	3.8
	5.7
	5.3


Source: 
Derived from Statistics New Zealand Household Economic Survey by Ministry of Social Development

Note: 
Revised data for 2000–2001 (see the Technical Notes)

Appendix B

Table B.1

Proportion of the population in households with housing cost outgoings-to-income ratio greater than 30 percent, selected years, 1988 to 2004
	
	1987-88
%
	1992-93

%
	1997-98
%
	2000-01

%
	2003-04

%

	Total population
	10.6
	20.6
	24.9
	23.6
	21.4

	Population aged 15 and over
	9.9
	19.0
	21.9
	20.9
	19.7

	Males aged 15 and over
	10.3
	18.8
	21.0
	19.9
	20.0

	Females aged 15 and over
	9.5
	19.3
	22.7
	21.9
	19.5

	Age groups
	
	
	
	
	

	Under 18 years
	11.9
	27.1
	37.1
	34.2
	29.2

	18-24 years
	12.4
	24.6
	26.1
	28.6
	29.0

	25-44 years
	14.7
	26.3
	31.1
	28.0
	25.0

	45-64 years
	5.0
	12.2
	13.8
	15.5
	15.4

	65 years and over
	3.2
	4.0
	7.1
	7.1
	5.9


Figure B.1

Housing affordability indicator by ethnic group
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Technical Notes
1
Mean and median

· The median is now much more often used than the mean as the reference for setting relative income thresholds.
· The main reason for this is that in contrast to the mean the median is not susceptible to influence from a relatively few very high income households.
· In New Zealand, the median disposable household income increased 12% from $33,500 in 2001 to $37,400 in 2004.
· Mean disposable household income increased by 11% from $41,700 in 2001 to $46,200 in 2004. 

· Median household income is lower than the mean income on most national income distributions because of the way household incomes bunch up at the lower end and have a long tail of households with higher incomes. These higher income households lift the mean above the median. In 2004, around 61% of households had disposable incomes below the mean.
2
Differences between the primary Social Report low-incomes measure and the OECD measure
	Decision point
	Primary Social Report measure
	OECD measure
	Comment

	income sharing unit
	economic family unit
	household
	Use of EFU alters the shape of the income distribution compared with the HH one, eg 60% EFU median ≈ 50% HH median – no effect on overall trends

	income concept
	disposable after housing costs
	disposable
	−

	equivalence scale
	Revised Jensen 1988
	square root of number in household
	The Jensen scale is more middle of the road – the OECD scale is extreme in one aspect, weighting a child = an adult, as far as consumption goes. The OECD approach raises relative child poverty rates by around 1%, all else equal.

	method for adjusting thresholds over time
	constant-value
	relative-to- contemporary-median
	See main text and note 3 below

	method for determining median
	take the middle EFU
	rank individuals by the income of their HHs then choose middle person
	OECD approach has the effect of producing lower relative poverty rates by around 1–2%, all else equal


3
The potential for counter-intuitive results when using a relative-to-contemporary-median approach
· On a constant-value (CV) approach (as in The Social Report’s primary measure) a household is considered better off if its income in real terms is higher than it was in the previous period. In times of good economic growth with rising employment and declining unemployment, poverty rates measured on a CV approach can generally be expected to decline, as they have in New Zealand since the mid-1990s. There is however a limit to how low even CV rates can fall when there is a large ‘beneficiary’ population on incomes that do not (often) change in real terms.

· On a relative-to-contemporary-median (RCM) approach (as in the OECD measure) the situation of a low-income household is considered to have improved if its income is closer to that of the median household, irrespective of whether it is better or worse off in real terms. The focus here is not so much on the improvement or decline of low incomes in real terms, but on monitoring the distance that those with low incomes are from the ‘middle’. It gives an indication of the degree to which the poorer households are sharing in the rising (or falling) wealth of the nation.
· The RCM approach can produce counter-intuitive results over time. For example, in times of good economic growth with rising employment and reducing unemployment, median income (and therefore the poverty lines which are simply a proportion of the median) can rise more quickly than the incomes in the lower parts of the income distribution. In these circumstances an RCM measure would report increasing poverty even if those in low-income households were experiencing real income growth. 
· This counter-intuitive result was observed in Ireland in the 1990s: the poor became ‘richer’ in real terms, but because the income growth of the middle households was even greater, poverty rates grew considerably as measured by an OECD-type approach using an RCM threshold. This has also happened for New Zealand from 2001 to 2004, albeit on a more modest scale. 

· The reverse was observed in the Czech Republic, Hungary and Poland all of whom suffered large falls in national income in the early 1990s. Real incomes fell, but poverty was reported as declining as measured by an RCM approach.

· Both the RCM and the CV approaches are used in OECD nations. They each have a valid story to tell about the situation of citizens in lower-income households and families. The OECD itself uses an RCM approach for its primary indicator for international comparisons. 
4
The inequality indicators

· Both the P80/P20 ratio and the Gini coefficient are calculated using equivalised disposable household income.
· The P80/P20 uses the 1988 Jensen equivalence scale and the Gini calculation uses the square root scale.
· The P80/P20 ratio is calculated on households and the Gini calculation uses individuals with their household income attributed to them.
5
Some of the 2001 figures in this update differ slightly from those published in The Social Report 2004. The differences arise from the use of improved weights for the 2001 HES calculated by Statistics New Zealand and, in addition for the low-income figures, a revision to the methodology for attributing housing costs to EFUs. 
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� 	Access to the HES data was provided by Statistics New Zealand under conditions designed to give effect to 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.


� 	The 2003–2004 HES is commonly referred to in a short-hand way as ‘the 2004 HES’. The survey is for the year ending 30 June 2004 with its midpoint in December 2003. For the 1998 HES and earlier ones the survey period was for March years. The 1998 HES therefore has a midpoint of September 1997. This background paper adopts the common short-hand approach for simplicity. The years referred to in tables and graphs are therefore those for the end of the survey period, not its midpoint.


� 	See the Technical Notes for information comparing mean and median incomes. 


� 	The median income of the middle quintile (Q3) is the same as the median for all households.


� 	See the Technical Notes for more detail on the two indicators. 


� 	Each person has the equivalised income of their household attributed to them in the calculation.


� 	See Ballantyne et al (2004) for some shorter-term longitudinal analysis using the Income Supplement to the Household Labour Force Survey.


� See Krishnan et al (2002).


� 	See the Technical Notes for further information on this.


� 	See the Technical Notes for information on the potential for counter-intuitive results when using a relative-to-contemporary-median approach.


� 	Economic family units (EFUs) are essentially benefit eligibility units. There are four types of EFUs in practice: a couple with or without dependent child(ren), a sole parent with dependent child(ren), and unattached individuals. A household may contain more than one EFU.


� 	The New Zealand Poverty Measure Project has also used a relative-to-contemporary-median approach (Waldegrave et al 2003).


�	The Ministry’s analysis of the effect of the WFF package on child poverty is based on the OECD measure. The modelling work estimates that, by 2008, using a 50% OECD threshold, child poverty can be expected to have dropped by some 70% to around 4–5%. Using the higher OECD threshold of 60% of the median, the reduction is expected to be around 30%. If child poverty on the OECD measure reduces by these large amounts, then The Social Report constant-value measure can be expected to do so too. See Perry (2004).


� 	Note also that the figures for some countries are different in the UNICEF report than in OECD (2005). For example, in the UNICEF report Australia’s child poverty rate is reported as 14.7%, but in the OECD report it is 11.6%.


� 	Perry (2004) reported a child poverty rate of 14% using the 2001 HES and the methodology of the Luxembourg Income Study (LIS). This approach was chosen so that comparisons could be made with the 2000 UNICEF report card which drew on the LIS for most of its poverty rates. The LIS approach is a little different than the OECD approach and generally produces rates that are slightly lower than those from the OECD approach. In 2005, UNICEF in the main used OECD analysis for its league table.






