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Changes since last report

e The 2016 report updates the previous one with findings based on the 2014-15 Household
Economic Survey (referred to as the 2015 HES).

e The Annex to Section H, which brings together in one place the main findings about child
poverty and material hardship (from both the Incomes and NIMs reports), has been
strengthened.

e The report gives greater prominence to the income-wealth-consumption-material-wellbeing
conceptual framework that sits behind the more detailed analysis and which gives coherence
to the report’s many strands.

e The notion of “Inclusive Growth” is used and new analysis reported.

Next report

e The next report is scheduled for mid 2017 based on the 2016 HES. (The timing is dependent on
the availability of the HES data.)

Availability on MSD website

e This report and previous ones are available on the MSD website:
www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/index.html

Updates since publication on 8 September 2016

12 Oct 2016: Table 9.2 in Appendix 9 - 2015 information added and the 2007 to 2014 rows updated using the
revised data sets, bringing the table into line with rest of the report (see bottom of p18 in Section
A for information on the Statistics New Zealand revisions to the HES data on the imputation —
these changes are now reflected in Table 9.2).
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After (deducting) housing costs
Accommodation Supplement
Benefit Datum Line

Before (deducting) housing costs

Constant value (referring to low-income thresholds or ‘poverty lines’ kept
constant in real terms) = ‘fixed lines’

Domestic Purposes Benefit

Economic family unit

European Union

The Statistical Office of the EU

Full-time (30 hours or more per week)

Global Financial Crisis

Household Economic Survey

Household Labour Force Survey

Household

Housing New Zealand Corporation

Invalid’s Benefit

More economically advanced country

Net average ordinary time weekly earnings

Non-monetary indicator

New Zealand Poverty Measurement Project

New Zealand Superannuation

Organisation for Economic Co-operation and Development

Poverty Measurement Project

Part-time (less than 30 hours per week)
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’

Sickness Benefit

Survey of Family, Income and Employment

Sole parent

Two parent

The NZ Treasury’s tax-benefit microsimulation model (up to HES 2004)
The NZ Treasury’s tax-benefit microsimulation model (starting with HES 2007)
Total poverty gap

Unemployment Benefit

United Nations Children's Fund (formerly, the United Nations International
Children's Emergency Fund)

Working for Families
Workless (adult or HH)

o ‘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.

e When ‘child’ is used without qualification, it means ‘dependent child’.

¢ 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.



About this report

This report provides information on the material wellbeing of New Zealanders as indicated by their
household incomes from all sources over the period 1982 to 2015. It updates the last report
published in 2015 which covered 1982 to 2014.

It is one of a suite of three reports that provide information on the material wellbeing of New
Zealanders. The suite includes:
e the Household Incomes Report
e the companion report that uses non-income measures (NIMs) to measure and track
material wellbeing
e an Overview report which provides a 40-page summary and synthesis of the findings in
the two longer reports.

A short Summary document that covers both the Incomes and the NIMs reports is available on
MSD’s website, along with another which gives some Guidelines on using and interpreting the
findings in the reports.

The income measure used in the Incomes Report is household after-tax cash income for the
twelve months prior to interview, adjusted for household size and composition. This is referred to
as equivalised disposable household income and is taken as an indicator of a household’s access
to economic resources and of its (potential) living standards.

The major focus of the report is on trends in income-based indicators of inequality and hardship.
These trends are set in the context of a description of the changing overall income distribution in
the period. Extensive international comparisons are provided.

The report is about more than just the numbers. It also provides commentary, contextual
information and technical notes to assist the reader with a better understanding of the indicators
and the trend figures they produce.

All results are estimates, based in the main on data from Statistics New Zealand’'s Household
Economic Survey (HES) which is a nation-wide survey with an achieved sample in recent years of
of around 3000 to 3500 private households. The latest income information is from the 2014-15
HES which had an achieved sample of 5561 private households, some 70-80% larger than usual.?
The interviews for the survey are conducted face to face and for the 2015 HES were carried out
from July 2014 to June 2015. The income questions ask about incomes for the twelve months prior
to the interview.

The report is published as part of the Ministry of Social Development’s work on monitoring social
and economic wellbeing. It is designed as a consolidated and accessible resource for use by a
wide range of individuals and groups (policy advisors, researchers, students, academics,
community groups, commentators and citizens more generally), to inform policy development and
public debate around poverty alleviation and redistribution policies.?

This is the tenth issue in the series of Income Reports which will be updated in similar format as
new HES datasets become available. The next update with new findings is expected in mid 2017
based on the data from the 2016 HES.

The scope of the report is relatively narrow. Its focus is on the material wellbeing of New
Zealanders as indicated by the equivalised disposable income of their households. Although it has
a short section on the extent of re-distribution of households’ market income through taxation and

1 The full HES is run each three years (2003-04, 2006-07, 2009-10, and so on). Starting with 2007-08, a shortened
version of the full HES has been run in the two intervening years to collect data on incomes, housing cost expenditure
and living standards indicators. It is referred to as the HES (Income). For more detail on the HES in general, and
especially on the 2014-15 HES, see www.stats.govt.nz/hes

The report shares many of the assumptions used by the New Zealand Poverty Measurement Project (Stephens et al,
1995; Waldegrave et al, 1996), Mowbray (2001) and Easton (1995a, 1995b, 1996) in their reporting on poverty trends in
New Zealand.
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government spending, it does not seek to give an account of how household income comes
together from individual market incomes, social assistance paid to benefit units, and New Zealand
Superannuation paid to older New Zealanders. Nor does the report seek to give a comprehensive
explanation of the reported trends by drawing on the usual mix of labour market, demographic and
macro-economic and geo-political factors, and on changes in tax and social assistance policy
settings. Some limited context is given to point to macro-level changes that impact on household
income, but the report is essentially descriptive.

There are several Appendices which provide more detail on some of the concepts, definitions and
assumptions used in the report, and how these impact on the reported levels and trends in
inequality and poverty.

Summary inequality figures are available from page 74 and from page 178 (international
comparisons), and trends in low incomes / income poverty for the whole population and dependent
children can be found from page 107 on. There is an Annex to Section H (starting on page 144)
that brings all the child poverty and hardship material together in one place.

kkhkkhkkkkkkkkkkk k%

Copies of the report are available on the Ministry of Social Development’s website at:
www.msd.govt.nz

Feedback on the report is welcomed, especially any suggestions for possible additional
information or for the clarification or better presentation of what is already included.

For feedback and enquiries, contact Bryan Perry at: bryan.perry001@msd.govt.nz



http://www.msd.govt.nz/
mailto:bryan.perry001@msd.govt.nz

Section A - Introduction 3

Section A
Introduction

This Introduction outlines the main concepts and assumptions used in the report. More detail is
provided on selected issues in the Appendices and in other Sections as indicated.

Following the definitions below of the income measures used in the report, the Introduction is
divided into two parts:

e The first outlines and discusses the over-arching income-wealth-material-wellbeing
framework used in this report and in the companion report using non-incomes measures
(NIMs).

e The second sets out the key assumptions and approaches used in the income data
analysis that forms the basis of the report. More detailed discussion of the income poverty
measures is in Sections E.

The income measures used in this report

Gross and disposable household incomes

Gross household income is the total of all income before tax for the previous 12 months from all
sources for all household members aged 15 years or over. Gross household income is calculated
directly from the income information given by respondents in the survey.3

Disposable household income is the total of all after-tax income for all household members. To
calculate disposable income Statistics New Zealand uses the Treasury’s tax-benefit
microsimulation model (Taxwell*) to estimate tax liabilities for individuals and benefit units. The
resulting personal disposable incomes are summed to give disposable household income.
Disposable household income is sometimes referred to as net income or after-tax cash income.

Equivalised disposable household income

The primary income measure used in the report is disposable household income for the twelve
months prior to interview, adjusted for household size and composition. This is referred to as
equivalised disposable household income and is the international standard income measure for
reports of this type. The rationale for adjusting for household size and composition and the
difference that different equivalence scales make to findings are discussed below, after the next
section.

In line with international practice, income from capital (eg interest and dividends) is included, but
capital gains themselves are not.> A capital gain or loss for a household is treated as a change in
net worth or wealth, except where the proposed “capital gain” is in fact income as defined by tax
law.

In general, income is regarded as all receipts which are received regularly or are of a recurring nature. The sources are
wages and salaries, self-employed income (defined as the before-tax profit/loss of the business), social welfare benefits
(including Family Support and its tax credit successors, and the Accommodation Supplement and its pre-cursors), New
Zealand Superannuation and war pensions, income from investment, and other regular income (such as maintenance
and directors’ fees). For a business which recorded a loss in its latest balance sheet or profit and loss account, the
respondent concerned is allocated a negative amount for self-employment income, the amount being the full loss or, in
the case of a partnership, the respondent's share of the loss.

For 1982 to 2004, the incomes data is calculated using Taxmod, the predecessor of Taxwell.
5 UNECE (2011).
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Income, wealth (net worth), consumption and material wellbeing

This report is about household incomes, their trends and levels over time, and how dispersed they
are (levels of income inequality). While this information is of value in itself, one of the motivations
for reporting on household income is to discover what it tells us about the material wellbeing of
households — changes over time, and the relative positioning of different groups within the
population.

In line with common practice among all OECD and EU nations, the report takes household income
as an indicator or proxy measure of material wellbeing. Given the importance of income and cash
in our sort of economy and society, the range of financial levers available to a government for
influencing the distribution of income, and the ready availability of good income data from surveys
and administrative records, there is a sound rationale for reports such as this.

Income however is not the only economic resource available to a household to generate its
consumption possibilities. A household’s wealth (or lack of it) is another crucial factor. A
household’s wealth is its total financial and non-financial assets less liabilities — this is sometimes
called net worth. Income and net worth together largely determine the economic resources
available to households to support their consumption of goods and services and therefore their
material standard of living.

The diagram below (Figure A.1) shows the relationship between income, wealth and material
wellbeing in a simple stylised form. It also indicates that “other factors” that vary from one
household to the next can also impact on material wellbeing. These are especially relevant for low-
income / low-wealth households, and can make the difference between “just getting by” and not
being able to meet basic needs.®

Figure A.1
The income-wealth-consumption-material wellbeing framework used in the report

Household

ihcome \ Basic needs /

Resources essentials

1 available for >
consumption Discretionary
/7 spend /

Wealth desirable non-

essentials

Other factors Material wellbeing or
eg assistance from outside the household living standards

(family, community, state), high or unexpected
health or debt servicing costs, lifestyle choices,
ability to access available resources

Income can be used for the current consumption of goods and services, or saved to increase
wealth for later consumption. Some lower-income households have relatively high wealth levels
and can support consumption levels well above those with similar incomes but lower net worth.

Households with resources that are not adequate for supporting consumption that meets basic
needs (those experiencing poverty or hardship) are of special public policy interest. Low-income
households with low net worth levels are especially vulnerable to the negative impacts of
unexpected expenses or even small drops in income. Some are unable to purchase the essentials
in the first place.

6 See Section E for a more detailed stylised diagram and further discussion.
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One of the clear implications of this framework for the central theme of this report (the material
wellbeing of New Zealanders as indicated by their household incomes) is that:

e either, income and wealth (net worth) need to be considered together to produce a proper
ranking of households from high to low material wellbeing when basing the ranking on
economic resources

e or, material wellbeing needs to be measured more directly using non-income measures.

The rest of this part of Section A looks in more detail at these two implications.

The distributions of household income and wealth, separately and together

Income levels and wealth accumulation vary over the life-cycle. Wealth tends to grow steadily
through to near “retirement” age, especially through retirement savings, home ownership and
mortgage repayment, then is used to varying degrees in “retirement”. Household incomes tend to
rise much more rapidly and earlier than wealth, then fall away as paid employment reduces or
ceases. Figure A.2 below shows the average trend for Australia.”

Figure A.2
Gross weekly household income and wealth by age of reference person, Australia, 2011-12
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Age of household reference person

Source: Survey of Income and Housing (ABS), reported in ABS (2013b)

The life-cycle trends shown in Figure A.2 are averages. There are many whose life follows other
trajectories that are not so tidy. For example, some accumulate very little wealth and become
particularly vulnerable later in their life if their household income drops because of a relationship
break-up, illness or redundancy.

Table A.1 shows that wealth is distributed more unequally than income. The figures are similar for
both Australia and New Zealand. This is a well-established finding that applies to all OECD and EU
countries and to many others.

For both Australia and New Zealand the Gini for wealth is roughly double the income Gini. The
ratio of top quintile share to bottom quintile share (S5:S1) is 5 for income for both Australia and
New Zealand, whereas the same share ratio for wealth is “off the scale” — around 70 for Australia.

7 New Zealand now has up to date wealth and income data in HES 2014-15, but we have not as yet done the analysis in
Figure A.2 using New Zealand data. The analysis that follows draws on both the Survey of Income and Housing (SIH) run
by the Australian Bureau of Statistics (ABS), and the Household, Income and Labour Dynamics in Australia (HILDA)
Survey run by the Melbourne Institute and funded by the Australian Department of Social Services. For New Zealand
comparisons, unpublished New Zealand Treasury analysis of the wealth and income information from the 2003-04 wave
of Statistics New Zealand’s Survey of Family, Income and Employment (SoFIE) is used. In Section L (on wealth), HILDA
data is used to briefly report on wealth mobility.
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Table A.1
Shares of income and wealth by respective quintiles (%)
Ql (low)| Q2 Q3 Q4 Q5 (high) | Share ratio, S5:S1

Australia 8 13 17 23 40 5
Household income

Nz 8 13 17 23 40 5

Australia 1 5 12 21 61 very large ~ 70
Household wealth

NZ 0 5 12 24 59 very large

Sources: Australia: ABS (2013), Tables 6 and 7, using SIH data.
New Zealand: for income, MSD analysis of HES data; for wealth, unpublished NZ Treasury analysis of
SoFIE data (2003-04)

The separate distributions of income and wealth are of interest in themselves, but for the purposes
of this report it is the joint distribution of household income and household wealth that matters,
especially to better distinguish between households of higher and lower material wellbeing.

Table A.2 shows the joint distribution of income and wealth by reporting the share of total wealth
held by households in the five income quintiles. For both Australia and New Zealand the wealth
share ratio S5:S1 for income quintiles is much lower (3) than the raw wealth share ratio (70+) and
is in fact lower than the income share ratio (5).

Table A.2
Shares of wealth by household income quintiles (%)
HH income quintile 2| Q1 (low) Q2 Q3 Q4 Q5 (high) | Wealth share ratio, S5:S1
Australia 12 15 17 20 36
New Zealand 12 15 14 19 39 3

Sources: Australia: ABS (2013), Tables 6 and 7, using SIH data (2011-12).
New Zealand: unpublished NZ Treasury analysis of SoFIE data (2003-04).

The joint distribution of wealth and income as shown in Table A.2 is a more comprehensive
indicator of the distribution of household economic resources than either income or wealth on their
own. The difference between the raw wealth distribution and the joint income-wealth distribution
reflects in part the fact that people accumulate wealth over the course of their lives. Many older
people have relatively high wealth (often in the form of a mortgage-free home in the main) but low
income. Many younger households have lower wealth but higher incomes than many older people.
Some of all ages have low incomes and low wealth levels.8

Using the joint income-wealth distribution for better distinquishing between households with lower
and higher material well-being (living standards)

Given the persuasive logic and potential public policy value of using income and wealth
information to better identify the most disadvantaged households, why is it that this approach is not
used as standard practice? There are two main challenges:

o first, for many countries, there are data limitations in that most regular income surveys do
not also have wealth information

e second, it is not clear how best to combine the income and wealth information into one
number for each household to allow household rankings to be made.

The Australian efforts in this regard are well-advanced. For New Zealand, in the 2014-15 HES
Statistics New Zealand collects income, wealth and more direct material wellbeing information in
the one survey and plans to do so at regular intervals. This is a welcome advance that enables
analysis that will give more comprehensive understanding of the links between income, wealth and
material wellbeing.

8 See Whiteford (2014) for further commentary on the joint distribution.
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However, even where good income and wealth data are available, there is no agreed way of
combining the two to rank individual households on a single scale from high to low material
wellbeing. This remains a significant challenge.®

Even if income and wealth information cannot (yet) be combined at a household level to rank
households by their economic resources, the information can be clumped at, say, a quintile level
on the two dimensions in a simple cross-tabulation that enables the range of joint income and
wealth scenarios to be better understood, and for the most vulnerable low-income-low-wealth
groups to be identified.

Table A.3 illustrates this based on Australian data for 2009-10. It shows that around one third
(35%) of those in the lowest income quintile are also in the lowest wealth quintile, while around a
guarter (26%) have wealth in the top two wealth quintiles. Clearly the material wellbeing and actual
day-to-day living standards of the latter group will be higher than for those with both low income
and low wealth.

Table A.3
The distribution of wealth across household income quintiles, Australia (2009-10)

Household income quintiles

6) Q1 Q2 Q3 Q4 Q5

Q1 35 25 16 11 5

Q2 17 21 21 22 17

Housqej'i?]'t‘ijl (‘e”sea“h Q3 21 21 23 19 13
Q4 15 19 24 25 20

Q5 11 14 16 23 44
ALL 100 100 100 100 100

Source: Table 8.3 in OECD (2013), from Australia’s Survey of Income and Housing

It is tempting to use a tidy-looking table like Table A.3 to reach conclusions about what proportions
of low-income households (say, Q1) have low living standards and what proportion do not. To get
to that next step requires further information about the actual wealth levels in the bottom two to
three wealth quintiles. If these quintiles all have very low wealth, and Table A.1 indicates that they
do, then the vulnerable low-income group expands from 35% to 74% of the bottom income quintile.
As is the case for low-income thresholds themselves, judgement calls have to be made about what
wealth levels are sufficient to consider low-income households to no longer be vulnerable or
“resource-poor”. In addition, the composition of the household wealth is relevant too, with some
types being more liquid and accessible than others.

Future analysis of the 2014-15 HES will allow us to also identify the proportion in each cell in a
table like Table A.3 who are also in material hardship (using the non-income measures in the
HES). This will give a more comprehensive and robust picture of where the vulnerable groups are
in the income-wealth grid.

Using non-income measures to measure material wellbeing

Non-income measures (NIMs) are now widely used in EU and in many OECD nations to more
directly measure the material wellbeing of households, especially at the low living standards or
“hardship” end of the spectrum. NIMs are sometimes called non-monetary indicators.

Using this approach, the impacts on material wellbeing of different levels of income and wealth and
of the differing experiences of the “other factors” noted in Figure A.1 are all captured in the
different scores reported using indices based on NIMs.

The OECD recently published a report on a “Framework for Statistics on the Distribution of Household Income,
Consumption and Wealth” (OECD, 2013). It was one of the products of a 2011-12 work programme of an OECD
expert group, chaired by Bob McCall from the Australian Bureau of Statistics, whose task was to improve existing
metrics for measuring people’s economic well-being at the micro level, i.e. at the level of individuals and households.
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In addition to monitoring material wellbeing using household incomes, MSD also monitors material
wellbeing and hardship through the use of non-income measures (NIMs) based around the basics
people have and do not have, and the freedoms or restrictions they have in purchasing desirable
non-essentials. Further detail is available in the companion NIMs report and in other publications
available on MSD’s website.10

The HES has collected information on NIMs since HES 2007.

Summing up: the use of household income as an indicator of material wellbeing

In the context of the framework indicated in Figure A.1, household income is taken to be either an
imperfect but readily available and very important indicator of the “consumption possibilities” for a
household, or as an indicator that allows comparisons of the potential living standards of
households, all else assumed equal.

While the incomes approach has recognised limitations, there are several other factors to consider
too when assessing its value for monitoring material wellbeing and hardship:

e Income and cash-in-the-hand are very important in our sort of economy and society. This
is especially so for households that have low incomes, very tight budgets and very limited
or negative net worth. Monitoring trends in low household incomes is very important for
understanding how the more vulnerable groups are faring.

e Governments have a wide range of financial levers available to them for influencing the
distribution of income. Although governments can also redirect resources to provide
subsidies and services that reduce pressures on household budgets or more directly
improve material wellbeing, the income levers use a much greater proportion of
government expenditure than the subsidies or services (excluding public health and
education).

e The ready availability of regular and good quality income data from surveys and
administrative records.

e Using household income after deducting housing costs improves the congruence between
the report’s findings on the income relativities between population groups and the
relativities found using more direct non-income measures.

The framework and government policy to address poverty and material hardship

The income-wealth-consumption-material-wellbeing framework together with its elaboration in
Appendix 13 in relation to child poverty and hardship provide a high-level check-list for policy
development to address poverty and hardship.

For example, thinking about poverty alleviation from the perspective of the household, and how
that intersects with government policy, the framework points to the following, as the pathways for
addressing or alleviating poverty:

e increasing household income (whether it be from higher total earnings or increased
government cash assistance or reduced tax)

¢ having the demands on the core household budget reduced (for example, through
government services and government subsidies such as those for free doctor’s visits for
under 13s, reduced fees for Community Services Card holders, child care subsidies)

e getting better at using a given income to meet basic needs (through improved budgeting,
healthy family functioning (tension and chaos reduce efficiency), improving life skills, better
access to government and community services, and so on).

10 See Jensen et al (2002), Krishnan et al (2002), Jensen et al (2006), and Perry (2009) available at:
http://www.msd.govt.nz/work-areas/social-research/living-standards/index.html
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The framework makes it clear that improving the day-to-day living standards of households is
about more than income, though income remains a very important factor.

When the focus is on raising incomes for households with children the framework points to three
factors that impact on child poverty rates and on the proportion of poor children who come from
various subgroups (that is, on the composition of the poor):

e the economy and the labour market (impacting for example on employment and
unemployment rates, wage rates, benefit numbers (including numbers of sole-parent
families), and interest rates)

e demographic shifts and changing cultural norms (eg the number of sole-parent families,
whether sole-parent families live in households on their own or with other adults, the
proportion of dual-earner two-parent households)

e policy changes that have a direct impact on income (eg policy changes around benefit
rates, income-related rents, the Accommodation Supplement and Working for Families
settings all have clear impacts on the child poverty rates for children from working and
workless households, and on the relativities between the two groups).

[See the June 2016 report to the Ministerial Committee on Poverty which sets out the
Government’s ongoing approach to alleviating poverty in New Zealand, available at:
http://www.dpmc.govt.nz/sites/all/files/publications/3862574-mcop-govt-actions-on-poverty-

2016.pdf ]
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Three ways of measuring material wellbeing and ranking households

The reports use three different measures of material wellbeing to rank households from high to
low. Both income measures adjust for household size and composition to enable more realistic
comparisons between different household types.

e BHC income (income before deducting housing costs):

Household income from all household members from all sources after paying income tax
gives an indication of the different levels of financial resources available to different
households, all else being equal.

But all else is not equal, as the diagram on the previous page makes clear. There are
many factors other than current income that make a difference to the actual day-to-day
living standards of households. For example, the largest item on the household budget for
many households is accommodation costs, and yet for others in mortgage-free homes
these costs are much lower. Accommodation costs cannot usually be changed in the
short-term. To better compare the material wellbeing of households when using incomes
the Incomes Report also uses household income after deducting housing costs (AHC
incomes), especially for “poverty” measurement.

. AHC income (income after deducting housing costs):

AHC income (ie BHC income after deducting housing costs) is a very useful measure for
understanding the real-life differences in consumption possibilities for households when
looking at income alone. AHC income is sometimes called “residual income”.

There are other factors (in addition to income and housing costs) that also contribute to a
household’s material wellbeing. The combined impact of all these factors on a household’s
material wellbeing can be captured by examining more directly the actual living conditions
and consumption possibilities that households experience. The MWI does this.

. MWI (Material Wellbeing Index)

The MWI is made up of 24 items that give direct information on the day-to-day actual living
conditions that households experience. They are about the basics such as food, clothes,
accommodation, electricity, transport, keeping warm, maintaining household appliances in
working order, and so on, and also about the freedoms households report to purchase and
consume non-essentials that are commonly aspired to. See Appendix 2 in the Overview
document for a list of the MWI items.

Differences in MWI scores reflect the differing impact on living standards of the income,
assets and other factors in the framework on page 4. The MWI rankings reflect the
different levels of consumption for different households in a way that gets around the need
to carry out the very demanding analysis required to create a dollar value for each
household’s consumption.

MSD also uses two deprivation / material hardship indices which focus only on the low end
of the spectrum:

o DEP-17: this gives the same results as the MWI when looking at the bottom
quintile (20%), but the scoring is more intuitive (eg a score of 7+/17 simply means
“missing 7 or more basics from the list of 17”)

o [EU-13: this 13-item index is used in Europe and we use it monitor how New
Zealand ranks internationally — it ranks households much the same as DEP-17
does.
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The different measures can show different pictures of who is in the higher and lower
material wellbeing levels

Different pictures can emerge depending on which measure of material wellbeing is used. This is
most clearly illustrated when looking at how different age groups rate relative to each other on the
three measures.!

e The charts below show how the bottom quintile (bottom 20%) becomes “younger” when
the ranking measure changes from BHC to AHC to the MWI: the proportion of older New
Zealanders in the bottom quintile decreases (25% to 9% to 5%) and the proportion of
children increases (28% to 34% to 38%).

e The differences arise in part because mortgage-free home ownership is very high among
older New Zealanders (ie housing costs are very low for most), so when moving from BHC
to AHC incomes a large re-ranking happens with many older New Zealanders moving up
and many families with children moving down relative to each other. The table shows the
result of the movement from Q1 (BHC) to Q2 (AHC) for many older New Zealanders.

The make-up of the bottom quintile (20%) for the three measures, by age groups (HES 2015)

65+ 65+ —g
55+ 017 45-64 5
0-17 \
45-64 ) 20
| 2 \ e 0-17
— P ‘ [
] \_— \ y \ ‘
\ P \ V11 \ y \ 28 |
/ \ \ od 25-44 10
45.64 18-24 25.44 \ ‘.‘
BHC income / . AHC income A MWl |
Q1 (bottom quintile) " 25 44 Q1 (bottom quintile) -+ Q1 (bottom quintile) —_ |~ 18-24

e The differences in the make-up of the bottom quintile on the three measures are also a
reflection of the life-cycle fact that in addition to a mortgage-free home many aged 65+
have all the household appliances and furniture they need and many have other financial
reserves they can call on. This explains the large change for older New Zealanders when
comparing their numbers in Q5 (see table below which covers all five quintiles): using the
MWI, 44% of older New Zealanders are in this higher living standards group, whereas for
AHC only 20% are.

e The table also shows that around one in three older New Zealanders (35%) have BHC
incomes that place them in the bottom BHC income quintile, but only one in fourteen (7%)
are in the lowest MWI quintile.

Where older New Zealanders are found across all quintiles (%), three measures (HES 2015)

Q1 Q2 Q3 Q4 Q5 TOTAL
BHC (35 ) 18 16 14 16 100
AHC 13 (32) 18 16 20 100
MW 7 10 15 24 ) 100

11 See also Table E.6 in the companion report using Non-Income Measures.
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Protocols and technical information for the incomes analysis

This second part of the Introduction covers the following. See Sections E for detailed discussion of
the income poverty measures used in the report.

e equivalisation: comparing incomes across different household and family types
e the income sharing unit and the unit of analysis for the presentation of results

¢ the bottom income decile: income not a reliable indicator of economic wellbeing
e housing costs

e data source: the Household Economic Survey (HES)

e convention for naming HES years and the HES years used in the report

e treatment of negative incomes

e adjusting for inflation

o ethnicity

¢ household and family types

o reliability of results

¢ summary of key measures used for reporting on income inequality and poverty.

Equivalisation: comparing incomes across different household and family types

Equivalisation reflects the two common sense notions that:

e a larger household needs more income than a smaller household for the two households to
have similar standards of living (all else being equal), and

e there are economies of scale as household size increases.
Most sets of equivalence ratios also assume that children cost less than adults.

Equivalising is a means of standardising household incomes in terms of household size and
composition so that the relative material wellbeing of households of different sizes and
compositions can be more sensibly compared. The adjustment also makes comparisons over time
more realistic because it takes into account the changes over time in the composition and average
size of households.

While considerable research has been undertaken to try to estimate appropriate values for
equivalence scales, no universally accepted ‘correct’ set of equivalence ratios has emerged, even
when household size and composition are the only factors being considered.12

The primary equivalence scale used in the analysis in this paper, the 1988 Revised Jensen Scale,
is a scale that (by design) sits in the middle of the range of scales in the literature of that time. It is
very close to what has come to be known as ‘the modified OECD scale’ which is now used by
Eurostat, Australia, the United Kingdom and others. Different equivalence scales are used for the
international comparison sections, in line with the conventions of the sources. Further discussion
of the effect of the choice of equivalence scale is provided in Appendix 3.

This report uses the single person household as the reference household — ie a single person unit
has an equivalence scale value of 1.0. A household of a couple and no children (2,0) is rated at
1.54, meaning that such a household is considered to have 1.54 equivalent adults. A two adult,

12 |deally, equivalence scales would also take into account other factors such as the age of children, the costs of being
employed, the extra costs of disability, the differing costs faced by people in different geographical locations, the
different ratios needed for households of the same type but of different incomes, and so on. Such considerations
further complicate an already fraught estimation process and the common practice is to settle for simpler scales as a
rough-and-ready but better-than-nothing approximation. It is important to keep in mind that equivalisation is not
intended (or able) to fix' the fundamental limitations of using current household income as an indicator of available
resources, in particular that it does not take into account wealth, or “other factors” as noted in Figure A.1.
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two child household is rated as 2.17. This means that this household type (2,2) is rated as having
2.17 equivalent adults: it requires 2.17 times the income of a single person household to have the
same purchasing power or to achieve a comparable material wellbeing, all else being equal.

Other commonly used reference households are the couple, the couple with one child and the
couple with two children. The choice of reference household affects the numerical value of
equivalised income but makes no difference to any of the distributional, inequality and hardship
analysis that follows.

Table A.4 provides a look-up chart to convert equivalised dollars (dollars per equivalent adult) to
ordinary dollars and vice versa for selected households.

The first row of figures identifies the family or household type: (1,2) is a one adult, two child
household, and so on. The second row gives the values of the equivalence ratios used. The body
of the table indicates, for example, that a (2,2) household needs around $28,000 to have the same
purchasing power as a (1,1) household with an income of around $18,000. Each has an
equivalised income of $13,000 (or, to put it another way, each household has an income of
$13,000 per equivalent adult).

Table A.4
Conversion of equivalised dollars to ordinary dollars for households with low-to-middle
unequivalised incomes

Equiv Income for families and households of various types

income in ‘ordinary dollars’
(1,0 (1) 12 (1.3) (2,0) 1) 2.2 (23 24 (3.0
1.00 1.40 1.75 2.06 1.54 1.86 2.17 2.43 2.69 1.98

$10,000 10,000 14,000 17,500 20,600 15,400 18,600 21,700 24,300 26,900 19,800

$11,000 11,000 15,400 19,300 22,700 16,900 20,500 23,900 26,730 29,600 21,800

$12,000 12,000 16,900 21,000 24,700 18,500 22,300 26,000 29,160 32,300 23,800

$13,000 13,000 18,300 22,800 26,800 20,000 24,200 28,100 31,600 35,000 25,800

$14,000 14,000 19,700 24,500 28,800 21,600 26,000 30,400 34,000 37,700 27,700

$15,000 15,000 21,100 26,300 30,900 23,100 27,900 32,600 36,500 40,400 29,700

$20,000 20,000 28,100 35,000 41,200 30,800 37,200 43,400 48,600 53,800 39,600

$25,000 25,000 35,100 43,800 51,500 38,500 46,500 54,000 60,800 67,100 49,400

$30,000 30,000 42,100 52,400 61,600 46,100 55,900 64,800 72,900 80,600 59,300

$35,000 35,000 49,200 61,200 71,800 53,800 65,200 75,600 85,100 94,000 69,200

$40,000 40,000 56,200 69,900 82,100 61,500 103,700 74,600 86,400 97,200 79,000

$45,000 45,000 63,200 78,600 92,400 69,200 83,900 97,100 109,400 120,800 88,900

$50,000 50,000 70,236 87,367 102,641 76,844 93,200 107,900 121,500 134,300 98,800

e This table uses the 1988 Revised Jensen equivalence scale, as does the rest of the report, except where
it is stated otherwise.

e A (2,3) household is one comprising 2 adults and 3 children (aged under 18 years), and so on.
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Income sharing unit and the unit of analysis for the presentation of results

The household is used as the income sharing unit (or unit of income aggregation). All individuals in
the household are assumed to benefit reasonably equally from the combined income of the
household and to share a similar standard of living. Clearly this is not always the case but it is
“defensible as [an approximation] to a very complicated reality of intra- and inter-household
patterns of sharing” (Bradbury, 2003:25).

The use of the household as the income sharing unit is in line with international standard
practice.13

The unit of analysis for reporting purposes is the individual. The household’s equivalised
disposable income is attributed to each household member as an indicator of the individual's
(potential) living standards and is used for ranking purposes.4

For subgroup analysis individuals are grouped by their own characteristics (eg age), or by the
characteristics of their household or family type (eg two-parent, ‘workless’, and so on). In all cases
the individual is ranked or classified according to the income of their household as this gives the
best income-based indication of their economic wellbeing, in line with the central purpose of this
report.

A key subgroup in this report is dependent children. Dependent children are all those under 18
years, 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 hours or more a week.

For international comparisons using OECD data, children are taken as all those under 18 years.
The use of ‘0O to17 years’ rather than ‘dependent children’ makes virtually no difference to the
reported results.

The economic family unit (EFU)

An alternative income sharing unit that has sometimes been used is the benefit eligibility unit, often
referred to in New Zealand as the economic family unit or EFU. The EFU approach allows for only
three ways to group individuals when it comes to income sharing: couple only, two parent with
dependent children, and sole parent with dependent children. All other individuals are treated as if
they are ‘on their own’ even when they share (to varying degrees) in the general resources of a
larger household. The Ministry of Social Development used the EFU approach in incomes analysis
from 2002 to 2006 but reverted to the household approach in 2007 as fewer anomalies are created
by this approach. It also brought New Zealand back into line with international practice.®

Rules for determining household membership

A household for the HES relates to a ‘private household’ which is defined as:

e either a single individual living in a dwelling who makes his or her own housekeeping
arrangements

e or a group of people living in or sharing a dwelling for four or more days a week, who
participate in some measure at least in consumption of food purchased for joint use by
members (or who, if not dependent upon a household member, contribute some portion of
income towards the provision of essentials of living for the household as a whole).

The following are included in the household for survey purposes:

e any person who, because of the nature of his or her occupation cannot spend as many as
four nights a week in the household but who makes a financial contribution to the running

13 ‘Canberra Group Handbook’, (UNECE, 2011).

14 This is sometimes referred to as a person-weighted approach, in contrast to a household-weighted approach. The
latter reports the proportion of households below various thresholds, income inequality across households, and so on.
The person-weighted approach is the international standard for the sort of analysis reported in this paper. See
Appendix 4 for a comparison of poverty rates using the two approaches.

15 See Appendix 2 in Perry (2005) for an extended discussion on the choice of income sharing unit.
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of the household and is not currently a member of another New Zealand resident private
household in a permanent dwelling

e any person at boarding school or other non-private institution who usually spends holidays
or other continuous periods at home, and whose living costs are subsidised by at least 50
percent by the household

e any child whose custody is shared between two households but who spends more than
half their time in the sampled household — where custody or care is shared equally
between two households, the child should be included in the sampled household only if
they are there the night the household questionnaire is completed.

The bottom income decile: income not a reliable indicator of material wellbeing

While household income is far from perfect as a measure of material wellbeing it is generally a
useful enough indicator. There are however some households for whom it would clearly be very
misleading to take their incomes as even a rough and ready indicator of their material living
standards. This assessment is based on comparisons with income information from other surveys
and known benefit levels, and from HES expenditure information: some households have
implausibly low incomes, well below the minimum social support levels; some have reported
expenditures well above their reported incomes.

Some of these households will be declaring income from self-employment which can legitimately
be much lower than reported expenditure — the declared income may even be negative. Others
will have accurately reported their incomes but will have had access to loans, gifts or ‘savings’ in
one form or other which have been used for purchasing goods and services. Others will have
intentionally or unintentionally under-reported their incomes.

Households with implausibly low incomes per se are of course found only in the bottom decile
(bottom 10% of the income distribution). The reported incomes of many at the bottom are less than
the incomes provided by government cash benefits or New Zealand Superannuation. This points
to mis-reporting or data entry errors.

Those reporting expenditure much higher than reported income are found in most parts of the
income distribution but the bulk of them are found in the bottom decile. For example, of all those in
households reporting expenditure which is more than three times their income, around 70% to
80% are in the bottom income decile in any survey year.

This noise in the lower end of the income distribution has only a limited impact on most of the
indicators used in this report. For example, it does not impact greatly on the medians as the bulk of
households in question would remain below the median even if their expenditures were taken as
better estimates of their actual income than what was reported as such. Nor does it impact
significantly on trends over time for either poverty or inequality indicators.

In general the impact is significant where the indicator is highly dependent on the incomes of those
in the bottom decile or a little above it. This means, for example, that point-in-time poverty levels
are noticeably affected when BHC poverty lines are set at levels lower than the 50% of median line
(eg 40% of median), or below 40% for the AHC approach. In addition, the level and trend of the
P10 (10th percentile) line and measures of poverty depth (see Section E) are also significantly
affected.

As appropriate, the report makes comment on the likely impact of the noise at the bottom end of
the income distribution in the text associated with affected indicators. Appendices 8 and 9 provide
a fuller discussion of the issue.

The companion NIMs report also discusses the issue in Section F.
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Housing costs

The report provides information based on household income both before deducting housing costs
(BHC) and after deducting housing costs (AHC).16

Housing costs include all mortgage outgoings (principal and interest) together with rent and rates
for all household members.1” Repairs and maintenance and dwelling insurance are not included.
Any housing-related cash assistance from the state (eg Accommodation Supplement) is included
in household income. These housing costs make up on average around 45% of the budget for
working-age low-income working-age households (bottom three income deciles, unequivalised
income). For many, of course, it is 50% or more.

For reporting on overall trends in household income and on income inequality, there is value in
seeing the similarities and differences between the two measures (BHC and AHC) and in
understanding the differing stories they tell. For reporting on trends in income poverty over time
and for comparing hardship across subgroups of the population, the report recommends the use of
AHC measures, although both BHC and AHC are reported.

The use of BHC measures is generally taken as the self-evident starting point. They are important
for assessing the adequacy of market and social assistance incomes for delivering a minimum
acceptable standard of living. Their use also ensures that the material wellbeing of those on low
incomes who choose to live where accommodation is less expensive (eg some rural areas) or who
live in ‘cheap’ substandard accommodation is not left overstated (relatively) as the use of an AHC
approach on its own can do.

The rationale for the report’s position that AHC analysis should also be reported, and that the AHC
approach is preferable for subgroup comparisons in New Zealand is that:

e First, variations in housing costs do not necessarily correspond to similar variations in
housing quality. This is most significant when comparing the material wellbeing of age
groups. Many older individuals are in households that have good accommodation and
relatively low housing costs (eg those living in mortgage-free homes). Many in an earlier
part of the life cycle have a similar standard of accommodation but relatively high
accommodation costs. ldeally, the value of imputed rent for homeowners would be added
to income to even up the comparisons (ie the BHC approach has limitations in this regard),
but the practical difficulties are considerable. As an approximation for the purposes of
comparing material wellbeing, the AHC approach deducts housing costs from after-tax
cash income for all households.

e Once a household is committed to a particular residence, outgoings on housing costs
cannot easily be adjusted or put off in “tight times” as they can for other expenses like
entertainment and recreation, and even to some degree for basics like food and clothing.
When the primary focus is on trends in income poverty and hardship, it is important to
understand trends in “residual income”, taking housing costs as a given fixed cost in effect.
Housing costs represent a very significant proportion of the total spending for many low-
income households.

e Third, a unique characteristic of the New Zealand BHC income distribution is the large
‘pensioner spike’ at around the value of New Zealand Superannuation. In recent years, the
spike has been located close to a 50% of median poverty line (BHC). In the late 1990s it
was around a 60% of median poverty line. The presence of the spike can lead to large
variations in reported poverty rates for the 65+ group over time, leaving the misleading
impression that there are significant changes in material wellbeing occurring for this group.
In addition, the same issue can lead to similarly misleading comparisons with the relative

16 BHC income is the same as disposable or after-tax cash income. AHC income is sometimes referred to as ‘income
adjusted for housing costs’, ‘disposable income net-of-housing-costs’ or ‘residual income’.

17 There is an argument for excluding repayment of mortgage principal from housing costs on the grounds that it is simply
a form of near-compulsory saving. This report includes repayment of principal in housing costs on the grounds that for
most mortgages there is little scope for adjusting principal repayments to help cope with ‘tight times’. It is in effect
income not available to households in the short to medium term for other uses.
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wellbeing of other age groups. An AHC approach largely avoids these issues and is more
suitable as the primary measure (for New Zealand at least). See also Section I.

Imputed rent

For households with similar income and similar other characteristics, the consumption possibilities
are much greater for households with low housing costs than for those with high housing costs. As
discussed above, standard income measures of material wellbeing do not capture this difference:
households with the same BHC income are ranked in the same place despite housing cost
differences.

The use of “imputed rent” is an important way of dealing with this in a formal way. Imputed rent for
home-owners is the difference between the estimated market rent of the dwelling and the usual
costs a landlord would incur such as mortgage interest, rates, insurance and minor repairs. For
renters whose rent is subsidised, imputed rent is the difference between market rent and actual
rent paid.

The inclusion of imputed rent in household income is something to be aspired to. It provides a
more realistic and meaningful comparison of the material wellbeing of households of different
tenure type. The Australian Bureau of Statistics has made significant progress in recent years in its
efforts to include imputed rent in its analysis of household income and its distribution. Figure A.3
below shows how the inclusion of imputed rent reduces the dispersion of the income distribution,
with the Gini changing from 32.0 to 30.3 (see ABS, 2103a). The inclusion of social transfers in kind
(STIK) further reduces measured income inequality as the income concept broadens further.
Examples of STIKs are free or subsidised education, health and child care.

Figure A.3.
Distribution of equivalised disposable household income with and without IR and STIK, 2011-12
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Several OECD and EU countries are developing methodologies to enable this advance to be
applied and used, but there is no standard approach agreed to as yet. The imputation is a quite
data intensive exercise. (See Figari and Paulus (2013) and Maestri (2012) for reports on empirical
efforts to impute rents and to observe the changed ranking of households that follows.)

In the meantime, this report uses the AHC approach outlined above to take some account of the
implications of different tenure arrangements for comparing the material wellbeing of households.

Further discussion on the relative merits of the BHC and AHC approaches is in Appendix 5.
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Main data source: the Household Economic Survey (HES)

The report draws on data from Statistics New Zealand’s Household Economic Survey (HES). The
HES was an annual survey from 1982 to 1998, using March years, then three-yearly from 1998 to
2007, using June years from 2001 on. The 2007-2008 survey was the first of the new HES
(Income) Surveys which makes income, housing cost and living standard indicator data available
in each of the two years between the full HES surveys. The HES (Income) collects the same
information on these domains as the full HES does. The full HES (including full expenditure
information) is still on a three-yearly cycle. The 2012-2013 HES is the latest full HES.18

A sample of approximately 3500 private households has been achieved each survey in recent
years (except for 2012-13), and for the 2014-15 HES a much larger sample of just over 5500 was
achieved (see Table A.5 below for details). Interviews are conducted face to face. For the full
HES, contact with each participating household extends for a period of just over two weeks. During
that time, each household member aged 15 years or over keeps an expenditure diary for 14
consecutive days, recalls major purchases made in the previous 12 months, and provides income
and employment data. The income information is also for the 12 months prior to interview.

The target population for the HES is New Zealand resident private households living in permanent
dwellings. This means, for example, that those in institutions and those in non-permanent
dwellings are not included.

Table A.5
Achieved sample sizes and response rates for recent HES (for data held by MSD)

HES year Achievseic;;ample Response rate
2000-01 2808 73%
2003-04 2854 73%
2006-07 2550 62%
2007-08 3295 7%
2008-09 3210 74%
2009-10 3126 69%
2010-11 3536 81%
2011-12 3565 83%
2012-13 3003 67%
2013-14 3301 81%
2014-15 5561 78%

Note: The response rate for 2009-10 and later is the post-imputation response rate.
For other years it is the pre-imputation response rate. See the text below.

Imputation was introduced into HES for the 2009-10 survey. Imputation is a data set enhancing
process that replaces missing values with actual values from similar respondents.’® At that time,
imputation was also applied to the data for the 2006-07, 2007-08 and 2008-09 surveys, and
Statistics New Zealand has updated its Hot Off the Press tables and Table Builder information
accordingly.

The 2015 Incomes Report (last year’s) revised all the relevant tables and charts starting using the
data sets with imputation from 2006-07 on. The revisions were all relatively minor, and there was
no change to trends or relativities or Key Findings.

8 See the Statistics New Zealand website for general information about the HES, and for Statistics New Zealand’s first
release reports. The Hot Off the Press release from November 2015 has analysis and general information on the 2014-
15 HES, and the one from June 2016 has information on net worth. See
www.stats.govt.nz/browse for_stats/people and communities/Households/household-economic-survey-info-

releases.aspx

1% For more detail on the imputation process and the impact on achieved response rates, see the Technical Appendix to
the 2013-14 HES Hot Off the Press release (see link noted in the previous footnote).
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The report also uses some net worth and income mobility information from Statistics New
Zealand’s longitudinal Survey of Families, Income and Employment (SoFIE).

Population weighting

The preparation of the HES weights provided by Statistics New Zealand to enable population
estimates to be produced from the HES sample follow a two stage process:

o the sample design weight (the inverse of the selection probability) is calculated for each
private household, along with an adjustment for non-response

e the weight of each household is adjusted using integrated weighting, calibrating to
independent benchmarks of the number of people by age, sex, ethnicity and region and
the number of households by household size (from estimates based on the 2006 Census
for the 2013-14 HES).

The HES weights do not calibrate to the number of people receiving income-tested benefits or
New Zealand Superannuation payments. The HES underestimates these numbers by around a
third in each survey.

The Treasury has also developed a set of weights for use with its HES-based tax-benefit
microsimulation model, Taxwell. The Taxwell weights include the number of beneficiaries as one of
the key benchmarks, in accordance with Treasury’s primary use for the HES in the Taxwell model.
Treasury’s Taxwell weights therefore provide a better estimate, for example, of the number of
children in beneficiary families, although to achieve this there has been a trade-off with achieving
other benchmarks. This report almost always uses Statistics New Zealand’s HES weights. Where
the Taxwell weights are used, this is made clear in the text.?0

Convention for labelling HES years

The report adopts a common short-hand convention for describing HES years. For example, “the
2007 HES” is short for “the 2006-07 HES”. The 2007 survey is for the year ending 30 June 2007
with its midpoint in December 2006. For the 1998 HES and earlier ones the survey period was for
March years. The 1998 HES therefore has a midpoint of September 1997. There is therefore a
good case to be made for the 2006-07 HES being labelled the “2006 HES”. While logic and clarity
support this, it would unfortunately fly in the face of common custom and possibly lead to
confusion. This report has therefore (reluctantly) followed the custom to date.

In its international league tables and other publications the OECD uses the “2006-07” = 2006
approach. As the OECD'’s reports are now much more easily accessible, better promoted and
more widely read, there is a better case now for adopting that pattern. It is likely to change for next
year’s report.

The income values, inequality figures, poverty rates, and so on for specified HES years are best
interpreted as being for the calendar year in which the survey started unless noted otherwise.
Particular care is required in establishing which survey year will pick up the implications of policy
changes or of significant labour market or GDP changes, or of other major events, when some or
all of these changes occur during a survey year.

HES years used in the report

The tables and graphs report for each second HES year from 1982 to 1998 and every three years
to 2007, then each survey for 2008 to 2014. Key changes in the income distribution occurred in the
years from 1988 and again from 1994. The loss of information that arises from using every second
year only does not impact on the overall trends reported as these key years are included in the
reporting.

2 An Appendix is being developed to report sensitivity testing on the use of Taxwell and Statistics New Zealand weights
for the HES. This new Appendix is expected to be ready for next year’s report.
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The points on the graphs are all joined by straight or smoothed lines. This is done for
presentational purposes only to give the general trends, and should not be taken to mean that the
data points in the intervening years would all lie on the interpolated lines.

Treatment of negative incomes

In each HES survey there are a few records showing negative incomes. For this report these
negative incomes are re-assigned a value of zero before analysis is undertaken. This is done to
reasonably approximate the treatment of negatives asked for by the OECD in the data sent to
them by statistical agencies such as Statistics New Zealand and it therefore assists with
international comparisons. This treatment of negatives has no effect on medians, no impact on
reported trends over time for the approaches used in this report, nor on poverty rates at any point
in time, nor on the composition of the poor. It has a very small impact on means and income
shares for quintiles.

Adjusting for inflation

Household incomes and low-income thresholds are adjusted for inflation at various places in the
report. Household incomes are converted to 2013 dollars for reporting on income trends in real
terms. For the reporting on trends in income poverty based on an “anchored” or “fixed line”
approach, thresholds are based on proportions of the 2007 median and are held constant in real
terms over other years.?!

The adjustments for inflation are carried out using CPI full-year averages for a March year up to
and including the 1998 survey and a June year from 2001. For BHC incomes Statistics New
Zealand’s CPIQ.SE9A series is used, with the annual figure being the average of the four quarters
for the period. AHC incomes and thresholds from 1989 to 2013 are adjusted using the index from
the “All Groups less Housing” series (CPIQ.SE9NS1010) for the survey’s midpoint quarter. For
1982 to 1988 the AHC adjustments are based on the author’s extrapolation of the series. The
reported trends in AHC incomes and the size of low-income populations are not greatly sensitive to
different assumptions within a plausible range for the index in the estimated years. See Appendix
7 for the indices used.

Ethnicity

Ethnicity of individuals aged 15 and over is as reported by the individual. Children under 15 are
attributed with the ethnicity of the survey respondent in years to HES 2004. 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. No analysis is carried out based on household or
family ethnicity as ethnicity is a characteristic of individuals.

If a respondent reports more than one ethnicity, the ethnicity attributed is determined according to
a prioritised classification of Maori, Pacific Island, Other and then European/Pakeha. Using a “total
counts ethnicity” approach makes no noticeable difference to the findings in this report. The table
below illustrates this using the 50% AHC moving line measure for the whole population. Moving to
the total ethnicity convention is on the agenda for a future issue of the Incomes Report.

rate (%) Prioritised Total
European/Pakeha 10 11
Maori 21 21
Pacific 20 22
Other 23 22
ALL 14 15

2L In reports prior to the 2010 report, the reference or base year for the fixed line poverty measures was 1998. The shift to
2007 has had an impact on the poverty levels for a given point in time, but no significant impact on the trends, nor on
subgroup relativities. See pp 85ff for further discussion on the choice of base or reference year for the fixed line
approach to poverty measurement.
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Only limited analysis by ethnicity is reported because of the relatively small sample sizes for Maori,
Pacific and Other (especially for Pacific). See the discussion below under “Reliability of results”.

Household and family types

The report uses the following household types for subgroup analysis.

Household type Definition

One person HH, 65+ one person aged 65+

Couple HH, 65+ at least one partner is 65+

One person HH, under 65 one person aged under 65

Couple HH, under 65 both partners are under 65

SP with children SP with children, at least one of whom is dependent

2P with children 2P with children, at least one of whom is dependent

Other family HHs with children Family HHs (other than SP or 2P HHs) where there is at
least one dependent child

Other family HHs, adults only Family HHs (other than couples) where there are no
dependent children

Non-family HHs Unrelated individuals

For family types, the report uses the ‘economic family unit’ (EFU). There are four types of EFU:
e couple only
e two parent with dependent children
e sole parent with dependent children
e everyone else (ie unattached individuals who are not dependent children).

In each case the EFU may be living in their own separate household or with others in a wider
household.

Note that the household is always used as the income sharing unit. Individuals are attributed with
their household’s equivalised income, then assigned to a particular household or family type,
carrying their household’s equivalised income with them as an indicator of their material wellbeing.

Reliability of results

As the figures in this report are estimates taken from a sample survey, they are subject to variation
as a result of both sampling error and bias due to non-sampling error, especially non-response.

In addition, there are assumptions made in the use of equivalised income as an indicator of
(potential) living standards and in constructing the measures of inequality and hardship.

All these factors raise the question of the reliability of the results.

Sampling error

Sampling error is about the variability that occurs by chance because a sample rather than an
entire population is surveyed. For example, the relative sampling error for average household
income is typically around 4% at the 95% confidence level. This means that there is a 95 percent
chance that the true value lies within 4% of the survey mean.

The sampling error is larger the greater is the degree of disaggregation at which results are
presented. Special care is therefore needed when interpreting results applying to smaller
subgroups. Care is also needed when comparing estimates from one survey to the next as both
estimates are subject to sampling error.

Two examples are discussed below to illustrate the issues.
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People living in sole parent households are a relatively small subgroup, making up only 8% of the
population. In Table B.7 the distribution of the population across household income quintiles is
reported by various household types. Only 5% of those in sole parent households are found in the
top income quintile. On the other hand, a high proportion have incomes in the lower end of the
income distribution. When reading Table B.7 for the distribution of those in this household type
across the quintiles, it is reasonable to conclude that “around four in five are found in the bottom
two quintiles”, and “there are very few in the top quintile”, but to claim that “15,600 (5% of 312,000)
are in the top quintile” would be spurious precision.

Another example is reporting on poverty trends by ethnicity. The example uses changes from HES
2004 to 2007. The Pacific, Maori and Other groups made up 6%, 15%, and 13% respectively of
the population in 2007, using the HES weights. Between the 2004 HES and the 2007 HES, the
estimated poverty rates using the AHC 60% fixed line measure fell dramatically for those classified
as Pacific (29% to 12%), while for Maori there was very little change (22% to 24%). The large
change for Pacific is inconsistent with independent information for the period from the Income
Supplement (IS) of the Household Labour Force Survey (HLFS) which has a larger sample than
the HES. It would be misleading to report on the basis of these two HES surveys that “poverty has
reduced significantly for Pacific people” — or, if it went to, say, 25% in HES 2008 that “Pacific
poverty rose sharply from 2007 to 2008”.

For those classified as Other for ethnicity the estimated poverty rate fell from 38% (2004) to 21%
(2007). Again, this is inconsistent with HLFS-IS information for the period. In this case, the size of
the subgroup is itself probably not the only issue. The volatility for those classified as of Other
ethnicity is likely to be driven to a large degree by the considerable heterogeneity in this group,
and its changing composition over recent years.?? This heterogeneity adds another source of
potential sampling error when using smaller subgroups. It applies much more to a subgroup like
those classified as of Other ethnicity than to a similar sized group such as sole parent households
discussed above which is more homogeneous in relation to household incomes and factors which
impact on these. Those in one person 65+ households are a smaller still subgroup (4%), but are
even more homogeneous (eg they are all in the same household type, in the same age group, and
are mainly European/Pakeha).

For these reasons, poverty trends by ethnicity are not reported. Instead, trends in median
household incomes are provided, and the distribution across quintiles is given to provide an
indication of the relative spread of incomes. The median incomes are still subject to sampling error
but as they use information from the whole sample rather than just from those at the low end, the
trends are more reliable. For poverty levels the report uses the average of the latest three surveys
to give a reasonably robust estimate of relativities of one group compared with the others.23

Non-response

The reliability of the results is also affected by any bias due to differential non-response from
households chosen for interview. To go some way to correct for this, when weights are being
assigned to households to produce population estimates, those households that are under-
represented in the sample are given larger weights to compensate. The weights are chosen so
that grossed-up population estimates accord with key control variables such as the age, gender
and household type distributions from the latest census or census-based projections.

There is, however, no guarantee that such weighting procedures will deliver accurate population
estimates for all variables of interest. One area where this is an issue affecting reliability of results
using the HES is in the estimates of the number of beneficiaries. The HES typically underestimates

2 starting with the 2007 HES, the ‘Other’ ethnicity category includes those who identified themselves as ‘New
Zealanders’. Prior to this, the proportion reporting in this way was smaller, and they were included with the
European/Pakeha category.

2 For poverty analysis, the denominator has large enough numbers, but the numerator has too few sample numbers to
sustain the analysis for the Pacific group. On the other hand, poverty trends are given for people in one person 65+
households, even though this group and those in Pacific households make up about the same proportion of the
population (4% to 6%). Poverty trend analysis for the former is unlikely to show the volatility that the latter can show as
the 65+ group are much more homogeneous than the Pacific group who come from a wide range of household types,

have a wide range of ages and incomes.
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beneficiary numbers by around one-third.2* The total value of the Accommodation Supplement
(AS) reported in the HES is around 40% to 50% of that recorded in the Ministry of Social
Development’'s administrative data. This may not necessarily mean that half the AS income is
missed, as some of the “missing” amount is likely to be counted in the reported benefit income
which is in aggregate usually higher than administrative records report.

The report uses Treasury‘'s modelled values of benefit income, modelled WFF tax credits and
modelled AS, so the actual reported values do not come into the analysis in the report.

An example showing how using year-on-year changes can lead to misleading results.

10%

While reported changes from one survey to the next
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for the median and nearby are reliable for giving the [ a=mw i
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actual direction of the change and its rough size, those
for high or low incomes are often not. This is illustrated
in the graph on the right which shows year-on-year
changes for incomes at the top of each decile for HES
2013 to 2014, and for HES 2014 to 2015. A tempting
summary or headline finding for the latest data could
be “higher incomes fell and lower incomes rose from L
2014 to 2015”, This would be misleading as it puts too M
much reliance on year-to-year changes for high and
low incomes where the uncertainties are at their
greatest. As the graph shows, the changes from 2013 to 2014 go the other way and would be
equally misleading to rely on on their own.
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The findings about differences or changes are at their strongest when looking at clear trends or
changes over several surveys or longer, when comparing rankings using different measures, and
when identifying which groups are faring well and which not so well.

The volatility of the Gini measure of inequality

The Gini coefficient takes all household incomes into account. It is therefore susceptible to large
fluctuations depending in particular on which and how many very high income househo9lds are
captured in the survey samples from year to year. See Section D for detailed information on this.

Income as an indicator of material wellbeing

There is a general question as to how well income performs as an indicator of access to resources
or as a proxy for living standards, but the most pressing issue, as noted above, is that there are
particular problems in the bottom decile where the incomes of many households cannot be taken
even as a rough and ready indication of resources. Where the noise in the bottom decile
significantly impacts on reported results, the associated text notes and describes the impact. This
issue is further discussed in Appendices 8 and 9.

Avoiding unwarranted impressions of precision

The use of too many significant figures or decimal places in reporting results can imply a spurious
precision that is inconsistent with the considerations noted above. This applies particularly to
poverty rates, and especially for figures relating to subgroups of the whole population. Poverty
rates and poverty structure are therefore generally reported to the nearest whole number rather
than to one decimal place as is common elsewhere.

Longer-term trends over several surveys and significant differences between subgroups within a
year can be counted as providing robust and reliable information. Smaller changes between
surveys and small differences between subgroups in the one survey year should not be used to
support definitive conclusions about change or differences.

24 See Creedy and Tuckwell (2003) for an account of a HES re-weighting exercise carried out by the New Zealand
Treasury for tax-benefit microsimulation modelling purposes using TAXMOD.
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Beneficiary incomes in the 2013-14 data: implications for reporting

The incomes of some beneficiary families are implausibly low in the 2013-14 data. The issue arose
in association with the change in core benefit categories and names in July 2013. It appears that
some respondents did not tick the boxes for both the old and new categories when they actually
received both over the survey period, thus leading to an under-estimate of their time on benefit.
For the HES-Taxwell data beneficiary income is modelled based on benefit type, time on benefit,
and other survey information. As the time on benefit for some is under-estimated, their income is
also under-estimated. No separate annual income estimate is asked for in the survey. Statistics
New Zealand has developed an adjustment to account for the under-estimate issue where they
can, but there remain some implausibly low incomes for some beneficiary families and individuals.
The number of beneficiaries in the sample is not impacted by this income issue: in 2013-14 they
are as expected.

The bulk of families and individuals in receipt of a core benefit have incomes in the bottom two
BHC income deciles, mainly the bottom decile. The 2013-14 data shows a higher proportion of all
beneficiaries have incomes in the bottom decile compared with previous years (63% rather than
typically around 50%), and slightly lower proportions in the second and third deciles. This is likely
to have a small downward impact on the dollar value of the bottom decile boundary (P10), but no
noticeable impact on the decile 2 boundary (P20) as around 80% of beneficiaries have incomes
below P20.

The income data issue has no impact on the bulk of the figures in this report. For example:
¢ None of the findings using non-incomes measures are affected.

¢ Median household income is not affected as beneficiaries have incomes at the lower end
of the income distribution, well below the median.

e Figure A.3 shows the Gini inequality figures for the population as a whole and for the
whole population with beneficiaries removed. The rise through to 2013-14 is driven in the
main by the rises in incomes for the top three deciles and around the median, while the
lower two deciles remained much the same in real terms.

Figure A.3
Income inequality trends for the whole population and for the non-beneficiary population
39
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There is an impact on the bottom decile mean and bottom decile share of total income, but the
Incomes Report advises against using these figures anyway (see Appendices 8 and 9), so there
are no practical implications there.
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As a precaution, there are five figures that the report does not report on for HES 2013-14 given the
known data issue. The table below lists these and the rationale for their omission, and comments

on the decision.

Measure not reported

Rationale for omission

Comment

90:10 household
income inequality
measure

The P10 dollar figure (top of decile one)
is likely to be a little lower than it ought
to be, thus slightly inflating the 90:10
ratio.

The report already cautions on the
volatility of the 90:10 ratio.

The real dollar value of P90 rose 6%
through to 2013-14 so this, not the small
P10 drop, would have dominated the
90:10 change if it had been used .

P10 dollar value of
upper boundary of
decile 1

The P10 dollar figure (top of decile one)
is likely to be a little lower than it ought
to be.

The reported change from HES 2013 to
2014 is close to zero, as it was from
HES 2012 to 2013. It is likely that the
correct reported change from HES 2013
to 2014 would be slightly positive.

50% of median BHC
income poverty
measure

Most sole parents on the DPB or JS or
SPS who are in private rentals and who
have no other income have total
incomes just a little below or a little
above 50% of the median. It is possible
that with other income their total income
could be more than 50% of the median.
Because of the proximity of these
incomes to the 50% line, the 50% of
median figures are not reported this
year.

Other JS recipients have incomes well
below the 50% line.

The median increased 5% in real terms
to 2013-14 and this increase accounts
for the bulk of the increase in the
numbers under a 50% line.

The decision to not report on the 50% of
median figure is therefore a
conservative one.

The 60% of median figures are reported
as the impact on them is likely to be
small as few beneficiaries have incomes
in that area.

40% of median AHC
income poverty
measure

There are some beneficiaries in private
rental accommodation with incomes
near the 40% AHC line. Figures using
the 40% AHC line are therefore not
reported.

Most beneficiary families have AHC
incomes below the 40% of median line
(AHC). The figures using the 50% and
60% fully relative AHC measures and
the AHC 60% anchored lines are not
likely to be greatly affected. These and
the corresponding anchored line
measure are the main measures used
in the detailed analysis in the report.

Main source of income
for those with low BHC
incomes (benefit or
paid work?)

The report does not report on this
proportion using a BHC 50% threshold,
for the reasons noted above.

Source of income figures are reported
for households with low AHC incomes,
using the AHC 60% of median anchored
line as the threshold. This is safe as
almost all beneficiaries have AHC
incomes that put them well below this
line even when there are no questions
about the income data

The analysis can still be done using
non-income measures.

The main message about the proportion
of “working poor” is not affected.
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Summary of key measures used for reporting on income inequality and poverty

The table below gives a high-level outline of the measures used in the report for the inequality and
poverty analysis. Issues around each decision point are discussed in the main sections that follow
and in the Appendices.

Decision point

Option used in this report

income sharing unit

household (HH)

income concept

equivalised disposable HH income (ie after-tax cash income, adjusted
for HH size and composition)

- before deducting housing costs (BHC)
- after deducting housing costs (AHC)

equivalence scale

revised Jensen 1988 (except for Section J, the international section, in
which the ‘square root’ scale is used for OECD comparisons, and the
‘modified OECD scale’ for EU comparisons

inequality measures

percentile ratios (90/10 and 80/20)
decile and quintile share ratios
Gini coefficient

types of low-income
thresholds or ‘poverty lines’

‘moving line’ thresholds — set relative to the median for the survey year
(REL)

‘fixed line’ thresholds — anchored in a base year (2007) and kept at a
constant value in real terms (CV)

setting of low-income
thresholds or ‘poverty lines’

REL thresholds set at 50% and 60% of the median HH income (BHC)

CV thresholds set at 50% and 60% of the 2007 median HH income
(BHC), and adjusted forward and back by the CPI

AHC thresholds are set at 25% less than the corresponding BHC
threshold, as an allowance for average housing costs

primary measure for income
poverty trends

AHC ‘fixed line’ (60%) — the rationale for this is noted earlier in this
Section and is further discussed in Section E.
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Section B
Household incomes in 2014-15

This section provides general information on the distribution of household income using the 2014-
15 HES (2015 HES). The following are reported:

e means and medians for gross, disposable and equivalised disposable income
e medians for different household types

e graphs of the income distribution for the whole population

e atable to assist households to identify where they fall in the distribution

e distribution of individuals across household income quintiles by various household and
individual characteristics

e income shares for income deciles
e the extent of re-distribution of market income through taxes and cash benefits.

Means and medians

Table B.1 reports median and mean household incomes for the 2015 HES using gross, disposable
(after-tax), and equivalised disposable concepts, and the changes in real terms from the 2009 to
2011 HES and from the 2011 to 2015 HES. Longer term trends are reported in Section D.

In the 2015 HES, median annual household income after taking account of all income tax paid and
transfers received (eg welfare benefits, NZS, WFF tax credits) was $73,500, up 3.0% in real terms
since the 2014 HES. This is in line with the 2.9% pa increase over the four years from 2010-11.

Mean or average household income was higher at $88,800, up 4.8% since the 2014 HES. This
year-on-year figure is higher than the 2.8% pa figure for the four years from 2010-11, reflecting the
unusually large number of high income households in the 2014-15 sample (see Section D for more
on this).

Table B.1
Gross, disposable and equivalised disposable household incomes:
annual medians and means (HES 2015), with changes from recent years

Median Mean
Real changes Real changes
2014-15 2014-15
HES 228?6?21“’ 2010-11 to 2014-15 HES 228%?31“’ 2010-11 to 2014-15
Gross $88,000 -3.8% +10.8% = 2.7% pa $109,000 -2.0% +10.3% = 2.6% pa
Disposable (BHC) $73,500 -1.7% +11.4% = 2.9% pa $88,800 +1.0% +11.0% = 2.8% pa
Disposable (AHC) $56,400 -1.3% +12.0% = 3.0% pa $73,000 +0.8% +13.7% = 3.4% pa
Equiv disposable (BHC) $36,600 -2.9% +11.2% = 2.8% pa $45,100 +0.7% +11.0% = 2.8% pa
Equiv disposable (AHC) $28,600 -3.1% +13.6% = 3.4% pa $37,100 +0.5% +14.3% = 3.6% pa

Note: The equivalised income rows in the table (the bottom two) use the one person household as the reference.
The unit is ‘dollars per equivalent adult’.

The impact on household incomes of the global financial crisis and economic slowdown began to
be seen in the 2009-10 HES. Using the 2008-09 HES as the reference year the “2008-09 to 2010-
11” columns show the cumulative impact over two surveys.

The gross median income fell by some 4% and disposable (after tax) household income by 2% in
real terms in those years. The smaller after-tax decline reflects the higher average income tax rate
for higher income households. The household disposable income distribution is less spread than
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the gross income distribution and the changes from year to year are therefore smaller in
percentage terms.

Changes in the mean are a little different than changes in the median as they are strongly
influenced by what happens to higher incomes whereas changes in the median are influenced by
what happens to incomes in the middle parts of the distribution.

The “2010-11 to 2014-15" columns show evidence of household incomes recovering: an 11% real
increase (~3% pa) for median gross household income and for median household income after tax
and after adjusting household size and composition (equivalised disposable household income).

Medians are calculated by assigning individuals the income of their household, ranking the
individuals and finding the middle one. This person-weighted approach is different from the
household-weighted approach which simply ranks households by their income and finds the
middle household. The person-weighted approach is the international standard for the sort of
analysis carried out for this report. See Appendix 4 for further information.

Mean incomes are higher than median incomes because of the skew of the income distribution
towards the lower end. The relatively few households with incomes at the very upper ranges of the
income distribution have a disproportionately large upward impact on the mean compared with
their impact on the median, and therefore pull the mean up above the median. The varying number
of very high income households in different years can also lead to the mean being less stable than
the median.

Medians for households of different types

The overall median BHC household disposable income in the 2015 HES was $73,500 (ordinary
dollars). In equivalised terms this is 36,600 dollars per equivalent adult.

Different household types have different median incomes, some above and some below the overall
median. For example, the median household income for households comprising a couple plus one
dependent child was $79,400 in ordinary dollars and $39,400 when the ranking is done by
equivalised household incomes (ie 39,400 dollars per equivalent adult).

Table B.2 shows the median disposable incomes (BHC) of different household types using
incomes before equivalising (centre column) and after equivalising the household incomes (right
hand column).

Table B.3 shows the same information for AHC incomes.

Tables B.2 and B.3 show that the median equivalised household incomes for older one-person and
couple households, sole-parent households and larger two-parent households are all below the
overall median. This means that these households are all more concentrated in the lower half of
the equivalised income distribution.

On the other hand, “working age” couple-only households, two parent with one dependent child
households and family households with no dependent children have equivalised medians above
the overall median and are therefore more concentrated in the upper half of the equivalised
income distribution.
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Table B.2

Median disposable income (BHC) for different household types (HES 2015)

in ordinary and equivalised dollars

Median disposable income Median disposable income
HH type for the HH type for the HH type
(ordinary $) ($ per equivalent adult)
One person, 65+ 22,400 22,400
Couple, 65+ 50,400 32,700
One person, under 65 35,100 35,100
Couple, under 65 79,300 51,500
SP, 1 child 45,200 26,600
SP, 2 children 39,800 22,700
SP, 3 or more children 42,000 18,000
2P, 1 child 79,400 39,400
2P, 2 children 77,500 35,600
2P, 3 or more children 74,000 28,200
Other family HHs with children 97,500 37,100
Family HHs, all < 65 — no children 102,100 46,900
Family HHs, at least one 65+ — no children 88,000 40,500
Whole population 73,500 36,600
Table B.3

Median disposable income (AHC) for different household types (HES 2015)

in ordinary and equivalised dollars

Median disposable income Median disposable income
HH type for the HH type for the HH type
(ordinary $) ($ per equivalent adult)
One person, 65+ 19,200 19,200
Couple, 65+ 45,100 29,300
One person, under 65 23,900 23,900
Couple, under 65 63,300 41,100
SP, 1 child 28,700 18,500
SP, 2 children 25,700 13,800
SP, 3 or more children 29,000 12,200
2P, 1 child 60,700 30,500
2P, 2 children 59,000 27,300
2P, 3 or more children 56,700 21,600
Other family HHs with children 76,900 29,100
Family HHs, all < 65 — no children 86,000 37,900
Family HHs, at least one 65+ — no children 72,900 34,800
Whole population 56,400 28,600

Note:
figures in these tables.

See the box on the next page for further information about the relationship between the two columns of

29
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Reconciling Table A.4 with Tables B.2 and B.3

This report uses the one person household as the reference for the equivalising process. The
unit is dollars per equivalent adult. To convert ordinary disposable income to equivalised
incomes for a particular household type, the ordinary incomes need to be divided by the
appropriate equivalence ratio listed in Table A.1 in the Introduction. For example for a (2,1)
household, divide by 1.86. This means that a (2,1) household with a disposable income of
$65,500 has an equivalised disposable income of $35,200 (ie 35,200 dollars per equivalent
adult). (65,500 / 1.86 = 35,200)

This relatively simple conversion can be applied to any individual household. It cannot
however be generally applied to medians of the population as a whole or of any subgroup of
the population. There are three reasons for this:

e For the population as a whole, the concept of equivalence ratio is meaningless as
individuals come from a range of different household types, and different equivalence
ratios apply to each of these.

e For some subgroups (eg “other family households with children”), no equivalence ratio
is defined as there are unknown numbers of children and adults in each household in
this group.

e For any subgroup of households which have children, children of different ages are
assigned a slightly different equivalence ratio when using the 1988 Revised Jensen
scale. This means that the ranking of individuals using equivalised incomes can end
up slightly different than the ranking of individuals using ordinary household incomes
for the same household type (eg couple plus one dependent child). This leads to the
equivalised median being not quite the same as the “ordinary” income divided by the
appropriate equivalence ratio. Note that for couple households without children, the
simple conversion does work. See Tables B.2 and B.3.
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Income distribution for the whole population, HES 2015

Figures B.1 and B.2 (next page) show the general shape of the income distribution for the whole
population, with the 65+ age-group distinguished from the rest.

The graphs also show two of the main low-income thresholds (“poverty lines”) that are used later in
the report: 50% and 60% of the (current survey) median for BHC incomes, and these less 25% for
AHC incomes.

Apart from the skew to the left with a long right-hand tail of higher household incomes, the
distinctive feature of the BHC distribution is the ‘pensioner spike’ just above the 50% threshold,
and the strong bunching of those aged 65+ in households with incomes in the 50% to 70% of
median range. The pensioner spike arises because:

e New Zealand has a universal pension for those aged 65 and over?s that is neither income nor
asset tested (New Zealand Superannuation (NZS))

¢ there is no mandatory second tier employment-related component

e in 2015, 40% of those aged 65+ report household incomes of less than $100pw (per capita)
from sources other than NZS

e the value of NZS was around 52-54% of the BHC median from 2010 to 2015 and between
51% and 67% from 1988 to 2008.26

This strong bunching of incomes for older New Zealanders in the 50% to 70% of median range has
implications for the reporting of poverty rates for this group. When using thresholds set as a
proportion of the current median, a small shift in the median from one year to the next can lead to
a very large change in reported income poverty for the 65+ even though there has been little or no
change in their income or living standards. Similarly, using a 50% of median income threshold
gives a very different picture than when a 60% threshold is used.

For the AHC distribution, there is still a reasonably strong bunching of incomes between the
median and the 60% threshold used with AHC incomes, but the pensioner ‘spike’ is broadened out
and in the main lies above the 50% and 60% thresholds. This happens because of the high
proportion of older New Zealanders with mortgage-free homes and very low housing costs (70% in
2015). Small shifts in the median or the threshold do not therefore have the same disproportionate
and misleading effects on (trends in) poverty rates as they do when using BHC incomes. In
addition, differing housing costs among some lower-income 65+ households spread their AHC
incomes over a wider range than their BHC incomes. These two factors combined form part of the
rationale for this report’s position that using AHC incomes is more useful for monitoring poverty
trends for older New Zealanders and for making comparisons with the rest of the population. This
is discussed further in Section E, Section | and in Appendix 5.

% In addition to the age qualification, there are also residency requirements.

% There is often a bunching in the income distributions in other countries but they tend not to have the spike that New
Zealand does because of the different retirement income regimes. For example, see Figure 3.3 in Brewer et al (2004)
for the UK.
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Figure B.1
BHC household income distribution for all individuals: HES 2015
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Figure B.2
AHC household income distribution for all individuals: HES 2015
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Notes: 1 For both graphs, individuals are grouped by their household incomes in multiples of $1500
pa ($30 pw). This is a rough and ready way of showing the shape of the income distribution
and the number of people in different income bands.

2 Figure B.1 draws attention to the pensioner spike in the BHC distribution. In 2015 the
pensioner spike was just above the 50% of median line.

3 The AHC low-income thresholds (‘poverty lines’) are set at the 50% and 60% BHC
thresholds, less 25% to allow for housing costs. See Appendix 6.
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Income distribution for sole parent and two parent families, HES 2013

Figure B.3 shows the distribution of family incomes for sole parent and two parent families. In
2013, around 90% of sole-parent families had incomes below the median household income for all

households, with or without children.?” For two-parent families the proportion was 50%. This is
similar to previous years.

The relatively low incomes of sole parent families reflects in the main two factors: (a) there is only
one potential earner in a sole parent family, and (b) the relatively low full-time employment rate for
sole parents (around 35% in 2013). In 2013, 76% of sole mothers and 54% of sole fathers were
receiving a main benefit. 18% of these sole parents had declared earnings in June 2015. Sole
parent beneficiary families are clustered in the lower part of the income distribution.

Figure B.3
Distribution of sole parent and two parent family income, HES 2013
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Notes: 1 Individuals are grouped by their family incomes in multiples of $3000 pa ($60 pw).
2 ‘Family’ here means ‘Economic Family Unit’.

3 Treasury’'s Taxwell weights are used as they give a better population estimate of the number
of beneficiary families.

It is clear from Figure B.3 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.

27 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.
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Where does your household fit?

Many people do not have a realistic idea as to where they (and their household) fit in the income
distribution.?® Tables B.4A and B.4B give the annual (unequivalised) disposable income levels
(BHC) of different household types in each (equivalised) income decile. From these tables, most
people will be able to locate where they and their households fit on the income distribution.

To use these tables, select the column heading that best describes your household or family
situation. Go down the column until you find your household’s disposable income range (ie annual
after-tax income, including all social assistance from the state). The row gives the equivalised
income decile for your household income. For example, a household comprising a sole parent with
two children with a disposable income of $48,000 pa is in decile 4.2°

Table B.4A
Where does your household fit in the overall household income distribution (BHC)?
HES 2015
Ordinary dollars (ie not equivalised)
Equivalised
'zgg{ree 22(90?13;5%2’ Sole parent, Sole parent, Sole parent, Sole parent,
(reference HH) one child two children three children four children
Bott_om < $18,600 < $26,000 < $32,600 < $38,300 < $43,400
decile
Decile 2 18,600 - 22,600 26,000 - 31,600 32,600 - 39,600 38,300 - 46,600 43,400 - 52,700
Decile 3 22,600 - 27,100 31,600 - 38,000 39,600 - 47,500 46,600 - 55,900 52,700 - 63,200
Decile 4 27,100 - 32,000 38,000 - 44,800 47,500 - 56,000 55,900 - 65,900 63,200 - 74,500
Decile 5 32,000 - 36,600 44,800 - 51,300 56,000 - 64,100 65,900 - 75,400 74,500 - 85,300
Decile 6 36,600 - 42,500 51,300 - 59,500 64,100 - 74,400 75,400 - 87,600 85,300 — 99,000
Decile 7 42,500 - 49,300 59,500 - 69,000 74,400 - 86,300 87,600 - 101,600 99,000 - 114,900
Decile 8 49,300 - 58,900 69,000 - 82,400 86,300 - 103,000 101,600 - 121,300 114,900 - 137,200
Decile 9 58,900 - 74,700 82,400 - 104,600 103,000 - 130,700 121,300 - 153,900 137,200 - 174,100
Top
decile > $74,700 > $104,600 > $130,700 > $153,900 > $174,100

Note: use disposable household income when using this table — that is, household income from all
sources after paying personal income tax and after receiving all tax credits (from Working
for Families) and other state transfers (eg NZS, AS, main benefits)

% For example, a survey conducted in 1999 by the Social Policy Research Centre (University of New South Wales,
Sydney) showed that the vast majority of Australians thought that their household incomes placed them in the middle of
the distribution. Around half thought they were in either the 4™ or 5" deciles and virtually none thought they were in the
top quintile (Saunders, 1999). A similar perception is likely to hold in New Zealand too.

2% The calculations in the table assume that any children are aged around 8 to 10 years, but the figures are close enough if
the children are younger or older.
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Table B.4B
Where does your household fit in the overall household income distribution (BHC)?
HES 2015
Ordinary dollars (ie not equivalised)
Equivalised
income
decile Couple or 2 Couple, Couple, Couple, Couple, four Three adults,
adults sharing one child two children three children children one child
(I?gg?em < $28,700 < $34,600 < $40,400 <$ 45,200 < $50,100 < $42,100
Decile 2 28,700 - 34,800 34,600 - 42,000 40,400 - 49,100 45,200 - 54,900 50,100 - 60,800 42,100 - 51,100
Decile 3 34,800 - 41,800 42,000 - 50,500 49,100 - 58,900 54,900 - 66,000 60,800 - 73,000 51,100 - 61,300
Decile 4 41,800 - 49,300 50,500 - 59,500 58,900 - 69,400 66,000 - 77,700 73,000 - 86,100 61,300 - 72,300
Decile 5 49300 - 56,400 59,500 - 68,100 69,400 - 79,500 77,700 - 89,000 86,100 - 98,500 72,300 - 82,800
Decile 6 56,400 - 65,500 68,100 - 79,100 79,500 - 92,200 89,000 - 103,300 98,500 - 114,300 82,800 - 96,100
Decile 7 65,500 - 75,900 79,100 - 91,700 92,200 - 107,000 | 103,300 - 119,800 114,300 - 132,600 96,100 - 111,400
Decile 8 75,900 - 90,700 | 91,700 - 109,500 | 107,000 - 128,000| 119,800 - 143,100 132,600 - 158,400 111,400 - 133,100
Decile 9 90,700 - 115,000 | 102,500 - 139,000 | 128,000 - 162,000 | 143,100 - 181,500 158,400 - 201,000 133,100 - 168,800
Top
decile > $115,000 > $139,000 > $162,000 > $181,500 > $201,000 > $168,800

Note: use disposable household income when using this table — that is, household income from all sources
after paying personal income tax and after receiving all tax credits (from Working for Families) and
other state transfers (eg NZS, AS, main benefits)
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Distribution of individuals across income quintiles by various household
and individual characteristics

When the population is ranked on their household incomes and divided into five equal groups,
each group is called a quintile. A quintile contains 20% of the population.

Table B.5 shows the position of groups of individuals in the household income distribution (BHC)
according to various household and individual characteristics. The proportions sum to 100%
across the quintiles.

The numbers in each quintile can be obtained by using the information in the right-hand column
which gives the number of individuals in the various subgroups. For example, in the lowest quintile
(Q1), there are around 145,000 individuals in sole parent households where there are dependent
children (50% of 284,000), and 220,000 in two parent households with dependent children (14% of
1,582,000).

Table B.6 shows the composition of each income quintile (BHC) according to various household
and individual characteristics. The proportions sum to 100% down the columns for each set of
characteristics.

Tables B.7 and B.8 repeat the analysis for AHC incomes.

Caution

When using the figures for smaller sub-groups, the proportions in each quintile should be
taken as indicative rather than precise.

For example, in Table B.8 those living in one person 65+ households are reported as
making up only 4% of the population. When reading Table B.7 for the distribution of those
in this household type across the quintiles, it is reasonable to conclude that “around two
thirds are found in the bottom two quintiles”, but to claim that 20,400 (12% of 170,000) are
in the top quintile is spurious precision.

Another example is the distribution across the quintiles by ethnicity. With the Pacific group
making up only 6% of the population, the same sort of caution applies as for the one person
65+ households noted above. The ‘Other’ group is larger (14%) but is somewhat diverse,
so results for each quintile can be volatile from year to year. An example of what it is
reasonable to conclude from the analysis in the tables which follow is that household
incomes for those of Maori and Pacific ethnicity are similarly distributed across the quintiles
(50% to 60% are in the lower two quintiles), and are each quite differently distributed than
are household incomes for European/Pakeha (for whom around one third are in the lower
two quintiles).

See further comments in Section A under “Reliability of results”.
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Table B.5
Distribution of individuals across income quintiles (BHC)
by various household and individual characteristics (%)
(sum to 100% across rows)
Equivalised disposable household income All
HES 2015 individuals
Q1 Q2 Q3 Q4 Q5 (000s)
Age
0-17 23 28 21 17 12 1097
18-24 18 18 21 25 18 439
25-44 14 20 22 23 22 1154
45-64 15 15 19 22 29 1149
65+ 35 18 16 14 16 626
All 20 20 20 20 20 4464
Household type
One person 65+ 52 20 10 10 9 170
Couple 65+ 30 18 16 19 21 407
One person under 65 33 12 19 18 9 194
Couple under 65 9 9 18 26 39 524
SP with dependent children 50 29 12 5 4 284
2P with dependent children 13 26 26 18 17 1582
Other family HHs with dependent children 20 24 18 30 7 371
Family HHs with no dependent children 12 13 21 25 31 690
Non-family HHs 16 18 19 24 28 245
All 20 20 20 20 20 4464
Ethnicity
European/Pakeha 16 18 19 22 25 2878
NZ Maori 33 25 17 16 9 701
Pacific 35 24 24 11 6 279
Other 16 21 25 21 17 605
All 4464
Main source of income (under 65s)
Market 10 22 23 23 23 3453
Government transfer 88 9 3 0 0 429
All 18 20 21 21 21 3839
Tenure (under 65s)
Owned with mortgage 8 16 22 27 26 1650
Owned without mortgage 16 16 18 20 31 658
Rented - private 24 27 20 19 11 1279
Rented - HNZC and local authority 67 19 7 6 1 204
Children by household type
Children in SP HHs 55 27 11 4 4 168
Children in 2P HHs 15 30 23 17 15 733
Children in other family HHs 25 18 25 26 7 145
Children in non-family households * * * * * 17
All children 23 28 21 16 12 1063

Notes:

See note on page 67 for the need for caution in interpreting results for smaller sub-groups.

The sample numbers for children in non-family households are too small to give reliable estimates of their

distribution across the quintiles.

Consider the 0-17 year old group (children).
e Table B.5 (distribution of each group across the quintiles) shows that 51%
children are in households in the bottom two income quintiles.
e Table B.6 (composition of each quintile) shows that children make up 28% of all
people in households with incomes in the bottom quintile.

Interpreting Tables B.5 and B.6: an example
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Table B.6
Composition of income quintiles (BHC)
by various household and individual characteristics (%)
(sum to 100% down columns)
Equivalised disposable household income
Overall
HES 2015 composition
Q1 Q2 Q3 Q4 Q5
Age
0-17 28 34 26 20 15 25
18-24 9 9 10 12 9 10
25-44 18 25 28 29 28 26
45-64 20 19 25 28 37 26
65+ 25 13 11 10 12 14
All 100 100 100 100 100 100
Household type
One person 65+ 10 4 2 2 2 4
Couple 65+ 14 8 7 7 8 9
One person under 65 7 3 4 4 4 4
Couple under 65 5 5 10 15 25 12
SP with dependent children 16 9 4 2 2 6
2P with dependent children 24 50 42 32 31 35
Other family HHs with dependent children 8 8 11 11 3 8
Family HHs with no dependent children 9 10 16 19 20 15
Non-family HHs 7 4 4 9 9 6
All 100 100 100 100 100 100
Ethnicity
European/Pakeha 52 59 63 70 79 65
NZ Maori 26 20 13 13 7 16
Pacific 11 8 8 3 2 6
Other 11 14 17 14 12 14
All 100 100 100 100 100 100
Main source of income (under 65s)
Market 50 95 99 100 100 90
Government transfer 50 5 1 0 0 10
All 100 100 100 100 100 100
Tenure (under 65s)
Owned with mortgage 22 37 50 49 53 43
Owned without mortgage 12 11 15 18 30 17
Rented - private 45 45 31 30 17 33
Rented - HNZC and local authority 20 5 2 2 0 5
Other 1 2 2 1 0 1
Children by household type
Children in SP HHs 38 15 8 4 5 16
Children in 2P HHs 45 74 76 73 86 69
Children in other family HHs 15 9 16 21 8 14
Children in non-family HHs 3 2 1 2 1 2
All children 100 100 100 100 100 100

Notes:

1 See note on page 67 for the need for caution in interpreting results for smaller sub-groups.

Interpreting Tables B.5 and B.6: an example

Consider the 0-17 year old group (children).

e Table B.5 (distribution of children across the quintiles) shows that 51% of this
group are in households in the bottom two income quintiles.

e Table B.6 (composition of each quintile) shows that children make up 28% of
all people in households with incomes in the bottom quintile.
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Table B.7
Distribution of individuals across income quintiles (AHC)
by various household and individual characteristics (%)
(sum to 100% across rows)
Equivalised disposable household income All
HES 2015 individuals
Q1 Q2 Q3 Q4 Q5 (000s)
Age
0-17 27 24 22 16 12 1097
18-24 23 16 19 25 17 439
25-44 19 18 22 22 19 1154
45-64 16 13 18 23 30 1149
65+ 13 32 18 16 20 626
All 20 20 20 20 20 4464
Household type
One person 65+ 25 41 13 12 10 170
Couple 65+ 8 32 18 16 26 407
One person under 65 40 11 19 13 18 194
Couple under 65 11 9 19 34 37 524
SP with dependent children 59 23 11 4 4 284
2P with dependent children 19 24 24 18 16 1582
Other family HHs with dependent children 21 16 27 24 12 371
Family HHs with no dependent children 12 12 18 28 30 690
Non-family HHs 25 14 14 33 14 245
All 20 20 20 20 20 4338
Ethnicity
European/Pakeha 15 19 20 22 25 2878
NZ Maori 33 23 18 16 10 701
Pacific 37 23 22 12 6 279
Other 23 20 21 20 16 605
All 20 20 20 20 20 4464
Main source of income (under 65s)
Market 14 19 22 23 22 3453
Government transfer 87 11 2 0 0 429
All 21 18 20 21 20 3839
Tenure (under 65s)
Owned with mortgage 12 16 22 26 24 1650
Owned without mortgage 11 9 20 22 38 658
Rented - private 32 24 19 18 8 1279
Rented - HNZC and local authority 59 25 10 5 2 204
Children by household type
Children in SP HHs 64 21 9 3 4 168
Children in 2P HHs 20 26 24 17 14 733
Children in other family HHs 26 16 26 22 10 145
Children in non-family households * * * * * 17
All children 28 24 22 15 12 1064

Notes:
1 See note on page 67 for the need for caution in interpreting results for smaller sub-groups.

2 The sample numbers for children in non-family households are too small to give reliable estimates of their
distribution across the quintiles.

Interpreting Tables B.7 and B.8: an example

Consider the 0-17 year old group (children).
e Table B.7 (distribution of children across the quintiles) shows that 51% of this group are in
households in the bottom two income quintiles.
e Table B.8 (composition of each quintile) shows that children make up 34% of all people in
households with incomes in the bottom quintile.
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Table B.8
Composition of income quintiles (AHC)
by various household and individual characteristics (%)
(sum to 100% down columns)
Equivalised disposable household income
Overall
HES 2015 composition
Q1 Q2 Q3 Q4 Q5
Age
0-17 34 29 26 19 15 25
18-24 11 8 9 12 9 10
25-44 25 24 28 28 25 26
45-64 21 17 24 29 38 26
65+ 9 23 13 11 14 14
All 100 100 100 100 100 100
Household type
One person 65+ 5 8 3 2 2 4
Couple 65+ 4 15 8 7 12 9
One person under 65 9 2 4 3 4 4
Couple under 65 7 5 11 14 22 12
SP with dependent children 19 7 3 1 1 6
2P with dependent children 33 43 42 32 28 35
Family HHs with dependent children 9 7 11 10 5 8
Other family HHs with no dependent children 9 9 14 22 23 15
Non-family HHs 7 4 4 9 4 6
All 100 100 100 100 100 100
Ethnicity
European/Pakeha a7 61 65 70 80 65
NZ Maori 26 18 14 13 8 16
Pacific 12 7 7 4 2 6
Other 16 14 14 13 11 14
All 100 100 100 100 100 100
Main source of income (under 65s)
Market 59 94 99 100 100 90
Government transfer 41 6 1 0 0 10
All 100 100 100 100 100 100
Tenure (under 65s)
Owned with mortgage 28 39 51 47 50 43
Owned without mortgage 6 9 11 22 27 17
Rented - private 51 44 31 28 13 33
Rented — HNZC and local authority 15 7 3 1 0 5
Other 1 0 2 2 1 1
Children by household type
Children in SP HHs 36 14 7 3 3 16
Children in 2P HHs 49 75 76 74 83 69
Children in other family HHs 13 9 16 20 11 14
Children in non-family HHs 2 2 1 3 1 2
All children 100 100 100 100 100 100

Notes:

1 See note on page 67 for the need for caution in interpreting results for smaller sub-groups.

Consider the 0-17 year old group (children).
e Table B.7 (distribution of children across the quintiles) shows that 51% of this group are in
households in the bottom two income quintiles.
e Table B.8 (composition of each quintile) shows that children make up 34% of all people in
households with incomes in the bottom quintile.

Interpreting Tables B.7 and B.8: an example
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Income shares across the distribution

Figures B.1 and B.2 above show that income is not distributed evenly across the population even
after taxes and transfers have been taken into account. Figure B.4 presents the same information
in a different way by showing the share of the total income that is received by the different income
deciles (BHC).3° Because the income concept is equivalised household disposable income, the
information in the graph needs to be interpreted as comparisons of the consumption capabilities
for those in the various deciles, having adjusted for household size and composition.

Figure B.4

Shares of total income by deciles: HES 2015
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The top 10% receive just over a quarter (27.5%) and the top 30% receive just over a half (52%) of
the total population (equivalised) income. This is much the same as in recent years. For example,
the average figures from HES 2007 to HES 2012 were 25% and 53% respectively.

Table B.9 shows that the distribution of household income in New Zealand (HES 2013) is broadly
similar to that in the UK, Australia and Canada, but more dispersed than for Finland and Norway.

Table B.9
Shares of total income by quintiles of equivalised disposable household income (%):
international comparisons for ¢ 2012

Q1 (low) Q2 Q3 Q4 Q5 (high)
Norway 10 16 19 23 33
Finland 10 14 18 23 36
Sweden 9 15 19 23 34
France 9 13 17 22 40
Nz HES 2013 8 13 17 23 40
NZ HES 2015 7 12 16 22 42
UK 8 13 17 22 41
Australia 8 13 17 23 40
Canada 7 12 17 24 40
Italy 7 13 18 23 39
Spain 6 12 17 24 41
Greece 6 12 18 24 40

Sources: Australia (Table 1 in ABS (2013) for 2012; Canada (Table 202-0606 in Statistics Canada
(2011) for 2009; European countries (Eurostat statistical database for Population and Social
Conditions for 2012).

The top decile share in the 2015 HES is a little higher than the average over recent years,
reflecting the unusually high number of very high income households in the sample. One year’s
data does not make a trend. It is quite likely that the top decile share will return to a more “normal”
level (25-26%) in the next survey or two.

30 See Appendices 8 and 9 for a detailed discussion of the limitations of the income data in decile 1 in relation to its use as
an indicator of (potential) living standards.
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The redistribution of income: market income, government cash benefits, income tax,
consumption tax and publicly provided services

New Zealand, like all OECD countries, has a tax and transfer system that significantly redistributes
market income (wages, salaries, investments, self-employment) and reduces the inequality and
hardship that would otherwise exist. In interpreting the findings in this section it is important to
note that market income is not the counterfactual or “natural state” that would exist if there was no
government intervention. The existence of taxes, government expenditure and the apparatus of
the welfare state influences citizens’ behaviour in relation to labour market participation, living
arrangements, and so on. The analysis can be taken as an indication of the extent of redistribution

given that we live in a redistributive welfare state.
Figure B.5
Cash transfers and income tax paid: HES 2015

“‘Government transfers” include working-age welfare 2
benefits, New Zealand Superannuation (NZS), the = NZS
Accommodation Supplement, Working for Families tax 21 B non-NZS
credits, special needs grants, and so on. The top chart
of Figure B.5 shows the distribution of these transfers
across household income deciles, with NZS separated
out. For example, decile 2 households receive 22% of
all transfers and two thirds of that is NZS.
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example, households in the top decile pay one third
(35%) of all income tax collected, and receive 5% of all
transfers. The transfers received by the top decile are
almost entirely from NZS. The rest would be from low-
income ‘independent’ adults living in high-income
households while (legitimately) receiving a core
income-tested benefit such as sole-parent support.
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Another useful way of looking at the extent of
redistribution is to look at the difference between
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households in different income deciles For many
households, the amount they receive in transfers is greater than what they pay in income tax. They
have a negative net tax liability.

One group with negative net tax liability is low- to middle-income households with dependent
children. For example, single-earner families with two children can earn up to around $60,000 pa
before they pay any net tax. Around half of all households with children receive more in welfare
benefits and tax credits than they pay in income tax. The vast majority of older New Zealanders
(aged 65+) live in households where there is a negative income tax liability — the income tax they
pay is less than the value of the NZS they receive. “Working-age” working households without

dependent children have a positive income tax liability whatever their income.
Figure B.6
Income tax less govt cash transfers

When all households are counted (working age with 60
children, working age without children, and 65+
households), and looking at households grouped in 40 |
deciles rather than looking at individual households, the
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total income tax paid by each of the bottom four deciles
is less than the total transfers received. See Figure
B.6. It is only for each of the top five deciles that total
income tax paid is greater than transfers received.3!
In Figures B.5 and B.6 the deciles are deciles of individuals ranked according to the equivalised disposable income of
their respective households. The difference for each decile between total income tax paid and government cash
transfers received is calculated (in ordinary dollars) for the households to which the individuals belong.

Difference in ordinary $ (000s)

31
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The inequality-reducing impact of taxes and transfers

Figure B.7 and Table B.10 show the inequality-reducing impact of taxes and transfers by
comparing the Gini scores for household market income and household disposable income — that
is for household incomes before and after taxes and transfers.

Figure B.7
Gini scores (x100) for market and disposable household income, 1986 to 2013 (18-64 yrs)
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Table B.10
Gini scores (x100) for market and disposable household income, 1986 to 2013 (18-65 yrs)
HES Year | ansiers (market income) | (disposable income) | Feduction (9
1986 36.4 26.4 27
1991 42.4 313 26
1996 43.1 32.9 24
2001 43.1 33.1 23
2004 41.7 32.9 21
2009 403 323 20
2010 39.7 31.3 21
2011 43.8 345 21
2012 39.7 313 21
2013 41.7 33.0 21

For working-age New Zealanders (aged 18 to 65 years), the reduction in the household market
income Gini was 21% from 2004 to 2013. This reduction is similar to Australia and Canada
(~23%), less than the UK (~27%), and much lower than many European countries such as
Sweden, Norway, France and Austria (33-36% reductions). The median OECD reduction is 28% (c
2010 and 2011).%2

When the full population is used, New Zealand’s reduction in inequality is 28% compared with the
OECD median of 35%.

32 OECD Income Distribution Database, accessed on 24 June 2014 at:

www.oecd.org/social/income-distribution-database.htm
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“Final” household income

Figure B.5 tells only a part of the government transfer story. A more comprehensive analysis
needs to include tax paid through GST especially as lower-income households generally apply all
or almost all their income to expenditure on GST-able goods and services, whereas higher-income
households apply a lesser proportion of their income to GST-able expenditure, with a portion going
to savings and interest payments which do not attract GST. GST is therefore generally a higher
proportion of the income of lower-income households than for higher-income households.

Households also receive government-funded health and education services which means that they
do not have to pay for them directly from their own income. These services can be seen as a form
of income or in-kind government benefit to be counted along with any cash benefits received.

In this broader framework the concept of “final” household income is sometimes used as a means
of taking into account cash and in-kind income from the market and the government and
consumption taxes as well as income taxes. Crawford and Johnston (2004) have shown that,
using a final household income approach, there is further redistribution from more well-off
households to less well-off households because households in the higher income deciles pay more
consumption tax and also receive less in the way of in-kind benefits from education and health
spending combined. They conclude that “final incomes are more equally distributed than
disposable incomes” (p29).

Figure B.8
This finding is illustrated in Figure B.7 which Redistribution of market income: HES 1998
compares the redistribution using both the 60
narrower and broader frameworks for 1998. 33
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An example is a 2008 OECD study3® on the equality-enhancing impact of taxes and cash transfers
and of government services. The study found that:

e public expenditure on the provision of social services (mainly health and education)
significantly reduces inequality within countries and reduces the range of inequality
otherwise found across countries

¢ the size of the reduction in inequality from government in-kind services is on average less
than that achieved by income taxes and transfers, but is still significant — it is around a
quarter when using the inter-quintile share and a half when using the Gini coefficient3¢

e the inequality-reducing impact of the countries’ tax and transfer systems is more variable
across countries than the impact of public services

¢ the ranking of countries on inequality does not change very much when moving from a
household disposable income measure to the broader measure that includes public
services (correlation ~ 0.95).

33 Note that Figures B.5 and B.7 are both simply cross-sectional snapshots of income re-distribution across the deciles and
do not show how incomes of individuals or households change over time. At one point in time a household may be a net
‘receiver’ and at another time, a net ‘payer’.

34 For example, see ABS (2013), Appendix 4 for Australia.
% See Chapter 9 in OECD (2008).
3% See Section D for more on the Gini and other measures of inequality.
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The Australian Bureau of Statistics has made significant progress in recent years in its efforts to
include imputed rent in its analysis of household income and its distribution. Figure A.3 below
shows how the inclusion of imputed rent reduces the dispersion of the income distribution, with the
Gini changing from 32.0 to 30.3 (see ABS, 2103a). The inclusion of social transfers in kind (STIK)
further reduces measured income inequality as the income concept broadens further. Examples of
STIKs are free or subsidised education, health and child care.

Figure A.3.
Distribution of equivalised disposable household income with and without IR and STIK, 2011-12
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Section C
Trends in key labour market, demographic,
housing costs and social assistance variables

This report is essentially descriptive. It does not attempt, for example, to give a detailed
explanation of changes in the income distribution by drawing on what we know about the impacts
of key labour market, demographic, macro-economic and geo-political factors and of tax and social
assistance policy settings.%’

This section however goes a little beyond description by providing information on trends in some
key variables which clearly impact on the income distribution. These trends provide the basis for a
high-level account of changes in the middle and at the lower end of the distribution in line with the
main themes and focus of this paper.

At a high level, the trend in real GDP per capita sets the context, although the relationship of the
GDP trend to that of disposable household income is not simple or direct. There are many
mediating and modifying factors that impact on how the cake is divided up across households,
independent of the size of the cake itself.

From a distributional perspective a rough rule of thumb is that median household incomes for the
population as a whole generally follow the trend for incomes of two-parent-with-dependent-children
households. This group dominates the income distribution from P20 to P60. It made up around half
of those in the second-from-bottom quintile and 45-50% of the third quintile from the mid 1990s to
2013. and an even greater proportion during the 1980s. Income changes for this group therefore
impact quite significantly on overall household income trends. The median income of this
household type is very close to the overall median income from 1982 to 2015 (see Figure D.9 in
the next section).

The two factors that impact the most on the incomes of two-parent-with-dependent-children
households are average wage rates and the total hours worked by the two parents. The total
number of hours worked is in turn related to the overall employment rate and to social norms, in
relation to labour force participation for mothers and fathers of dependent children. This section
therefore reports on the employment rate (by sex), net average ordinary time weekly earnings
(NAOTWE), and the hours worked in two-parent-with-children-households. The trend in median
household income is strongly influenced by trends in these factors.38

The lower part of the income distribution includes those from households whose main income is
from paid employment (“the working poor”) and those from households whose main income is from
income-tested benefits or New Zealand Superannuation (NZS). Trends in the numbers below
typical low-income thresholds (ie trends in income poverty rates) are therefore strongly influenced
by three sets of factors: (a) average wage levels and employment rates; (b) (trends in) the levels of
social assistance; and (c) trends in the numbers in receipt of social assistance. Social assistance
is taken here to refer to the main income-tested benefits for those under 65, together with the
Family Tax Credit (FTC) (formerly Family Support (FS)) and In-Work Tax Credit where there are
dependent children, and NZS for those aged 65+.

This section therefore also reports on trends in the total number receiving a main benefit, the real
value of the main benefits plus FTC/FS where relevant, and the unemployment rate.

This report promotes the value of using household incomes after deducting housing costs (AHC)
as the preferred approach for comparing the material wellbeing of different subgroups of the

87 For more detailed analysis and explanation see, for example, Easton (1996), Dixon (1998), O’Dea (2000), Hyslop and
Maré (2001), Singley and Callister (2003), Hyslop and Yahanpath (2005), OECD (2011c), Nolan et al (eds) (2013),
Salverda et al (eds) (2013).

Changes in tax credits or other forms of state cash assistance for families with children (such as the Working for
Families package introduced over the 2004 to 2007 period) can also have significant impacts on the incomes of two-
parent families, but generally do not have a great impact on the median itself as they are usually targeted at families
below or well below the median.

38



population. This section therefore also reports on trends in gross expenditure on accommodation

Section C — Key contextual information

as proportion of household income.

Trends in GDP, employment, unemployment and weekly earnings

Figure C.1 shows the pattern of the business cycle from 1982 to 2015 in terms of annual GDP
growth and the HLFS unemployment rate. The 2015 HES interviews were carried out from July
2014 to June 2015. The incomes reported by households in the survey are for the twelve months
prior to the interview. Those interviewed in July 2014 would therefore be reporting on incomes in
the period from August 2013 to July 2014, and so on. The household incomes data in the 2015
HES, as in the previous two surveys, could be expected to reflect the impact of the ongoing
recovery after the economic slowdown associated with the GFC and the Christchurch earthquakes

and other factors.

Figure C.1
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Figure C.3 shows the trend in after-tax wages in real terms — they grew 37% in real terms from
1994 to 2015. Gross (before tax) wages grew by 29% in the period. Median household incomes
grew 56% in real terms.

Figure C.3
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Incomes around the median: the longer-term trend

Figure C.2 shows the trend in the proportion of the population aged 15-64 who are in paid
employment for at least one hour per week (the “employment rate”). After falling to a low in 1992
the employment rate rose through to 1996, faltered for two years then rose each year through to
2007, with a slower growth rate from 2004 to 2007. Overall employment rates fell from 2007 to
2010, returning to 2002 levels, and remained flat for three years to 2013 before rising through to
2015. The female employment rate was considerably higher in 2015 (69%) compared with the mid
1980s (60%) whereas male employment in 2015 (80%) was below what it was in the mid 1980s
(84%). Both male and female rates have increased in the last three years to give an overall rate of
75% in March 2016, back to pre-recession high of 75% in 2008.

Figure C.4 shows the increased work intensity in two-parent-plus-dependent-children households,
since the mid 1990s. The two-earner proportion in recent years (68%) is around the OECD
average (65%) for the 21 countries for whom comparable data is available.3°

Figure C.4

Proportion of two parent HHs by hours of paid employment (where at least one is FT)
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These factors together point to median household incomes falling away in the early 1990s as
employment declined, and rising from the mid 1990s through to 2004, with reasonably strong

growth from 2001 to 2004 when all three factors lined up together to drive up income of two parent
with dependent children households. From 2004 to 2007, the median incomes of two-parent

% OECD (2011), Figure 1.10, p38.
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households could be expected not to change as greatly as their employment hours remained
steady overall (Figure C.4), and the WFF package had only an negligible impact on the median.

The rise in the median over the last four surveys (from HES 2010-11 to HES 2014-15) is
consistent with the rising real average wage, higher employment rates and relatively steady
average employment hours for two parent families whose incomes influence the median more than
others.

See Figures D.1 and D.9 in the next section for the trends in median household incomes.

Incomes at the lower end of the income distribution

Incomes at the lower end of the distribution are significantly affected by trends in the levels of
social assistance delivered through income-tested benefits and child-related support, and trends in
the numbers for whom social assistance income is their primary source of income.

Figure C.5 shows the rise in the total number of EFUs (benefit units) receiving a main benefit
through to 1994, the further rise through to 1999, the steady decline to June 2008, the rise through
to June 2010 reflecting the recession and the global financial crisis, and the subsequent fall to
280,000 in March 2016. Numbers in receipt of the (former) unemployment benefit follow a trend
that is a rough mirror image of the employment rate (Figure C.2).

Figure C.5
Number of families / benefit units in receipt of income-tested benefits (all ages), 1986 to 2016:
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Note: The changes to benefit categories and names in 2013 means that the time series for the specific
benefit types in the chart above cannot be continued — a new series will be developed for future
reports. See http://www.msd.govt.nz/about-msd-and-our-work/publications-
resources/statistics/benefit/index.html#Datatables6 for detailed information on benefit numbers.

Whereas Figure C.5 above is based on the number of EFUs receiving an income-tested benefit,
Figure C.6 and Table C.1 reports trends for the number of individuals in beneficiary families
(EFUs) and the number of individuals receiving New Zealand Superannuation or the Veterans
Pension (NZS/VP).

Since 2011 there have been more NZS/VP recipients than “working-age” beneficiaries and their
children. This was first the case briefly for 2007 and 2008 before the negative impact of the GFC
on employment led to a rising number receiving a main benefit.


http://www.msd.govt.nz/about-msd-and-our-work/publications-resources/statistics/benefit/index.html#Datatables6
http://www.msd.govt.nz/about-msd-and-our-work/publications-resources/statistics/benefit/index.html#Datatables6
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Figure C.6

Number of individuals in EFUs receiving a main benefit or NZ Superannuation or Veterans’ Pension:
(30 June figures to 2012, 31 March for 2013 to 2016)
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Figure C.7 uses the same benefit and NZS/VP information as in Figure C.6, but compares the
numbers with the relevant (growing) total population numbers.

The proportion of the population under 65 who are in a benefit unit receiving a main benefit (12%)
is now close to what it was just before the GFC (13%), while the proportion of all children in a
beneficiary family is 17%, down from 19% just before the GFC.

Figure C.7
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Table C.1
Individuals in EFUs in receipt of an income-tested benefit or NZS (30 Jun to 2012, 31 Mar thereafter)
All people ;
. (adults and Children (<18) Proportion of Proportion of all Proportion of whole
Total working | children (<18) le under 65 i ni EFU i
-~ | children) where | dependent on a d dent people underooin | popininan n
age EFUs in | . - C NZS/VP ependent on a EFU i int ot of an | i
h rime recipient | recipient of an o ipient of an Inreceipt | receipt of an income
receipt of an P . ) recipients recipient of an fani _ tested benefit
. } d of an income- | income-tested (000s) income-tested oran income ested benerfit or
Il?;?;if (tggéi) tested benefit benefit (all benefit tested benefit NZS/IVP
is under 65 ages), (000s) o (%) (%)
(000s) ()
1998 368 701 281 477 30 21 31
1999 372 701 277 468 28 21 30
2000 364 684 271 461 27 20 30
2001 354 662 263 454 26 19 29
2002 343 638 256 458 25 18 28
2003 334 622 253 467 24 18 27
2004 309 584 245 473 24 16 26
2005 290 548 233 484 22 15 25
2006 280 523 221 498 21 14 24
2007 261 485 205 513 19 13 24
2008 258 482 200 525 19 13 24
2009 310 554 221 542 21 15 25
2010 333 591 233 561 22 16 26
2011 328 591 232 581 22 15 27
2012 320 575 227 608 22 15 27
2013 310 552 217 628 20 14 26
2014 295 518 200 655 19 13 26
2015 284 493 187 681 18 13 26
2016 280 480 179 706 17 12 25
Sources: Columns 1-4, MSD Statistical Reports and Information Analysis Platform

Columns 5-7 use population estimates from Statistics New Zealand for the denominator

The average size of beneficiary units has declined from 1.9 in 1998 to 1.7 in 2016.

Note:

The next short section which compares trends in income support levels (main benefits plus WFF
where relevant) with wages and household incomes is not updated this time. It will be updated
next time when it will incorporate the April 2016 benefit and WFF increases. These have no impact
on the 2014-15 HES data as this was all collected before 1 July 2015.
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Figure C.8 shows the trend in real terms of average earnings and of income-tested benefits for the
period. The earnings measure is net average ordinary time weekly earnings (NAOTWE) and the
income-tested benefit measure is the value of the main benefit plus the Family Tax Credit (or
Family Support prior to 2007) for which the respective families are eligible in relation to the
dependent children in their care.®® None of the scenario lines include the Accommodation
Supplement or the subsidy received by those on income-related rents vis-a-vis market rents.

Figure C.8

Income-tested benefits (plus FTC) and average earnings in real terms for selected HH types
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Figures C.9A, C.9B and C.9C expand the comparisons above by including NZS and median
disposable household income. They show the different trajectories for the different income
measures by using an index set to 100 in 1983, 1994 and 2007 respectively. These three starting
points are for before the 1991 benefit cuts, after the benefit cuts and when the economy was
growing and benefit numbers had fallen considerably, and after the introduction of the Working for
Families package. The three different starting points are shown as for this sort of analysis a
different picture can emerge depending on the starting point used.

Figure C.9A
Relativities between main benefit levels, NZS, average wage and median household income,
1983 =100
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40 Note that if the household incomes derived from social assistance were equivalised, there would be much
less of a difference in income between the different household and benefit types used in the graphs.
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Figure C.9B
Relativities between main benefit levels, NZS, average wage and median household income,
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Figure C.9C
Relativities between main benefit levels, NZS, average wage and median household income,
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Note: the vertical scale for Fig C.8C is a little different from the one used

for both 8A and 8B.

Table C.2
Relativities between main benefit levels, NZS, average wage and median household income:
summary table

% change from base year
(CPI adjusted - ie ‘real’ changes)

1983 to 2014 1994 to 2014 2007 to 2014
Median household income (see note below) +25 +45 +5
Net average ordinary time earnings +32 +32 +12
NZS +9 +21 +12
DPB plus family assistance (one child) -17 +6 -2
Invalids Benefit — single aged 25+ -8 -1 -1

Note: The change in median household income is to calendar 2012 only (HES 2013).

Assuming modest household income growth from 2012 to 2014, a further 3 to 4
percentage points needs to be added to the changes for household income noted in the
table for more realistic comparisons.
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Housing costs

High 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, transport, medical care and education for household
members.

Housing affordability can be measured in a number of different ways. From the perspective of
potential homeowners the simplest measure is the ratio of average house price to annual
household disposable income, which in effect gives the number of years needed to cover the
purchase price of a house (on average). Other more sophisticated measures incorporate the cost
of financing as well (eg Massey University's Home Affordability Index).

This section on housing costs and housing affordability uses a measure which is relevant to both
homeowners and renters, and takes the perspective of households already in the own homes or
renting. The ratio used is that of gross (unequivalised) housing costs to (unequivalised) household
disposable income, in much the same way that home-loan lenders do for assessing risk.

The figures and trends in the summaries that follow are national average figures. There are
regional differences that a relatively small sample survey like the HES cannot pick up (see, for
example, pp73ff in Johnson (2015) for regional differences).

Figure C.10 and Table C.3 show the trends by income quintiles for households with high
“outgoing-to-income ratios” (OTls), using 30% as the benchmark for high OTIs.

Figure C.10
Proportion of households with housing cogst OTls greater than 30%, by BHC income quintile
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Table C.3
Proportion of households with housing cost OTls greater than 30%, by income quintile

HES year Q1 Q2 Q3 Q4 Q5 ALL
1988 16 13 10 9 9 11
1990 20 14 14 13 10 14
1992 32 16 16 14 11 18
1994 48 21 14 14 13 22
1996 42 29 20 17 11 24
1998 41 29 23 16 13 24
2001 37 26 21 15 12 22
2004 34 27 21 14 12 21
2007 38 29 30 22 14 27
2009 38 33 31 19 17 28
2010 40 36 29 22 12 28
2011 41 36 31 18 15 28
2012 43 39 30 17 9 27
2013 43 36 29 19 9 27
2014 41 37 28 18 10 27
2015 43 37 30 20 9 28
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In 2015, just over one in four households (28%) had high housing OTIs (>30%), compared with
one in five in the early 1990s, and one in ten in the late 1980s. These are national average figures,
and there are variations regionally.

For the bottom quintile, the proportion with high OTls steadily reduced from 48% in 1994 to 34% in
2004, as unemployment fell, employment and income rose, and income-related rental policies
were introduced in 2000 for those in HNZC houses. It then rose steadily from 2004 to a 41-43%
plateau for 2011-2015.

For households in the second quintile there was a strong rise from the 1980s through to the mid
1990s, followed by a relatively flat trend to 2004. From 2004 to 2010 there was a strong rise from
27% to 36%. The rate was much the same in from 2013 to 2015 (36-37%).

The rise for the third quintile from just over 20% in the late 1990s and early 2000s to a new plateau
of around 30% from 2007 to 2015 is also noteworthy.

OTls greater than 40%

From 2007 to 2015, around 15% of households had an OTI greater than 40% - up from 5% in the
late 1980s (see Figure C.11).

For those in Q1 (lower quintile), the proportion with these higher OTIs peaked in the late 1990s at
34%, declined to 25% in 2004, then rose again to be close to the 1994 rate in 2011 (33%) and is
similar in 2015. It appears that the HES 2014 figure (29%) is a statistical blip. The proportion in the
second quintile rose from 15% in 2001 to just over 20% in 2011 to 2015.

Figure C.11

Proportion of households with housing cost OTIs greater than 40%
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From HES 2011 to HES 2015, around one in four Q1 households reported spending more than
half their income on accommodation (Figure C.12). This is similar to what it was briefly in the mid
1990s, but is otherwise historically high.

Figure C.12
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The bottom quintile has three groups of interest in it in relation to OTls:

e those living in HNZC houses and receiving an income related rent subsidy such that their
housing costs are less than 25% of income

e older New Zealanders receiving NZS, many of whom have low housing costs through their
mortgage-free homes

e low-income working and beneficiary households in private rental accommodation, many of
whom receive the AS.

NZS has been rising in real terms in recent years which in part explains the apparent flattening of
the OTI lines as it acts as a counter to the rising trend for low-income working-age renters.

OTI trends by household type

Table C.4 provides a breakdown by household type. The analysis uses the “30-40 rule” that is
common in Australia and elsewhere — that is, it looks at the those in the lower two quintiles (40%)
who have OTls greater than 30%.

Sole parent households have the highest housing stress on this measure. As most sole parent
households are at the lower end of the income distribution it makes little difference as to whether
all sole parent households are considered (rate is 63%) or just those in the lower two quintiles (rate
is 68%). Taking the lower two quintiles only does however have an impact on the relativities
between household types compared with taking all households into account. For example, using
the 30-40 rule, all working-age households except for sole parent households have much higher
reported housing stress.

Around one third of sole parent families live in larger households with other adults. The sole parent
household figures in Table C.4 do not therefore fully represent the situation for all sole parent
families, a good portion of whom are captured in the “Other family households with some
dependent children” row.

Table C.4
Proportion (%) of households in lower two income quintiles and in all quintiles with housing cost OTls
greater than 30%, by household type, average for HES 2012 to HES 2014

Household type Q1 & Q2 ALL
Single 65+ 15 13
Couple only maxage 65+ 12 9
Single <65 58 44
Couple only maxage<65 53 21
SP household with some dependent children 68 63
2P household with some dependent children 45 30
Other family households with some dependent children 41 28
Family households with no dependent children maxage <65 46 21
Non-family households 56 32
ALL households 39 27
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OTI trends using the individual rather than the benefit unit or household as the unit of analysis

Figures C.9 to C.11 above use the household as the analysis unit. For some purposes, such as
examining the different levels of housing stress by age, analysis needs to be done using
individuals rather than households. Table C.5 provides a breakdown by age group. The
proportions with high OTls in 2014 are on average much higher than in the late 1980s for all age
groups (doubling or even tripling for some), although still remaining relatively low on average for
older New Zealanders.

Table C.5
Proportion of individuals in households with housing cost OTls greater than 30%, by age group

0-17 18-24 25-44 45-64 65+ ALL
1988 12 12 15 3 11
1990 16 16 18 2 14
1992 22 21 24 3 18
1994 27 22 28 10 5 22
1996 32 24 28 14 6 24
1998 33 26 31 14 7 26
2001 32 29 28 16 7 25
2004 26 28 25 15 6 22
2007 32 33 33 20 9 27
2009 39 26 35 22 8 29
2010 35 31 34 22 10 28
2011 33 35 34 23 8 28
2012 37 32 35 20 10 28
2013 34 28 35 20 9 27
2014 34 35 32 21 11 27
2015 34 32 34 23 10 28

Trends using households and individuals compared

Long-run trends are very similar whichever unit of analysis is used (compare, for example, the
“ALL” columns in Tables C.3 and C.4). There can however be some divergence from survey to
survey especially for sub-groups, mainly because the bottom quintile (20%) of households has
only around 17% of the total population in it, reflecting in particular the high proportion of small
households in decile 2 (the top half of the bottom quintile). As a consequence of this difference, the
second quintile of households does not perfectly coincide with the second quintile of individuals.

Figure C.13 compares the trends for second quintile individuals and second quintile households
and shows that despite the wobbles and divergences that are evident at times from survey to
survey, the overall trends are much the same.

Figure C.13
Proportion of Q2 individuals and households with housing cost OTIs greater than 30% and 40%
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OTls for those receiving the Accommodation Supplement (AS) — information from administrative
data

e In February 2016, 44% of AS recipients were receiving the maximum payment, up from 25%
in February 2007.

Table C.6 shows the proportions of AS households that have high OTls — those that are spending
more than 30%, 40% and even 50% of their income on accommodation:

e In June 2016, almost all renters receiving the AS spent more than 30% of their income on
housing costs (94%), three in four (76%) spent more than 40% and half (52%) spent more
than 50%.

e These figures were all up on what they were in June 2007 (90%, 67%, 40% respectively).

o 55% of those who receive the AS are single adults — their figures are close to those for
renters noted above.

Table C.6
Housing stress for AS recipients using three OTI thresholds (30%, 40% and 50%)
This group as a housing costs as a proportion of income
proportion of all
Group who receive AS >30% >40% >50%
2007 2016 2007 2016 | 2007 2016 | 2007 2016
All 100 100 87 92 59 69 34 44
Renters 63 66 90 94 67 76 40 52
Single adult 45 55 90 94 65 73 40 50
2 parent with dependent 11 9 74 89 40 56 21 29
One parent with one child 19 14 86 89 60 67 33 42
One parent with 2+ children 17 14 84 88 55 64 23 34
NZS/VP 9 13 81 86 48 54 23 27

Source: MSD Information Analysis Platform, iMSD

Housing costs now a much larger component in the household budget

All the above analysis is a reflection of the fact that housing costs these days make up a much
greater proportion of the household budget than they used to. Figure C.14 shows the trends in the
average housing costs as a proportion of average income for each quintile of households (under
65s).

Figure C.14
Average housing costs as a proportion of average household income (unequivalised), under 65s
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o up from 14% in the late 1980s to 20% in 2015 overall for under 65s#
o up from 29% to 54% on average for the bottom quintile, and 19% to 32% for Q2.

41 Statistics New Zealand reports that housing costs took up 16% of household income on average in the 2015 HES. The
difference in the numbers occurs because (i) Statistics New Zealand uses gross (before tax ) income whereas the
Incomes Report uses after-tax income, and (i) the Statistics New Zealand figure is for all ages, rather than the under 65s
as above.
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Section D
Household incomes and income inequality,
1982 to 2015

This section reports on:

changes in equivalised household incomes for the whole population
changes for different parts of the distribution
changes in medians for different household types

the changing shape of the household income distribution

trends in inequality using income shares, percentile ratios*2 and the Gini coefficient.

61

42 When the income distribution is divided into 100 equal groups each group is called a percentile (P). The top of the first
decile is labelled P10 as it is also the top of the 10th percentile.
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Income changes in real terms, 1982 to 2015
Whole population, overall trends

Figure D.1 shows the trends in real equivalised household disposable income (BHC and AHC)
from 1982 to 2015.

After 15 years of steady growth in median household income (3% pa in real terms from HES 1994
to HES 2009), the impact of the economic downturn on household incomes showed in the HES
2010 and 2011 figures in which both the BHC and AHC medians declined or were flat year on
year. The 2012 HES picked up the beginning of the recovery with both the BHC and AHC medians
rising each year through to 2015 HES.

Prior to 1994, the BHC median fell 15% in the six years from 1988. It took until 2001 to restore it to
its 1988 level.

The general trend for the AHC median is similar to that for the BHC median, although the AHC
median fell from 90% of the BHC median in 1982, to 86% in 1988, and 80% in 1998. Since 2007
the relativity has been steady at 78-79%. This reflects how accommodation costs have risen as a
proportion of household income for low- to middle-income households since the 1980s.

Figure D.1
Real equivalised household disposable incomes, 1982 to 2015 (2015 dollars)
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Table D.1
Real equivalised household disposable incomes, 1982 to 2015 (2014 dollars)

1982 | 1986 | 1990 | 1994 | 1998 | 2001 | 2004 | 2007 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
rﬁe"'acn 30,700 | 29,100 | 31,400 | 27,600 | 32,000 | 33,400 | 34,800 | 37,400 | 40,100 | 39,700 | 40,400 | 40,400 | 42,100 | 43,200 | 44,800
nggn 27,900 | 26,500 | 26,700 | 23,300 | 26,800 | 27,500 | 29,600 | 31,600 | 33,700 | 33,800 | 32,700 | 33,300 | 34,000 | 35,700 | 36,400
mﬁ';ican 21,700 | 22,000 | 21,200 | 18,200 | 20,700 | 21,300 | 23,200 | 24,600 | 26,000 | 26,300 | 25,200 | 26,000 | 27,400 | 27,800 | 28,600

Note: See Tables D.2 and D.4 for figures for a fuller range of years.

The mean and median generally move in the same direction. The most notable exception is for the
period 1988 to 1990 during which the mean rose but the median fell. In this period, average
incomes for households in the top quintile of the income distribution rose in real terms but those in
the other four quintiles fell (cf Figure D.5). This lowered the median but raised the mean as the
impact of the rises of those with higher incomes was the dominant effect.

See Appendix 10 for median household incomes in ‘ordinary’ (unequivalised) dollars.
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Differing trends for different parts of the distribution (BHC)

Trends in the overall median or mean household income provide useful high-level summaries, but
they tell only a part of the story as different parts of the income distribution (can) show quite
different relative movements over time.

One way to show these differing changes is to divide the population into ten equal groups (deciles)
and show the trends in real incomes for the median, mean or top of each decile. This part of the
analysis uses the latter as it fits well with the use of percentile ratios for summarising trends in
inequality, which is done later in this section. Changes for incomes at P95 (the median of the top
decile) are also included. Decile means are reported in Appendix 9.

Recent changes (GFC impact and recovery)

Figure D.2 shows the changes for the decile boundaries from HES 2009 to HES 2015, broken
down into the GFC impact, the recovery and the net changes from just before the impact to the
latest HES (2014-15). The impact of the GFC is clearly evident in the HES 2009 to 2011 graph,
with net declines for deciles 1-6 and small gains for the higher income deciles (7-10). The middle
graph shows the impact of the recovery on household incomes across the distribution. The bottom
one shows the net impact from just before the GFC to the latest HES (2014-15), around an 8 to 10
percentage point gain across the distribution.

Figure D.2
Real equivalised household incomes (BHC): changes for top of deciles, HES 2008 to HES 2015
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The Working for Families impact (2004 HES to 2007 HES)

The changes from 2004 to 2007 reflected the major part of the impact of the Working for Families
package (Figure D.3). The transfer of an extra approximately $1.6b pa to low- to middle-income
households with children made a tangible difference to the income distribution.4* The general
pattern for some years up to 2004 had been for the income of higher-income households to rise
more quickly than those of lower- to middle-income households. The 2004 to 2007 period was the
only one in the 25 years to 2007 in which the incomes of low- to middle-income households grew
more quickly than those of households above the median.

Figure D.3
Real equivalised household incomes (BHC): changes for top of deciles, 2004 to 2007
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Longer term trends

Figure D.4 shows the differing changes for different parts of the income distribution (top of deciles
1 to 9, plus P95) from 1988 to 2004. The period is divided at 1994 when incomes were at their
lowest in real terms.

The graphs show the very large falls in real household income from 1988 to 1994 for all but the
very highest income group, followed from 1994 to 2004 by steady and fairly even income growth
across the bulk of the income distribution, although the growth for lower income households
(bottom 20 to 30%) was not as strong as for the rest.

Figure D.4
Real equivalised household incomes (BHC): changes for top of deciles, 1988-94, and 1994-04
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The net effect of the changes from 1988 to 2004 is captured in Figure D.5 which shows the large
net increase in inequality that took place in that period. Most of the increase occurred from the late
1980s to the mid 1990s.

4% When using equivalised household income, virtually all the new money for WFF went to households at or below the
median. When using unequivalised income, some of the WFF transfers go to higher-income families who have more
dependent children.
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Figure D.5

Real equivalised household incomes (BHC): changes for top of deciles,1988 to 2004
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Figure D.6A shows the net changes for the full period from HES 1982 to 2015. All income groups
gained in real terms, with the highest income group gaining much more than the rest, and the
lowest income group gaining the least. The different growth rates show that income inequality is
higher in HES 2015 than in 1982, though most of the change occurred from the late 1980s to the
mid 1990s. Figure D.6B shows that from 1994 to 2015 the real growth across the income
distribution was reasonably even.

Figure D.6A
Real equivalised household incomes (BHC): changes for top of deciles,1982 to 2015
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Figure D.6B
Real equivalised household incomes (BHC): changes for top of deciles,1994 to 2015
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Static and dynamic analysis

In interpreting the time series analysis that is based on the HES data (as above), it is important
to understand that the HES provides repeat cross-sectional data with different people
interviewed each survey. The HES does not follow the same individuals across time. Some
individuals do stay in roughly the same income band for many years, some move up and some
move down. The degree of income mobility in New Zealand is discussed in Section K
using longitudinal data from Statistics New Zealand’s Survey of Family, Income and Employment
(SoFIE).




Figure D.6 and Table D.2 show the above analysis in a different way. The greater dispersion of
household incomes in HES 2015 compared with the 1980s is clear. For the period as a whole,
incomes for households in the higher deciles increased proportionately and in absolute terms
much more than did the incomes of households in the lower-income deciles (see also Figure D.6A

above).

Section D — Household incomes and inequality, 1982 to 2015

Figure D.6
Real equivalised household incomes (BHC): decile boundaries, 1982 to 2015
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Table D.2
Real equivalised household incomes (BHC): decile boundaries and mean (2015 dollars)
P50
P10 P20 P30 P40 ; P60 P70 P80 P90 | mean
(median)
1982 | 15,527 | 18,299 | 21,428 | 24,653 | 28,051 | 32,242 | 36,805 | 42,434 | 50,468 | 30,700
1984 | 15,287 | 18,188 | 20,909 | 23,918 | 27,271 | 31,276 | 35,915 | 41,632 | 50,580 | 30,324
1986 | 15,128 | 17,946 | 20,936 | 23,463 | 26,589 | 29,548 | 33,446 | 39,400 | 48,344 | 29,233
1988 | 15,630 | 18,305 | 21,059 | 23,972 | 27,489 | 31,617 | 35,849 | 41,084 | 48,610 | 29,759
1990 | 15,405 | 17,735 | 20,406 | 23,390 | 26,822 | 31,013 | 35,328 | 43,044 | 52,822 | 31,584
1992 | 13,049 | 15,697 | 17,577 | 20,747 | 24,192 | 28,383 | 33,102 | 39,660 | 49,564 | 28,287
1994 | 12,471 | 15,455 | 17,137 | 19,735 | 23,438 | 27,614 | 32,352 | 38,848 | 48,287 | 27,766
1996 | 13,700 | 16,151 | 18,213 | 21,128 | 24,845 | 29,086 | 33,865 | 41,209 | 51,931 | 29,948
1998 | 14,902 | 17,110 | 19,328 | 22,901 | 26,937 | 31,425 | 36,733 | 44,381 | 55,016 | 32,165
2001 | 14,866 | 17,074 | 19,755 | 23,231 | 27,664 | 32,768 | 38,068 | 45,808 | 58,160 | 33,611
2004 | 14,636 | 17,614 | 20,734 | 24,724 | 29,791 | 35,552 | 41,294 | 48,320 | 61,098 | 35,066
2007 | 15,749 | 19,876 | 24,175 | 28,044 | 31,838 | 37,056 | 42,767 | 51,377 | 64,866 | 37,592
2008 | 16,613 | 20,514 | 24,689 | 28,563 | 32,797 | 37,693 | 44,756 | 52,758 | 66,558 | 39,609
2009 | 17,073 | 21,057 | 25,383 | 29,604 | 33,910 | 39,044 | 44,913 | 53,720 | 67,929 | 40,384
2010 | 17,029 | 20,710 | 25,846 | 29,747 | 34,042 | 39,157 | 45,260 | 53,015 | 66,919 | 39,976
2011 | 16,332 | 20,249 | 24,200 | 28,455 | 32,943 | 38,411 | 45,778 | 54,129 | 69,551 | 40,666
2012 | 17,678 | 21,211 | 25,908 | 29,955 | 33,538 | 39,289 | 46,335 | 55,402 | 70,824 | 40,644
2013 | 17,805 | 21,368 | 26,045 | 30,078 | 34,224 | 41,713 | 48,714 | 56,117 | 71,611 | 42,300
2014 | 17,897 | 21,395 | 26,110 | 30,869 | 35,874 | 42,325 | 49,240 | 59,496 | 75,878 | 43,500
2015 | 18,608 | 22,605 | 27,143 | 31,993 | 36,625 | 42,503 | 49,296 | 58,876 | 74,707 | 45,100
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Table D.3 translates the income information in Table D.2 into index form using various base years.
The numbers in the body of the table indicate the percentage gains or losses over a given period
(119 means a 19% rise; 84 means a 16% fall, and so on).

A disadvantage of using upper decile boundaries is that the top of decile 10 (P100) is very volatile
and it is not sensible to report that trend. In line with the graphs above, Table D.3 incorporates
information on changes for P95 to give some indication of trends for the top decile, while avoiding
the misleading picture that reporting on P100 would give. The inequality part of Section J gives
information on trends for very high incomes based on tax records.

Table D.3
Changes in real equivalised household incomes (BHC) relative to selected base years:
index =100 in base year

HES period l base HES ‘ P10 ‘ P20 ‘ P30 ‘ P40 P50 P60 P70 P8O P90 P95
vear

1982-2015: overall

1982 - 2015 | 1982 120 124 127 130 131 132 134 139 148 162

Relative to low point in 1994

1988 - 1994 1988 80 84 81 82 85 87 90 95 99 103

1994 - 2015 1994 149 146 158 162 156 154 152 152 155 162

Relative to 2001, the year the median returned to what it had been in the late 1980s

1988 - 2001 1988 95 93 94 97 101 104 106 111 120 124

2001 - 2015 2001 125 132 137 138 132 130 129 129 128 135

The Working for Families impact (as seen in the greater gains for low to middle income HHs)

2004 - 2007 ‘ 2004 116 102

107 ‘ 112

112 ‘ 106

102 ‘ 104

104 ‘ 104

After the WFF implementation through to impact of the GFC on incomes and to the recovery from HES 2011 to HES 2015

2007 - 2009 2007 108 107 105 106 107 107 107 106 106 110
2009 - 2011 2009 95 96 95 96 97 98 102 101 102 100
2011 - 2015 2011 114 112 112 112 111 111 108 109 107 108
2009 - 2015 2009 109 107 107 108 108 109 110 110 110 108

Notes 1 P10 =top of decile 1, and so on.

2 Recall that HES 2004 is really HES 2003-04, and that the incomes reported are on average from ~ calendar
2003, and so on.

New Zealand’s post-GFC gains compared with other OECD countries

New Zealand’s net gains from HES 2008 to HES 2015 are better overall than for many OECD
countries — the negative impact was more muted here and the recovery has been stronger than for
many:
the UK median fell through the GFC and has only just returned to its pre-GFC level
o lItaly, Spain, France and Germany were flat through the GFC and have remained so
since
o the US median in 2014 was much the same as in 2008 before the GFC, and was 4%
lower than in 2000
o in Australia incomes above the median have shown very little net growth since just
before the GFC (2007-08)
o New Zealand’s post-GFC gain of 12% at the median is more like that of the top
performers such as Finland and Sweden (10-12%), though they did not have the fall in
median during the GFC that New Zealand did (-3%).
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Trends in the median for different household types

Figure D.7 shows the trends in real equivalised household disposable income (BHC) from HES
1982 to 2015 for selected household types.

Working-age couple only and two parent households show solid recovery after the downturn.

The median income trend for sole parent households has been fairly flat over recent years (is 2015
a blip or not?) and is much lower than for other household types. This low level of the sole parent
median reflects both the more limited employment hours available to the household compared with
others with more than one adult, and the lower earning potential on average of the sole parent
adult (lower educational attainment on average than other working age adults in other multi-adult
households). Around one third of sole parent families live in larger households with other adults.
The sole parent household figures in Figure D.9 do not therefore fully represent the situation for all
sole parent families.

Trends for those in single and couple 65+ households are omitted from Figure D.9 to avoid clutter,
but are shown in Table D.4 (next page):

e For those in one-person 65+ households, median incomes ($2015) remained relatively
steady at around $16,500 to $17,500 pa from 1982 to 1998, with a small rise to $18,900 by
2007, and then to $21,500 on average for HES 2013 to 2015. A good part of this latter rise
reflects the personal income tax changes in October 2008, April 2009 and October 2010
which have an impact on NZS via the net wage benchmark.

¢ Median incomes of those in 65+ couple households remained reasonably steady from 1992
to 2001 at around $19,500 pa. From 2004 to 2010, median incomes for these households
grew 37% in real terms to $28,000 pa. This rise reflects the increase from 65% to 66% of
the average wage for the floor** for the married couple rate for NZS (starting in 2006), the
increased employment income for some 65+ couples, and the personal income tax
changes in October 2008 and April 2009. In HES 2011 and 2012 their median income was
around $26,000 but in 2014 and 2015 it had risen to $32,700 respectively. $32,700
(equivalised) is just over $50,000 pa in unequivalised terms (ie “ordinary dollars”).

e See Section | for more information on the incomes of older New Zealanders.

Figure D.7

Median equivalised household incomes (BHC) for selected household types, 1982 to 2015 ($2015)
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Note: The median incomes in Figure D.9 are equivalised household incomes. Table B.2
gives median household incomes in ordinary (unequivalised) dollars.

4 See Section | for details of the NZS ‘floor’.
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Table D.4
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Other multi-adult fam

Single < 65 | Couple <65 HH <65, no dep ch Two parent | Sole parent | Couple 65+ | Single 65+ ALL
1982 34,200 43,100 43,200 26,500 17,400 20,900 17,400 28,100
1984 31,700 39,200 42,500 25,300 18,200 21,000 17,700 27,300
1986 29,400 37,000 41,200 24,400 17,400 20,700 16,700 26,600
1988 31,400 38,200 41,700 25,600 19,900 20,800 16,700 27,500
1990 29,600 38,800 36,200 25,800 18,800 21,500 16,000 26,800
1992 24,200 35,800 36,300 23,300 14,300 19,900 16,400 24,200
1994 25,000 34,900 33,200 22,300 14,200 19,200 16,300 23,400
1996 27,500 36,300 37,600 23,600 15,400 19,800 17,400 24,800
1998 31,800 40,800 38,900 25,900 16,900 19,600 17,600 27,000
2001 30,600 41,700 44,100 27,000 16,400 19,500 18,300 27,600
2004 30,600 44,500 40,200 31,000 16,900 20,400 18,300 29,800
2007 30,300 44,800 43,900 30,700 18,500 22,800 18,900 31,500
2008 34,600 47,000 44,200 32,300 20,000 23,000 19,300 32,800
2009 34,300 50,600 45,000 33,400 21,900 27,500 20,500 34,200
2010 36,400 48,800 43,400 32,900 19,700 28,000 20,700 34,100
2011 31,200 48,000 46,400 32,300 18,900 26,700 20,100 32,900
2012 34,700 49,800 51,500 32,300 20,500 25,700 22,000 33,600
2013 38,500 51,400 45,800 33,300 19,900 30,800 21,700 34,200
2014 34,200 53,700 48,000 34,200 19,000 32,700 20,400 35,900
2015 35,100 51,500 46,900 34,400 22,500 32,700 22,300 36,600
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Trends in the median by ethnicity

Ethnicity of individuals aged 15 and over is as reported by the individual, and children under 15 are
attributed with the ethnicity of the survey respondent. If a respondent reports more than one
ethnicity, the ethnicity attributed is determined according to a hierarchical classification of Maori,
Pacific Island, Other and then European/Pakeha.*® The household’s equivalised disposable
income is attributed to the individual for ranking purposes, just as it is for analysis by age.

Figure D.8 and Table D.6 show the trends in real equivalised household disposable income
(BHC) from the 1988 HES to 2015 by ethnicity.*®

The overall impact of the GFC, the economic downturn and recovery is still emerging for the Maori
and Pacific ethnic groups. The medians for these two groups have been relatively flat since the
crisis, with some evidence of a decline for Pacifika. At this stage it looks as if the impact of the
downturn is proving to be longer-lasting for Maori and Pacifika compared with Eurpean/Pakeha
and those of “Other” ethnicity, or alternatively the strong growth for these groups has plateaued,
flat in real terms from well before the GFC..

From a longer-term perspective, all groups showed a strong rise from the low point in the mid
1990s through to 2010. In real terms, overall median household income rose 47% from 1994 to
2010: for Maori, the rise was even stronger at 68%, and for Pacific, 77%. These findings for
longer- term trends are robust, even though some year on year changes may be less certain. For
2004 to 2010, the respective growth figures were 21%, 31% and 14%.

Figure D.8
Real equivalised median household incomes (BHC) by ethnicity, 1988 to 2015 ($2015)
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4 Using a “total counts” ethnicity approach makes no significant difference to the findings in this report (see Section G).

See the discussion in Section A on the issue of sampling error and the care needed in interpreting estimates for small
subgroups like Pacific (6%) or slightly larger subgroups like Other (13%) that are very diverse groups. The issue is
addressed in part here by using a rolling two survey average from HES 2008 on for these groups and Maori for Figure
D.10.

46
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Table D.5
Real equivalised median household income (BHC) by ethnicity, 1988 to 2015 ($2015)
European / NZ Maori Pacific Other ALL
Pakeha
1988 28,800 23,900 23,400 25,900 27,500
1990 28,700 21,600 20,600 25,000 26,800
1992 25,800 17,600 18,600 24,600 24,200
1994 25,500 17,800 16,700 18,500 23,400
1996 26,500 21,100 18,300 21,300 24,850
1998 28,800 22,300 20,300 18,200 27,000
2001 29,400 23,900 19,700 28,600 27,700
2004 33,100 24,700 22,500 24,000 29,800
2007 34,200 25,200 28,900 30,200 31,800
2008 35,600 28,000 27,100 29,300 32,800
2009 36,400 27,600 30,200 29,900 33,900
2010 37,400 28,800 28,700 29,700 34,100
2011 36,900 25,800 28,000 30,200 32,900
2012 36,700 29,500 29,200 31,000 33,500
2013 39,300 29,200 26,200 31,200 34,200
2014 40,200 28,400 27,400 33,500 35,900
2015 39,900 28,800 27,500 37,300 36,600

The incomes reported in Te Ao Marama

Statistics New Zealand regularly publishes Te Ao Marama, a small collection of statistics relating
to Maori. Te Ao Marama reports the incomes of individuals not of households. This is why the Te
Ao Marama trends can be different from those reported in this Incomes Report (which uses
household incomes).

Te Ao Marama (2016) reports that median (individual) income from all sources declined for Maori
from 2008 to 2011, rose a little through to 2013, then more strongly to 2014 (~$510 pw). The
median was much the same in 2015.
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Differing trends for different parts of the distribution (AHC)

Figure D.9 and Table D.6 show the trends in real incomes (AHC) for the top of each decile.*”
From HES 2009 to 2011, the impact of the economic downturn, global financial crisis and rise in
rents is clear in the fall in AHC incomes across the income range. The decline for the median was
3% in real terms. There were more substantial falls (-5%) for the P30 and P40 regions, that is, for
households below the median but above the usual poverty lines. The impact of the recovery is
evident in the rises across all income deciles from HES 2011 to 2015, though the P10 figure in
2015 was only a little above what it was prior to the GFC.

From a longer-term perspective:

e In HES 2015, household incomes at the top of the bottom decile were lower in real terms
than they were in the 1980s. This is the only decile for which this is the case, though for P20
the gain is very small.

e As is the case for BHC incomes, AHC incomes became much more dispersed between the
late 1980s and the mid 1990s, though the increase in inequality was greater than for BHC
incomes. Unlike the case for BHC incomes, there is evidence that inequality is higher in
2011 to 2015 than in the mid 1990s, though the increase is small compared with the
changes from the late 1980s to mid 1990s (5.5 to 6.0 compared with the earlier 3.5 to 5.5,
for the 90:10 ratio).

Figure D.9
Real equivalised household incomes (AHC): decile boundaries, 1982 to 2015 (2015 dollars)
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47 When the income distribution is divided into 100 equal groups each group is called a percentile (P). The top of the first
decile is labelled P10 as it is also the top of the 10th percentile.



Section D — Household incomes and inequality, 1982 to 2015

Table D.6
Real equivalised household incomes (AHC): decile boundaries (2015 dollars)

P50

P10 P20 P30 P40 (median)

P60 P70 P80 P90 mean

1982 | 11,256 | 14,136 | 16,291 | 18,966 | 21,714 | 24,911 | 28,867 | 33,990 | 40,770 | 24,123
1984 | 10,857 | 13,793 | 15,901 | 18,248 | 20,830 | 24,260 | 28,139 | 33,030 | 40,057 | 23,553
1986 | 11,786 | 14,409 | 17,011 | 19,061 | 22,046 | 24,642 | 28,167 | 33,166 | 40,625 | 24,226
1988 | 11,464 | 13,912 | 16,301 | 18,597 | 21,570 | 24,887 | 28,615 | 32,914 | 39,864 | 23,935
1990 | 11,032 | 13,613 | 15,636 | 18,244 | 21,206 | 24,930 | 28,632 | 34,564 | 43,880 | 25,207
1992 8,031 | 10,939 | 13,622 | 15,992 | 18,755 | 22,512 | 26,031 | 31,409 | 40,514 | 22,103
1994 7,599 | 10,445 | 13,458 | 15,457 | 18,237 | 21,930 | 26,000 | 31,179 | 39,205 | 21,697
1996 7,728 | 11,205 | 14,089 | 16,114 | 19,126 | 22,914 | 26,881 | 33,289 | 43,247 | 23,477
1998 8,007 | 12,240 | 14,845 | 17,533 | 20,678 | 24,668 | 29,573 | 35,675 | 45,933 | 25,347
2001 8,759 | 11,869 | 14,672 | 17,663 | 21,248 | 25,671 | 30,729 | 36,765 | 48,781 | 26,454
2004 9,099 | 13,008 | 15,914 | 19,155 | 23,215 | 27,818 | 33,863 | 40,570 | 50,669 | 28,033
2007 9,834 | 14,714 | 17,739 | 21,078 | 24,630 | 28,967 | 33,618 | 42,354 | 55,331 | 30,032
2008 | 10,443 | 14,700 | 17,539 | 20,818 | 24,965 | 29,469 | 35,133 | 43,132 | 55,850 | 31,451
2009 | 10,453 | 15,283 | 18,453 | 22,118 | 26,007 | 31,070 | 36,273 | 43,331 | 58,215 | 32,316
2010 | 10,599 | 14,992 | 18,821 | 22,799 | 26,264 | 30,839 | 36,548 | 43,429 | 58,332 | 32,221
2011 9,563 | 14,462 | 17,552 | 21,036 | 25,210 | 30,496 | 36,332 | 43,504 | 56,950 | 32,474
2012 | 10,123 | 15,417 | 18,533 | 22,377 | 26,034 | 31,493 | 37,897 | 45,861 | 61,108 | 32,703
2013 | 10,430 | 15,944 | 18,887 | 22,944 | 27,351 | 33,465 | 39,387 | 47,397 | 60,945 | 34,344
2014 - 15,966 | 19,048 | 23,122 | 27,840 | 33,773 | 41,389 | 49,406 | 65,754 | 35,422
2015 | 11,200 | 16,500 | 19,900 | 24,238 | 28,644 | 34,102 | 40,715 | 50,139 | 65,852 | 37,114

Figure D.10
Real equivalised household incomes (AHC): changes for top of deciles, HES 2009 to HES 2015
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Inequality
There are many types of inequality that are relevant to public policy

Income inequality is about how dispersed incomes are, what the size of the gap is between those
on ‘higher’ and those on ‘lower’ incomes.

There are however many types of inequality other than income inequality that are of relevance to
public policy formulation and debate, and it is useful to be clear about which sort of inequality is
being discussed at any time.

Some of the main inequalities often discussed are:

o market income inequality for individuals:
- wage differentials across all wage earners
- focusing on total market income for the very top 1% or so, compared with the rest

o inequality of disposable household income (income from all sources after taxes and
transfers):
- across all households
- focusing on the very high income households, compared with the rest

o inequality in consumption*®
o inequality in job quality
o inequality of wealth (total assets less liabilities).

o inequality of community resources and amenities available to local residents in different
areas

o inequality of educational outcomes

o inequality of access to health care and inequality in health outcomes

o inequality of socio-economic status (combining education, occupation and income)

o inequality of opportunity.4®
For inequality, the main focus of the Incomes Report is on inequality of household disposable
income and on inequality as indicated by the shares of total market income received by top income

earners. There is some information on wealth distribution and wealth inequality though the data is
more limited.

It is important to maintain a clear distinction between wage inequality, household income inequality
and wealth inequality. They are quite different concepts, each with their own particular
characteristics.

Inequality and income poverty are sometimes used as if they are interchangeable ideas.
While there are some links between them for some income poverty measures, they are
guite different notions and need to be kept distinct as far as possible.

Inequality is essentially about the gap between the better off and those not so well off (on whatever
measure) — it is about having “less than” or “more than”. Income poverty is about household

48 Trends in consumption inequality would be a valuable addition to the suite of inequality measures used in
public policy debate. Unfortunately, conceptualising and implementing a strategy to create robust
consumption data for households is a very challenging exercise. Many therefore settle for expenditure
inequality which is a different thing. The Gini trend for inequality of household expenditure is different than
that for income (flatter and perhaps a little lower in 205 than in the late 1980s (see Ball and Creedy ,
2015).

49 Inequalities within households (intra-household inequality) are also important dimensions of inequality.
They are outside the scope of the Incomes Report.
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resources being too low to meet basic needs — it is about “not having enough” when assessed
against a benchmark of “minimum acceptable standards”.

o A major difference between income inequality and income poverty is that a certain degree
of inequality is considered by almost everyone to be inevitable and acceptable, and even
desirable, whereas there is no similar widely held view about unacceptably low incomes
and material deprivation. Income poverty and material deprivation are by definition
unacceptable states of affairs. There can be and is legitimate debate over the meaning of
poverty and hardship in more economically developed countries. There is debate, for
example, as to where to set the low-income and deprivation thresholds, and over the
relative merits of different approaches to the income concept used (eg BHC or AHC).
There are however very few who advocate for “acceptable levels” of income poverty or
hardship. On the other hand, when it comes to income (or wealth) inequality a part of the
debate is about what is an acceptable or at a least tolerable level of income (or wealth)
inequality. Unlike any debate around income poverty or hardship, there are very few calls
for the elimination of income or wealth inequality.*°

e There is no link between trends in income poverty using an anchored line approach and
standard inequality measures.

e There is no evidence of any robust statistical link between the income share received by
the top 1% and income poverty rates.

e The strongest conceptual and statistical link between income poverty and income
inequality is between the P50:P20 or P50:P10 percentile ratio inequality measures and
standard fully relative income poverty measures in which the threshold is set at a selected
proportion of the current median (eg 50% or 60%). All these, both the percentile ratios
referred to and the poverty measures, are about inequality in the lower half of the
household income distribution and are therefore highly correlated, as expected.

e On the other hand, there is only a modest correlation between inequality as measured by
the Gini and income poverty measured using the fully relative approach. The relationship
is a little stronger when using percentile ratios as the inequality measure. The lack of very
strong correlation arises because standard income inequality measures do not focus just
on the lower half of the distribution but on both higher and lower incomes (percentile ratios
and share ratios) or on all incomes (eg the Gini).

Maintaining as clear as possible a distinction between poverty (low income) and hardship on the
one hand and income inequality on the other means that:

e we cannot easily avoid having to make the judgement call about minimum acceptable
standards, even if we use two or three of differing severity

e we are better placed to seek to understand the relationship (if any) between the two, rather
than blurring them into being talked about as if they were much the same thing.

50

In practice, it would be very difficult to have a zero measured income poverty rate for a country. This is so, even if a
government set out to ensure that all household incomes were topped up to be at least, say, 50% of median household
income and this was the single official poverty measure. People change households over the data collection period and
therefore change the size and composition of households and therefore the equivalised disposable income of their
households. It is also difficult to envisage a policy and associated agency apparatus that could ensure the sort of
household income top-up required. There is always measurement error too.
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Income inequality: summary indicators
Income inequality is about how dispersed the income distribution is.

Figures D.2 to D.9 (above) give a visual impression of how the income distribution in 2015 is more
dispersed compared with 1982, with most of that increased dispersion occurring from the late
1980s to the mid 1990s.

There are several ways that are used 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 incomes changes over time, and
each one has its own limitations and value. It is now common to report on more than one indicator
and to compare and discuss the trends produced by each.

This section uses three types of measure of household income inequality:
e percentile ratios
e the Gini coefficient
e quintile and decile share ratios.

It also reports on the share of taxable income received by very high income individuals based on
tax records. This is further elaborated in the International Section (Section J).

For the much longer run (30 to 100 years), see Section J.

Percentile ratios

When individuals are ranked on the equivalised income of their respective households and divided
into 100 equal-sized groups, each group is called a percentile. If the ranking starts with the lowest
income then the income at the top of the 10th percentile is denoted P10, the median or top of the
50th percentile is P50 and so on. Ratios of values at the top of selected percentiles, such as
P80:P20, are often called percentile ratios. Percentile ratios summarise the relative distance
between two points in the income distribution.

The report uses four percentile ratios to provide a succinct picture of trends in income inequality.

e The P90:P10 ratio provides a good indication of the full spread of the distribution, going as
far as possible to the extremes without running the risk of being overly influenced by
unrepresentative very high incomes or by the difficulties with bottom decile incomes.

e The P80:P20 ratio gives a reasonable indication of the degree of dispersion for the range
within which the majority (60%) of the population fall and has less volatility than the
P90/P10 ratio.

e The P80:P50 and the P20:P50 ratios give an indication of how higher and lower incomes
compare with the midpoint.

For the P90:P10, P80:P20 and P80:P50 indicators, the higher the ratio the greater is the level of
inequality. For the P20/P50 indicator, the higher the ratio the lower is the level of inequality in this
part of the distribution.
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Figure D.11 shows the trends for the 80:20 ratio. Incomes after adjusting for housing costs (AHC)
are more dispersed than BHC incomes.

The most rapid rises in inequality occurred from around 1988 to 1994. There was a further net rise
for BHC incomes in the decade from 1994 to 2004 but the rate of increase was slower. From 2004
to 2010, the 80:20 ratio fell, indicating decreasing inequality on this measure in the period, mainly
as a result of the Working for Families package (2004 to 2007) and improving employment prior to
the GFC.

The impact on incomes of the GFC and the associated downturn and recovery has led to some
volatility in the index between the 2009 and 2015 HES:

e For BHC incomes: there is no evidence of any net rise in BHC inequality from the mid
2000s to 2015 on this measure. The 2015 rate is similar to what it was on average in the
mid 2000s.

e For AHC incomes: there is evidence of a rise in the 80:20 measure for AHC incomes from
the mid 2000s to 2015, heading towards the previous high point in the early 2000s.

Figure D.11
Income inequality in New Zealand: the P80:P20 ratio, 1982 to 2015, total population
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The 90:10 ratio covers a greater portion of the population than does the 80:20 (80% compared
with 60%). Figure D.12 shows the trends for the 90:10 ratio. As for the 80:20 ratio, incomes after
adjusting for housing costs (AHC) are more dispersed than BHC incomes.

BHC household incomes at the 90" percentile are around 4 times the level of incomes of
households at the 10" percentile (5.3 times higher without equivalisation). Apart from a blip in
HES 2011, the 90:10 ratio was flat from 2004 to 2015. There is no evidence of any sustained
medium-term or even post-GFC rise in inequality on this measure for BHC incomes.

Figure D.12
Income inequality in New Zealand: the P90:P10 ratio, 1982 to 2015, total population
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For AHC incomes, there was a much larger rise in the 90:10 inequality ratio from the late 1980s to
the mid 1990s and, in contrast to the flat BHC trend since 2004, the AHC trend was consistently a
little higher in HES 2011 to HES 2015 than it was in the mid to late 2000s (around 6.0 compared
with 5.5), but the main rise from 3.5 to 5.6 occurred earlier.

Tables D.7 reports the trends in all four percentile ratios from 1982 to 2015 for the whole
population and for individuals in households with children.

Table D.7
Income inequality in New Zealand: percentile ratios, 1982 to 2015
BHC AHC
All Individuals in HHs with children All
P90:P10 | P80:P20 | P80:P50 | P50:P20 | P90:P10 | P80:P20 | P80:P50 | P50:P20 | P50:10 | P90:P10 | P80:P20 | P80:P50 | P50:P20
1982 3.25 2.32 1.51 0.65 3.25 2.07 1.42 0.68 1.8 3.63 2.40 1.57 0.65
1984 3.31 2.29 1.53 0.67 3.69 2.39 1.59 0.66
1986 3.20 2.19 1.48 0.68 2.7 1.92 1.37 0.71 1.67 3.46 2.30 1.51 0.65
1988 3.11 2.24 1.49 0.67 3.48 2.37 1.53 0.65
1990 3.43 2.42 1.60 0.66 3.11 211 1.51 0.71 1.65 3.98 2.54 1.63 0.64
1992 3.80 2.53 1.64 0.65 5.04 2.87 1.67 0.58
1994 3.87 2.52 1.66 0.66 3.44 2.41 1.61 0.67 1.77 5.16 2.99 1.71 0.57
1996 3.79 2.55 1.66 0.65 5.59 2.97 1.74 0.58
1998 3.68 2.59 1.65 0.64 3.19 2.19 1.46 0.67 1.79 5.74 2.91 1.73 0.59
2001 3.91 2.68 1.66 0.62 3.49 2.4 1.57 0.65 1.83 5.57 3.10 1.73 0.56
2004 417 2.74 1.62 0.59 3.81 2.49 1.62 0.65 1.88 5.57 3.12 1.75 0.56
2007 4.13 2.59 1.61 0.62 3.49 2.06 1.45 0.7 1.87 5.64 2.88 1.72 0.60
2008 4.01 2.57 1.61 0.62 3.52 2.26 1.53 0.68 1.91 5.33 2.93 1.73 0.59
2009 3.98 2.55 1.58 0.63 3.31 2.13 1.46 0.68 1.79 5.54 2.83 1.67 0.59
2010 3.93 2.56 1.56 0.61 3.58 224 15 0.67 1.86 5.52 2.89 1.65 0.57
2011 4.26 2.67 1.64 0.62 3.62 2.38 1.56 0.65 1.91 5.96 3.01 1.73 0.58
2012 4.01 2.61 1.65 0.63 3.55 2.2 1.53 0.69 1.85 6.03 2.98 1.76 0.59
2013 4.02 2.62 1.64 0.63 3.67 2.34 1.58 0.68 1.87 5.84 2.97 1.73 0.58
2014 - 2.78 1.66 0.60 - 2.42 1.59 0.66 1.86 - 3.09 1.77 0.57
2015 4,01 2.61 1.61 0.62 3.70 2.26 1.51 0.67 1.86 5.88 3.04 1.75 0.57

Note for Table D.7:

The 90:10 and 50:10 ratios are not reported for HES 2013-14 because of concerns about the reliability of the income
data at the very low end of the distribution — see Section A for more on this.

The “modified OECD scale” (1.0, 0.5, 0.3) is used for the “households with children information” to enable better

comparisons with EU analysis for this group..
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Gini coefficient — discussion of factors driving volatility

In contrast to the percentile ratios the Gini coefficient takes the (household) incomes of all
individuals 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 (x100) range from 0 to 100 with scores closer to 100 indicating higher inequality
and those nearer zero indicating lower inequality (ie greater equality).

The widespread use of the Gini can give the impression that it is “the” measure of inequality and
that it is a solid objective measure. In fact, the Gini has an implicit value judgement behind its
mathematical formulation. A difference of, say, $1000 between two high-income people contributes
as much to the index as a difference of $1000 between two low-income people. This reflects an
implicit value judgement. A case can be made that the difference at the lower end is of “greater
significance” than the same difference nearer the high end. The Atkinson Index is one that makes
the impact of these types of assumptions visible, but is beyond the scope of this report, in part
because there is no easily available international time series data using the measure.>!

The fact that the Gini takes the incomes of all households into account seems at first sight to be an
advantage it has over the percentile ratio approach, which at best takes into account only 80% of
the population (the 90:10 ratio). There is however a downside to taking all households into account
when using data from sample surveys. There are well-known issues with the reliability of both very
high and very low incomes from sample surveys.

¢ Atthe high end, there are two issues:

o First, very high income households are under-represented in most sample surveys —
this is a well-known issue and there is a technical adjustment than can be made for
the Gini (see the inequality sub-section in the International Section (Section J)).

o Second, from survey to survey the number of very high income households captured
in the sample, and the size of their reported incomes can vary considerably. This
factor can have a very large and misleading impact on the reported trends in top
decile shares of total household income and in inequality measures which take
account of all incomes in the sample (eg the Gini coefficient). The resulting
fluctuations simply reflect the challenges of consistently achieving a representative
sample of very high income households, not real-world changes. The analysis below
examines this issue in more detail.

e At the low end, the issue for the use of the Gini is mainly around how to treat negative
incomes (delete or set to zero?). There are some HES years with next to no negative
incomes reported (eg the last three surveys) and some with a relatively large number of
reported negative incomes (eg HES 2009-10 and 2010-11). Deleting the negatives in
these latter years certainly smooths out some of the bumps shown in such years, though
the impact is much less than that for the method suggested below for addressing the very
high income issues.

e There are also issues around the fact that some households declare implausibly low
incomes given what else the data shows about them — for example, many very low income
households report expenditure several times their income. This means that the incomes of
some very low-income households cannot be taken as an indication of their material
wellbeing (see Appendix 8 for more on this).

An unstable Gini?

The point of departure for the analysis which follows is this: while the 90:10 percentile ratio shows
the same large rise in inequality from the late 1980s to the early 1990s as the Gini does, the 90:10
ratio was very flat from HES 2012 to HES 2015 (and indeed from 2004 to 2015), but the Gini
increased each survey in the same period and was clearly higher in 2014-15 than in the mid 2000s
(see Figure D.13).

51 See Creedy and Edrah (2014) for a recent New Zealand analysis and discussion.
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Figure D.13
Inequality in New Zealand: the Gini coefficient and the 90:10 percentile ratio, 1982 to 2015
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Given that the Gini uses all incomes, including the very high ones that are not used in the 90:10
ratio, the question arises:

is the difference in the trends of the two measures due to large variations in sampled high
incomes, and if so, are these random or do they reflect real-world changes?

(a) Large variations in top incomes in the HES?

Figure D.14 plots the average household income received by the top 1% of households using
the HES data, showing its considerable fluctuation from 2006-07 on. It was 30% higher in real
terms in HES 2007-08 than in HES 2006-07, a very large jump. From HES 2009-10 to 2010-
11 it jumped 30% again, then fell by an even larger amount in the next survey. From HES
2013-14 to HES 2014-15 it rose again by around 30%.

Figure D.14
Large fluctuations in the average total income received by the top 1% of households
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Figure D.15 shows the number of households with (unequivalised) disposable incomes of more
than $350k (in $2015), once weights are applied. The numbers are unusually high in 2011 and
especially in 2015, which are the two years for very high Ginis.

Figure D.15
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Figure D.16 shows that the share of total income received by high income households in the HES
is very stable, except for the top 2%. Fig D.14 shows the instability for the top 1%.

Figure D.16
Large fluctuations in the share of total income received by the top 2% of households
in successive HES samples, compared with flat lines for other high income households
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Figure D.17 shows the Gini trend when the top 1% and negatives are removed compared with
when all are left in. The large rise from the late 1980s to the mid 1990s is still very clear, but there
is a marked difference in the observed trend for the Gini measure of inequality from the mid 1990s
to 2015:

the blips in 1996 and 2011 are much smaller
e the net fall from the 2000-01 to the 2006-07 HES all but disappears
e the reported rise in the Gini from HES 2013-14 to 2014-15 becomes a fall

e the evidence of a net rise in Gini inequality in the decade from the mid 2000s to 2014-15
disappears — there is in fact no evidence from the Gini of any sustained rise or fall in the
dispersion of incomes (inequality) for the lower 99% of the population over the two
decades from 1994 to 2013.

Figure D.17
The impact on the trend in the Gini of removing very high income households and those declaring
negative incomes
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Do the fluctuations in the size and number of very high incomes in the HES represent real-world
changes or are they random?

The evidence within the HES itself shows that income shares for other high income groups are
stable over the last decade. It is only the very high household incomes that bounce around (see
Figures D.14 to D.16 above).

Looking at individual taxable income from tax records (ie going outside the HES itself), there is no
evidence of any sustained rise (or fall) in the share of total income received by the top 1% in New
Zealand in the last 10-15 years. This is shown in Figure D.18 below.

At the most, it could perhaps be said that the New Zealand figure declined a little from 9% in 2004
to 7% in 2010, before returning to 9% in 2012, then falling in 2013. Essentially though, the trend
has been steady within the 7-9% range since 2001. These figures are based on IRD tax data and
are not subject to random sampling fluctuations.

The more recent trend using the Income Survey is also flat.5?

Figure D.18
Trends in the share of total pre-tax market income received by the top 1% of individuals from tax
records (2001 to 2013), and of the gross income of the top 1% (2009 to 2015) from the Income Survey
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Sources:  World Top Incomes database accessed on 21 June 2016, and
customised data from Statistics New Zealand using their Income Survey.

This all raises the question as to whether the Gini is a useful measure for monitoring trends in
income inequality, when based on a sample survey that has large fluctuations in sampled very
high incomes.

Conclusion

The random fluctuation in very high income households captured in the surveys means that the
Gini numbers are likely to fluctuate considerably too, continuing an unsatisfactory situation of not
being able to report with confidence on the direction of the Gini trend beyond a point several years
before the latest survey. The differing numbers and sizes of the reported negative incomes (and
deleting them) also impacts the trend but in a lesser way.

The Incomes Report will therefore from now on monitor the Gini for the whole population as in the
past, but it will also report the Gini for the 99% as well. It will continue to monitor the top 1%
through independent but more reliable data (such as tax records) to see if there is any evidence of
change in trend at the very top. This should increase the chances of being able to report with more
confidence on the trends, and also to give more up to date trends using the Gini, though even this
approach cannot guarantee the latter.53

52" The Income Survey has a sample of around 15,000 households (28,000 adults), much larger than the
HES (5600 households in 2014-15, but usually around 3500).

53 The 2015-16 HES differed in two ways from other HES: it collected wealth data and it was some 60%
larger. It is possible that either or both these factors had an impact in the number of very high income
households in the sample. However the focus of the analysis here is on addressing the issues presented
in the received data, not on an explanation as to why an unusual sample emerged for a particular year.
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Trend in the Gini measure of income inequality for New Zealand

Following the new reporting protocol described above, the following can be said.

Figure D.19 shows the trend in the Gini for the whole sample, and for the bottom 99%.

83

e The first main feature of Figure D.19 is the steep rise in the Gini from the late 1980s to the
early 1990s for both the 100% and the 99% lines. This is a similar trend to that shown by the
80:20 and 90:10 ratios (Figures D.11 and D.12 above) and the Q5:Q1 share ratio (Figure
D.21 below). This is a clear and uncontested finding.

e The second main feature is the relative flatness of the Gini trend line from the mid 1990s
through to 2012-13 for both the 100% and the 99% line, with a slight dip and rise for the 100%

line but very flat for the 99%.

Figure D.20 shows the trend in the top 1% income share through to 2015 using independent data
from outside the HES. The trend there is relatively flat, if anything declining slightly.

All this points to the HES 2014-15 Gini figure for the 100% line being an outlier created by the
unusually high number of very high income households in the 2014-15 HES. The decline in the
Gini for the 99% line for 2014-15 points to the same conclusion.

Using this combined analysis (the Gini for the 99% together with the trend in the income share for
the top 1% from more reliable sources), there is no evidence of any sustained rise or fall in BHC
income inequality for the last 20 years.

45

Figure D.19
Inequality in New Zealand: the Gini coefficient for the whole population and the lower 99%

The Gini can sometimes bounce around
from one survey to the next. This is due
in part to the impact of major events (eg
GFC and recovery, Chch 'quakes), and in
part to random fluctuations in the number
of very high income households captured
in the sample. The underlying trend
becomes clear only on looking back some
years later.

The percentile ratio measures do not face
the same challenges as they are not
dependent on what happens at the very
top (or bottom) of the income distribution.
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Table D.8 shows that inequality is greater for AHC incomes than for BHC, as is the case when
using percentile ratios and share ratios. This reflects the fact that housing costs generally make up
a greater proportion of household income for lower-income households than for higher-income
households, thus increasing the spread of AHC incomes.

The BHC row uses the “square root” equivalence scale as is standard in OECD publications. The
trends are the same whether the Jensen or the square root scale are used (See Appendix 3).

Table D.8
Income inequality in New Zealand: the Gini coefficient (x100)

82 | 84 | 86 | 8 | 90 [ 92 | 94 | 96 | 98 | 01 | 04 | O7 | 08 | 09 | 10 | 11 | 12 | 13 | 14 | 15

BHC
(OECD)

AHC 28.0|128.5(27.4|28.5|32.1|349|35.6|37.2|37.5|38.1|37.0|36.2(385|37.6|37.1|40.3|37.7|38.3|39.2|40.5

27.2275(27.0(27.1|30.2|31.9(322(33.1(33.0(33.8(33.4(320(33.3(329(324(351|32433.4|34.2|35.0

For information on longer-run inequality, when looking only at very high incomes, see Section J.

Quintile and decile share ratios

A third way of looking at income inequality is to compare the shares of total household income
received by higher and lower groupings. This approach is becoming more common: the top to
bottom quintile share ratio is used by the EU as one of their top tier formal inequality measures,
and the OECD regularly reports on the top to bottom decile share ratio; the Palma ratio (see
below) is becoming more commonly used too.

There are two measurement challenges for this inequality measure:

e First, as discussed above in the Gini section, very high income households are generally
under-represented in sample surveys. This means that measured upper income shares
understate the true shares at the top. Similarly, low income shares understate the shares
actually received as there are always households with implausibly low reported incomes in
the bottom decile (see Appendix 8 and 9 for more on this issue). The percentile ratio
approach does not face these challenges.

e In addition, for determining the direction of trends, the luck of the draw as to which very
high and very low income households actually end up in the sample and are interviewed,
introduces a significant element of volatility and uncertainty to the mean incomes reported
for D10 and Q5 especially, and also to some extent for D1. This impacts on the reported
trend in the shares and share ratios, as discussed above in relation to the Gini. The
percentile ratio approach is not impacted to anywhere near the same degree.

Figure D.21 shows the trend for the top to bottom quintile share ratio for the last three decades,
1982 to 2015. Over recent years the 20% of households with higher incomes have on average
received around 5.5 times the income of the 20% with lowest incomes. The spike in HES 2011 and
the large rise to HES 2015 are similarly reflected in the Gini (see above). The analysis in the Gini
section pointed strongly to the HES 2014-2015 figure being an outlier because of the unusually
high number of high income households in the sample. When the top 1% are removed the share
ratios smooth out too.

Table D.9 shows the trends in three income share ratios from 1982 to 2015, including the Palma
ratio. Further detail on the Palma ratio is provided below.
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Figure D.21
BHC income inequality in New Zealand: quintile share ratio for Q5 to Q1, 1982 to 2015
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Table D.9
BHC income inequality in New Zealand: decile and quintile shares, 1982 to 2015, total population
1982 | 1986 | 1990 | 1994 | 1998 | 2001 | 2004 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Q5:Q1 413 | 404 | 446 | 5.09 | 526 | 542 | 551 | 531 | 534 | 5.34 | 5.33 | 5.94 | 5.28 | 5.38 | 5.80 | 5.88
D10:D1 6.15 | 6.06 | 6.35 | 8.03 | 8.66 | 8.32 | 9.15 | 8.10 | 8.53 | 853 | 8.62 | 9.75 | 8.23 | 8.29 | 9.59 | 9.82
D10:D1-4 (Palma)| 0.91 | 0.91 | 1.10 | 1.21 | 1.31 | 1.34 | 1.31 | 1.20 | 1.28 | 1.28 | 1.25 | 1.44 | 1.23 | 1.30 | 1.36 | 1.45

Note:

this analysis uses the square root equivalence scale as used by the OECD to ensure harmony with the figures

used in the international comparisons in Section J.

The Palma: the ratio of the top decile share to the share for the lower four decile shares

The Palma measure or ratio is a relatively new addition to the suite of inequality measures used for
international comparisons. It is named after Chilean economist Gabriel Palma whose 2011 paper

brought

the measure and its rationale to light.>* The OECD now reports the Palma in its Income

Distribution database.

At one level, the Palma is just another share ratio in the wider family of share ratios. It has several
features however that make it worth a second look:

o

Palma found that among middle income and richer countries those in deciles 5-9 receive
around 50% of the total income share, and that this share size seems reasonably stable
over time as well as over countries. These are the middle to upper-middle income
households between the “rich” and the “poor”. Figure D.22 shows the share for New
Zealand has been fairly stable at around 55% from 1990 to 2014, with the jury still out on
2015 for the reasons detailed in the Gini discussion above.

He also found that the remaining 50% or so (45% for New Zealand) of total income was
split between the top 10% and bottom 40% in quite different ways across the countries he
looked at. This inspired the first part of the title for his 2011 paper - “Homogeneous
middles and heterogeneous tails".

He found that the correlation between the Palma and the Gini is close to perfect across the
150 countries in the World Bank dataset he used.

Given that the Palma is much easier to explain than the Gini, and that it ranks countries in
the same order, then he and others are proposing that it might be a useful alternative to
the Gini for international comparisons.%> For example, what does it mean in practice to say
that one country has a Gini of 42 and another 31? On the other hand, a Palma of 2.1
compared with a Palma of 1.7 has specific and easily grasped meaning in terms of the
ratio of higher incomes to lower incomes, with the "middle” remaining constant. The jury is
still out on whether it can / ought to / will replace the Gini, but it certainly has the
communication edge over the Gini.

5 See Palma (2011).
% Cobham and Sumner (2014)
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o In the international section (Section J), New Zealand is ranked relative to other OECD
countries on the Palma ratio.
Figure D.22
Proportion of total income received by deciles 4 to 9, 1982 to 2015
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% share for deciles 5to 9

35
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o See Figure J.6B for the impact on the Palma of the fluctuating numbers of sampled very
high income households.

Summing up:

There is no evidence of any sustained rise or fall in BHC household income inequality in the
last 10-15 years (90:10 ratio) or the last 20 years (Gini for 99%, plus top 1% share for the rest)
or the last 25 years (top 1% share from tax records).

AHC incomes are much more dispersed than BHC incomes and there is evidence of higher
AHC income inequality in the last few years as compared with the mid 2000s and earlier.

UN’s Sustainable Development Goals: Inequality Goal #10.1

In September 2015 all 193 UN member states formally adopted the 2030 Agenda for
Sustainable Development which includes a new set of global goals (the Sustainable
Development Goals (SDGs)) which replace the Millenium Development Goals (MDGs). One
of the differences between the SDGs and MDGs is that the SDGs are universal rather than
just focussing on “developing countries”.

SDG #10 is about reducing inequality within and between countries, and covers a wide range
of inequalities. It has an Inclusive Growth approach. One of the targets for Goal #10 is that
member states “by 2030, progressively achieve and sustain income growth of the bottom 40%
of the population at a rate higher than the national average” (Goal 10.1). This refers to BHC
income.

The graph shows the share of total household

income (BHC) for the bottom 40% for New K S O e by oo g [

Zealand, 1982 to 2015. If the growth for the
bottom 40% is greater than that for average
incomes, the trend line will slope up, showing
that the bottom 40% is taking a larger slice of the
pie (ie is growing faster than the national
average). The generally flat trend from the early
1990s through to 2015 shows that the income
growth of the bottom 40% has been much the
same as that for the national average in that w980 85 90 9 00 05 10 15
period_ HES year

% share for deciles 1 to 4

A limitation of this UN target is that it simply commits individual countries to improve on their
base position, but there are no guidelines or expectations about what an “acceptable” target
range is for the ratio by 2030.

2020
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Box 3
How the income inequality picture changes depending on the income concept used

The level of inequality or dispersion in the distribution of incomes depends on which income concept
is used.

This report uses equivalised disposable household income as the income concept for all its income
distribution, inequality and poverty analysis. This is the total after-tax income of all individuals in the
household, together with Working for Families Tax Credits and other non-taxable income such as the
Accommodation Supplement (AS) and so on, adjusted for household size and composition. This is
standard international practice for reports of this type, where the focus is on household income as an
indicator of the material wellbeing of household members relative to others from other households.

The graph below shows the different levels of inequality that different income concepts produce, using
the 80:20 percentile ratio as the measure.

Inequality is lower when the focus moves from individuals to households (HHs). The 80:20 ratio falls
from 5.8 for individual taxable income to 3.6 for HH gross taxable income. HH gross taxable income
excludes all non-taxable components such as WFF tax credits, AS, and so on. When these are
included, inequality drops further (HH gross). Taking personal income tax deductions into account
further reduces the 80:20 ratio, as does the adjustment for household size and composition. The
80:20 ratio is more than halved in going from individual taxable income to equivalised disposable HH
income. The latter is the best of these income concepts to use when using income to assess the
material wellbeing of the population, and of subgroups within it.

80:20 percentile ratio for different income concepts, 2012-13
(HLFS for individuals, HES for households)
7.0

6.0

Estimated 15% reduction
5.0 relative to the one year

figure. See text for detail.
4.0
3.0 4 \,
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HH HH

HH

Individual HH gross HH gross
taxable taxable disposable disposable disposable
equivalised equivalised:
10 yr window

When the same group of individuals is followed over time (longitudinal data), and the income concept
is the average household disposable income of the individual over, say, ten years rather than one,
then measured inequality falls even further as a result of income mobility. For Australia the fall was
around 15% for both the 90:10 ratio and the Gini from 2001 to 2010 and for the UK it was around 15%
for the Gini for five year periods starting at various years in the 1990s. The right-hand bar above
assumes a 15% reduction for illustrative purposes. See Section K for more on this.
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Inclusive Growth

The idea of “Inclusive Growth” (IG) has gained traction in recent years, especially since the
GFC. At the heart of the IG notion is the goal of simultaneously promoting economic growth
and reducing (or at least not increasing) various inequalities. It is about policy approaches that
simultaneously drive growth and inclusiveness.

For example, the OECD launched its IG initiative in 2012 in association with the Ford
Foundation, and defines IG as “economic growth that creates opportunity for all segments of
the population and distributes the dividends of increased prosperity, both in monetary and non-
monetary terms, fairly across society”.

By definition, the notion of inclusiveness requires a focus on individuals and households, not
just on the system as a whole and “averages”. |G is also multi-dimensional, covering not only
income and wealth, but also jobs, education, health and access to healthcare. Some include
many other dimensions too in a broader notion of “living standards”.

One of the motivations for the |G approach is the observation that for many countries in the
years leading up to the GFC, the dividends of economic growth were not fairly shared across
the whole income distribution. In particular in the US and the UK a small group of very high
income earners vacuumed up the bulk of the new income coming from economic growth,
leaving little or none for the rest to share.

The graphs below show one aspect of New Zealand’s IG experience from the mid 1990s to
2015 - the growth in real terms of household incomes (not equivalised) and Gross National
Disposable Income per capita (GNDI pc).5® They show that:

o median disposable household income tracked very closely with GNDI pc, showing
“‘inclusive growth” (left hand graph)

o the P20 and P90 incomes tracked close to the median (P50), thus showing that the
“‘inclusive growth” extended to higher and lower incomes (right hand graph)

o average wages (after tax) fell behind GNDI pc growth, consistent with lowish
productivity growth or higher returns to capital than to labour, or both

o inthe post GFC years, average wage growth (after tax) has been only a little less than
the growth in median household incomes and GNDI per capita.

180 + 180

== GNDI per capita — median househaold income (P50)

— median household income e -~ P90
150 1|~ average wage (after tax) | 150 11— P20
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90 90
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One of the reasons for the higher growth rate for household incomes compared with wages
(from the mid 1990s to 2008 (just before the GFC impact)) is the increase in total hours in
paid employment per household for many multi-adult households. In general this reflects the
increased female labour force participation in the period. For example:

56

GDP is a measure of the production of final goods and services in the domestic economy. The income available to the
nation for consumption or investment is wider than GDP and includes net income flows with the rest of the world. GNDI
measures this wider concept. It is a measure of the volume of goods and services New Zealand residents have
command over.
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o out of all two parent families that had at least one parent in FT employment, the
proportion with 2 earners increased from 58% in 1994 to 67% in 2008 (69% in 2015)

o one consequence of this is that the ratio of median two parent income to median sole
parent income has increased from 1.57 in 1994 to 1.66 in 2008 (1.67 in 2015).

e The growth in household incomes at P10 (ie at the top of the bottom decile) has been
variable across the period 1994 to 2015. Part of that variability will be due to sampling error,
though from P10 up this is not so much of an issue as it is for b