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Preface
Income Trends is one of the New Zealand Now series, a set of publications that discuss a
diverse range of topical New Zealand subjects, such as Maori, women, children and
demographic trends.  Each book draws on census data, as well as data from other
sources.

This publication draws on census data from 1981 to 1996, but primarily draws on data
from the Household Economic Survey.

Income distribution is an extremely challenging and  important area.  The distribution
of income is one of the yardsticks by which a nation is judged and is a topic of intense
public interest.   I am confident that this publication will make a significant contribution
to the general debate on the subject.

This publication has been prepared by John Scott, with the expert assistance of Des
O’Dea and many Statistics New Zealand staff.  I would like to thank the authors for
their hard work, and also thank the many people who have reviewed or otherwise been
involved in the production of this publication.

Len Cook
Government Statistician





Behind the information presented in Incomes
is an even more expansive range of data.
Basic information from the Census of Population and Dwellings is widely released in an
extensive series of published reports. Additional, more-detailed information is made
available in a series of cross-classified tables and database products, including the
compact disc product, Supermap. The department also offers customised services to
clients with special needs.

Offices of Statistics New Zealand are located at:

AUCKLAND WELLINGTON
70 Symonds Street, Aorangi House,
Private Bag 92003, 85 Molesworth Street,
Telephone 0-9-357 2100, PO Box, 2922,
Fax 0-9-379 0859. Telephone 0-4-495 4600,

Fax 0-4-495 4610.

CHRISTCHURCH
Winchester House,
64 Kilmore Street,
Private Bag 4741.
Telephone 0-3-374 8700,
Fax 0-3-374 8864.

Internet
Home Page: http//www.stats.govt.nz
Email: info@stats.govt.nz

Liability statement
Statistics New Zealand gives no warranty that the information or data supplied
contains no errors. However, all care and diligence has been used in processing,
analysing and extracting the information. Statistics New Zealand shall not be liable for
any loss or damage suffered by the customer consequent upon the use directly, or
indirectly, of the information supplied in this product.

Reproduction of material
Any table or other material published in the following pages of this report may be
reproduced and published without further licence, provided that it does not purport to
be published under Government authority and that acknowledgement is made of this
source.
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Introduction

This report traces what has happened to the distribution of New Zealanders’ incomes
over the period 1982 to 1996;  one of the more eventful periods in our economic
history.

The analyses focuses on cash income and does not cover the broader range of
government activities. It must be recognised that income is not the only measure of
economic well-being and it may not even be the most appropriate in all cases (eg does
not take into account asset holdings).

The report gives a brief overview of changes in the New Zealand economy (Chapter 1)
before discussing trends in income at a personal level (Chapters 2 and 3). Trends in
income at a household level are outlined in Chapters 4, 5 6 and 7. It is from these
chapters that many of the report’s conclusions are drawn.

While the book does not try and explain the causes of changes in New Zealand’s
income distribution (this would involve quite a different exercise than the one
undertaken), it does show how income distribution has changed.

Of particular interest is the make-up of those towards the bottom of the income
distribution. We can conclude that Maori, the elderly and children are over-represented
in positions of low income relative to other New Zealanders.

Changes in income distribution are a result of many social, demographic and economic
factors. Different methods of analysis can give different results, and it is not always
possible in studies such as this to say unequivocally whether income inequality has
increased or not. What is striking about the results in this report is that the results are
unequivocal: income inequality has increased substantially.

Data sources
Most of the information is derived from Statistics New Zealand’s Household Economic
Survey (HES, formerly known as the HEIS). That information is supplemented by data
from the five-yearly Censuses of Population and Dwellings and the Household Labour
Force Survey (HLFS).

Data from four years of the HES has been used.  These years are the survey years ended
March 1982, 1986, 1991 and 1996, and are referred to as the study years.  They were
chosen because they align (as closely as possible) with the censuses of 1981, 1986,
1991 and 1996.  The HES for the year ended March 1982 was chosen because
disposable income has not been calculated using the 1981 HES.
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Statistical validity
There are a number of technical areas that are the topic of debate in the area of income
distribution.  It is the view of Statistics New Zealand that while elements of the
techniques used in this report reflect the analytical judgement of the authors, the
conclusions drawn in this report are robust, given the methodological choices made.

It has been impossible, due to time and resource constraints, to produce tests of
statistical significance for all results in this publication.  Statements about significance
through the text are largely based on the authors’ knowledge of sampling errors of the
relevant data sources.  The central result of this publication, the increase in inequality
of equivalent household disposable income as measured by the gini coefficient, has
been validated by tests of its statistical significance. These tests show that the increase
in income inequality is indeed statistically significant.

Technical notes
This report aims to avoid comment on technical issues such as equivalence scales, or
post-stratification of various data sources.  It is impossible to avoid such issues totally,
however, and some of these issues are discussed, predominantly in the Appendices.

Three income measures that are used regularly in this report: market income, gross
(pre-tax) income and disposable (after-tax) income.  These are discussed at both a
personal and a household income level.

If readers wish to study the numbers underlying the graphs in this report, these can be
obtained from Statistics New Zealand’s website, http://www.stats.govt.nz.

Unless stated otherwise, all dollar values in this report are adjusted to constant prices
(March 1996 dollar terms), to enable comparisons over time to be unaffected by
inflation.

There is a great deal of further work that could be done in the area of income
distribution.  Some potential areas for further work are mentioned in the report;
anyone who wishes to comment on these should contact Statistics New Zealand.
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Chapter 1

Economic and Demographic Background
Macro-economic conditions and their changes have significant impacts on standards
of living and income distribution. This chapter outlines some of the major changes
affecting the New Zealand economy in the last 50 years, particularly the last 15 years,
to set a backdrop for further chapters. Unless otherwise stated, all years refer to the
year ending March.

This chapter uses National Accounting income concepts based on international
standards. These are slightly different from the concepts of income included elsewhere
in the report. National Accounts data is also subject to revisions. For this reason, the
numbers behind the graphs in this chapter are not on Statistics New Zealand’s website.
The general trends discussed in this chapter are, however, accurate.

The background
In the 50-year period since 1947, New Zealand’s real Gross Domestic Product (GDP)
per capita has almost doubled. Following a slow period immediately after the war,
including a significant fall in 1949, real GDP growth per capita was consistent (apart
from a small dip in 1953) right through to 1968. By the first half of the 1960s New
Zealand’s real growth was steady at about 5 percent, inflation was at a low and
acceptable level and unemployment was less than 1 percent of the labour force. In
1968 international wool prices fell sharply and New Zealand experienced a marked
increase in unemployment. Unemployment was below 1 in 1976 but rose in subsequent
years. Falls in farm product prices were also a significant factor in 1978 and again in
1983. The 1978 fall in real GDP was signalled with a definite slowing of growth in the
two previous years, following the oil price rise “shock”, and it was not until 1981 that
GDP rose above the 1977 level. This is shown in figure 1.1.

By 1986 unemployment had risen to 4 percent. It was now generally agreed that the
policy settings of the 1970s and early 1980s were unsustainable. Growth was poor, both
the budget and the balance of payments deficits were of concern, and inflation was
considered to be too high. In 1984 the new government introduced a wide range of
policies intended to promote efficiency, by encouraging a more competitive and open
economy. The New Zealand economy underwent a period of rapid and unprecedented
structural change. Tariff reform was already underway before this period, but it was
greatly accelerated and public sector and financial market reforms were both given
priority. Price stability became the overriding objective of monetary policy by 1987,
and was formalised in the Reserve Bank Act (1989). Industrial relations were reformed
radically with the Employment Contracts Act (1991).

By 1992, the economy had been in its most prolonged recession since World War II.
From 1992 to 1996 (the final period covered by this publication), the economy
regained strength, the rate of economic growth increased, the unemployment rate fell,
the inflation rate was low and New Zealand ran fiscal surpluses (starting in 1993/94).
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Figure 1.1

Real Per Capita Gross Domestic Product and Household Income, 1947-1997 1

Source: Statistics New Zealand System of National Accounts

Figure 1.1 also gives some idea of how households, in total, have fared over the same
period. Not surprisingly, household incomes have closely tracked the productive
output of the economy. Beyond 1993, however, note that there has been a widening in
the ratio of household income per capita to GDP per capita.

New Zealand’s economic performance in an international context is illustrated by
comparing it with other developed countries. Figure 1.2 shows that since 1960 New
Zealand’s annual average growth in real GDP has been consistently below the average
for the Organisation for Economic Co-operation and Development (OECD, 1996).
Australia’s growth, on the other hand, has been either above, or close to, the OECD
average.

Figure 1.2

Growth in Real Gross Domestic Product: International Comparisons,
1961-1994

Source: OECD

1 This graph is in 1991/92 dollars as this is an official SNZ series. The unofficial GDP series is drawn from Easton
(1990) while the unofficial household income series is from the Private Income Account published as part of the
National Income and Expenditure estimates that preceded the New Zealand System of National Accounts.
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The OECD and the United Nations have developed purchasing power parities to
facilitate international comparison. Since exchange rate conversion is insufficient in
itself, adjustment is required for relative purchasing power. Purchasing power parities
are essentially price indexes which compare the relative price levels between countries
over time. Economic measures such as GDP can be converted from local currencies
into a common unit of measure using the appropriate purchasing power parity, enabling
meaningful comparison. Figure 1.3 shows that New Zealand’s real GDP per capita
ranked against other countries has fallen steadily over the 1960 to 1993 period. A 1996
study of 24 OECD countries dropped New Zealand from fourth in 1960 to nineteenth
by 1993.

Figure 1.3

Gross Domestic Product Per Capita Index
for Selected Countries, 1960 and 1993

1960 1993

Selected Countries Index Rank (1) Index Rank (1)

OECD 100 100
United States 177 1 142 2
Norway 90 16 108 8
Japan 54 21 116 5
Germany 130 5 128 4
Australia 117 9 102 15
United Kingdom 121 7 99 17
New Zealand 132 4 89 19
Spain 56 20 75 21

New Zealand as a
percentage of Australia 113 87
(1) Rank is out of 24

Source: OECD

Gross National Income
GDP represents the income earned from production in New Zealand, both production
of New Zealanders and foreign firms operating within New Zealand. It does not
measure the final incomes which New Zealand residents earn. Gross National Income
(GNI), which in the past has been referred to as Gross National Product, is a better
measure of New Zealanders’ income or claim on resources as it excludes income
remitted abroad (dividends, interest and other transfers) and includes similar income
earned by New Zealanders from overseas investments. (Further adjustments to take
account of depreciation and transfers from the rest of world give an even better
measure of income (National Disposable Income) from which New Zealanders can
actually save and consume). For the purposes of this chapter, however, the focus is on
the difference between GNI and GDP.
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Figure 1.4 presents the ratio of GNI to GDP and shows what proportion of income
from domestic production remains available to New Zealanders after adjusting for net
profits, interest and dividends remitted abroad.

The New Zealand ratio of GNI to GDP remained steady at above 98 percent for over
25 years. Following the oil price rise in 1974 the New Zealand government increased
its overseas borrowing, and the ratio began to fall. The ratio declined markedly
through to 1986, and by 1997 the ratio was the lowest recorded in the post-war period.

Figure 1.4

Ratio of Gross National Income to Gross Domestic Product, 1947-1997

Source: Statistics New Zealand System of National Accounts

Gross National Income and household income
Figure 1.5 shows what proportion of income accruing to New Zealand residents (GNI)
is earned by households in the form of market income (from wage employment, self-
employment and net investments), what proportion is available as disposable income
(after receipt of government benefits, payment of income tax and other net transfers)
and how much is saved.

In 1982, for example, 77 percent of GNI was earned by households as market income,
with 68 percent being available as disposable income. Households saved 8 percent of
GNI. By comparison, in 1992 less than 72 percent of GNI was gained as market
income, although almost 71 percent was available as disposable income, partly because
the gap between tax paid and benefits received had narrowed. Less than 5 percent of
GNI was saved. Since 1992, the market income and savings proportions of GNI have
reached their lowest level of the series (which begins in 1972).
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Figure 1.5

Household Incomes and Household Savings as a Percentage of Gross
National Income, 1972-1997

Source: Statistics New Zealand, System of National Accounts and Household Income and Outlay Account

Household market income
Figure 1.6 compares the relative contributions of the main income components of total
household market income. Employment income in this case (National Accounts
definitions) is gross of tax and includes salaries and wages, employer superannuation
contributions and employer ACC contributions. Business income includes
entrepreneurial income earned from farms and businesses owned by households as sole
proprietorships or partnerships; net investment income includes interest (actual and
imputed) and dividends received less interest paid on mortgages and other debt.

Figure 1.6

Sources of Household Market Income, 1972-1997

Source: Statistics New Zealand, Household Income and Outlay Account
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Employment income
The largest source of income for householders, compensation of employees, rose by
more than $9,000 million in the five years ended March 1997, an increase of almost 28
percent over the 5-year period. However its contribution towards total income and,
indirectly, savings has fallen. In the 12-year 1972-1983 period, employee income
averaged over 59 percent of total household income. From 1986 to 1997, however, the
average has been below 51.5 percent.

Figure 1.7

Employment Income as a Percentage of Household Income, 1987-1997

Source: Statistics New Zealand, Household Income and Outlay Account

Tax changes
The study years saw a significant change in the tax base, from a taxation system heavily
reliant upon direct personal taxation to one that is less reliant on personal taxation
and includes the Goods and Services Tax (GST). The personal income tax rates for the
various study years are outlined in figure 1.8.

Figure 1.8

Marginal Personal Income Tax Rates, 1982-1996
1982 1986 1991 and 1996(1)

Income Tax rate Income Tax rate Income Tax rate

Dollars Percent Dollars Percent Dollars Percent
Up to 5,500 14.5 Up to 6,000 20.0 Up to 30,875 24.0
5,501 to 12,600 35.0 6,001 to 25,000 33.0 Over 30,875 33.0
12,601 to 17,600 48.0 25,001 to 30,000 45.1
17,601 to 22,000 55.0 30,001 to 38,000 56.1 Low income earners rebate
Over 22,000 60.0 Over 38,000 66.0 Below 9,500 15.0

(1) While only two statutory tax rates exist for 1991 and 1996, the low income earner rebate creates an effective
three rate scale, with the effective marginal tax rate from $0 to $9,500 being 15 percent, and from $9,500 to
$30,875 being 28 percent.

Source: Statistics New Zealand, Year Books
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Demographic and social changes
Underpinning the economic changes discussed above have been various social and
demographic changes.

Age structure
Since World War II, the New Zealand population has undergone a significant change
in terms of its age structure. The proportion of the population under 15 has steadily
decreased as the post-war baby boom bulge has moved up the population. At the same
time, the proportion of the population aged over 65 has increased. During the 45 years
between 1951 and 1996, the number of people aged 65 and over in New Zealand more
than doubled from 180,000 to 427,000.

Labour force participation
The labour force participation rate (calculated as the percentage of the population
aged 15 years and over either employed or unemployed) as recorded in the five-yearly
Censuses of Population and Dwellings is shown in figure 1.9. The general increasing
trend masks several different changes which have been occurring. The first is that the
male participation rate has been falling throughout the period, while the female rate
has been rising. Full-time participation has also been falling while part-time participation
has been rising.

Figure 1.9

Labour Force Participation Rates by Sex, 1961-1996
1961 1966 1971 1976 1981 1986 1991 1996

Percent
Male 83.8 83.6 82.1 80.7 79.3 77.5 70.2 73.5
Female 29.6 33.9 38.7 42.8 47.2 53.3 51.1 57.9
Total 56.6 58.6 59.7 61.5 63.0 65.2 60.4 65.4

Source: Statistics New Zealand, Censuses of Population and Dwellings

Much of the rise in women’s participation has been the result of increasing numbers of
married women remaining in, or re-entering the labour force. In 1991 just over half of
married women worked in paid employment, and of these, almost 40 percent worked
part time.

Women make up three-quarters of all part-time workers, but just over a third of full-
time workers. Further analysis of trends in the labour market, using Household Labour
Force Survey data, can be found in Chapter 2.

Status in employment
Since 1981 the proportion of the full-time workforce who are employers or self-
employed has risen significantly, from just under 13 percent to 19 percent in 1996. At
the same time the proportion employed as wage and salary earners declined to a post-
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war low in 1991 of just over 70 percent, partly the result of high unemployment. Figure
1.10 shows a small increase, since 1991, in the proportion of workers classified as wage
and salary earners.

Figure 1.10

Status in Employment, 1961-1996
Status in employment 1961 1966 1971 1976 1981 1986 1991 1996

Percent
Employers 7.5 7.2 6.1 6.6 5.9 7.9 7.7 8.2
Self-employed 7.6 6.8 6.5 7.2 7.0 9.8 10.1 10.8
Wage and Salary earners 83.9 85.0 85.9 83.8 81.7 81.0 70.5 71.2
Unemployed 0.8 0.9 1.4 2.1 4.5 na 9.8 8.0

Source: Statistics New Zealand, Censuses of Populations and Dwellings

Household size
The last two decades have seen large and rapid shifts in the number of families and
households who do not fit a stereotypical nuclear family. Census data (Statistics New
Zealand, 1997) shows significant numbers of sole-parent families, single-person
households, families without children living at home, de facto-couple families, same
sex-couple families and multi-generational households. They are increasing both in
number and in proportion to all households.

The effect of this increased diversity of household types and the reduction in family size
is that the average household size has decreased. Between the 1976 and the 1996
censuses the average household size has continued to fall from 3.5 people to 2.7. As a
result, the number of households has grown faster than the population in general.

Marital breakdown
Marital breakdown has contributed to the increase in household numbers. While the
proportion of the adult population never married has fluctuated at around a third, the
proportion divorced and separated has climbed significantly. With the divorce rate
rising from around 3 divorces per 1,000 married women in 1961 to a current level of
around 12 per 1,000, the proportion of divorced/separated has increased from 1.7
percent of the adult population in 1956 to 9.4 percent in 1996 (Statistics New
Zealand, 1997).

Educational qualifications
An increasing proportion of the population have gained educational qualifications. In
1971, 69 percent of adults over the age of 15 had no educational qualification. This
proportion had fallen to almost 50 percent by 1986 and ten years later was down to
42.5 percent. The proportion of the population with various qualifications has large
implications for income distribution and this is examined later.
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Occupational shifts
The changing skill levels of the population reflected in educational qualifications is
demonstrated in shifts in occupations, where significantly more of the labour force is
now employed in professional, technical, administrative and managerial occupations
than was 15 years ago. In 1981 less than a fifth were employed in these occupations,
but by 1996 more than a quarter were. Conversely, the number employed in production-
based occupations such as primary and manufacturing industries has fallen from close
to half of the labour force to little more than a third over the same period.

Summary

There have been significant changes to both the world economy and the
New Zealand economy over the study years. In addition to deregulation
of many sectors of the New Zealand economy, there was a significant
decrease in personal marginal tax rates. At the same time, a Goods and
Services Tax was introduced.

In the post-war period, New Zealand Gross Domestic Product per
capita has increased in real terms. Household income has closely
tracked the increase in Gross Domestic Product per capita.

Gross National Income as a proportion of the Gross Domestic Product
has fallen since 1975.

The proportion of Gross National Income that households are saving
has fallen since 1992.

Demographic and social changes suggest that income distribution within
the household sector may have changed significantly over the last 15
years. Average household size has dropped and the age structure of the
population has changed.

Female labour force participation rates have increased since 1961,
offsetting the decrease in male labour force participation rates. Labour
force participation rates overall have increased. Many women, however,
are employed part time.




