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Executive Summary





The Household Economic Survey (HES) is an annual survey primarily designed to collect itemised household expenditure for calculating the expenditure weights of regimen items in the Consumers Price Index (CPI). This paper outlines the use of the HES in the CPI, outlines other uses of the HES data and provides general background information about the survey.
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The Household Economic Survey





1	Introduction





This paper provides general background information on the purpose, history and operation of the Household Economic Survey (HES).  Current issues affecting the use of the HES are outlined.  The HES’ operational relationship to the CPI is explained.  Selected features of the HES and equivalent overseas surveys are presented.





2	Background





The HES targets New Zealand-resident, private households living in permanent dwellings.  The survey collects itemised dollar amounts of household income and expenditure, as well as a wide range of demographic information on individuals and households.  The information ranges from household expenditure on apples to personal income from inheritances. 





Approximately 3000 households participate in the HES for a period of two weeks each survey year (1 April to 31 March).  Statistics from the survey are published annually with the results being released five months after the end of the survey year.





The Statistics New Zealand publication 1995-96 Household Economic Survey Background Notes contains more detail on many of the topics covered by this paper.





3	Objectives and Uses of  the Survey





The three principle objectives of the Household Economic Survey are:





To provide itemised expenditure statistics for use as the weighting base of the CPI when it is revised.  These statistics are also provided in non-revision years to check how up-to-date selected parts of the index’s weighting base are.  Some 2300 HES expenditure items group to about 360 items in the CPI regimen.





To provide expenditure statistics for use in preparing New Zealand’s National Accounts, particularly current and constant price estimates of quarterly and annual Private Final Consumption - Households.  HES data is also used to compile the Household Income and Outlay Account, which includes an estimate of household savings.





To provide selected socio-economic statistics on households and their members.  The income and expenditure detail can be analysed by household demographic information such as family type which is also collected in the survey, enabling survey statistics to be used for socio-economic research, analysis and policy formulation.  The Treasury and the Departments of Social Welfare and Labour, in particular, use HES statistics to underpin taxation, benefit and labour market policies and, to a lesser extent, for general social and economic analysis.  Analysis of HES data by academics and other private individuals and organisations helps stimulate public debate on topics such as poverty in New Zealand.  Private organisations also use the statistics widely.  Business has used HES values of occupational wage rates to facilitate implementing contractual obligations to employees.  Analysis of different types of expenditure by income and by demographic characteristics of households are used in strategic business decision-making and for market and other research.  Studies of the fiscal impact of government expenditure also use HES data.





4	Standard and Customised Outputs





Each year standard tables are produced from HES data. Forty tables (including the detailed itemised expenditure analysis table) are produced in total.  These cover income and expenditure to different levels of detail and household characteristics, together with cross-analyses of them.  These statistical tables are available (for a charge) from Statistics New Zealand’s offices once the first release of HES statistics is made to the news media and in Hot Off The Press releases.  HES tables can be obtained on disk as text files.  Selected data and commentary are subsequently published in an annual Consumer Expenditure volume, which draws together household expenditure statistics from a variety of sources.





Packaged customised products, typically used for market research, include:





Storetype profiles showing the annual aggregate expenditure by all households on particular goods at various types of stores (eg on garden supplies at garden centres, supermarkets, etc.);





Purchaser profiles showing the total expenditure on particular products by individuals, classified by various socio-economic characteristics (eg income, age);





Household profiles showing the expenditure on particular products by households, classified by various socio-economic characteristics (eg income, age) of the householder. 





Also, HES data is combined with Census of Population and Dwellings data to produce regional expenditure reports. These reports show annual expenditure by households on goods and services, broken down to area unit level (often about the size of urban suburbs).  About 500 household goods and services are covered, and the reports provide estimated total expenditure for each area unit.





�
5	Questionnaires





Four questionnaires are used in the survey:





A household questionnaire is used to gather information on the composition of the household and on social and demographic characteristics of each member of the household.





An expenditure questionnaire for the household is used to collect details of expenditure in areas such as housing, home maintenance, household operation, transport, holidays, health and education.  Household members are asked to recall expenditure over the previous twelve months (generally for goods and services costing $200 or more), whereas regular commitments (such as rates, rent and telephone rental) are collected using the “latest payment” approach.  Prompt cards are used to assist respondents to recall purchases, and reference to records is encouraged so as to avoid reporting of expenditure that occurred outside the recall period.





Each household member aged 15 years or over is required to complete an interviewer-administered income questionnaire, giving details of current employment, of any previous employment in the twelve months before the interview date, and of their income in dollar amounts by source.





After the expenditure questionnaire has been completed, each household member aged 15 years or over is issued with an expenditure diary to record details of the items bought, and of any other money spent, on each of the following fourteen days.  The diary expenditures are later multiplied by 26 to bring them to a full year. 





6	History of the Survey





In 1971, the Consumers Price Index Revision Advisory Committee recommended to the Government that the weighting pattern of the CPI should be based on the pattern of expenditure of the population covered by the index, rather than on the population’s pattern of consumption estimated from supply-side (production and import) statistics.  A further recommendation was that the data needed  to revise and update the CPI should be obtained mainly from continuing household expenditure surveys.  The Government accepted these recommendations, and the resulting Household Survey (as it was then known) began on 1 July 1973.





The main objective of the survey was to provide statistics on the expenditure patterns of private households in New Zealand.  Since then, however, the survey has extended into the fields of household income and social and demographic information.  This has broadened the survey’s uses into the areas outlined above.  Questions on households’ use of health services have been asked in the last two years.  In addition, over the years various steps have been taken to improve the coverage and accuracy of the survey by, for example, collecting the value of trade-ins and collecting expenditures on items not required by the CPI such as purchases of racehorses and racehorse related expenditure.  The current survey allows the general publication of results in a comprehensive form of interest both to professional data users and to households.





Expenditure patterns measured by the survey over the last ten years have reflected the effects of various government policy initiatives.  For example, reduced import tariffs and rising exchange rates have resulted in a decline in the proportion of household expenditure on apparel and  electrical appliances.  Also shown is a decrease in tobacco spending (real average weekly household spending on tobacco products is about one half that in the mid 1980s).  Spending on medical goods (including pharmaceutical supplies) has increased substantially as a proportion of  household expenditure, reflecting a decline in government subsidies.  Spending on educational services has risen even more, from 0.5 per cent of the average household’s expenditure in 1986 to 1.6 per cent in 1996, reflecting a move to user charges.





7	Ongoing Interaction of the HES and the CPI





With the commencement of the annual reviews of the CPI in 1994-95, HES expenditures have been used to update the weights assigned to CPI items in areas where changes in consumer preferences have been recognised.  For example, the relative weights for CNG, LPG and diesel in the CPI were recently updated.  The weight for mortgage interest is reviewed annually.  Relative changes in expenditure on individual HES items within a CPI regimen item are used to review specific CPI items priced.





Also, if new products are noticed in shops, or if other significant new expenditure possibilities recognised (eg on cellular phones), the HES can specifically target them.  A new HES item code may be created, and the survey interviewers asked to remind respondents of this type of expenditure if necessary.  There is, however, a delay of at least twenty months before results are available.  This is because the change is introduced into the following March year’s HES.  Results from this are available five months after the end of the March year.  Also, any addition to the survey questionnaires has the potential to increase respondent burden, which is something that the department is always aiming to minimise.





CPI sub-group indexes can be used to deflate annual HES expenditures to obtain estimated HES expenditures in constant prices.  In this manner the CPI contributes to the analysis of HES data.





�
8	Sampling Errors





The following table gives the sampling errors (expressed as a percentage of the estimates) which it is prudent to allow for when using expenditure statistics at the group level.





Sampling Errors of Estimated Expenditure (1995-96)





Expenditure Group�
Relative size of sampling error (percent)�
�
Food�
4�
�
Housing�
14*�
�
Household Operation�
5�
�
Apparel�
8�
�
Transportation�
6�
�
Other Goods�
8�
�
Other Services�
6�
�
�
�
�
Total Net Expenditure�
5�
�



* The Housing expenditure group includes the value of house purchases less sales, but this is not used for CPI weighting as it is volatile and has a high sampling error.





Each statistic from the survey is based on a sample and is subject to a sampling error of plus or minus a percentage of the statistic.  The percentages are shown above.





For any expenditure category, there is a 95 percent probability that the true average weekly expenditure per household on that category lies within the range (A minus B) and (A plus B) where





A = average weekly expenditure per eligible household





and





B = A  x  Sampling Error for category/ 100.





No estimates are made of any response errors or other non-sampling errors, though it is known that expenditure on some items (eg alcohol) tends to be understated. 


�
9	 Issues Affecting the use of the HES


9.1	Sample Size





Although the sample size and structure is sufficient for current CPI purposes (except in certain areas such as housing), it is generally insufficient for producing reliable and detailed data on many topics, particularly on population sub-groups such as Maori.  Reliable regional expenditures cannot be provided for the full range of expenditure items.  Consequently, accurate regional CPI’s cannot be computed because, for example, South lsland households might be expected to spend more on heating than North lsland households.  Attempts to secure additional funding for increasing the sample size have not been successful to date. 





9.2	Under-reporting





The HES understates expenditure in a number of areas.  CPI weights for the following items are therefore estimated using production-based information:





Cigarettes, tobacco, alcohol - these items are generally stigmatised by the community. 





Soft drinks and confectionery - these items are understated because expenditure by persons under fifteen years of age is not included in the HES, and is easily forgotten by adults.





Contributions to health insurance's, union fees, and other expenses deducted from gross income before it is received by the household.  Payments are often “deducted at source” from salary, etc, and are sometimes overlooked in the survey data collection.





Independent, more accurate estimates are made of expenditure on the purchase and construction of owner-occupied housing.





Gambling expenditure and contributions to superannuation schemes (both are included in the HES but are not included in the CPI) may also be understated.  This is because gambling is considered undesirable by many in the community, and because in some cases superannuation deductions from salary are overlooked by respondent/interviewer.





Some areas of expenditure cannot always be separately identified for CPI purposes.  For example, building consent fees paid to local authorities are often not known to the householder as they are paid by the builder or architect  and are not itemised for the client, and hence are underreported.





Non-sampling errors are discussed further in the CPI Revision paper Managing Measurement Limitations in the Consumers Price Index.


9.3	Expenditure Classification





The expenditure item classification in the survey is not standard and a definitive translation to other classifications (such as the Harmonised System used in the external trade statistics) has not been established.  In the absence of internationally recognised classifications for items of expenditure or sources of income, classifications of goods and services are often used, supplemented with special categories for transactions such as licence fees and interest.  The international System of National Accounts 1993 introduced a Classification of Individual Consumption by Purpose (COICOP) which contains about thirty categories at its more detailed level.  Statistics New Zealand is evaluating the possible use of this classification (supplemented with additional detail) in the CPI and the HES. 





9.4	Matching Income and Expenditure





There is a continuing problem with matching income with expenditure, notably because a household does not necessarily spend out of current income.  It is difficult to compare income and expenditure for equivalent periods.  This is discussed further in HES Background Notes.





9.5	Self-Employment





Income from self-employment is often difficult to accurately collect because many self-employed people are not aware of how their business is currently performing.  Statistics New Zealand is attempting to determine more precisely in the survey the amount of self-employment business income coming into households, although the improvements envisaged will be relatively limited at this stage. 





9.6	Income and Expenditure in Kind





Income and expenditure in kind is not measured.  For example, some households may receive considerable support from other households in the form of free gifts of food and children’s clothing.  These transactions do not involve money expenditure and hence are not required for CPI weights, although estimated values would be useful information for some other users of HES data.  Transfers of goods and services within a household are also not measured.  Inter- and intra- household gifts of money are measured but are considered to be understated.





9.7	Other Issues





There is a need to provide quarterly rolling HES annual expenditure data.  This would lead to earlier identification of changes in expenditure patterns and enable the department to react earlier to new products and services in the marketplace. 





Low-income households are probably not included in the survey in their correct proportion (see Comparison of Asset Results with Other Data Sources for 1985-86, Statistics New Zealand Working Paper No. 89/1).





10	International Comparisons





10.1	New Zealand 





	Household Economic Survey


	Sample size:			3000 households


	Frequency of survey: 		Continuous





Main Objectives


and Uses�
Scope�
Questionnaires�
Expenditure 


Concept �
�
CPI weighting


National Accounts


Socio-economic analyses�
New Zealand-resident, private households living in permanent dwellings (ie are not house- holds residing in tents, caravans not permanently sited, etc.)�
Household


Income


Expenditure


Diary (fortnight)�
Expenditure or expenditure commitment on goods and services acquired by a household in a particular reference period, whether or not those acquisitions were consumed during that period. Any expenditure that was or was to be charged to, or refunded by, or paid by a business, is outside the scope of the survey.�
�



10.2	Australia 


	Household Expenditure Survey 1993-94


	Sample size:			8400 households


	Frequency of survey:		Every five years





Main Objectives


and Uses�
Scope�
Questionnaires�
Expenditure 


Concept �
�
CPI weighting


Standard of living studies


Evaluation of Government policy 


Market research�
Residents of private dwellings, which are houses, flats, home units, caravans, garages, tents and other structures that were used as places of residence at the time of interview. Excluded are special dwellings such as hotels, boarding houses and institutions�
Group (household characteristics, expenditure for items requiring more detail than possible in diary, expenditure on items otherwise undercovered (eg holiday expenditure))


Individual (income and personal characteristics)


Loans Authorisation 


Personal Diary  (fortnight)�
The acquisition approach is primarily used, in which the full cost payable by the household of acquiring a good or service within a given period  is collected. The full cost is collected regardless of whether the household actually paid for or consumed the good  or service during the period.�
�
�
10.3	Canada


	Survey of Family Expenditures


	Sample size:			15,000 households


	Frequency of survey:		Approximately every two years





Main Objectives


and Uses�
Scope�
Questionnaires�
Expenditure 


Concept �
�
CPI weighting


Determining how much people pay in indirect taxes


Definition of adequate income levels �
All households occupying a dwelling. Excluded are persons living on Indian Reserves, and living full-time in institutions.�
Household control card


Main questionnaire (income and expenditure)


Non-interview report.�
All goods or services received in  the year whether or not they were paid for prior to the year or were to be paid for after the year. All expenditures include where applicable provincial retail sales taxes, tips, customs duties and federal taxes paid on imported items. For credit purposes, the total price of the item was reported. Expenses attributable to businesses to business and reimbursed expenditures by employer or by insurance were excluded.�
�



10.4	United Kingdom


	Family Expenditure Survey


	Sample size:			11,500 addresses


	Frequency of survey:		Continuous





Main Objectives


and Uses�
Scope�
Questionnaires�
Expenditure 


Concept �
�
Annual reweighting of the retail price indexes


Measure the distribution of income


Study the redistributive effects of direct and indirect taxation and of a wide range of social benefits on the incomes of various types of household�
All types of private households in the UK are included. People living in hostels, hotels, boarding houses, and institutions are excluded.�
Household (includes expenditure)


Diary (fortnight) 


Income�
Total household expenditure represents current expenditure on goods and services. Total expenditure, defined in this way, excludes those recorded payments that are really savings or investments. Similarly, income tax payments, national insurance contributions and other payments for  the purchase of, or major additions to, dwellings are excluded.�
�
�
10.5	United States


	Family Expenditure Survey


	Sample size:			Diary Survey:		6,050 households


					Interview Survey	6,760 households


	Frequency of survey:		Continuous since 1980





Main Objectives


and Uses�
Scope�
Questionnaires�
Expenditure 


Concept �
�
Item selection and revision of weights for the CPI 


Economic analysis and planning in public and private organisations 


Studying the welfare of particular segments of the population


Revising benchmark estimates of some of the personal consumption expenditure components of the gross national product


Studying expenditure effects of policy changes on levels of living among diverse socio-economic groups such as the impact of various tax proposals


Constructing econometric models


Analysing consumer demand for various groups of goods and services�
All civilian non-institutional persons and all people in selected group quarters (boarding houses, housing facilities for students and workers, staff units in hospitals and permanent type living quarters in hotels and motels, and mobile home parks).�
Diary Survey:


Diary (fortnight), demographic inf. collected by interviewer


Interview Survey: 


Income and large expenditures�
The transaction cost, including excise and sales taxes, of goods and services acquired during the interview period. The full cost of each purchase is recorded even though full payment may not have been made at the date of purchase. Expenses incurred by family members while away from home overnight are also excluded.�
�
Sources:


Sources and Methods Labour Statistics.


1993-94 Household Expenditure Survey Australia.


1995-96 Household Economic Survey Background Notes.


�
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