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Briefing

THE IMPACT OF THE FAMILIES PACKAGE AND
BUDGET 2019 ON CHILD POVERTY RATES

To: Rt Hon Jacinda Ardern, Prime Minister, Minister for Child Poverty Reduction

cc: Hon Grant Robertson, Minister of Finance; Hon Carmel Sepuloni, Minister for Social
Development; Hon Tracey Martin, Minister for Children

Date 23/01/2020 Priority MEDIUM

Deadline ~ 27/02/2020 Briefing Number ~ DPMC-2020/20-619
¢

Purpose

1 This report provides you with advice on the expected.impact of the Families Package and
Budget 2019 on child poverty, and how that impact could be reflected in the rates of child
poverty released by Stats NZ in February this year.

Executive Summary

2  Reporting on child poverty by Stats NZ has a significantlength of time (around 18-24 months)
between income support changes being introduced and their impact being seen in the official
reporting on child poverty.rates. Furthermore, Stats NZ's reporting is based on a survey
which surveys households over the Course-of a year, asking them their income in the 52
weeks prior to the survey date — effectively measuring household incomes over a two-year
period. This means\that, when the reporting does begin to show the impact of policy
changes, this impact takes time.to feed through to reported rates.

3  Consistentwith.this, the upecoming reporting on 25 February by Stats NZ will be the first to
show any.impact from-the Families Package in 2018/19, but we expect this impact will only
be partially seen in.the release this year. Officials’ ‘best estimate’ is that the reduction will be
around a third to.a half of the modelled estimate of the full impact for the 2018/19 year, but
even this estimate'still has a considerable degree of uncertainty.

Recommendations

It is reecommended that you:

1 note that the majority of the Families Package was implemented in April and July 2018, with
the Best Start payment progressively phased in between 2018 and 2021

2 note the Stats NZ's upcoming reporting (due to be released on 25 February 2020) is based
on household incomes over a two-year period: incomes from mid-2017 to mid-2019

3 note the child poverty rates released by Stats NZ in February will only partially show the
impact from the Families Package
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4  note that Stats NZ's reporting in 2021 and 2022 will provide the best basis for assessing the
impact of the Families Package on child poverty rates

5 note that the Budget 2019 changes will take effect from April this year, so their impact on
official rates will be first seen in the 2022 release

6 agree to proactively release this report in full at the same time that Stats NZ releases the

child poverty rates

YES /NO

Kristie Carter
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The impact of the Families Package and Budget 2019

7

10

The vast majority of the Families Package has now been implemented, with increases to the
Family Tax Credit, Accommodation Supplement, and Winter Energy Payment implemented
in the first half of 2018, and the Best Start payment progressively phased in from July 2018
onwards. In addition, indexation and the other income support changes announced in
Budget 2019 will begin to take effect in April this year, with their impact steadily increasing
over time. Appendix One explains the implementation timeframes for specific initiatives in
more detail.

The best information we currently have on the overall impact that these changes are having
on incomes and child poverty continues to be modelling using the Treasury’s microsimulation
model, TAWA. As you know, it is estimated that by 2020/21 the Families Package and Budget
2019 changes combined will mean the BHC50 measure is reduced by between 41,000 and
66,000 children and the AHC50 measure by between 50,000, and 74,000 children. A
summary of the various modelling of the impact of both sets ©f changes on.incomes and
child poverty for each year is provided below and in Appendix Two - note:that'the gains and
reductions are not cumulative.

Families Package: weekly gains | Budget 2019: further~weekly | Estimated reduction in child
for families with children gains for families with children | poverty. compared to 17/18 tax
year
Families gaining | Average BHC50 AHC50
gains

2018/2019 385,000 $66 40,000-62,000 41,000-63,000
2019/2020 385,000 $68 40,000-62,000 46,000-68,000
2020/2021 384,000 $75 146,000 $8 41,000-66,000 50,000-74,000

The impact of the Families Package has not yet flowed through to the official reporting on
annual child poverty.rates by Stats NZ however. The previous Stats NZ figures (released in
February 2019).related to the period July 2016 to June 2018 — before the package was
implemented. We expect-that the first reporting to show any of the impact of the Families
Package will’'be the upcoming release in February this year.

As,you know, reparting on child poverty by Stats NZ has a significant ‘lag’ in the length of
time between income support changes being announced and the impact being seen in the
reporting. Thereare several reasons for the delay, including:

. The.time it takes to implement income support changes - there is generally a period
of at least several months before income support changes are fully implemented,
including time to pass relevant legislation, make the necessary changes to
administrative systems and processes, and, in some cases, align the changes with
timeframes for other processes (e.g. timing adjustments for 1 April).

. The time it takes to collect the data - the reporting is based on the Household
Economic Survey (HES), which surveys 20,000 households and is carried out over
the course of a year.
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° The time period the incomes data refers to - data is collected about household
incomes for the previous twelve months (from the point at which each household is
surveyed).!

. The time it takes for data to be collated and analysed - Stats NZ's reporting has
reduced the timeframe by several months, but there still remains a gap of around
seven months from the end of the survey period to the point at which official figures
are released.

Reporting methods also make it difficult to assess the individual impact of any particular
initiative on child poverty rates — particularly early on. Because the survey is carried out over
the course of the year (from July to June), and data is collected on household incomes for
the twelve months prior to the date on which a household is surveyed, reporting is effectively
based on incomes spread across a two year period. This means that, when any impact of
any initiative can eventually begin to be seen, this impact will initially only be partially:.shown.

Appendix Three shows how the implementation of income support initiatives..will flow
through to reporting by Stats NZ. The upcoming reporting in February will'be based on data
about households surveyed between July 2018 and June 2019. The first households
surveyed will be providing information about their incomes from July 2017 to June 2018, and
the last households will be asked about their incomes from July 2018 to June 2019 — an
overall ‘window’ that extends from July 2017(to June 2019.4This‘means around half the
incomes data will be from before the Families'Package came’into effect.

So while the reporting will be the first/torshow any impact from the Families Package, we
expect this impact will only be partially seen in the reporting this year. To estimate what this
partial impact might look like in Eebruary’s reporting, officials have commissioned Treasury
modelling using an alternative approach that usesia two year window and aims to resemble
the way Stats NZ reporting works‘Thissmodelling suggests that the February child poverty
figures are likely to,show between a thirdvand a half of the full impact that we expect the
Families Package is actually having'in 2018/19 (the full impact is shown in the table above).?

While this gives'us a ‘best estimate’ of what the impact will look like in February, even this
estimate stilllhas.a considerable degree of uncertainty attached to it. There is a possibility
that actual economic.conditions may have deviated slightly from the forecast assumptions
used, in, the"modelling, which may impact incomes, employment, and housing costs. In
addition, the reporting is likely to have sample errors of around + 1 - 2 percentage points,
which means rates could be around 10,000 — 20,000 children higher or lower than their ‘true’
level. There'is also a possibility that the shift to a significantly larger sample and/or other
methodological changes will have some impact on estimated rates. For a number of reasons,

Whereas past reporting was based primarily on self-reported income provided through the response to the HES, recent reporting
from Stats NZ featured a shift to using administrative data for the respondent’s income. This does not materially affect the reporting
timeframes; Stats NZ extract administrative income data for the same period as the survey would have - for example, if a household
was interviewed for the HES in May 2018, Stats NZ would retrieve income for May 2017 to April 2018

2The reason that the modelled impact is slightly lower than a simple halving of previously modelled estimates is due to the way the
Treasury’s TAWA model calculates the threshold for the fixed line poverty measures. This issue is unlikely to apply to Stats NZ's
reporting, but given the range of uncertainties involved officials believe a more conservative estimate of expected impact is
advisable at this stage.
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rates could be slightly higher or lower than expected, which will further complicate any
assessment of the impact that the Families Package has had on child poverty.

Next steps

15 DPMC is scheduled to receive Stats NZ's figures 24 hours before they are publicly released.
We will immediately provide these to your office, and prepare briefing material on the
release.

16 We recognise that the timeframes outlined in this report are complicated and challenging to
understand, and there is a risk that there may be some confusion from media and other
commentators as to what the February reporting does and does not show. To aid public
understanding of what the figures represent, we will publish diagrams ‘and.other explanatory
material on the DPMC website. We could also proactively release this report at the time-of
the February release, should you wish.
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Appendix One: implementation of the Families Package and Budget 19

17

18

19

20

The vast majority of the Families Package has already been implemented, with most of the key componhents being implemented in the first half

of 2018:
e  The Accommodation Supplement changes were implemented in April 2018.

e  The Family Tax Credit changes were implemented in July 2018

e  The Winter Energy Payment was paid for three months in 2018 (from July <*September), and will be paid for five months for each year

from 2019 onwards (from May — October).

The Best Start payment is being steadily introduced over a three year period. The payment was available for families with a child born or due
from 1 July 2018, and so will be phased in as the child ages: it was fully available to all under-anes by July 2019, and will be fully extended to

eligible under twos by July 2020 and under threes by July 2021.

Budget 2019 announced three further income support changes, including changes to the way benefits are adjusted from year-to-year, increases
to the abatement thresholds for main benefits, and the removal of the section 192.sanction. All three changes begin to take effect from April 2020,
but also can be seen to steadily ‘phase in’ — the abatement thresholds steadily rise over a four year period, and the impact of the indexation

changes will slowly grow over time.

The diagram below summarises the timeframes for the.implementation of these changes.

Baseline period First intermediate target period
2016/17 2017/18 2018/19 ] 2019/20 2020/2021
Jul-16 Dec-16 Jan-17 Apr-17 Jul-17 Dec-17 Jan-18 Apr-18 Jul-18 Oct-18 Jan-19 Apr-19 Jul-18 Oct-19 Jan-20 Apr-20 Jul-20 Oct-20 Jan-21 Apr-21
July-SepT
2018 May-Oct 2019 May-Oct 2020
Winter] Winter Energy| Winter Energy
Energy Payment Payment
Payment

April 2018 - Accommodation Supplement changes begin

|Ju|y 2018 - Family Tax Credit changes begin

July 2018 - July 2021 - Best Start payment phases in

Apr 20 - Benefit indexation and other B19 changes begin

Dec 17 May 19
- Families, _B19
Package changes
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Appendix Two: TAWA modelling of impact of the Families Package and B19

21

22

23

24

Officials have used TAWA to estimate the average gains from the Families Package for
families with children. Around 385,000 families with children on average are expected to gain
by:

e  $66 per week in 2018/19

e  $68 per week in 2019/20

e  $75 per week in 2020/2021

MSD officials have modelled the expected impact of Budget 2019 changes, over and above
the above gains from the Families Package. It is estimated that:

e around 340,000 individuals and families (those with and without children)will. gain on
average $5 per week in April 2020, increasing to around-$15-per week in April 2023

e around 146,000 families with children will receive;.on average, an additional $8 per
week in April 2020, increasing to around $20 per week in April’2023:

Modelling for Budget 2019 indicated that, by the time the Families Package is fully rolled out
in 2020/2021, the combined impact of the Families'Package and Budget 2019 will reduce
the BHC50 measure by between 41,000 and 66,000 children‘and the AHC50 measure by
between 50,000 and 74,000 children.

The table below provides a summary of various TAWA modelling of the full impact on
incomes and poverty for different tax years. As this.shows, the vast majority of the impact on
incomes and child poverty has already occurred.

Families Package: weekly gains,| Budget 2019: further | Reduction in child poverty
for families with children weekly gains for families | compared to 17/18 tax year
with children

Families Average BHC50 AHC50

gaining gains
2018/2019 385,000 $66 40,000-62,000 | 41,000-63,000
2019/2020 385,000 $68 40,000-62,000 | 46,000-68,000
2020/2021 384,000 $75 146,000 $8 41,000-66,000 | 50,000-74,000
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The diagram below summarises the various modelling of the impact on incomes and poverty, and how they relate to the implementation of these

various policy changes.

Baseline period

First intermediate target period

2017/18 2018/19 | 2019/20 | 2020/2021 2021/2022
Jul-17 Dec-17 Jan-18 Apr-18 Jul-18 Oct-18 Jan-19 Apr-19 Jul-19 Oct-19 Jan-20 Apr-20 Jul-20 Oct-20 Jan-21 Apr-21 Juk21 Oct-21 Jan-22 Apr-22
ly- 201 May- 2 May- 2021
Ju‘v Sept 2018 May-Oct 2019 ay Oct 2020 ay Oct 20.
Winter Energy T s Winter Energy Winter Energy
Payment Br=ay Payment, Payment

‘April 2018 - Accommodation Supplement changes begin

July 2018 - Family Tax Credit changes begin

July 2018 - July 2021 - Best Start payment phases in

e

"W 20 - Benefit indexation and other B19 changes begin

385,000 families with children gain 566 per week

BHCS0 reduces by 40-62,000
AHC50 reduces by 41-63,000

2018/19 Tax Year

385,000 families with childrén gain 568 per week

BHCS0 reduces by 40-62,000!
AHCS0 reduces by 46-68,000

2019/20 Tax Year

385,000 families with children gain $75 per week

146,000 families with children gain $8 per week

BHCS50 reduces by 41-66,000
AHC50 reduces by 50-75,000

2020/21 Tax Year

Weekly gains from Families Package

EWeekIy gains from B19 changes

Modelled impact on child poverty
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Appendix Three: the impact of the Families Package and Budget 2019 on poverty rates in Stats NZ reporting

26 Below are the timeframes for the implementation of the Families Package, and how its impact will be shown across the next three years of child
poverty reporting. The majority of the impact of the Families Package should be observable in thewreporting released'in 2021.

Baseline period ] First intermediate target period
| 2016/17 2017/18 | 2018/19 | 2019/20 | 2020/2021 2021/2022
IJul—lB Dec-16 Jan-17 Apr-17 Pul-17 Dec-17 Jan-18 Apr-18  Jul-18 Oct-18 Jan-19 Apr-19 Jul-19 Oct-19 Jan-20 Apr-20 Jul-20 Oct=20 Jan-21 Apr-21 Jul-21 Oct-21 Jan-22 Apr-22
May-Oct May-Oct May-Oct
s 2019 2020 2021
Winter Energy . . T
S Winter Energy Winter Energy Winter Energy
g Payment Payment Payment
lApriI 2018 - Accommodation Supplement changes begin
July 2018 - Family Tax Credit changes begin
July 2018 - July 2021 - Best Start payment phases in
Apr 20 - Benefit indexation and ether B19 changes begin
Income survey period for HES 2020/21
HES 20/21
Income survey period for HES2019/20
HES 19/20
Income survey period for HES 2018/19
HES 18/19
Income survey period for HES 2017/18
HES 2017/18
Feb 2022 -
APRIL 2019 - Feb 2020 - Feb 2021 -
SNZ report on baseline SNZ Report SNZ Report =i REP?EI:ISE )

Based on 17/18 HES, so
covers incomes from mid
2016 to mid-2018

Based on 18/19 HES, so
2017 to mid-2019
Picks up partial

impact of Families
Package

covers incomes from mid-
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Based on 19/20 HES, so covers
incomes from mid-2018 to mid-
2020

Picks up most of the
impact of Families
Package

Based on 19/20 HES, so covers
incomes from mid-2019 to mid-
2021

Picks up close to the full
impact of Families
Package and partial
impact of the B19
changes






