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The paper in summary...

To cut away the destructive roots of persistent and intergenerational poverty in New Zealand, we first need to uncover
them. This paper, the third in the Heart of Poverty series, is a comprehensive review of all we know about the pathways
into and out of poverty for this generation and for those to come.

We start our journey towards recommendations in Sections 1, 2, and 3 by laying a foundational base of context,
definitions, measurements, and causal theory.

We discuss here the key concept that poverty is best understood as a dynamic relationship between resources
and needs—both rise and fall over time. If a family’s resources fall or their needs rise (or both) to a level that leaves
them unable to participate in society, they are considered to be in poverty.

Sections 4, 5, and 6 deal broadly with poverty within lifetimes—persistent poverty. For us to trace causal pathways, we
need to look at how families” experiences of poverty change over time. We see the impact of trigger events and life shocks
that push families into poverty and show how poverty is “simultaneously fluid and characterised by long-term traps.”*

Analysis into “trigger events” showed that work events like losing a job or benefit that tend to reduce resources often
combine with family events like separation or birth of a child that tend to increase needs. Work events are much more
common than family events, but family events tend to hit with greater impact. More broadly speaking, life shocks
like a marriage break up or a serious illness/injury can accumulate, potentially reaching a tipping point where they
become too numerous and intertwined for a family to overcome.

Some groups are particularly vulnerable. Being a sole parent, having no educational qualifications, and being
part of an ethnic group other than New Zealand European are the most potent risk factors associated with
persistent poverty. Living in a benefit-dependent household and in a Housing New Zealand house also put families at
significant risk.

There is good evidence that “the poor” are not a fixed group. Even if the headline poverty figure remained the same
from one year to the next, many of the people captured by that measurement would be different; some would have
shifted out of poverty, while others have shifted in. Taking a long term perspective, research shows that most people who
fall into poverty are there for a short spell with limited consequences.

The longer a family experiences poverty, the more likely it is that they will endure greater levels of hardship and more
severe poverty, and less likely that they will escape. This cumulative impact that tends to scar deeply is why our
greatest concern should lie with families trapped in persistent poverty. Around sixteen percent of New Zealanders
experience persistent poverty at any one time.

Sections 7 and 8 deal with poverty across generations—intergenerational poverty. Just as persistent poverty is a focus
for families now, intergenerational poverty is of serious concern for families of the future. Poverty in one generation
increases the chance of poverty in the next, wasting human potential and undermining our shared sense of a “fair go.”

Looking across generations, we found that poverty experienced during childhood matters for future economic
and educational outcomes, but the evidence suggests that the independent effect is small to modest. As one
scholar put it, “the things that change when income increases have only a modest effect on outcomes, while the things
that have a large effect on outcomes change only a little when income increases.”* A wider set of parental characteristics
including the home environment, family aspirations and child behaviour are relatively more important.
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In Section 9, we pull together evidence from the previous sections and our two headline pathways to poverty, alongside
broad policy directions that amount to a renewed focus on improving the lives of struggling families now and in the
future, through work and education.

Worklessness and low earnings are the primary drivers of poverty for families now. We identified that “low
parental qualifications, drug and alcohol dependency, parental and child health problems, and family size and instability”
all influence parents’ ability to attain and keep a well-paid, stable job to provide for their family, and participate in the
economy and society.

To help improve families” employment outcomes, we recommend:

Investigating job retention strategies

Developing skills for those with low skills and poor qualifications
Expanding flexibility of working hours and accessibility of childcare
Improving non-resident fathers’ potential to support their children

Promoting apprenticeships, on-the-job training and partnerships

Children’s low educational attainment now is the primary driver of poverty for families in the future. We
identified that “low parental qualifications, home environment (including parenting styles and aspirations), non-
cognitive development, poor parental health and childhood poverty itself” all influence a child’s potential for educational
attainment and subsequent employment success.

To help boost children's educational achievement, we recommend:

Shifting financial and in-kind support towards families with young children
Investigating ways for schools to better push against socioeconomic barriers
Developing childrens’ social and emotional character skills

Improving accessibility and quality of parenting programmes

Adopting a more holistic, “two-generation” model of development

We conclude that our social security system serves most New Zealanders well, but is deeply failing to help those suffering
persistent and intergenational poverty, who face a number of challenges and have complex needs. We need imagination
to discern policies that go beyond “more money,” collaboration to work across sectors and ideological divides, and the
political will and bravery to pursue long-lasting change. It is our responsibility, as researchers and policy-makers, to
help forge and refine a policy environment where these families have the opportunities and skills they need to flourish
and participate in society, alongside hope that their lives can change for the better. More effective employment and
education policies are the key to making this a reality.

+ OECD, OECD Employment Outlook 2001 (2001), 37.

£ Susan Mayer, The influence of parental income on children's outcomes, 67.
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1.INTRODUCTION

Families in poverty face significant challenges and
disadvantages that are likely to have scarring effects long
into their children’s futures, hindering their development
and life chances. These children’s children and their
families may eventually bear this burden as well. For
far too long our policy response to such persistent and
intergenerational poverty has been an approach the
Finance Minister has gone so far as to call “flying blind.”
Thisisnot good enough. To truly address poverty, policies
need to be well-informed and based on sound evidence.

We have spent billions upon billions of dollars on
social policies with surprisingly little evidence that we
are targeting the spending efficiently or having any
positive effect on reducing long-term disadvantage and
increasing opportunities for families in need.” We haven’t
been mindful enough of what causes families to fall into
poverty, and what it is that keeps them there, even into
the next generation. To hack at the destructive roots of
persistent and intergenerational poverty, we need to see
and understand them more clearly.

Maxim Institute is engaged in a long-term project that
aims to develop policy that will help those in or at
risk of poverty—our families, friends, and fellow New
Zealanders who are missing out on what most of us take
for granted now and will suffer long-term consequences
in the future.

The first two papers in the series explored the meaning,
definition, and measurement of poverty.? This paper,
the third in the series, seeks to discover the factors that
cause poverty in New Zealand for this generation and for
those to come.

We recognise that for policy to be well-tailored to helping
people get out of poverty—or to ensure that people do
not become trapped there in the first place—it must
be mindful of the reasons people fall into and become
trapped in poverty. Once we understand these pathways
into poverty, we may recommend policies that will
address these root causes and ultimately transform lives
for the better. We also have an interest in the factors that
help families escape poverty; not just pathways in, but
doorways out, too. We hope that this work will help these
families and their children to “thrive, belong, achieve,”
as the Government’s vision for New Zealand children
articulates.*

Maxim Institute Discussion Paper

This work sits in a policy context that is increasingly
aware of the need to seek sustainable answers to
this intractable, “wicked” problem.> In a report to the
Ministerial Committee on Poverty in 2013, Treasury
recommended that New Zealand needed to “better
understand the triggers that lead to people falling into
persistent low income and deprivation . . . the [r]esilience
factors that protect some people and /or help lift them
out of low income and deprivation . . . [and] the causal
links between low income, deprivation and individual
characteristics.”

The Expert Advisory Group, convened by the Children’s
Commissioner to identify solutions to poverty in New
Zealand, also outline why this task is such an important
one:®

“Understanding causal relationships is vital for a full
understanding of the true costs of child poverty, and
also for assessing how much other child outcomes
would improve consequent on reducing child poverty.
In addition, understanding the causal impact of family
income on child outcomes goes to the heart of questions
about best directions of resources in terms of investing
in children. Is it better to spend on enhancing family
incomes or purchasing services, such as early childhood
education, on behalf of that child?”

To contribute to these questions on the way to better
policy and better outcomes for New Zealanders, this
paper will explore: the public perceptions of what causes
poverty, persistence and mobility of income within and
across generations, key factors that drive poverty within
and across generations, trigger events that cause families
to enter and exit poverty, and finally, risk and resilience
factors that make families more or less vulnerable.
All lead us to a clearer roadmap of the pathways into
poverty, where we have found work and education to be
the main routes out of lives of despair to lives of hope.

1.1 Concepts and limitations

For the clear vision we hope to achieve, the scope of this
paper is limited in several ways:

Working-age families in poverty are the
primary focus of this paper.” Different causal
pathways exist for different demographic groups.
Around two-thirds of those in poverty in New
Zealand are working-age families (sole and



couples) with children.® As they constitute the
majority of people in poverty, there is a greater
availability of data for this kind of family than for
other demographic groups. Focusing on families
with children also allows for investigation into
the intergenerational effects of poverty. We are,
therefore, interested in family poverty.®

We focus on proximate rather than distal
causes for poverty. The focus here is on factors
closest to families, sometimes called proximate
causes, rather than broader macro structural (also
called distal) causes like globalisation, labour
market factors, economic growth/stagnation,
inequality, discrimination, demographic trends
and policy reforms.”® We recognise that factors
like the number of jobs available, the nature of
the benefit system, work incentives, and the
returns to educational attainment, for example,
matter deeply, yet the factors and events closest
to families need to be understood first to focus
and guide broader policy solutions." Establishing
whether losing work is a primary driver pushing
families into poverty and how job losses happen
is a pre-requisite for making labour market policy
designed to alleviate poverty, for example. There
is also more available data with fewer moving
parts and confounding factors, making it a more
manageable aspect of the research.

The findings in this paper are limited and
drawn primarily from empirical research.
Much of the evidence here is quantitative,
complemented with limited qualitative work
where available.” While this means that much of
the following work is based on empirical research,
we conduct it with a rich, textured, and holistic
understanding of people.® We understand that
people hold values and desires and find meaning
and fulfilment through relationships and deeply-
held beliefs."* They also live with and depend
upon their families, and families over time form
intergenerational bonds. We recognise that the
empirical research we rely upon—while crucial
for giving us solid evidence of the characteristics
and events that can have a strong impact on

people’s chances of falling into and remaining in
poverty—is limited and does not fully explain a
complex reality that we can only partially grasp
through scientific methods. This work is therefore
exploratory in nature. Evidence will be from New
Zealand, where available.

1.2 Definition and measurement

We define poverty as a situation where: a
person or family lacks the material resources
to meet their minimal needs to participate
in society, as recognised by most New
Zealanders.* Poverty is best understood as a
dynamic relationship between resources and
needs.’ People use resources to meet their needs,
and the scarring effects of hardship (going without)
and social exclusion (inability to participate in
society) are likely to result when these needs are
not met.” More specifically:

Material Resources can be formal—that
is, provided by the market or Government—
or informal—provided by family, whanau,
friends, neighbours, churches etc. There are
two basic kinds:

Financial: Income, benefits, assets,
material goods, charitable gifts etc.

In-kind: Health services, education,
childcare from family, etc.

Minimal Needs are determined by what
most New Zealanders consider necessary
for a minimal acceptable standard of living
to participate in society: a range of items
or activities that no one should go without.
These needs may be social or material
and go beyond what's required for mere
survival. The needs that are included are
those that require material resources to fulfill
(therefore the definition doesn’t include the
full breadth of human needs like meaningful
relationships, for example). Needs change
over time and differ depending on personal/
family circumstances such as age, health,
disability, geography, prices etc.

See Heart of Poverty: Defining and Measuring what it means to be poor in New Zealand for a more detailed discussion on the definition of poverty. [Footnote this]

See Appendix 1 for a high level framework produced by the Department of Prime Minister and Cabinet, Ministry of Social Development (MSD), and the Treasury,

depicting the myriad factors that influence how resources interact with needs.
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We accept that income measures (usually
involving some proportion of the median
income) are an imperfect yet reasonable
marker for poverty understood broadly as a
lack of resources.” There is no perfect measure
of poverty as it is a multidimensional concept.”
Much of the existing literature that will be drawn
upon in this paper rests on this assumption, and
due to the relative ease with which income data
can be obtained these measures are also the
most prominent. While hardship (also known as
deprivation) measures are important because
they track actual outcomes and day-to-day
material living standards, the literature is limited
from a causal perspective.” There is significant
overlap across income and hardship measures—a
relationship that strengthens over time and with
severity—which means many of the income-
based findings will be reasonably indicative of
hardship as well. >
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2. PUBLIC CONCEPTIONS OF
CAUSES OF POVERTY

Before delving into what the experts say causes poverty,
it is instructive to take a moment to consider public
conceptions of the causes of poverty. In a democracy like
New Zealand’s, the public’s perception of what causes
of poverty is important because their views influence
and shape policy.”” A public that believes that poverty is
caused predominately by the behaviour and choices of
those in poverty will demand and accept very different
poverty-fighting policies from its government than a
public that believes that poverty is caused primarily by
things outside of the control of those in poverty, such as
bad luck or racism. As public health academic Margaret

Whitehead notes, “[W]hen decisions are taken that
‘something must be done” about a problem, the nature of
the proposed action will depend on prevailing notions of
what is causing the problem.”

2.1 Categories of causes of poverty

When asked to respond to a series of options that
explain why people are poor, the public’s answers can be
classified into three categories: individualistic, structural,
and fatalistic, as Table 1 shows:*

Table 1: Categories of public conceptions of causes of poverty

Category Survey Response

Description

Individualistic they are lazy and lack willpower

attributed responsibility for poverty to the behaviour
and choices of the poor (families, sub-culture)
themselves (for example, lack of thrift, unwillingness to
work, problem drinking or drug abuse, dropping out of
school, having children without the means to support
them)

Structural society treats them unfairly

attributed responsibility for poverty to external and
economic forces (for example, low wages, unstable
markets, technological change, no good schools,
absence of jobs, prejudice and discrimination, badly
designed policies (both ineffective or encouraging
dependency))

Fatalistic they have been unlucky

accounted for factors beyond the control of individuals,
yet did not charge the society (such as bad luck, illness,
or lack of ability)

Source: Dorota Lepianka, Wim Van Oorschot, and John Gelissen,"Popular explanations of poverty: A critical discussion of empirical research." Journal of Social Policy 38, no. 03 (2009):
423, 427 and Rebecca M. Blank "Selecting among anti-poverty policies: can an economist be both critical and caring?" Review of Social Economy 61, no. 4 (2003): 447-469.

2.2 Polling responses in New Zealand

In 2005, New Zealanders were asked whether people
were poor because society treats them unfairly or
because of laziness and lack of will power (only two
options were presented).> Sixty percent of people

surveyed responded that it was because of laziness and
a lack of will power.” When asked whether most poor
people have a chance to escape their situation or very
little chance, over three-quarters of those surveyed
responded that “most poor people a have a chance of
escaping their poverty.”
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Figure 1: Public conceptions of the primary cause of poverty in New Zealand

In your opinion, what do you think is the primary cause of child poverty in New Zealand?

Economic factors: Lack of jobs/money/low wages/high
cost of living/widening gap between rich and poor

Bad parenting/choices: neglect, not prioritising children,
not budgeting, spending on alcohol, smokes, drugs etc.

Systemic failures/lack of government support:
benefits/housing/political issues

Lack of education/uneducated parents

Having too many children/not able to support,
unplanned pregnancies/single parents

Other comments (no parents/culutural factors/giving

money to churches/ill health)

Don't know

40%

40%

12%

°
>

9

8%

2%

14%

Source: Child Poverty Action Group (CPAG), New Zealanders’ attitudes to child poverty, Research Report (2014), 11.

More recently, the Child Poverty Action Group polled New
Zealanders in more detail regarding their perceptions
of poverty.”” As Figure 1 depicts, there are broadly two
camps split down the middle on the primary cause of
poverty in New Zealand. One views structural factors—
particularly economic—outside of people’s control like
unemployment, wages, and living costs as the main
culprits, while the other views poverty as caused by

individual characteristics and the behaviour of the poor
themselves like bad choices, neglecting responsibilities
and spending money on drugs and alcohol instead of the
basics. Much smaller proportions of people, around one
in ten for each, laid the blame on a lack of government
support, uneducated parents, and families having too
many children.

Figure 2: Public conceptions of the primary cause of poverty in New Zealand from those who knew a child in a poor

household.

Which of the following do you think are the main reasons why the child you know lives in poverty?

Abusive immediate environment I 72%
High cost of living I 63%
Unemployed parents/care givers N 63%
Not spending money wisely I 62%
Inadequate disposable income I 57%
Poor parenting IS 53%
Poor housing I 48%
Alcohol and drug abuse at home NN 48%
Problem debt NN 44%
Chaotic parenting NN 40%
Neglect IS 38%
Restricted government benefits NN 35%
Over-crowding at home NN 34%

Poor health

I 34%

Family bad luck GGG 17%

Other Il 5%

Source: CPAG, New Zealanders’ attitudes to child poverty, Research Report, (2014), 23.
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For a perspective grounded in personal experience, the
same survey asked people whether they actually knew a
child or children in poverty. Nearly a quarter (24 percent)
said that they did. Figure 2 shows how when asked what
the specific main reasons why the child they knew was in
that situation, again we see an interesting split between
structural and individualistic reasons.

2.3 Discussion of public perceptions

Findings from the UK suggest that personal experience
of poverty significantly influences people’s perception
of its causes. Those with direct experience of being
poor are more likely to view structural factors as more
important while those without experience are more likely
to believe people were personally responsible for their
plight.”® Research by Motu showed that Maori are also
“more likely to believe: (a) people are in need because
society is unfair; (b) government is doing too little to help
people in poverty; (c) owners should not run businesses
by themselves; (d) luck and connections matter more
than hard work for success; (e) it is not fair to be paid
more for better performance whilst doing the same job
as someone else; and (f) capitalists are more threatening
to society than other groups.””® When you ask those in
poverty in New Zealand what factors they think keeps

them trapped in poverty, as the Auckland City Mission
did last year, the answers are illuminating: debt, justice,
housing, employment, health, food insecurity, services,
and education; all exacerbated by the time required
to navigate a complex system of support agencies and
organisations.*°

The broad array and distribution of answers again
highlights how multi-faceted the problem of poverty
appears and, at the same time, how polarised debate
and opinion can become, as people tend to simplify a
complex reality with false dichotomies—it’s all the fault of
the person in poverty, or it’s all the fault of things outside
of the person’s control.®' In reality, both perspectives
are right.® The choices we make are constrained by
our history and context.® We shall see below that the
pathways into poverty aren’t quite as clear-cut as popular
polls and surveys might suggest.
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3. CAUSATION

The surveys above asked the question, “What causes
poverty?” But before we, as researchers and policy
makers, can answer this question, we must first
understand how causal relationships “work.” Those
familiar with the nature of causal relationships and the
associated research methods may skip this section, as it
serves as an introductory primer to the area.

Let’s start with an example. Poverty is linked with almost
every negative outcome imaginable, both now and in
the future.®* These span educational, health, economic,
and social domains and include “brain and cognitive
development, current and future mental and physical
health, lifespan, child abuse and neglect, learning,
future earnings, successful relationships, and so on.”*
The academic literature here is robust: there is a strong
consensus that these relationships exist.

But just because poverty is related to these negative
outcomes, does not necessarily mean that poverty
is the primary cause driving them.*® Causation, that
is, how and why two factors are related, is much more
difficult to come by than correlation. It isn’t as simple as
observing X occurring and watching Y result.

More generally, when two variables coincide, three
possibilities arise:¥

1. Causationis notinvolved at all. X doesn’t cause
Y. Sometimes, while two variables are related and
follow one another there is no causal relationship.
Spring, for example, always follows Winter, but
Winter does not cause or produce Spring in any
meaningful way.

2. The observed relationship is a result of
outside factors: Both X and Y are caused by
something else. Other times, something else
causes the changes in the two variables. A notable
example often used to illustrate this phenomenon
is a positive relationship between the rate of
drownings and a rise in ice cream sales. One
could say that one causes the other, but actually,
the outside factor causing both is the weather.
Warmer weather in summer means that more
people are likely to go swimming and more people
are likely to buy ice creams.

3. One variable causes the other: X causes Y or
vice versa. A genuine causal relationship exists.
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The problem remains about which is the cause and
which is the effect? It is possible that causation
goes in the opposite direction, that Y causes
X. The direction of time is one obvious factor to
consider. There is a strong explanation as to why
pulling the trigger causes a bullet being fired, for
example: the trigger causes the hammer to strike
the primer that ignites the gunpowder and the
ensuing explosion propels the bullet.

3.1 Methods for investigating
potential causal relationships

To establish a genuine causal relationship like in the
third case, several types of complementary evidence are
required, ranging from simple to complex, common to
rare.®* These range from:

Basic correlational techniques that show how
one factor (income for example) is related to
other factors, without controlling for outside
confounding factors; to

Regression models that do control for these
factorstoeliminate alternative causal explanations
and assess the relative strength of relationships;
to

Experimental studies, like randomised controlled
experimentsand natural experiments, that observe
changes over time following interventions to give
more confidence on the direction and strength of
causality than the other methods.*

In the social sciences, empirical tests of the causal
mechanisms at the level of individual action are also
necessary to understand the generative process linking
the potential cause and effect. For example, lack of
investment in children is commonly cited as a theory
that may explain how poverty experienced in childhood
causes poor outcomes later in life.*° To test this, a study
would need to be designed to analyse how individuals
make investment decisions with respect to their
children’s development.

Correlational and regression techniques are the most
common, while experimental studies are relatively
scarce, particularly in New Zealand.* We will primarily
draw upon the first two types of evidence as they
constitute the majority of the existing literature.*



Different kinds of evidence also answer different
questions, which can be categorised as:*

Association: Cause and effect?
Sequence: Cause to effect?
Interventions: Effect from cause?

Explanations: How is effect caused?

3.2 A worked example exploring
correlation and regression

Is early motherhood a direct cause of poverty?
Researchers have attempted to untangle the
causal relationship between early motherhood and
poverty using data from the longitudinal birth cohort
Christchurch Health and Development Study.** Similar
findings from regression models will be called upon in
further sections, as will an analysis of how family changes
trigger movements into and out of poverty, but for now
this example is primarily here to help to illustrate what
conclusions can be drawn from which data.

1. Association: Mothers who became parents before
age twenty had significantly worse economic
outcomes than women who weren’t mothers at
the same age.* These early mothers “worked
fewer hours in paid employment; were more likely
to be welfare dependent; had lower personal
incomes; were more likely to experience economic
hardship; were more likely to report that they did
not have enough money for everyday needs; and
were more likely to report that it was impossible
for them to save.”® These findings show there
is a correlation between early motherhood and
poverty.

But having a higher likelihood of being in poverty
was not the only characteristic shared by those
who had become mothers in their teenage years.
When compared with women who were the same
age but did not experience early motherhood, the
authors find that:*

early mothers were more likely to have been
raised by a mother who was young, had no formal
educational qualifications, and were a single
parent, were more likely to be of Maori ethnicity,
were more likely to have experienced sexual
abuse before age 16, had lower IQ and academic

achievement, had higher levels of childhood

conduct problems and attention problems, were
more likely to affiliate with deviant peers at age
14, and were more likely to have used alcohol by
age 14.

These shared characteristics of family background
and early life circumstances are covariates—other
possible causal explanations for the relationship
between early motherhood and poverty.

2. Sequence: To eliminate these alternative causal
explanations, researchers use regression models
with information from people’s lives over time
to control for these potentially confounding
factors: the "pre-pregnancy differences between
early mothers and other women."#

There are two potential outcomes:

If the relationship between early motherhood
and economic outcomes disappears when these
family background and early life circumstances
are considered, then it’s likely that these factors
are driving the relationship, rather than early
motherhood itself—that is, that these family
background and early life circumstances are
likely causing both the early motherhood and the
poverty. In this way, early motherhood is likely an
indicator (or symptom/marker) of poverty rather
than a likely cause of it. Indicators can potentially
mask the true underlying causal factors.

If the relationship between early motherhood
and economic outcomes remains after these
family background and early life circumstances
are considered, it suggests that early motherhood
does increase the risk of poor outcomes,
regardless of the woman’s background and life
circumstances before becoming a mother. We
would be much more confident about the causal
relationship between early motherhood and
economic outcomes.

After controlling for potential confounds, the
relationship "between early motherhood and all of
the economic outcomes,” while diminished, was
still significant.”® This suggests a potential causal
relationship as many of the alternative explanations for
the relationship were eliminated. Even after adjustment,
early mothers were around "five times more likely to be
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welfare dependent at age 30," around five times more
likely to experience economic hardship, and earn $10,000
less per year than women who didn’t have children early
in life.>° This “economic disadvantage ... is still evident
ten years after their entry into motherhood, suggesting
long-term impacts rather than short-term setbacks.*

3. Interventions: The statistical regression model
used here is not an intervention-type experiment
and cannot definitively establish causation.
Instead, regressions are best understood as a
tool to help rule out alternative explanations to
provide additional confidence about potential
causal relationships.®> We cannot, therefore,
support a categorical claim that early motherhood
causes poverty. A true experiment to draw more
confident and robust causal conclusions would
involve mothers being randomly assigned to
have children then observing the effects. This
has obvious ethical problems, and highlights the
difficulty faced by social scientists in this area.

4. Explanations: The research used here has
established an association but it cannot confirm
the mechanism acting on this relationship. For
this, a theory needs to be devised that links the
potential cause and effect. In this case, the authors
of the Christchurch study note “one possibility is
that having a child before age 20 interferes with
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important life tasks that are being completed
around this age, such as completing education
or entering the job market. Failure to complete
any of these tasks may limit an individual’s later
opportunities for economic success.” This is, for
now, a theory, and would also require additional
empirical research that observed the level of
individual/family action to support it.

It is important to use the right set of tools for the job.
This section has shown how different research methods
can uncover different aspects of reality so we can—to
the extent that it is possible—assess the nature, strength
and direction of causal relationships. The limitations of
the available research methods have also been made
apparent. Nevertheless, seeking to uncover potential
causal relationships gives us “levers on reality, some basis
for choosing how to act,” as political scientist W. Philips
Shively writes, “coincidence without cause gives you no
lever.”* Making accurate distinctions between potential
causes and mere indicators, for example, is crucial for
targeting poverty-fighting policy well. We sometimes pull
policy levers to no effect, and other times we simply pull
the wrong levers entirely. A better understanding of the
potential causal processes driving poverty will help guide
better policy responses.



4. INCOME DYNAMICS

Now that we have covered the ways in which we can
identify and test the strength of causal relationships, it is
time to turn to ways in which we can track how resources
and needs change over time, what researchers call
income dynamics.

Our lives are constantly in flux. We experience predictable
life-cycle changes like reaching adulthood, having
children, and retiring one day, and, in an uncertain world,

we also face unpredictable challenges like relationships
falling apart or losing a job. Like ocean currents, broader
economic and cultural forces also push and pull us
about. It should therefore come as no surprise that
our resources and needs fluctuate alongside these
changes—predictable and unpredictable; favourable
and unfavourable. An early illustration of income
dynamics across the lifetime of an individual may be seen
in Figure 3 below:

Figure 3: Seebohm Rowntree’s “Five alternating periods of want and plenty for a labourer”
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Source: Seebohm Rowntree, Poverty: A study of town life, (Macmillan, 1901) 137.

Individuals and families will often move up and down
the income ladder, living on a relatively low income at
one point, then moving to a higher income, and perhaps
dipping back down. Needs change too as changes to
family structure and size drive movements above and
below the poverty line, as is mostly the case in Figure 3.
Such movement is referred to as income mobility. The
length of time a family spends on any one rung on the
income ladder is referred to as persistence—the stay
can be temporary, recurrent, or persistent.

4.1 Mobility

Though it is individuals and families who experience
income mobility, mobility is often thought about and
discussed at an aggregate societal level. The images
below in Figure 4 use data from a longitudinal survey
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called SoFIE to represent this movement across the
entire income distribution over time in New Zealand
between 2002 and 2009.%° These images can be difficult
to interpret, but an analogy borrowed from Stephen
Jenkins, LSE Professor of Economics and Social Policy,
may help.

Imagine a multi-storey apartment building with ten
floors, the poorest living in the basement (red), the
richest in the penthouse (blue) and the rest dispersed in
the middle floors in order of income.”” The left-hand side
diagram shows this. While movement was tracked year-
to-year, the right-hand side diagram shows movement
among the levels after seven years.® It answers the
questions: “how much movement between floors is
there...is there much turnover in the basement, and
do basement dwellers ever reach the penthouse? Who
moves the most and how far?”*®
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Figure 4: Relative income mobility between 2002 and 2009
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Source: New Zealand Treasury, “A descriptive analysis of income and deprivation in New Zealand,” (2012), 2.

Analysing the information illustrated in Figure 4 we see
that after seven years, over a third of people are still
living on the floor they started.®® Though there is a lot
of movement, most movement is a short distance.
From year to year, around 70 percent of New Zealanders
stayed in the same level, or moved up or down one level.
At the end of the period, 38 percent of New Zealanders
on average (about 20 percent of families with children)
were in the same level as when they started.® The
general trend was to move up or down a floor—using the
stairs is more likely than needing to use the elevator. This
holds across all income levels, for the rich and the poor
alike, although the poor are relatively less mobile. These
trends in mobility and persistence are broadly consistent
across comparable OECD countries and reasonably
independent of economic cycles.®

Jenkins likens this dynamic to the elasticity of a rubber
band:®

Each person’s income fluctuates about a relatively fixed
longer-term average—this value is a tether on the income
scale to which people are attached by a rubber band. They
may move away from the tether from one year to the next,
but not too far because of the band holding them. And they
tend to rebound back towards and around the tether over
a period of several years. In the short-term some of the
observed movement may simply be measurement error
and, in the long term, the position of each person’s tether

will move with secular [long-term] income growth or career

Maxim Institute Discussion Paper

developments. But, in addition, rubber bands will break if
stretched too far by ‘shocks,” leading to significant changes

in relative income position.

Rather than a broader concern across the whole income
distribution, in this paper we are concerned with the
inhabitants of the bottom few floors of the income-
dynamics apartment building—the people who aren’t
experiencing any lasting movement upward and are
finding themselves tethered to those floors.®* We are
especially concerned with the inhabitants whose stay in
the basement persists for many years.

4.2 Persistence

While we often have a pre-determined idea of what
“the poor™ are like, they are not a fixed group. A family
struggling with low income that shows up in the headline
statistics one year is not necessarily in the same
financial position the next year. The evidence shows that
people’s incomes—all across the financial spectrum—
shift significantly over time. The term poverty can be
misleading, as “many more people are touched by
poverty over time than are poor in any given year;” more
than we might assume.®

Consider an illustration: a hospital ward with ten beds.®
Imagine this ward is the bottom floor of the building in
the above example. If we were to walk around the ward
and ask how long patients had been there for, and the



majority responded that they’d been there for over a year,
we could reasonably assume that the “average patient”
was in the ward for over a year. The bed in the corner
with someone staying for just a few days would seem like
a minority. But if we repeated our walk around the ward
every week for a year, we'd meet a new person each week
in the bed in the corner. If, for example, nine patients out
of ten were there for the whole year with a new person
each week in the tenth bed, there would be fifty-two
short-term stays and nine long-term. The minority at a
point-in-time become the majority over a period of time.

The evidence shows that poverty works in a similar
way.®” While a snapshot of data at one point in time will
show what proportion of people are in poverty, it says
nothing about how long they’ve been there.®® Poverty
rates do not distinguish between those passing through,
those dipping in and out, and those languishing there
for many years. To account for these different types of
poverty, longitudinal research shows that poverty can be
classified into three categories: transient, recurrent, or
persistent.®

4.2.1 Transisent poverty

Over time, most people who fall into poverty are
there for a short spell—these are the transient
poor. At any point in time, around a third of New Zealand
households with low income are there temporarily.” This
means that more people are affected by poverty over
a period of years than are poor for a single year.”

In New Zealand, around a quarter of New Zealanders
have a low income for any particular year, but over the
course of seven years around half of the population—
more than double those experiencing poverty at any
one time—experienced poverty for at least one year.”
This makes sense considering times when people are
studying, between jobs, or recovering from being sick or
having a child.”

4.2.2 Recurrent poverty

Most people who escape poverty do not fall back into
poverty for a long time, but a “non-negligible fraction”
do—these are the recurrent poor.”* The data behind
Jenkins” rubber band illustration explains this to some
extent. Families just below the poverty line, for example,
may rise up for a time but on average they will tend to
“rebound” back towards were they started. This results

in frequent transitions across the poverty “line.” Given
median income measures, it is also possible that these
transitions are due to changes in the median income like
those experienced during a recession.

While there islimited available data here, the composition
of the recurrent poor in New Zealand is similar to that of
the nation as a whole—no groups (age, ethnicity etc.)
appear to be significantly over or under-represented.”
UK evidence observed that around a third of “the ‘pool’
of people in poverty over a six-year period involved the
same individuals revolving in and out of poverty.””®

4.2.3 Persistent poverty

While, across society, most of those who started out on
lower incomes will end up better off in real terms over
their lifetimes, sadly, there are many who remain mired in
poverty for longer spells—often referred to as persistent
poverty.”

According to SoFIE data, 16 percent of New Zealanders
experienced persistent poverty, defined as having a low
income for at least five of the seven years surveyed. An
alternative way of measuring persistent poverty that
averages incomes over a number of years (to allow for
savings/debt cycles) finds that around 70 percent of
those experiencing point-in-time poverty have or will
be there persistently; 80 percent of children and Maori
experiencing point-in-time poverty have or will be there
persistently.” Using this measure, around 11 percent of
all New Zealanders, 18 percent of children and 19 percent
of Maori experienced poverty persistently.”

While persistent poverty affects a relatively small share
of the population, the effects on people’s lives are
significant. The longer a family is in poverty, the more
likely it is that they will experience greater levels of
hardship and more severe poverty. Those “that had
low income for seven years on average were more than
three times more likely to report being in hardship than
those people who had low income in one year.”®°

Poverty now also drives poverty in the future. In what has
been called the “state dependence” effect, being poor
one year raises the chances of being poor the next,
even when other factors have been controlled for using
a multivariate model.*" New Zealand data suggests that
a family with low income one year is 65 percent likely to
remain on low income the following year.® International
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Figure 5: Proportion of households in transient and persistent low income
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Source: New Zealand Treasury, “Improving outcomes for children -Initial Views on Medium-term Policy Directions, Report to the Ministerial Committee on Poverty,” (2013), 9.

evidence suggests that families are four times more likely
to enter poverty if they have been in poverty in the past.®
Not only are families “who have experienced poverty
in the past ... more risk of entering poverty than those
who have not been in poverty,” international evidence
suggests that the longer they stay there the less likely
it is that they’ll escape.® This is why poverty is often
described as a “trap.”

4.3 Cumulative impact of poverty

The “cumulative impact” of persistent poverty can scar
deeply, with effects shown even into the next generation,
particularly when a family experiences persistent poverty
when their children are young.® Children in persistently
poor families suffer more and are more likely to be poor
themselves in the future.®® Around 12 percent of children
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were considered to live in persistent poverty (at least
three years), while around 6 percent of children were
persistently poor for the entire seven years of the 2012
SOFIE survey. Longitudinal research shows that family
income measured over many years is a better predictor
of a child’s outcomes than using just one year of data.?’

It is these long-term consequences of persistent poverty
that lead us to concentrate the remainder of this paper
on this group. In turning to this group now, we are
interested in both current poverty—that is, what
keeps poor families poor within lifetimes—and future
poverty—that is, what makes poor children grow up to
be poor adults across generations.®



5. CURRENT POVERTY: POVERTY
WITHIN LIFETIMES

What causes poverty for families today differs from what
causes poverty across generations. Accordingly, the
following sections are organised into these temporal
divides: within lifetimes and across generations. Different
types of evidence are appropriate for different types of
poverty. To begin the within lifetimes section, we start
with risk factors and trigger events.

5.1 Risk factors and trigger events

Causes of poverty within lifetimes can be viewed through
two lenses: risk factors and trigger events:®

Risk factors are "the social characteristics or
personal resources of an individual or household
which mediate how resistant or vulnerable they
are to poverty";

Trigger events are "the event[s] which actually
trigger an entry into [or an exit from] poverty."

Risk factors and trigger events are related, yet distinct.
Employment as a concept, for example, can be either:
the state of being unemployed is a risk factor, while the
occurrence of losing a job is a trigger event. We will start
with risk factors first and then transition to analysis of
trigger events. We will also briefly discuss the positive
role of protective factors and resilience.

5.2 Risk factors

Poverty risk factors are the characteristics and personal
resources highly correlated with low income. Research
into their degree of correlation to low income can give
us the likelihood that a family that exhibits these risk
factors will end up poor.®® Because correlation precedes
causation, identifying risk factors is a necessary first
step towards painting a better causal picture. Risk
factors are not necessarily causal factors, however. As risk
factors are about identifying correlations, they can only
hint at the answers to deeper causal questions regarding
why families fall into poverty—identifying trigger events
or using regressions and experimental techniques are
better suited for the next step in the process.

Risk factors are related to all types of poverty: transient,
recurrent, and persistent. Those who find themselves
in persistent poverty, however, experience more
and worse outcomes that cluster together, creating
a snowball effect.” In other words, the relationship
between risk factors tends to be more exponential than
linear. Researchers have found that “a sliding scale of
poverty persistence results from an accumulation
and intensity of risk factors.” This is what Treasury
(and much of the literature) calls multiple disadvantage
or “linked and mutually reinforcing problems,” where
“the impact of low income on outcomes for children
is greatest when the low income is persistent over a
number of years and when it is combined with a range
of other risk factors.” The impact is more pronounced
for Maori, with a stronger correlation between persistent
low income and increased deprivation.®* Scholars call it
a web of deprivation, consisting of a “dense network of
psychological, social, historical, and economic factors
that either created or perpetuated problems.”®

5.3 Risk ratios and at-risk groups

One way to discern whether or not a factor is a risk
factor for poverty is to calculate the risk ratio for
different groups in society—particular ages, ethnicities,
educational levels, and family structures. Figure 6
below illustrates the risk ratios for different groups in
New Zealand society.®® The green dashes in the figure
show the proportion of the entire population with those
characteristics (e.g. about 27 percent of the population is
under 18), while the gold bars show the rate of persistent
low income for each group (e.g. about 29 percent of those
under 18 have persistently low incomes). If persistent
poverty was evenly distributed across the population,
then the green dashes would be the same height as the
gold bars. Green dashes above the gold bar mean there
is an under-representation—these characteristics have
a low association with poverty. Green dashes below
gold bars mean there is an over-representation—these
characteristics have a higher association with poverty.
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Figure 6: Characteristics of population with persistent low income
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Source: New Zealand Treasury, “A descriptive analysis of income and deprivation in New Zealand,” (2012), 11.

According to this data the following characteristics
are potential risk factors for persistent poverty. Over-
representation can be measured using risk ratios—
the higher the figure the greater the risk (risk ratios in
parentheses below):

Being over 65: making up about 11 percent of
the population, but 26 percent of those with
persistently low incomes (2.4)*

Being a sole parent: making up 11 percent of the
population, but nearly 24 percent of those with
persistently low income (2.2)

Being in a family structure other than a couple
or sole parent: making up 12 percent of the
population, but about 21 percent of those with
persistently low income (1.75)

Having no educational qualifications: making up

about 19 percent of the population, but 33 percent
of those with persistently low income (1.7)

Being Maori: making up about 13 percent of
the population, but 19 percent of those with
persistently low incomes (1.5)

Being from an ethnic group other than NZ
European or Maori: (making up about 11 percent
of the population, but 16 percent of those with
persistently low income (1.5).

Being under 18: making up about 27 percent of
the population, but 29 percent of those with
persistently low incomes (1.1)

We see similar data in Table 2 below, which outlines the
risk ratios for child poverty of different groups in society.
The table gives us the (point-in-time) poverty rate for
each group, the percentage this group makes of poor
children, the percentage of all children in this group, and
the risk ratio. The risk ratios coloured red are of greatest
concern.

+ Those over 65 are, however, much less likely to suffer hardship. Treasury (2012) Descriptive Analysis, 3. This is likely due to the provision of New Zealand
Superannuation, reduced needs from family, and the accumulation of financial assets such as a mortgage-free family home that act as a buffer protecting them
from the hardship usually associated with persistent poverty - Perry (2010) The Material Wellbeing of Older New Zealanders: Background Paper for the Retirement

Commissioner’s 2010 Review, 2.
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Table 2: Poverty rates, composition and risk ratio for children by household characteristics and ethnicity

Dependent children (0-17 yrs):
1,060,000

Children in income-poor households

All children

What % of this
category are

What 1,060,000%
of poor children

What % of all
children are in

poor? are in this this category?
category?
Poverty rate (%) Composition of the | Approximate Risk ratio
poor (%) composition for (composition
all children (%) of poor / all
children)
Household type
Sole parent HH 64 47 18
Two parent HH 15 44 69
Multi-adult family HH 16 8 12
Family type
Sole parent families 53 53 24
- in SP family on own 69 45 16
- within a wider HH 23 8 8
Two parent families 15 47 76
# of children in the household
10r2 21 55 63
3+ 29 45 37 1.2
Ethnicity
Maori 34 34 24 1.4
Pacifika 34 13 10 1.3
Other 27 14 12
Euro/Pakeha 17 38 54
Highest household educational qualification
No formal qualification 55 15 7
School qualification only 35 38 25
Post-school non-degree 21 33 38
Degree or post-graduate 12 14 30
Main source of income for HH
Benefit 75 63 22
Market 12 37 78
Tenure
HNZC 54 19 9
Private rental 38 53 33
Own home 12 28 59
Children overall 23 100 100

Source: Adapted from Bryan Perry, Household Incomes Report (MSD, 2015) 134. Poverty threshold based on the 60% of median CV (fixed line 2007) AHC measure: average over last

three surveys, HES 2011 to HES 2013
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According to this data the following characteristics are
highly potent risk factors for persistent poverty among
children:

Living in a household in which the main source of
income is a benefit

Being part of a sole parent family, especially if that
family lives on its own

Living in a household in which no one holds a
formal educational qualification

Living in a Housing New Zealand house

In addition, this data shows that the following
characteristics have a medium potential of being risk
factors for persistent poverty among children:

Living in a private rental

Living in a household in which the highest
educational qualification is a school qualification
only

Being Maori
Being Pasifika

Having an ethnic background other than Maori,
Pasifika, or NZ European

Living in a household with three or more children

Comparing the data from Figure 6 and Table 2, we
begin to see some patterns emerging. In both datasets,
we see that those with no formal educational
qualifications are at significant risk, as are sole
parent households.” Interestingly, Table 2 tells us
that the risk ratio for sole parents drops significantly if
those families are living within a wider household. As
well, the two datasets agree that being from an ethnic
group other than NZ European elevates your risk of
experiencing persistent poverty. The characteristic with
the highest risk ratio according to Table 2—Iliving in a
household in which the main source of income is a
benefit—is not included as a category in Figure 6, but
we can assume that if it had been, it would be another
risk factor that the two datasets would share in common.

5.4 Protective factors and resilience

The datasets in Figure 6 and Table 2 show us not just
what characteristics or factors are strongly correlated
with poverty, but also those that seem either to stop
people from falling into poverty or to shorten their stay in
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poverty, thereby minimising the potential harm poverty
may cause. These are protective factors. If risk factors
represent vulnerability, protective factors represent
safeguards, which can be considered “positive risk.”

Protective factors are, more often than not, the opposite
side of risk factors. In Figure 6, those groups that are
under-represented in poverty statistics are ones that
exhibit protective factors. In Table 2, the factors with risk
ratios under one could be considered protective factors.
Therefore, according to the data in Figure 6 and Table 2,
the following are protective (or “positive risk”) factors:

Being of working age
Being NZ European

Holding at least one formal educational
qualification (degree, vocational or school) or
being in a household where the highest education
achieved was at least some education after school

Being part of a couple or within a two-parent or
multi-adult household

Being a member of a family with 1 or 2 children

Being in a household where the main source of
income is from the market

Living in your own home

Educational attainment appears high on this list. While
the literature shows that holding a formal educational
qualification is an important factor in protecting an
individual and their family from poverty (because
skills and qualifications afford better employment
opportunities), it does not seem to play a significant role
in increasing the chances of ending a spell of persistent
poverty.® It would seem that when it comes to poverty,
stability in the home by avoiding separations and
remaining in work are key protective factors.®® From a life
course perspective, evidence suggests that protective
factors  “include individual characteristics, family
cohesion and warmth, good parenting and external
support systems.”°

This conclusion may also be drawn from longitudinal data
from the UK about types of households and the average
number of years each type will experience poverty over
eight years.



Table 3: Distribution of the number of years poor over an eight-year period

Type of households (UK) Average number of years in
poverty (over 8 years)

Couple Households

Both working, no children 1.30

Both working, one child aged under 6 1.61

Both working, two children, one aged under 6 1.93

Head working but no others, no children 1.60

Head working but no others, two children, one aged under 6 2.83

No one working, no children 2.27

No one working, two children, one aged under 6 3.75

Sole Parent Households

Not working, one child aged under 6 3.59

Not working, two children, one child aged under 6 4.6

Not working, two children, one child aged under 6, no A levels 4.75

Working, two children, one aged under 6 3.26

Source: Stephen P. Jenkins, John A. Rigg, and Francesco Devicienti, The dynamics of poverty in Britain, (Department of Work and Pensions, 2001).104.

As we see in Table 3 above, being in a relationship and
having a job shortens the average length of a poverty
spell. A double-income-one-young-child household is
likely to spend just over one and a half years in poverty,
compared with a similar sole-parent household, which
will spend about three and a quarter years in poverty
on average. Take out employment in each of those
households, and the average years in poverty increases
to almost four years for the couple household and to
just over three and a half years for the single parent
household.™

Inadditionto characteristics that have astrong correlation
with avoiding poverty or having only short experiences of
poverty, there are factors that allow some at-risk families
who end up in difficult situations to be able to “achieve
despite the odds.”™ This process, whereby families
draw upon protective factors to adapt to experiences
of stress or adversity with relatively good outcomes, is
called resilience.”™ That is, some families are able to
suffer the same multiple life shocks and disadvantages
that all those with low income face, but somehow they
are able to minimise or even avoid all together the usual
resulting negative long-term educational, health, and
social consequences.’™*

SUPERU recently undertook research that asked “why
some low income families report their income to be

adequate while others on similar incomes report their
income to be inadequate.”® They found that paid
employment; having well-developed financial
planning skills and strategies; setting aside money
for future bills; ownership of assets; exhibiting a
sense of being better off than others; having a belief
in one’s own ability to manage; and gaining a job or
partner were associated with families responding that
theirincome was adequate.”® Elsewhere in the resilience
literature, it has been found that having a protective,
“stress-resistant” family often acts as a protection for
children in otherwise high-poverty-and-deprivation-risk
environments."’

5.5 Trigger events

The risk and protective factors outlined above detail
some of the characteristics that are highly correlated
with falling into poverty and staying there persistently,
or with avoiding poverty and experiencing only a short
stay, respectively. But these are not factors that cause
poverty—for those families that exhibit these risk factors
to experience persistent poverty or to find their way out
again, there usually has to be something referred to as a
“trigger event.”

Thinking back to our discussion of income dynamics and
mobility, we learned that most individuals” and families’
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incomes will fluctuate about a consistent point on
the income scale as if they were attached by a rubber
band. Sometimes, however, as Stephen Jenkins points
out, “rubber bands will break if stretched too far by
‘shocks,” leading to significant changes in relative income
position.”*® These “shocks”—the things pushing families
into poverty and pulling them out—are trigger events.’*®

5.5.1 Work and family events

As we saw earlier, poverty is a dynamic relationship
between resources and needs—both factors rise and
fall over time. Changes in the work context primarily
influence resources available to the family, and the family
context primarily influences what the family needs. Trigger
events are usually grouped into these two categories/
contexts: work and family (sometimes described in the
literature as labour market changes and demographic
changes)."® Both can happen simultaneously.™ Examples
of trigger events include:™

Work (Resources)
Gain or loss of a job

Increase or decrease in income/benefit
(holding workers constant)

Family (Needs)

Birth of a child or change in number of
household members

Marriage (or de facto relationship), re-
partnering and separation

Trigger events can be favourable or unfavourable,
pushing a family into or pulling a family out of poverty."
They can also happen at different rates across a society
and can exert differing levels of strength in pushing or
pulling a family into and out of poverty.

5.6 Poverty entries and exits

In one study, New Zealand researchers used data from
the Linked Income Supplement (LIS - a primarily cross-
sectional survey with longitudinal information) to shed
more light on income dynamics in New Zealand.™ Two
years of data (from the late nineties) was linked together
to study transitions into and out of poverty. One major
limitation with this dataset is that it only looks at a single

transition between years rather than a multi-year window
like other studies, which means the extent of poverty
recurrence and persistence cannot be analysed.™

The researchers from Ministry of Social Development
(MSD) and Motu who conducted the survey found that
just over two-thirds of New Zealand children moved
income deciles over the year; one in ten fell into poverty
(60 percent threshold) over that time, and over half of
those experiencing poverty exited. Both entries and exits
were at the high end compared with European countries
like Britain and Germany—suggesting a system with
relatively significant “churn.” Their analysis emphasised
the “importance of labour market shocks and responses
for generating child exits from poverty compared with
demographic events. Demographic events and marriage
market events are less frequent and, in New Zealand, are
more likely to generate the positive events of exit and the
negative events of entry into child poverty.”"®

In the subsections below, we will look more specifically
at the findings from this study to assess the relative
importance of different trigger events. Two family
types (couple and sole parents) were compared and
contrasted because different family types have differing
experiences of transitions into and out of poverty."”
Sole parent families are also much more likely to be
persistently poor than couple families so are of particular
concern. Table 4 shows the poverty rate (the number
of people below the poverty threshold as a percentage
of the total number of households), the exit rate ("the
number of people who left poverty between one year
and the next as a percentage of the total number of
poor households"), and the entry rate ("the number of
people who entered poverty between one year and the
next as a percentage of the number of people who were
non-poor") for all children, for lone parent households,
for couple households, and for all households™—this
information provides a base for the information to be
provided in the entry and exit subsections below.?

§ The poverty exit rate tends to be higher than the entry rate because it is calculated on a smaller number of people (fewer people are poor than are non-poor).”Kemp

(2004), 11-12. See also Jenkins & Rigg (2001).
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Table 4: Poverty entries and exits by household type in New Zealand

Poverty rate (risk) Exit rate Entry Rate
All children 23.2 38.6 1.1
Lone Parent Household 47.0 25.2 23.5
Couple Household 177 46.3 8.2
All households™ 20 (in 2002) 8.3 7.3

Source: Adapted Suzie Ballantyne et al., “Triggering movements into and out of child poverty: A comparative study of New Zealand, Britain and West Germany,” Social Policy Journal
of New Zealand (2004), 85. SoFie (for all households) data cited in Kristie Carter and Fiona Imlach Gunasekara, Dynamics of Income and Deprivation in New Zealand, 2002-2009: A
Descriptive analysis of the Survey of Family, Income and Employment (SoFIE) (University of Otago, 2012), 18.

5.6.1 Trigger events: entries

Table 5, below, presents the relative importance of
different trigger events, the probability of the event
happening, and the proportion of those entering poverty
following the particular events (all figures are for couple
households). Think of the events as “doorways” into
poverty. For comparison, the chance of any couple
household entering poverty in one year is 8.2 percent. The
percentages do not add up to 100 because transitions
into poverty can happen when none of the identified
trigger events occur and the events themselves are not
mutually exclusive.™

To help interpret the table, consider the entry event
“joined a lone parent household”—a parental separation
in other words. A small proportion of New Zealanders
(1.8 percent) separate annually, although this figure
is likely an underestimation due to data limitations.™
Approximately half of the families that experience this
event (43.7 percent) will end up in poverty, accounting
for around one in ten (9.6 percent) poverty entries.
Given the average poverty entry rate for children in non-
poor couple families is 8.2 percent annually, this means
children in families who separate are over five times more
likely to end up poor than those children in families that
don’t separate.

Table 5: Poverty entries by couple households in New Zealand

Entry trigger events: Relative Probability of event | Probability of being

Couple Households™ importance happening poor after event
(Share of poverty (Baseline entry
entries (%)) rate for couple

households 8.2%)

Household size rose 9.6 9.5 8.2

Joined a lone parent household 9.6 1.8 437

Lost one or more worker 36.3 13.9 21.4

Both of the above 9.5 1.6 49.4

Lost one or more full-time worker 26.1 10.4 20.5

Labour earning fell by 20% or more 20.2 18.7 8.8

Newborn child 8.7 7.5 9.5

Source: Adapted from Ballantyne et al., “Triggering movements into and out of child poverty,” 91, 95.
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Table 5 also tells us:

The trigger event most likely to hit a couple
household is a fall of 20 percent or more in labour
earnings, but this event does not increase a
family’s risk of falling into poverty by that much,
though it does trigger about a fifth of poverty
entries

Losing one or more worker at the same time as
joining a lone parent household—so losing a
“breadwinning” parent—presents the highest risk
to a couple household of falling into poverty, but
such an event only hits a small proportion of New
Zealanders and is responsible for less than ten
percent of poverty entries

About ten percent of couple households will lose
a full-time worker, and this will greatly increase
their risk of falling into poverty; around a quarter
of poverty entries will be triggered by losing a full-
time worker

In summation, what this information suggests is that
while losing a worker is a much more frequent experience

than a marriage break-up, marriage break-ups are a
stronger trigger for poverty entry than losing a worker.
Losing a full-time worker and becoming a sole-parent
family is even more likely to end in poverty.

5.6.2 Trigger events: exits

Tables 6 and 7, below, present the relative importance
of different trigger events, the probability of the event
happening, and the proportion of those exiting poverty
following the particular events. As in Table 5 above, these
events can be thought of as “doorways,” but this time out
of, instead of into, poverty. Again, the percentages do
not add up to 100 because transitions out of poverty can
happen when none of the identified trigger events occur
and some events are not mutually exclusive.”

For both couple and sole parent families, gaining a full-
time worker is by far the most common and effective
pathway out of poverty. In New Zealand, sole parents
find it much more difficult to translate both family and
labour market changes into exits from poverty. While this
trend exists internationally, it is particularly pronounced
in New Zealand.

Table 6: Poverty exits by children in couple households in New Zealand

Exit trigger events:
Couple Households

Relative importance | Probability of
(Share of poverty
exits (%))

Probability of not
being poor after event
(baseline exit rate

event happening

46.3%)
Household size fell 14.4 8.1 81.8
Gained one or more worker 41.0 29.0 65.3
Gained one or more full-time worker 36.1 20.7 80.7
Labour earnings increased by 20% or more | 26.6 17.4 70.8

Source: Adapted from Ballantyne et al., “Triggering movements into and out of child poverty,” 89, 94

Table 7: Poverty exits by children in sole parent households in New Zealand

Exit trigger events:
Sole Parent Households

Relative importance
(Share of poverty exits (%)) | event happening

Probability of Probability of not being
poor after event

(baseline exit rate 25.2%)

or more

Household size fell 9.1 12.4 19.4
Left sole parent household 1.8 10.3 28.6
Gained one or more full-time worker | 25.7 10.5 61.6
Both of the above 1.8 5.7 51.8
Labour earnings increased by 20% 6.6 6.3 26.3

Source: Adapted from Ballantyne et al., “Triggering movements into and out of child poverty,” 87, 93
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According to this data and international research, a
sole parent gaining a full-time job is the most effective
pathway out of poverty. It is around twice as effective as
re-partnering by itself.”” Large income rises are not very
effective for sole parents. This “demonstrates that the
labour market decision to work or not to work are [sic]
more important for sole parents than changes in hours
worked for those already working.”?

5.6.3 Trigger events: summary

In summary, trigger events that involve changes
in work and income (primarily work and hours)
are much more likely than changes in family
circumstances to trigger poverty transitions, both
entries and exits.” International research suggests this
finding holds across most countries studied, and reflects
the fact that labour market events occur more often
than demographic ones.” Research using Canadian
data found that while family changes are more strongly
associated with child poverty transitions, labour market
events are much more frequent.® Here in New Zealand,
as well as abroad, research, such as that discussed
above, has found that work changes account for around
four out of five poverty exits.” A factor that is often
overlooked but has the potential to play a significant role
is changes in income for household members other than
the primary “breadwinner” in the family, which account
for a large number of exits according to the UK data.™°

Family changes, however, are relatively more likely
to push families into poverty rather than pulling
families out. For example, in Britain, changes in family
circumstances account for at least one in five exits from
poverty, and a greater proportion of entries—around two
in five.”® Conversely, changes in work account for three
out of five poverty entries, and four out of five exits. As
Noel Smith & Sue Middleton, researchers at the Centre
for Research in Social Policy in the UK put it, “increased
household need is more likely to trigger entry into
poverty than decreased household need to trigger exit
from poverty.”® The majority of family changes involve a
“new entrant” into the family—new children or partners.
Figure 7 below shows the breakdown for a subset of
OECD countries.

Stephen Jenkins, reflecting on his extensive work in
income dynamics and trigger events, concludes that:'®

To some extent, these results are a straightforward
consequence of using equivalised household income as
a measure of an individual’s living standards. But they are
also an important reminder that individuals’ experiences
of income mobility and poverty dynamics depend on their
household context and changes in it—not only the changing
combination of income sources from all the individuals in
the household but also changes in household composition
itself.

Figure 7: International comparison of events that trigger entry into poverty
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Source: OECD, Growing Unequal: Income distribution and poverty in OECD countries (OECD, 2008), 167. There is currently no comparable data published for New Zealand.
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5.7 Life shocks and clustering

A similar yet related approach to trigger events involves
investigating life shocks. In 2004, MSD studied the
correlations between adverse life events and peoples’
living standards (not income in this case). Examples of
life shocks include:™

Marriage break-up

A mortgagee sale of home

An unexpected and substantial drop in income
Eviction from home/flat

Bankruptcy

A substantial financial loss

Being made redundant

Becoming a sole parent

Three months or more of being unemployed (when
actively seeking employment)

Major damage to home
House burgled

Victim of violence
Imprisonment

Receiving a non-custodial sentence

An illness lasting three months or more

A major injury or health problem that required
substantial hospital or specialist treatment

An unplanned pregnancy and birth of a child

The researchers found that not only is the total number of
adversities faced more predictive of negative outcomes
than individual factors, the findings (summarised below)
also reveal a “threshold effect”:

Lower living standards tend to be associated with life shocks
generally, but particularly when a person has had a large
number of life shocks (eight or more). While many types
of life shocks do not appear to have a significant impact
when they occur in isolation, multiple shocks can combine
to produce a large effect and substantially lower living
standards when the overall burden of adversity reaches a
certain level - the threshold effect.

This threshold effect, illustrated in Figure 8 below, is
importanttounderstand. Likethe “multiple disadvantage”
associated with longer spells in poverty, the cumulative
and snowballing nature of life shocks underscores how
problems beget more problems, tending to become too
numerous and intertwined for families to overcome.

Figure 8: Living Standards of population aged 18 years and over by number of life shocks (2004)
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Source: John Jensen et al, New Zealand Living Standards 2004 - An Overview (MSD, 2006), 22.

Maxim Institute Discussion Paper

23



Risk factors not only tend to cluster, they also cluster in
particular ways. Harnessing cross-agency “integrated”
data, recent work by Treasury highlighted how statistical
clustering techniques can be used to identify particular
groups of at-risk populations.™® Similar work has been
undertaken in the UK that identified sub-groups of those
on low income, with the goal of seeking to “prompt
more holistic and multi-agency solutions (based on an
understanding of multiple factors) regarding how each
group might be helped out of the distinct type of poverty
they face.™ Innovative work like this will form the
knowledge foundation for policy that is better tailored to
the complex situations families are facing.

5.8 Limitations

What wasn't found by the research on trigger events
is almost as important as what was—much remains
unexplained.”™ Even work by leading international
scholars with more comprehensive datasets only
identified and explained around half of the entry

24

events.”” Associations between events and poverty
transitions can be identified, however, they “provide a
potentially incomplete explanation of the underlying
causes of poverty transitions.”° Questions around
direction of causation complicate matters: the stress
caused by a spell of poverty could cause a marriage to
break up, rather thanthe other way around, for example.™
Additionally, factors such as health (physical and mental)
events weren’t considered in the New Zealand research,
where international research suggests that around 16
percent of poverty entries were associated with someone
in the household with a mental health problem; eight
percent for physical health.”> The findings are only as
good as the available data. Qualitative research could
bolster and provide more texture to these findings,
potentially highlighting and exploring some of the
unexplained variations and difficult-to-measure issues
like choice, hopes, aspirations, and expectations.™?
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6. POVERTY-RELATED
FACTORS FOR FAMILIES NOW -
INTERNATIONAL EVIDENCE™*

As New Zealand-based evidence is limited, we now turn
to the UK to round out and complement the domestic
findings. The UK Department of Work and Pensions
(DWP) summarised the extensive international literature,
referencing over 300 academic and institutional sources
on poverty now and in the future. Based on analysis of

risk factors and trigger events, their findings on “factors
making it harder to exit poverty now” are included below
and evaluated using three criteria:**°

Certainty: Does it have an effect? How clear is the
causal relationship?

Strength: How large is the effect? How strong and
direct is the impact?

Coverage: How many are affected? How

widespread is the impact?

Table 8: Relative influence of factors on length of poverty spell within lifetimes

Factor

Long-term Worklessness & Low Earnings

Parental Qualifications

Family Instability

Family Size

Parental Ill Health and Disability

Drug & Alcohol Dependency

Certainty

Medium

Strength Coverage

Medium Medium

Medium Medium

Medium Medium

Child Ill Health Medium

Housing Medium
Debt Medium
Neighbourhood Medium
Educational Achievement N/A N/A N/A
Non-Cognitive Development N/A N/A N/A
Home Learning Environment N/A N/A N/A

Source: Department of Work and Pensions, An evidence review of the drivers of child poverty for families in poverty now and for poor children growing up to be poor adults, (HM

Government, 2014), 6.

According to this evidence, Long-term worklessness
and low earnings are the primary causes of persistent
poverty for families now. Here, low earnings primarily
refers to fewer hours worked through part-time or
temporary work rather than low wages per se.*® The
causal link is clear and well-established: a family lacking
work or on low earnings for an extended period leads to
long spells of low income which is, in turn, associated
with “multiple disadvantage.” Parental qualifications
directly impact opportunities for work and potential
for earnings, warranting their high influence across the
criteria. Analysis of income dynamics using longitudinal
panel data—trigger events in particular—sheds light on
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this question from a within-lifetimes perspective. Risk
factors add texture to these findings.

6.1 Potential poverty-related causal
pathways for families now

Figure 9 shows the potential causal pathways outlined in
Table 8 above in more detail: low parental qualifications,
drug and alcohol dependency, parental and child health
problems, and family size and instability flow, to a greater
or lesser extent, through to the parents’ ability to attain
and keep a well-paid, stable job to provide for their
family. The relative strength and coverage criteria are
represented by the size of the arrows and dialogue boxes.
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Figure 9: Potential causal pathways including size of group affected and transmission strength for factors making it

harder to exit poverty now
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Source: Department of Work and Pensions, An evidence review of the drivers of child poverty for families in poverty now and for poor children growing up to be poor adults, (HM

Government, 2014), 7.

We see that the majority of the factors do not directly
influence income; the factors on the left hand side of
the figure are intermediate or indirect pathways and act
through the wider economy.! An intermediate pathway
is like a link in the causal chain. Low parental education
qualifications limit the number and quality of job
opportunities. Family breakdown leads to fewer workers
in the household and more sole parent families. Larger
families have greater needs, and therefore, require more
resources, and caring responsibilities may limit parents’
potential to work. Parental disability and ill health both
limit opportunities to work and increase families” needs.
Drug and alcohol dependency significantly impacts a
parent’s ability to gain and maintain work, although this
affects a small number of families. The available evidence
suggests that debt, poor housing, and neighbourhood
factors are more likely to be indicators than causes
of poverty.™

6.2 Summary of current poverty:
within lifetimes

A synthesis of New Zealand and international evidence
suggests that workless families are at great risk. While
only around one in five of all New Zealand children live in
worklessfamilies, around three-quarters ofthese children
are poor. Children living in these families also constitute
the majority of all children in poverty at 63 percent. In
contrast, only 12 percent of children living in working
families are poor. But just because children from working
families are at lower risk doesnt mean these families
aren’t of concern. Because working families make up the
vast majority of all households, an alarming 37 percent
of children live in “working poor” households. This is why
it is not just unemployment that is problematic, but low
earnings or unreliable hours too.

I Family size is the exception here, as it directly increases the needs of the household and subsequently the income required to meet those needs.
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Stability is important in both work and family domains.
Long spells of unemployment are of particular concern
because they increase barriers that block entry or re-
entry to work. Barriers include “skills loss, employer bias,
and changes in individual attitudes to work.”® Returning
to work after a long break can also lead to employment
in low-skill, low-wage jobs, which potentially contribute
to instability of earnings and lead to a recurrent poverty
cycle.”® Research from the UK finds that even temporary
employment can make a positive difference—a couple
household where one parent is employed from time
to time is “around five times less likely to experience
persistent poverty than a poor family where both
parents are persistently out of work.”™ Alongside
stable employment, stable relationships help combat
persistent poverty. Children continuously in sole parent
households over a five-year period were just over twice
as likely to not fall into poverty than children in families
that moved into and out of sole parenthood during the
same time period.™

Gaining a full-time worker is the surest route out of
poverty, and holding a job is the best protection from
poverty. Events that involve changes in work and
income are much more likely than changes in family
circumstances to trigger poverty transitions. While not as
widespread, parental separation is much more likely than
work events to be an entry to poverty, with around half
of the children of recently-separated parents entering
poverty. Sole parent families are over twice as likely as
couple families to fall into poverty. Children of parents
who have separated experience heightened short-term
distress and likely longer-term negative impacts.' Some
evidence that controls for income suggests that it is
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family functioning—mental health problems, parental
conflict and poor parenting for example—rather than
family structure itself that are the main factors.” This
heightened risk is largely a function of fewer workers in the
household and increased caring responsibilities. There is
also evidence that a separation often leads sole parents
to leave work if they were already working at the time.’s*

Benefit receipt follows similar mobility and persistence
patterns to income. Over half of those on Jobseeker
Support have been receiving the benefit for one or more
years. Close to four out of five sole parents are in the
same situation.s Benefit receipt is, for obvious reasons,
strongly associated with worklessness. While some
research shows benefit receipt is associated with a range
of poor outcomes and the association persists even after
controlling for income, it is likely that the same things
that cause people to be on a benefitin the first place also
cause the poor outcomes.'®

Armed with these findings around the factors that
push families into poverty now and keep them there,
we will now turn our focus to the factors that cause
intergenerational poverty, or poverty in the future.
Today’s children will form the families of the future. If
worklessness in families now is the major causal pathway
for persistent poverty, it follows that whichever family
background factors and early life circumstances that
influence children’s chances at a well-paid and stable
job in the future will also influence whether they will be
protected from or fall into poverty when they grow up.
The pathways and factors will be related, yet different,
and we turn to them now.
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7.MOBILITY AND PERSISTENCE:
POVERTY ACROSS
GENERATIONS

Poverty is an intergenerational, relational problem.
While the prevailing philosophical perspective promotes
the view of “individuals as choice makers and agents of
their own lives,” in reality our choices are inescapably
influenced and bound by the “interlocking nature
of human lives and generations.”” We all live what
sociologist Glen Elder Jr. calls “linked lives,” where our
life trajectories and transitions are shaped and bound
by relationships with others—often most strongly by
those closest to us, our families.”® If we care not only
about better outcomes for families now, but also families
in the future, it is critical to explore the links across
generations and to understand the extent to which
parental circumstances and behaviours determine the life
chances and outcomes of our most vulnerable people.’®
This deeper understanding can guide poverty-alleviating
policy for our children and the generations to come.

This section will primarily investigate the link between
low family income during childhood and future income/
outcomes, seeking to understand: how, and to what
extent, poverty is transmitted from one generation to
the next, which mechanisms mediate this relationship
and whether income is primarily an indicator or a cause
of intergenerational poverty. We will show that income
has a small to modest independent effect on a child’s
later outcomes—both economic and social—once we
take family background and early life circumstances into
account. Educational achievement will arise as a key
transmission mechanism and will also be a focus.

“Children largely ‘inherit’ their parent’s socio-economic
status,” writes Anna Cristina D’Addio of the OECD,
summarising the literature. We saw earlier how a
family in poverty one year is more likely to be poor
the following year. Without some sort of intervention,
poverty not only persists from year to year, but, as we’ll
see, from generation to generation. Income isn’t the
only inheritance that parents leave their children either:
occupations, wealth, benefit receipt, personality traits,
and beliefs all tend to persist across generations to
varying degrees.” D’Addio finds that this transmission
process operates through:
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...a broad range of resources inherited from the parents
either directly through genes (as in the case of health or
ability) and wealth (assets or estates), or indirectly - for
example when children learn behaviours and attitudes.
These resources interact with the cognitive and non-
cognitive abilities of children in ways that can work
together to strongly influence their future life chances and

to strengthen the transmission of inequality. ™

Like economic resources, social and cultural resources
can accumulate and offer a return in the form of
educational and employment success, referred to by
economists as human capital. Sociologists tend to
refer to this process as the accumulation of social and
cultural capital.™® Social capital involves building and
harnessing group membership, networks, and “contacts”
for support and influence, while cultural capital denotes
knowledge, attitudes, skills, and credentials that provide
advantages and higher status in society.” Economic,
social, and cultural capital are mutually reinforcing, and
offer one explanation for how inequality is transmitted
and inherited across generations.

7.1 Intergenerational mobility

One lens to view this inheritance through s
intergenerational income mobility, a concept
like income mobility above, but rather than tracking
a family’s income over time, it tracks how parental
income influences children’s income when they grow
up.”™ Intergenerational mobility (and its inverse,
intergenerational persistence) is of interest because it
is considered to be a rough and ready proxy for equality
of opportunity, as lower mobility (or higher persistence)
indicates that fewer people have been willing and/or able
to take chances available to them to advance socially
and economically.”® Low mobility also signals a waste
of “human capital,” where children from disadvantaged
backgrounds are prevented from using their full range
of skills and talents to productively contribute to society
and the economy.’s®

There is a legitimate, normative debate to be had
regarding the “optimal” level of overall intergenerational
income mobility—a society’s values will ultimately
determine where the balance lies.™ Besides the fact that
it would be impossible to implement policy-wise—as
many of the drivers lie in the family context—there are
other pitfalls involved with striving for “pure” equality of
opportunity. These include leaving behind those who fail
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to grasp the increased range of opportunities for reasons
outside of their control and the requirement to unduly
restrict parents from investing in their children’s lives—a
significant source of inequality.’®

It is much easier, however, to agree that low mobility at
the bottom of the income distribution is a serious
concern—this is intergenerational poverty. Low
mobility for families on low incomes signals an increased
likelihood that poverty, and the cluster of harmful
outcomes that likely go with it, will be inherited by the
next generation. We, therefore, have a particular interest
in the mobility and persistence of families with children
on lower incomes. To return to the apartment illustration
from earlier, our primary concern is the future outcomes
of children raised in families in the basement. Ultimately,
our goal is an “empty basement.”

Using a thought experiment, economist Gary Solon
showed how intergenerational mobility works by
contrasting imaginary — societies—one  with
“complete” mobility and the other with none.® In
the first society parents’ economic background bears
no influence on how rich or poor their children will be
when they grow up, while in the second, it completely
determines their children’s future economic outcomes. In
real life, most countries fall between these two extremes.
Figure 10 below shows international comparisons of
intergenerational mobility, where o is complete mobility
and 1 denotes no mobility. In this instance, the lower the
figure the lesser extent a parent’s earnings will influence
their children’s economic circumstances when they grow
up, representing greater mobility."”

two

Figure 10: International Comparison of Intergenerational Earnings Elasticity
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Source: Miles Corak, “Income inequality, equality of opportunity, and intergenerational mobility,” The Journal of Economic Perspectives 27, no. 3 (2013): 79-102..
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7.1.1 International intergenerational mobility
comparisons

When it comes to relative levels of intergenerational
income mobility, New Zealand is in the middle of the road
when compared internationally. The intergenerational
earnings elasticity (IGE) of 0.29 Figure in figure 10
signifies that in New Zealand, all else being equal, the
children of parents earning twice as much as another
family would, on average, earn somewhere around
a quarter to one-third more than the poorer family’s
children when they reached their early thirties.”" This
result is around the OECD average; the Scandinavian
countries have higher mobility and the US, Italy and the
UK have lower mobility.” The level of intergenerational
mobility for Maori was also found to be similar to that
of New Zealand overall, although it is worth noting that
this mobility is from a lower baseline than that of most
New Zealanders.”? The OECD predicts a decline in
New Zealand’s future intergenerational mobility unless
countervailing measures are introduced.””

Averages across society can mask important trends across
different groups within society, however. International
evidence that looks at differences across the income
distribution (from the poorest to the richest) is mixed,
but broadly points towards there being lower mobility
(and higher persistence) at both ends of the income
distribution in most OECD countries.”” This means that
poverty in one generation increases the likelihood
that the next will be poor as well—poverty is likely to
persist across generations.” In other words, children
living in the basement and those in the penthouse are
both more likely to live where their parents did when they
grow up than those in the middle floors.”

7.1.2 Intergenerational poverty and poor
outcomes

Intergenerational poverty is linked with a range of poor
outcomes. As the report by DWP notes: “parental income
has one of the strongest associations with children’s
future income and children’s intermediate outcomes,
with poor children disadvantaged across a spectrum of
outcomes and from an early age.”” As mentioned above,
this association is well-established. The Children’s
Commissioner’s Expert Advisory Group went so far to say
that “incontrovertible evidence now exists showing that
child poverty has long-lasting negative effects across
multiple life domains.”"”
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This leads us to a more interesting and fundamental
question that goes beyond this well-established
correlation between family income experienced in
childhood and that child’s future income as an adult
that the intergenerational mability figures show. Does
poverty in one generation cause poverty in the next
in any meaningful way, or is it more an indicator
or symptom? Does it cause other poor outcomes? If
it does, how strong are the relative effects?®® We will
now turn to evidence that controls for these potentially
confounding factors like parental education, ethnicity, or
drug and alcohol problems, to name a few.

7.2 Causal relationships across
generations

Identifying whether poor outcomes later in life are
the result of poverty in childhood or, alternatively, of
individual, family and social factors is a critical question
for policies aimed at reducing long-term disadvantage.
If family income during childhood does play a direct
causal role, then policies that boost income will likely be
effective at reducing intergenerational poverty. However,
if other individual, family, or social factors significantly
mediate this relationship between childhood poverty
and poor adult outcomes, then income-boosting policies
may be ineffective in the long run.™ But teasing out cause
and effect across generations is more difficult than within
lifetimes. This is because intergenerational timeframes
stretch over several decades and involve a large number
of variables and events, compared with trigger events
like losing a job or worker in the family where cause and
effect can be observed much more easily.

As we saw earlier (in the discussion of early motherhood),
when an outcome like poverty is the result of a
combination of factors, regression models are the usual
tool for identifying which factors have an independent
effect on outcomes later in life by helping to rule out
alternative explanations for the observed relationship.
Because “low income does not occur randomly,”
pre-existing differences between families need to be
incorporated into the equation to assess the relative
influence and strength of these factors.™

Pre-existing differences matter, and can obscure the
nature of seemingly straightforward relationships.
Children of disadvantaged families are more “likely
to have home environments or face other challenges
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which would continue to affect development even if
family income rose substantially.”®* Parents with drug
and alcohol dependence, for example, could contribute
to the future poverty of their children because this
addiction may have a negative and simultaneous impact
on the parent’s ability to parent well, and to get and
hold a job. As we saw in the section on poverty within
a lifetime, “larger families are more likely than smaller
families to experience persistent poverty and ... families
with very young children are more likely to experience
persistent poverty than families with older children.”®
But, because larger families are also more likely to have
younger children, we need to control for one or the
other factors to work out which (or both) is driving the
persistent poverty.’®

7.3 Potential causes of future poverty
and hardship

There is a rich international literature surrounding the
relationship between parental income and children’s
current and future outcomes (including poverty).
Economist Dr. Simon Chapple, writing for the OECD,
summarised the findings of the literature, which will be
fleshed out in the remainder of the section:™®

Controlling for essentially pre-determined covariates
like parental age and education reduces the size of raw
income effects on child well-being."’

After controlling for covariates, the effect of income
on child well-being is small compared to other child-
outcome-related factors like parents’ education

The consensus is also that some of the remaining
relationship of income to child well-being is causal. But in
terms of effect sizes, the causal effects are modest.

Effects in early childhood are typically larger than in late
childhood ™
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Effects of income on child well-being are stronger for
some outcomes than for others—for example they appear
larger for cognitive ability and education outcomes than
for behaviour and for health outcomes (both physical and

mental).

Income effects on child well-being are stronger for

children in poorer families.™

High-quality evidence from New Zealand supports
Chapple’s claims. As Chapple and co-author Prof.
Jonathan Boston conclude in their book, Child Poverty
in New Zealand:

While there may be no single cause of poor child outcomes,
it is clear that both poverty and other factors influence
the way children grow up. There is a robust body of
evidence that suggests that the income of children’s
families directly causes important future outcomes. There
is a complementary body of evidence that suggests other
influences are more important, including parenting quality,
and they serve to diminish the raw impact of income...good
outcomes for children are not simply about adequate family
incomes. Those interested in disadvantaged children’s lives
need to consider seriously the quality of parenting, schools

and neighbourhoods. 9°

7.4 Predictors of future economic
outcomes - New Zealand research

Just what combination of poverty and other factors
influence the way children grow up? Using data from
the longitudinal Christchurch Health and Development
Study (CHDS) that follows a cohort of people born
there in 1977 (now in their thirties), Joseph Boden,
David Fergusson and John Horwood assessed which
individual and family factors—both past and present—
most accurately predict family economic outcomes at
age 30."" The factors are shown in the second column in
Table 9 below.™?
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Table 9: Associations between measures of economic outcomes at age 30 and predictors.

Domain

Factors

Family Economic Outcomes

Income at 30

Living Standards at 30

Family background and individual
factors (childhood)

Paternal occupation

Childhood living standards

Modest (0.10)

Modest (0.13)

Childhood parental income

Parental education

Maori ethnicity

Gender - -
Education/cognitive ability Education level Modest (0.15) Indirect (0.04)
Current household and family Income at 30 n/a Strong (0.27)
characteristics (adult) Number of earners™: Strong (0.36) Weak (0.09)

Number of dependent children | Strong (-0.26) Weak (-0.09)

Becoming a parent before 20 - -

Single parenthood

Mental Health and substance

Mental health problems

- Strong (-0.23)

abuse (adult) Substance abuse

- Modest (-0.15)

Total explanatory power

39% 33%

Source: Adapted from Joseph M. Boden, David M. Fergusson and L. John Horwood. “Pathways to economic outcomes at age 30: Income and living standards in a New Zealand birth

cohort,” New Zealand Sociology 28, no. 3 (2013), 125.

All of the factors listed in the second column were
significantly associated with family economic outcomes
(income and living standards) at age 30."** The third
and fourth columns show the strength of associations
after adjusting for potentially confounding individual,
family, and social factors. The outcomes listed with weak
to strong associations remained significant after the
adjustment; those with dashes were no longer significant
suggesting they are more likely indicators than causal
factors. Important findings include:

Current income has the largest influence on
current living standards. While the relationship
isn’t perfectly one-to-one, income explains a large
amount of the variance in living standards.'®

The current number of earners and dependent
children in afamily are the most robust predictors of
current family income. This suggests current family
characteristics are more influential than childhood
family background and individual factors.

Childhood education and living standards explain
a relatively modest variation in income: they are
still predictive and deserve attention.

Family income during childhood, once adjusted,
was no longer directly related to future family
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income or living standards using this particular
model.””® This data suggests that family income
during childhood is more an indicator than a
causal factor for future poverty.

Similarly, once adjusted, being Maori was no
longer predictive of future economic well-being.
This potentially surprising result stems from the
fact that being Maori is strongly associated with
a number of factors that predict lower living
standards, such as living with dependent children
and socio-economic disadvantage in childhood.™’

The authors of the study said their research “suggested
that income [at age 30] was largely a function of earning
power (number of earners) and family commitments
(number of children), with education and family living
standards in childhood playing a relatively modest
role.”#® They also note that these findings are:

...in general agreement with a range of research suggesting
that economic outcomes are at least in part determined
not only by earning power, but also preparation for the
workforce via education, reliability and dependability as
influenced by levels of mental health and substance use

disorders, and family background and individual factors
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Table 10: Adjusted associations between childhood family income (age 0-10) and measures of educational achievement,

economic advantage.

Adult Outcomes by age 30 Childhood family income quintile age o-10
L 2 3 4 5
Educational Achievement
% Attained high school qualifications 76.4 79.9 83.0 85.8 88.2
% Attended university 39.9 42.9 45.8 48.8 51.8
University Degree 22.6 25.1 27.8 30.7 33.7
Economic Advantage
Mean gross personal income 42,534 45,471 48,409 51,346 54,284
% Economic hardship (ELSI) 1.7 9.0 6.8 5.1 3.8

Source: Adapted from Sheree J. Gibb, David M. Fergusson and L. John Horwood. “Childhood family income and life outcomes in adulthood: findings from a 30-year longitudinal study in

New Zealand,” Social Science & Medicine 74, no. 12 (2012): 1984.

that influence both the choice of work undertaken and

expectations regarding adequate living standards.

This summation supports our findings earlier regarding
the importance of labour market and family events and
characteristics onthe length ofapoverty spell. At the same
time, it also brings into question the link between family
income during childhood and future family economic
outcomes. But while current circumstances are more
accurate predictors of current family economic outcomes,
just how important are childhood circumstances, and in
particular, poverty experienced in childhood?

7.5 Links between childhood poverty
and future poverty - New Zealand
research

A second important study utilising the CHDS data
investigates the link between childhood family income
and future personal income at 30, seeking to untangle
the relative effects of low family income in childhood
and other factors that might lead to poverty and other
poor outcomes in the future.’® Current household and
family characteristics were not considered as dependent
variables in this study. They found that low family income
during childhood was associated with:**°

Later lower educational achievement,

Poorer economic circumstances,

Higher rates of criminal offending,
Higher rates of mental health problems, and

Higher rates of teenage pregnancy.

After adjusting for covariates (family background and
early life circumstances like child intelligence or parental
education), the links disappeared between low family
income and mental health, offending and teenage
pregnancy—these relationships were explained by the
covariates.” Using this model, the relationship between
low family income and both lower educational
achievement and poorer economic circumstances
in adulthood, while diminished, remained and was
significant, suggesting a potential causal relationship
exists.” This indicates that growing up in a poor family
“poses a barrier to future educational and academic
success independently of the child’s academic ability and
family context.”* According to this evidence, poverty
experienced as a child is likely to be a small to modest
independent causal factor leading to poverty in the future.

Table 10 shows the extent of this effect. It displays the
estimated adjusted relationships between childhood
family income and adult measures of educational and
economic outcomes ordered by income quintiles—1
being the lowest, 5 being the highest. The adjustment
here involves making an assumption that all the cohort
members scored the same for the covariates.”

A The covariates were: maternal education; paternal education; maternal age; family socioeconomic status; pregnancy planning; parental ethnicity; single parent family;
family church attendance; family size; Concurrent covariates: parental history of offending; parental history of illicit drug use; parental history of alcohol problems;
changes of parents age 0-10; inter-parental conflict age 0-10; child conduct problems age 7-9; child attentional problems age 7-9; child IQ age 8/9; childhood sexual
abuse (<16 years); childhood physical abuse (<16 years); teacher-rated academic progress age 7-10. Sheree J. Gibb, David M. Fergusson and L. John Horwood. “Childhood
family income and life outcomes in adulthood: findings from a 30-year longitudinal study in New Zealand,” Social Science & Medicine 74, no. 12 (2012): 1979-1986
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Educational achievement and economic advantage rise
as childhood family income rises. These relationships
are relatively linear, suggesting “an intergenerational
transmission of educational and economic privilege
in which increasing childhood family income was
associated with increasing educational and economic
privilege even after adjustment for a wide range of
childhood, family and related factors.”*** Research using
data from the Dunedin Multidisciplinary Health and
Development Study backs the findings from the work in
Christchurch, indicating that: “on average, the childhood
income of people’s parents explains a modest proportion
of the variance in their adult income compared to other
possible explanatory variables.”*>

When it comes to children’s development, the timing of
this income matters too. Parental income received while
children are younger appears to have more impact than
later in life, when children reach their teenage years for
example.*® The early years are crucial. New Zealand
research using data from the Dunedin cohort study shows
that better socio-economic circumstances in adulthood
were unlikely to counteract or undo all the negative
effects of poverty in childhood, underscoring how critical
children’s early years are for their development and
outcomes when they grow up.”” As in many other policy
areas, prevention appears to be better than cure.

Overall, the New Zealand evidence offered here lends
support to the findings that family income during
childhood plays a small to modest role on future
outcomes—the precise influence depends on which
models are used.

Like in the trigger events section, it is important to note
that a large proportion of the relationships over time and
across generations remain unexplained by the variables
in the statistical models, limiting the overall predictive
power. In this case only 40 percent was explained. This
means that there are possible explanatory variables
missing from the equation and that economic factors are
only partly responsible for future outcomes.*®

7.6 Experimental evidence - beyond
correlations

Longitudinal cohort studies like those from Christchurch
and Dunedin give anindication of the nature of the potential
causal relationships at play, but they are second-best
when it comes to more robust evidence that experiments
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can provide—these constitute the “intervention” type
of evidence mentioned in Section 3 above. There have
been no natural or quasi experiments undertaken in
New Zealand to date. Most of the existing literature takes
advantage of policy changes that increase the income of
some families and not others, and are usually conducted
in the United States.”*® Experiments like these tend to
find stronger effects of childhood income on future
outcomes (particularly cognitive and educational)
than those using regression models, but the results
are generally still modest.”° Promisingly, the results of
a forthcoming experiment led by University of California,
Irvine Professor Greg Duncan, which will give some
young mothers $4000 a year and a control group a
smaller amount, will likely shed unprecedented light on
the extent of income’s effect on family behaviour and
children’s development."

7.7 Theories of transmission across
generations

Theories are needed to understand the potential
mechanisms and causal processes present in the
associations between the many variables that are
examined in these large research programs.® There
are several theories that seek to explain how poverty
experienced during childhood influences future outcomes.

Education, for example, has been found to play a
significant mediating role as a transmission mechanism
for intergenerational poverty, with New Zealand research
suggesting “just under half of intergenerational income
persistence was attributable to the length of time spentin
the education system.”? But it doesn’t make much sense
to talk of education “causing” future income for example;
there needs to be a theory that can be empirically tested
and based on the actual actions of the people involved to
link the two concepts.” In this example, education could
improve knowledge and skills, it could signal competency
and reliability to would-be employers and so on. Without
a plausible theory a causal link cannot be made.

Besides education, some call the remainder of the
identified transmission mechanisms a “black box.”**®
Inside the box we would find a tangle of genetics; wealth;
neighbourhood and social conditions; ethnic origins
and race; gender of siblings; birth-order, family size and
family structure; health status; non-cognitive abilities
(conscientiousness, honesty, and persistence, for
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example); labour market connections; family dynamics
and parenting; and the formation of preferences and
aspirations.?®

7.7.1 Three dominant theories for
intergenerational poverty transmission

When it comes to intergenerational poverty
transmission—that is, poverty in one generation
causing poverty in the next—economists, sociologists,
and developmental psychologists emphasise different
pathways. In the main, there are three dominant theories
for how poverty is transmitted across generations:*”

Material/resources and investment: A lack of
resources—both time and money—constrains
parents from investing in their children by
providing everything from more nutritious food, to
better housing/neighbourhood and more learning
opportunities.

Psycho-social/family and environmental
stress: Stress resulting from a constant struggle
to pay bills and put bread on the table, combined
with the whole host of life shocks that are more
common in poor families, takes a physical and
mental toll on parents, and subsequently, their
children’s development.®

Cultural/Culture of poverty: Norms and
behaviours like poor self-control and a lack of the
ability to delay gratification along with feelings of
hopelessness are transmitted from generation to
generation, resulting in adverse outcomes.

7.8 Discussion

The evidence supporting these theories, like in other
sections, is mixed and complex. The OECD finds
more evidence to support the theory that resources
and investment have a significant effect on children’s
outcomes rather than the theory of parental stress.””
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Resources and investment also tend to be more strongly
associated with children’s cognitive ability, while parental
stress was more strongly linked to children’s behavioural
problems. While the literature is clear that there is a
solid link between resources available in a family and the
amount of investment in the child, it is not so clear on
the extent of the independent effect of parental income
on future outcomes as we've just seen.? Nobel Laureate
economist James Heckman found that when it comes
to children’s development, the “causal evidence of an
importance [sic] role for credit constraints is weak...
Parenting matters much more than parental income.”*

Cultural explanations are more difficult to examine
than investment or stress pathways, but the evidence
does suggest that aspirations, attitudes and values
are passed, to some extent, from generation to
generation.?® This is evident in research that suggested
that worklessness is associated with poor educational
outcomes for children, even when parents’ income and
educational level is controlled for, potentially as a result
of “role-modeling.”** New Zealand evidence suggests
that a “socialisation process”™ works through “exposure
to parental role models, the development of life
course expectations and aspiration which lead[s] to an
intergenerational transmission of economic advantage
and disadvantage.”**

There is no single pathway through which income affects
outcomes. Plausible evidence supports the conclusions
that to some extent all three pathways contribute, that
there is significant interaction between them and that
different mediating variables are at play for different
outcomes.” Investment-based explanations appear to
explain the overall relationship better than stress-based
explanations; cultural explanations may surpass both
once research methods mature. Again, more research
is needed to make more definitive claims on the relative
strength and nature of the causal chains linking childhood
poverty to future poverty.
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8. POVERTY-RELATED FACTORS
FORFAMILIESIN THE FUTURE -
INTERNATIONAL EVIDENCE

Like the “Within lifetimes” section above, we now turn
to findings from the UK DWP on the relative influence
of factors and causal pathways for future poverty to
complement and put into conversation with the New
Zealand evidence. Itis worth reiterating that this evidence
is UK-based, and if additional research was undertaken
here the relative influence of factors may differ.””® Based
on analysis of cohort studies and investigation into
potential causal links, their findings on “factors making
some poor children more likely to become poor adults”
are included below and are evaluated using three
criteria:®’

Table 11: Relative influence of factors on future poverty

Certainty: Does it have an effect? How clear is the
causal relationship?

Strength: How large is the effect? How strong and
direct is the impact?

Coverage: How many are affected? How

widespread is the impact?

Looking at the three criteria together helps add
texture and nuance to the findings. Drug and alcohol
dependence, for example, is strongly associated with low
family income in the future as the regressions picked up,
but the impact is limited to a small proportion of families,
and the evidence supporting the causal relationship
across generations is limited as well.

Factor

Child Educational Attainment

Parental Qualifications

Childhood Poverty

Certainty

Medium

Strength Coverage

Medium

Medium

Home Learning Environment, Parenting Styles Medium Medium
and Aspirations
Non-Cognitive Development Medium Medium

Parental Ill Health and Disability

Child Ill Health

Long-term Worklessness & Low Earnings

Medium

Medium

Medium

Medium

Family Size

Medium

Medium

Neighbourhood

Medium

Medium

Family Instability

Drug & Alcohol Dependence

Housing>®

Debt

Medium

Medium

Medium

Medium

Source: Department of Work and Pensions, An evidence review of the drivers of child poverty for families in poverty now and for poor children growing up to be poor adults, (HM

Government, 2014), 8.
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Accordingtothisevidence, low educational attainment
is the primary cause of poverty for families in the
future. In other words, educational attainment explains
the greatest share of intergenerational mobility: the
association between income for parents now and their
children in the future.”® The potential causal link is clear
and well-established, low educational attainment during
childhood limits a child’s potential to gain and maintain
a well-paid and stable job in the future.” Many argue
that the strength of this association has increased over
time as globalisation and technological advances have
reduced the demand for unskilled labour (a particular
concern for those from disadvantaged backgrounds)
and increased the return on education and credentials in
the marketplace.® As employment is the key to avoiding
and escaping poverty for working-age families, a lack
of education poses significant risk for the generations

to come. For a matrix of studies and their findings on
factors underpinning intergenerational income mobility,
see Appendix 2.

8.1 Potential poverty-related causal
pathways for families in the future

Figure 11 shows the potential causal pathways in Table
10 above in more detail: how low parental qualifications,
home environment and parenting styles and aspirations,
non-cognitive development, poor parental health, and
childhood poverty itself flow, to a greater or lesser extent,
through the child’s potential for educational attainment.
Education improves the chances of future employment
for children when they grow up, leading to the benefits
described in the within lifetimes section.

Figure 11: Potential causal pathways including size of group affected and transmission strength for factors making poor

children more likely to become poor adults.

Childhood poverty

Within context of
education system

Low parental
qualifications

Parental ill health

outcomes

Poor home
environment

Low child education

( childill health )&=

FUTURE

Future low
income

Bad employment
outcomes in adulthood

’7‘

Low non-cognitive
skills (child)

KEY

Small transmission Medium
effect transmission effect effect

—

Large transmission

[ Small numbers affected ]
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Note: this diagram includes the main factors and overall effects. It does not include full detail on the mechanisms and how they interact.

Source: Department of Work and Pensions, An evidence review of the drivers of child poverty for families in poverty now and for poor children growing up to be poor adults, (HM

Government, 2014), 9.
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We see that the majority of the factors do not directly
influence future income; the factors on the left hand side
of the figure are intermediate or indirect pathways and
act through the child’s experience of the educational
system.” An intermediate pathway is like a link in the
causal chain. Low parental qualifications influence the
children’s home learning environment.»* A rich home
learning environment (including parenting styles and
aspirations) improves children’s cognitive ability and
non-cognitive skills.?* Parental ill health, particularly
psychological, can negatively influence the home
environment. Childhood poverty limits parents” ability to
invest time and money into their children resulting in a
negative cumulative effect on a number of hardships and
social and cultural capital. These pathways are related,
yet distinct from the within lifetimes process.

8.2 Educational achievement and
intergenerational poverty

The intermediate pathway between childhood poverty
and educational achievement later in life is, however,
contested and worth discussing. Being brought up
in a poor family does appear to negatively impact
children’s future educational success independent of
their intelligence or family background. New Zealand
evidence found that while “[s]ocio-economic status at
birth was strongly linked to later economic resources,
there was no direct pathway from economic resources
to later educational achievement.”?* Instead, the
primary explanatory factors from this study were
individual cognitive ability, child behavio[u]r, and family
aspirations.”®

8.2.1 The home environment

These explanatory factors depend largely on the nature
of the home environment. Families fulfil several roles
in the home: they care, nurture and support; manage
resources; provide socialisation and guidance, and
provide identity and sense of belonging.s® It is critically
important forachild’s development that their parents can
perform these roles well. When it comes to education,
research suggests that parenting explains somewhere
between a third and a half of the school readiness gap
between children in low and high-income families.”’
Parenting includes both parenting style, where maternal

sensitivity and nurturing is of particular importance, and
a rich home learning environment, where quality time,
educational resources, and teaching behaviours help
boost children’s development.

Parental educational attainment is one of the greatest
predictors of a child’s educational outcomes. Of the 7
percent of children living in households with no formal
qualifications, just over half of these households are in
poverty. In a New Zealand-based longitudinal study,
economist Tim Maloney concluded that “family income
still matters for determining whether a youth leaves
education without a qualification, but the direct effect of
parental qualifications is considerably more important
for this outcome.”® The magnitude of the impact is
significant too. “Having school-qualified parents,” writes
Maloney, “has the equivalent impact on the probability of
the subject having a qualification of an increase in mean
family income of $38,000 (an increase that would almost
double the mean income of the cohort members).° The
probability that this child will end up unqualified is also
reduced by 13.3 percentage points.

8.2.2 Cognitive and non-cognitive skills

The prominent focus on educational attainment can
tend to “disguise” the critical role of cognitive ability
and non-cognitive skills in the transmission of income
across generations—a process largely dependent on
an enriched home environment with healthy, well-
functioning parents.*® Cognitive skills like literacy
and numeracy have been shown to be associated with
higher earnings regardless of educational attainment.?
Non-cognitive skills (sometimes called character
skills) include self-control, inter-personal skills, and
perceptions of self-worth and control over life. Cognitive
skills tend to be better predictors for educational and
economic success than non-cognitive skills, yet both are
important.®*Recent studiesattribute around athird ofthe
differences in educational attainment to non-cognitive
factors.?* Non-cognitive skills are critical because they
have the capacity to foster cognitive skills like memory,
language, and problem-solving (usually approximated
by I1Q), potentially leading to cumulative educational and
economic advantages.** Studies suggest that they also
seem to matter more for those in lower incomes than
those higher on the income distribution.*** Because it is

L A child’s ill health and low non-cognitive skills are exception here, as evidence suggests these impact future employment outcomes independent of educational

attainment.
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difficult to define and measure these skills, there is still
a long way to go before definitive findings will arise from
the research, but regardless, it remains a promising area
worthy of further exploration.®

8.3 Summary

Poverty scars across generations. Evidence presented
in this section has underscored just how deep an
inheritance parents leave their children. New Zealand’s
overall intergenerational mobility is around the OECD
average, though it is likely that there is a worrying
persistence across generations at the bottom of the
income distribution, meaning that someone who
experienced poverty during childhood will be likely to
experience poverty in the future.

We have examined evidence on whether poverty
in childhood causes adverse outcomes—including
poverty—in the future. While much of the evidence is
mixed on this relationship, as Brooks-Gunn and Duncan
concluded from their early research: “income effects are
probably not due to some unmeasured characteristics of
low-income families, family income, in and of itself, does
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seem to matter.”*’ The effect also appears to be causal
and its relative importance appears to be increasing as
time goes on.*® But while a causal relationship exists
between poverty in childhood and later outcomes, the
effect size of childhood income is small to modest—
other factors like the quality of parenting appears to play
a more significant role. D’Addio writes that the effect
of income “is less important than that of a wider set of
parental characteristics...[t]hese include the home and
social environment where the children are raised and
where their beliefs, attitudes and values are shaped.”
Both family environment and genetic inheritance are
equally important for the transmission process.?°
Education plays a significant role as a transmission
mechanism.

Much of this evidence is based on statistical analysis
rather than experiments following interventions, which
means we must be cautious when making strong
causal conclusions. The unexplained proportion is also
significant, but going beyond mere correlation has shown
the relative importance of income and other factors.
More experimental studies would be of great benefit in
New Zealand and overseas.™
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O.REFLECTIONS AND
RECOMMENDATIONS

A clearer understanding of how poverty “works™ helps to
guide a better, more dynamic response for struggling New
Zealand families. We simply cannot afford to “fly blind”
for any longer; the costs, both social and economic,
are too great.®® These costs are intergenerational,
which means our solutions need to be too. Because the
wellbeing of one generation is to some extent bound by
decisions and events of those who have gone before, we
need to start making wiser, more-informed decisions
in the House and in our homes for our children and our
children’s children.>*

The relationship between poverty and negative
outcomes both now and in the future is established and
clear, but untangling the causal factors and direction
has proven to be a much more difficult task. Structural
and individualistic factors conspire together: people’s
decisions—wise and unwise—are shaped and made in
a particular context. “We are all sedimentary creatures,”
writes Law Professor Robert Fishkin, “our abilities
and disabilities, our preferences and values, and our
character traits all arise through layer upon layer of
dynamic interaction between self and environment that
build us, gradually over time, into the people we are.”*
Because of this complexity, the picture that is painted
from the evidence is more impressionist than realist.
We would do well to avoid over-simplifying or over-
exaggerating the nature and causes of poverty in public
discourse—hyperbole, false dichotomies and blame
games tend to lead us further away from the truth, and
subsequently, further away from successful solutions.

This paper has shown how incredibly dynamic poverty
is in New Zealand, both within lifetimes and across
generations. Over time, poverty touches many more lives
than one might expect—more than the prominent point-
in-time figures would suggest. The apartment building
and the hospital ward illustrations serve to show how
poverty is a “seeming paradox,” as the OECD describes
it, “simultaneously fluid and characterised by long-term
traps.”*® Most families” experience of poverty is short
with limited consequences (in large part thanks to the
ameliorating effect of the benefit system) but, sadly,
many remain trapped for extended periods of time.
Those trapped in persistent poverty are left with the
greatest scars.
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Uncovering the roots of poverty is only a first step, getting
at them through policy is next. The complex nature of the
problem combined with the exploratory nature of this
paper means that the recommendations that follow are
more broad principles and suggested directions than
specific policy solutions. These principles and directions
both challenge how we—as policy-makers and
researchers—have done things in the past, and offer us
some direction as to how we might respond in the future.

9.1 Challenges for policy-makers

Because persistent poverty leaves the greatest scars,
preventing families from falling into long-term spells of
poverty and helping them out if they are there should
be the primary focus of poverty-alleviating policy now.
Minimising the extent that poverty is passed on from
one generation to the next—intergenerational poverty
persistence—should be the focus for poverty in the
future.

9.1.2 Poverty dynamics

Our policy priorities should be backed by solid evidence,
not attention-grabbing headline figures or ill-considered
causal theories. The substantial streams flowing into and
out of poverty need to be understood clearly by policy-
makers, alongside a greater appreciation for the relative
influence of the myriad different factors causing it.** A
simplistic cross-sectional, one-size-fits-all approach
to those in poverty doesn’t reflect reality by ignoring
the large proportion of families shifting into and out of
poverty, which can lead to ineffective—and potentially
harmful—interventions that will likely fail to make a long-
term dent in persistent poverty figures.*” Similarly, a
failure to make clear distinctions between the causes and
indicators of poverty can lead to poorly-targeted policies
that don’t get to the root of the problem. Prioritising
the most disadvantaged means we need to reduce
persistence and increase upward mobility at the bottom
of the income spectrum.

9.1.3 Work and education

From the evidence considered, a renewed focus on
improving the lives of struggling families now and in
the future through work and education should make an
appreciable difference towards this end. The focus on
struggling families is important as policies should be
targeted and tailored to those in, or at risk of, persistent
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poverty. Broad policy solutions may benefit the majority
of families, and in some cases, just the better-off, but fail
to reach and help those who face a number of challenges
and have complex needs.?*®

Our recommendations fall broadly under the domains of
work and education. Findings and policies that focus
on the nature and role of family are critical too, and are
intertwined throughout both domains.

9.2 Recommendations — work

Worklessness and low earnings are the primary drivers
of poverty for families now. As poverty is about a lack
of resources (mainly income), and work is the primary
means of attaining resources in a market economy,
it makes sense that a lack of work or low earnings is a
significant causal factor. "Low parental qualifications;
drug and alcohol dependency; parental and child health
problems; and family size and instability" all contribute to
and mediate this pathway.?® Jobs, particularly full-time,
stable, and for both parents remain the “surest route out
of poverty” for families. As such, policy should continue
to encourage “work for those who can” (and need to),
while at the same time balancing this imperative with the
importance of nurturing children, particularly while they
are younger.”®°

9.2.1 Job retention is key

Getting parents into work, keeping them there, and
ensuring the work is stable and sustainable is crucial.
Research by the OECD suggests that getting more parents
into work would result in the greatest reductions to the
child poverty rate.” Bolstering labour market outcomes
should remain a policy focus, with particular emphasis
on families with a larger number of children and young
parents given their high relative risk. Because losing work
is the most prominent trigger event for families falling
into poverty, policy should not solely focus on getting
people off benefits or into jobs as it has tended to in the
past. Job retention is a critical yet often-overlooked area:
making sure the work is sustainable with decent hours
and wages should also be a priority to safeguard against
re-entry into poverty.**

9.2.2 A renewed focus on up-skilling

Finding work is harder for some, particularly parents with
low skills and poor qualifications—those most likely to
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be unemployed and in poverty. As Director of Centre
for Research in Social Policy in the UK Donald Hirsch
writes: “[w]here parents have to make a choice between
low income and long hours, it is difficult to give children
good life chances.” Policy areas for focus could include
skills development and investigating ways to give parents
in this situation preference in the active employment
system. When those less skilled do find work, they tend to
be on lower wages. Raising the minimum wage is unlikely
to be effective as only around twenty percent of families
with a worker earning the minimum wage have children,
and because most of those that do are on benefits,
abatement rates mean that the difference in take-home
income will likely be negligible.®* Programmes that
boost skills are a more sustainable, longer-term solution,
but will take time to gain traction. Businesses have a
role to play to improve job prospects and wage levels
within the organisation with training and paths of career
advancement, and affording more flexible working hours
where appropriate.?®

9.2.3 Getting behind sole parents

Sole parents are also of great concern in New Zealand
when it comes to unemployment. Losing a worker is
much more likely to plunge families with children into
poverty than other factors. While New Zealand has an
above-average female employment rate internationally,
the sole parent employment rate of 50 percent is one
of the lowest in the OECD and significantly trails behind
the OECD average of 69 percent.”® The chance of exit
from poverty for sole parent families when contrasted
with couple families is also low when compared
internationally.”” Decisions “to work or not to work”
were found to be more important than changes to hours
worked for sole parents already in work, meaning work
itself rather than wages is key. Issues like additional travel
and childcare costs, sick children and school holidays
will need creative solutions. Again, investigation into
more flexible working hours and improving availability of
affordable, quality childcare solutions for these parents
are potential ways forward here. Expanding paid parental
leave is likely to have little effect on persistent poverty as
parents in that situation are unlikely to have the kind of
stable work where leave is an entitlement.?*®

9.2.4 Strengthening families

Strengthening families should also be a priority. As the
Brookings Institution researcher Isabell Sawhill writes,
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“social policy faces an uphill battle as long as families
continue to fragment and children are deprived of the
resources of two parents.””® Indeed, the EAG claims
that “[p]art of New Zealand’s comparatively mediocre
child poverty performance is almost certainly due to
the higher than average rate of sole parenting,” with 21
percent of New Zealand children living in sole-parent
families compared to the OECD average of 16 percent.”®
Historically, government policies that attempt to promote
stable relationships or delay parenthood have had mixed
results.?””’ This may reflect that changes to family structure
over time are more the result of cultural rather than
legislative forces. Family, counselling and relationship
support have the potential to reduce conflict, improve
family functioning, stability, and overall well-being and
so these measures deserve greater attention.””” More
serious evaluation of their effectiveness is also required,
however, as many of the programmes in New Zealand
have not been subject to rigorous, evidence-based
review.””

9.2.5 Supporting non-resident parents

Supporting non-resident parents  (overwhelmingly
fathers) ought to be subject to increased policy focus, an
aspect usually neglected in discussions on policies aimed
at getting sole parents into work. Around a third of child-
support payments are missed or delayed, according
to the IRD, putting sole parents at risk.”* To reduce
poverty and the associated damaging inter-parental
conflict, both improving employment incentives and
opportunities for non-resident parents to better support
their children financially and encouraging relationship
and counselling support to promote emotional
involvement where possible should be investigated.”
The broader objectives underpinning the current child
support system in New Zealand have been described as
“a dog’s breakfast” and require review as well.?”®

9.2.6 Balancing work and benefits

While the focus here is on work as it is the most effective
pathway out of poverty, the tax and benefit system also
plays a significant role in determining the extent that
work matters for family’s outcomes. The increase of
the poverty rate for sole parents following the reforms
of the early 1990s is a stark example of this.””” The gap
between income from the labour market and benefits
has grown over the past few decades, in large part due
to benefits not being linked to average wages like New
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Zealand Superannuation is.?”® While the Government has
recently increased benefits through the Child Hardship
budget package, an ongoing indexation to median wages
should be considered. Policies that seek to reduce
unemployment also “need to be formulated in ways that
prevent the growth of working poverty.”?”

A balance also needs to be struck regarding the relative
policy focus and timing of employment and benefits.
Boston and Chapple recommend that a benefit strategy
be given weight when children are younger, and an
employment strategy as they grow older.?®® This makes
sense, with the growing body of evidence surrounding
child development supporting this approach. In the long
run, however, international evidence tends to reinforce
that policies designed to improve “adult economic
independence in any kind of family type show higher
effect on reducing poverty risk in the short to long-
term than those focused on the family income as a
whole.”" Because of our levels of unemployment and
market income poverty, reducing poverty primarily
through raising benefits rather than reducing parental
unemployment is relatively costly and inefficient for New
Zealand when compared with many other countries and
as the OECD points out, would do little to increase skills
and productivity.*®

Given the “strong relationship between parental income,
early employment, and future earnings,” focus should
also be placed on supporting the transition from school
towork to build a strong economic foundation for families
of the future.® Early contact with the benefit system has
been shown to be a strong predictor of future long-term
benefit receipt.® The employment participation rate for
15-24 year olds in New Zealand has also dropped relative
to other age groups over the past decade—signifying
a weakness in this area.®®s Apprenticeships, on-the-job
training, and professional partnerships are potential
avenues for further exploration. Education lies at the
heart of intergenerational mobility, particularly at the
bottom of the spectrum.

9.3 Recommendations — education

It is also no surprise that children’s low educational
attainment is the primary driver of poverty for families
in the future.”*® New Zealand and international evidence
suggests that educational attainment explains a large
proportion of intergenerational income mobility and
therefore intergenerational poverty. The link across the
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life course between education and eventual employment
is strong and well-established—a child who struggles
at school will likely have low skills and qualifications
when they grow up, making it harder to get and keep a
stable and well-paid job in the modern, service-oriented
economy and eventually, provide for their family. "Low
parental qualifications, parental ill health, child il
health, the home environment, children’s non-cognitive
skills and childhood poverty itself" all contribute to and
mediate this pathway.®

9.3.1 A greater focus on disadvantaged
children

The pathway between education now and work in the
future depends in large part upon how effective the
educational system is at pushing against socio-economic
barriers; otherwise it can simply perpetuate and
sometimes amplify inequalities.”®® Education should not
just be a means for those with advantaged backgrounds
to get further ahead. Unfortunately, unlike countries
like Canada, Finland, Japan and Korea, comparatively,
New Zealand’s system is notoriously bad at improving
outcomes for disadvantaged children.?®® Understanding
why this is and doing something about it should be
another policy priority, asitis a crucial aspect to breaking
intergenerational cycles of poverty in New Zealand

9.3.2 Improving skill formation key

A significant proportion of factors that influence
children’s development and educational attainment—
some claiming up to eighty percent—lie outside of
school grounds, however.” Early experiences of
poverty, for example, particularly before the age of
five, have consequences for future educational and
behavioural success.”" Family background and early
life circumstances are crucial for a child’s development
and school-readiness. An enriched home environment
with healthy, well-functioning parents who are engaged
and invested in their children supports this process. As
James Heckman and Flavio Cunha write:

Skill formation is a life cycle process. It starts in the womb
and goes on throughout life. Families play a role in this
process that is far more important than the role of schools.
There are multiple skills and multiple abilities that are
important for adult success. Abilities are both inherited
and created, and the traditional debate about nature versus
nurture is scientifically obsolete.??
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These skills not only have the potential to help children
to develop cognitive skills like literacy and numeracy
and form the foundation for educational attainment,
but to enhance employment opportunities as well.
Employers are increasingly valuing non-cognitive
character or “soft skills” for workplaces of the future.?
Recent findings from the US suggest that while short-
term improvements to achievement and behaviour at
school from early childhood education tend to fade as
time goes on, there appear to be long-run improvements
on adult employment outcomes.”* This could suggest
that social and emotional skills fostered early on largely
lay dormant through school where “hard” literacy and
numeracy skills are accentuated, only to be eventually
re-awakened in the workplace. Therefore, a “whole of
child” development strategy that promotes character
skills alongside academic achievement should be a
complementary policy focus to help improve school
readiness, performance and eventual economic success
for those on low incomes. Policies could work at several
levels across the life course: in early years through
parental education that targets parenting style and the
home learning environment, early childhood education,
and later, in primary and secondary schools. There is
evidence that programs that aim to develop these skills
in the early years can be effective.?®

9.3.3 Two-generation models and family hubs
show potential

Families need to be helped as families. A promising and
relevant area of work is the “two-generation” model or
mechanism, an approach that seeks to develop and
assist both parents and their children simultaneously.?*
One potential policy direction that flows from this model
is to establish and bolster “family hubs” where services
that seek to improve child development and school
readiness, parenting aspirations and parenting skills
and child and family health are met with “antenatal
and postnatal services, information on childcare,
employment and debt advice and relationship support,”
for example.*®” Schools, in partnership with other
businesses and organisations could also form “hubs” for
holistic, intergenerational support services.
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9.4 Income, family background and
policy across generations

9.4.1 Boosting family income important yet
insufficient

A surprising finding from the intergenerational research
was the relatively small to modest effect family income
has on a child’s later outcomes—both economic
and social—once family background and early life
circumstances had been taken into account. As Susan
Mayer put it, all else being equal, “the things that change
when income increases have only a modest effect on
outcomes, while the things that have a large effect on
outcomes change only a little when income increases.”*
The challenge for policy is that the things that aren’t
income are difficult to influence.

While income may play a lesser role than we might have
expected, sophisticated statistical techniques show that
there is still an independent effect on future outcomes.
There are several possible explanations for the limited
observed effect of income. It may be that the low-
hanging policy fruit has already been picked—benefits,
active employment and education policies already do
significant work to reduce poor outcomes for families
and each additional dollar of income they receive is
subject to diminishing returns.?® It may also be that
the effect is spread and accumulated across a whole
range of outcomes and mediated through a vast number
of pathways. Income-based policies are necessarily
“multi-purpose policies” that target multiple outcomes
in multiple ways, but because each effect is relatively
small it makes it difficult to detect the full contribution of
income change.3*° Small changes across many domains
can make big cumulative differences in children’s lives.

9.4.2 Towards a broad portfolio of solutions

And yet, while policies that seek to boost family incomes
still have value, the research is crystal clear that they are
not “a silver bullet” for improving children’s outcomes
now and in the future.3" If we are to invest in children
now to improve their lives in the future, we therefore
need a broad “portfolio” of interventions.3** From a
policy perspective, we need to address both causes
and consequences. As Professor David Fergusson
recommended:3°
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[T]he optimal policy mix for addressing the linkages
between income inequality in childhood and later outcomes
will require a judicious combination of policies that includes
those targeted specifically at reducing income inequalities
and policies aimed at addressing the range of social and
family problems that occur at a higher frequency in low

income families.

9.4.3 Income-based strategies not long-term
solutions

It is theoretically true that if the government just
provided more income support for low-income families
in a way that didn’t change the median income, then
poverty could be eliminated at that point in time.3** But
the intricacies of dynamics and inheritance within and
across generations highlighted in this paper show that
this would not be a steady-state equilibrium, that social
and family problems (while minimised from the effects
of income) will eventually contribute to problems in the
future.

If we hold that redistributive efforts beyond the current
policies will have limited effect, addressing the host of
family background and early life circumstances likely
experienced by children in poor families is important.
Heckman, again, urges that:3°°

It is premature to advocate income transfer policies as
effective policies for promoting child development...we find
that the importance of these factors [the timing of income
and lack of resources] in shaping child outcomes has
been exaggerated in the recent literature compared to the
importance of parenting and mentoring. Untargeted cash

transfers are unlikely to be effective in promoting child skills.

9.4.4 Striking the right balance

Since many of the family background and early life
circumstances for these families cannot be changed
directly through policy—the boat for parental
educational attainment or family stability has likely
sailed, for instance—policies should aim to mitigate
the consequences of these risk factors on families now
and to seek to address the root causes for the future.
Ensuring that parents have sufficient resources when
their children are at their youngest and most responsive
to support should remain a policy goal. Yet raising in-
work benefits, for example, needs to be complemented
with parenting programs and so on.
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From a practical and functional perspective, there are
few levers that government can pull to address wide-
ranging social and family problems. Increasing parenting
skills or improving schools requires a lot more effort, but
the evidence suggests this is where the lion’s share of our
work—and potential impact—Ilies. Increasing incomes
through the tax and benefit system, on the other hand,
is a much easier lever for government to pull.3°® Getting
the institutional balance right here is one of the greatest
challenges facing anti-poverty policy.

But because the causes are multidimensional, with
no one particular pathway standing out as dominant,
solutions need to be tailored to meet families’ complex
needs.3’ Risk factors are cumulative and tend to cluster
over time and become too overwhelming for a family to
overcome. This suggests a need for better coordination
across and within government and non-government
organisations and an increased role for organisations
that are better suited to deal with many overlapping
problems at once. The Productivity Commission’s recent
inquiry into More Effective Social Services lays out several
possible solutions, including a focus on shifting resources
and responsibility to organisations closer to families and
increased collaboration and innovation across agencies.
While not without its flaws,3*® recent developments on
the “investment approach” to benefit reform have helped
shift policy discourse to be more forward-looking and
focussed on persistence within and across generations.
The questions currently being asked and approaches
being taken by the Government are good ones—they
are on the right track when it comes to seeking better
evidence for policy and targeting to those who need it
most. This should be commended, encouraged, and
refined over time.

9.5 Challenges for researchers

“As our island of knowledge grows,” physicist John
A. Wheeler remarked, “so does the shore of our
ignorance.”®* There is still so much we don’t know,
particularly in New Zealand. As one researcher put it,
“it is easier to say what is not important than to put the
finger on the decisive causal mechanisms.”'® Most of the
statistical models referenced in this paper explained, at
best, around only half of the effects of potential causal
pathways, and even then, conclusions remain tentative.
Thisis, in part, because people are beyond measurement;
the knowledge reaped by the social sciences is partial at
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best and misleading at worst. Sociologist Christian Smith
urges researchers to shift questions from “what variables
tend to be associated” like those driving the regressions
referenced in this paper, toward “what is real in social
life, and how do its parts work causally to generate
outcomes of importance.”™" This means moving beyond,
say, education causes intergenerational poverty, towards
exploring the mechanisms that mediate that relationship
such as the home environment. While we need more of the
former, the latter is where the real gains are to be made.

More qualitative, experimental, and evaluative research is
needed. Qualitative research is crucial for understanding
transitions into and out of poverty as well as for extending
the imagination as to what to include in statistical
analysis to yield a better explanation of reality. It could
also explore core issues like choice, hopes, aspirations,
and expectations that are more difficult to access
quantitatively.®® Additionally, conducting experimental
studies like randomised control trials in New Zealand
would help shed light on the causal mechanisms and
the results of policy changes unique to our context;
lessons from overseas research are instructive but there
are severe limitations with transferring conclusions
across international borders. Rigorous evaluations of
programmes like those designed to improve parenting
skills, for example, would also be of benefit. We have
limited our investigation primarily to proximate causes
here—this needs to be paired with analysis of broader
structural causes as well.

Longitudinal, integrated, and clustered data should
also become the new benchmark and deserves more
investment than is currently being undertaken. We have
seen how much clearer the picture becomes when we
can track resources and outcomes over time. Research
that identifies clusters of disadvantage should also
be a focus, to better understand vulnerable groups
and tailor policy more effectively. Treasury’s recent
work harnessing Integrated Data Infrastructure (IDI)
represents a promising future for collaborative and
innovative use of data to drive policy. The Finance
Minister recently discovered, for example, that while
it is commonly acknowledged across government that
supporting parents for the first few years of their child’s
life is critically important, “serious money doesn’t get
spent until children turn three...it's been a serious
revelation...the way we spend the money doesn’t match
the rhetoric that policy-makers have.” Better evidence
made this revelation possible.
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To pinpoint worklessness/low earnings and low
educational attainment as key areas to investigate is one
thing, but they are only steps in a longer journey. Next
steps need to go deeper. With respect to employment,
what happens to parents who get a job? How long
does the work last for? Which policies can improve job
retention? How can we improve the job prospects and
wage levels of those with low skills? How can we increase
wages for low-skilled jobs? With respect to education,
what factors are most important within the family for a
child’s development? How are these transmitted across
generations? Which policy interventions are effective
at targeting these factors, if any? What has been done
overseas and can it be replicated here? Great work has
already been done in these areas, but there is still a long
way to go. The stark realities faced by struggling New
Zealanders underscores the urgency of this work; the
scale and complexity of the challenge means we need to
collaborate well if we are to make a real difference.

9.6 Our challenge

A comprehensive, deeper understanding of the
factors influencing poverty in families now and across
generations will better inform decisions toward a future
where New Zealanders have enough resources to
participate in and contribute to society; that they might
flourish. Families need more opportunities to succeed
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and the skills to grasp those opportunities, but this isn’t
enough. They also need a sense of optimism and hope
that better lives for parents and their children are not
only possible, but also achievable.®* Overwhelmingly,
New Zealand parents with low incomes want to put
family first, and deeply want the best for their children.®
Itis our responsibility, as researchers and policy-makers,
to help forge and refine a policy environment where this
has the best chance of happening. “Tinkering with the
system won’t help the most needy,” as the Productivity
Commission argued, so alongside better evidence,
political will, vision, and bravery are imperative for policy
change that will actually change lives.3*®

Maxim Institute’s future research agenda will continue to
build upon this work and change the way we think about
and respond to poverty in New Zealand. Better evidence
is our piece of the puzzle. Given the findings from this
paper, we will focus on investigating policies to address
worklessness and low earnings to give hope for families
now, and low educational attainment and earnings to give
their children hope for the future. This is our challenge,
and one that we believe will go some way towards turning
intergenerational cycles of despair into intergenerational
cycles of hope.
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APPENDIX 1: MATERIAL HARDSHIP FOR CHILDREN - CAUSES/DRIVERS
AND CONSEQUENCES

-

- education and skill levels of
parent(s) in the household

- physical and mental health
of parents

Household size
and composition

FTC or

- compulsive and addictive
behaviours of parents

\

Core benefits

N

- other personal qualities
and lifestyle choices of
parents

Gross accommodation

- difficulty accessing available

subsidies and services

- high (net) health and disability costs
- high debt and servicing
- high transport costs

- support for others outside the

household

- limited life-skills

- poor lifestyle choices

Some of the
causes/drivers

of poverty also
impact directly on

- work tests

- targeted financial
incentives

- other expectations and
institutional arrangements

- degree of targeting of
financial assistance

- economic growth

- productivity

costs
A 4
Income Tax < Other outcomes
. . - other aspects of
\‘I Low incomes ' Material \l current Vf’/eubemg
IWTCor | _y|  BHCand AHC hardship |,
similar < - - outcomes over
/' Se _- the life course /
- life chances
Labour market

-+ HH hours worked

- wages rates

+ minimum wage

Housing
subsidies
(AS IRR)

I

Interventions to directly
address poor outcomes and/or
to mitigate poor outcomes that
are consequences of poverty

- suitable range of jobs

- jobs with opportunity for
progression

- globalisation

- returns on capital and
labour

- relative bargaining
powers of employers and
employees

(Net) child-care costs

A major demand on the budget
that can either be a barrier to
taking up employment or can
lead to in-work

friends and NGOs

- neighbourhood and
community social capital -
this can impact especially
on some of the individual
factors

- hardship assistance

- financial & physical assets (including basic
household goods and appliances)

- local amenities and public transport

- support from outside the household from family,

- government services and subsidies (eg ECE, GP
visits, insulation, food-in-schools)

(eg SNGs)

- personal skills and abilities, including home
production, budgeting and 'stretching the budget"

- discrimination

- public perceptions of
"poverty" and its causes

- cultural norms and values,
especially in relation to
"individual responsibility"
and "social solidarity"

This framework can be used for looking at poverty and hardship, independent of the
threshold selected, including:

- poverty and hardship 'now!, a relatively static perspective (but impacted by dynamic factors)

- poverty and hardship dynamics, including the persistence of low income and material hardship

- life changes - linking poverty and hardship in childhood to other outcomes in childhood

and as an adult

Source: Department of Prime Minister and Cabinet, Ministry of Social Development and Treasury, Regulatory Impact Statement: Budget 2015 package to address child material hardship

in New Zealand, Appendix.
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APPENDIX 2: EXAMPLES OF STUDIES SHOWING FACTORS AFFECTING
INTERGENERATIONAL MOBILITY

cognitive skills, (e.g.
race)

Variable Effect Examples
Size +/-
Education:
Own schooling or Largeand  +(*) Blanden et al (2006); Differential levels of education -
parental education significant Osborn (2005); Bowles  measured by years of schooling
et al. (2005); Rumberger - explain between 35 and 50% of
(2006); Blanden intergenerational income correlation
(20054); Piraino (2006)  across countries (Blanden, 2005a)
Wealth Largeand - Bowles and Gintis Wealth accounts for more than 30%
significant (2002a; 2002b); Bowles  of the intergenerational income
et al. (2005); Boehm correlation in the United States
and Schlottmann (1999,  (Bowles and Gintis, 2002a)
2001); Mazumder (20071,
2002; 2005); Askew et
al. (2007)
Male unemployment Significant  -(*) +(*) | Palmer (2002); Hertz Unemployment rates in the local
rate measured at and large (2006); Bowles and environment at son's birth decrease
childbirth, economic Significant Gintis (2002a) his permanent wages; a 1% increase
activity rate measured and large in the proportion of unemployed
at childbirth men at the local authority level in
1974 leads to a 1.7% decrease in
son's 1991 wages.
Cognitive abilities Smalland - Bowles and Gintis IQ inheritance contributes very little
1Q significant (2002a); Bowles et al. (1-2%) to intergenerational income
(2002); Blanden et al. transmission (Bowles and Gintis,
(2006); Rumberger 2002a,b)
(2006); Osborne Groves
(2005a)
Other than 1Q: Test Significant - Blanden et al. (2006), Writing at age 5 and mathematics at
scores in mathematics | and large Rumberger (2006) age 10 concur to explain around 14%
and science; Writing at of the intergenerational earnings and
age 5; Mathematics at mobility (Blanden et al. 2006)
age 10;
Other inherited traits Significant - Bowles and Gintis Through the contribution of 1Q is
Similarities measured and large (2002a;b); small, genetic factors contribute to
among identical twins around 22% of the intergenerational
and fraternal twins correlation of income.
Genetically inherited Largeand - Bowles and Gintis These traits are found to matter.
traits other than significant (2002a); Hertz (2005a);  Mobility is lower for Blacks than for

Hertz (2006) Mazumder
(2001, 2002); Harding et
al. (2005);

Whites (the elasticity shifts for .27 to
.49 in Mazumber (2002)).
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Variable Effect Examples
Size +/-
Non-cognitive abilities | Significant — +(*)
(and personality traits) | and large
Locus of control and Blanden et al. (2006), Non-cognitive abilities explain
self-esteem; Osborne Groves (2005a); around 18% of the income
Aggressive behaviours, Bowles et al. (2005); transmission across generations
anxiety at age 10; Bowles et al. (2002) (Blanden et al. 2006)
Health status
Child birth-weight and | Significant  +(*) Blanden et al. (2006); Conditioning on parental health
height; Eriksson et al. (2005); status increase earnings mobility by
Child's Mental illness; Significant  -(*) Case and Paxson 27% for sons (Eriksson et al. 2005)
Parental health and large (2006a); Case et al.
problems such as (2004)
cancer, chronic
bronchitis, asthma,
allergy
Family size and_ Grawe (20052); Lindahl  Intergenerational elasticity is up
structure (few (2002); Mazumder t014% higher than the average
Unique children studies) - (2001); Rumberger elasticity for first-born children
Later born siblings Significant (2006); Harding et al. (Lindahl 2002). Also, sons of
Single parent Significant (2005); Bjorklund et al. ~ divorced couples are less mobile
Divorced parents Significant  _ (2004); Anderson and than their pers from intact
Leo (2006); Bjoklund families; differences in educational
and Chadwick (2003) attainment play an important role in
explaining the variations in earnings
correlations conditional on divorce
(Bjorklund and Chadwick 2003)
Assortative mating Largeand - Lam and Schoeni (1993);  The higher the degree of assortative
significant Chadwick and Solon mating, the lower is mobility. Ernisch
(2002); Harding et et al. (2006) show that in the United
al. (2005); Hirvonen Kingdom, on average, about 40-50%
(2006); Holmlund of the covariance between parent's
(2006); Ermisch et and own permanent family income
al. (2006); Blanden can be attributed to the person to
(2005b); and Blenden whom one is married.
(2005¢)
Labour market. Largeand  -(*) Blanden et al. (2006) Explains a significant part of
attachment such significant income and earnings mobility
as time spent not and significantly decreases sons'
in education or in earnings.
unemployment
Migrant status Significant - Bauer (2006); Card et al. In Canada, differences in the extent
(2005); Borjas (2004); of intergenerational income mobility
Hertz (2005a); Aydemir  of natives and immigrants are very
et al. (2006) small; in the United States, Sweden,
Switzerland, mobility is higher
among natives
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Variable

Effect
Size

+/-

Examples

-
Educational (such as
shifting the age at which
the ability of students
are streamed, or
subsidizing education)

Reducing income labour
taxes on the poor

Largeand +
significant

Unclear

Pekkarinen et al. (2006);
Holmlund (2006);
Hanushek et al. (2004);
Seshadri and Yuki
(2004); Oreopoulous et
al. (2006)

Hendricks (1999)

The Finnish reform of education of
1972-1977, which shifted the age at
which ability were streamed (from
10 t016) and imposed a uniform
academic cirriculum, has implied,
approximately, a 20% decrease in
the intergenerational elasticity from
the pre-reform average of 0.30
(Pekkarinen et al., 2006)

Note: The third column reports the direction of the effect on intergenerational income mobility that is associated with the variable reported in the first column. A negative sign implies
that the variable negatively affects the extent of intergenerational mobility (i.e. mobility is lower and intergenerational income elasticity is higher); a positive sign implies that the variable
positively affects the extent of intergenerational income mobility (i.e. mobility is higher and the intergenerational income elasticity lower). An asterisk (*) next to the +/- sign inplies
that the effect reported is on the son's earnings. Indeed, while in many situations effects on son's earning and on intergenerational earnings mobility are in the same direction, in other
situations this association is not straightforward. For example, a negative effect of the unemployment rate (at the time of his birth) on son's earnings does not necessarily imply that
the relation between son's and father's earnings is weakened or strengthened. Indeed, the elasticity B simply represents the extent to which income differences with respect to the

average in the parent's generation are passed on to the offspring's geneartion.

Source: Anna Christina d'Addio, Intergenerational transmission of disadvantage (OECD, 2007), 49-50.
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