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About this report

The 2008 New Zealand Living Standards Survey (2008 LSS) was a nation-wide face-to-face survey of 5000 households carried out by Colmar Brunton for the Ministry of Social Development (MSD) from June to October 2008.  The 2008 LSS followed two earlier Living Standards Surveys conducted in 2000 and 2004.
   

These surveys collect information from respondents about their material circumstances, including questions about ownership of household durables and their quality, their ability to keep the house warm, pay the bills, have broken down appliances repaired promptly, pursue hobbies and other interests, pay for a night out, and so on.  Income information is collected but the main focus is on non-income indicators of material living standards.

The more direct non-income approach used in this report complements the more common incomes approach for measuring and monitoring material wellbeing and hardship.   It is being used increasingly internationally to provide a more comprehensive picture of household living standards, especially in assessing which households are experiencing material hardship and deprivation.  The EU nations have recently formally adopted a deprivation measure as one of their official social exclusion indicators.  It uses non-monetary indicators of the sort collected in the 2008 LSS.

This report seeks to achieve three things:

· to set out succinctly and in an accessible way the conceptual and methodological underpinnings of the more direct non-income approach to measuring material wellbeing, to give proper context for the findings presented in this report and to prepare the way for the next steps in the analysis  

· to present preliminary findings from the 2008 LSS, including international comparisons 

· to illustrate the value and versatility of the more direct non-income approach to measuring and monitoring material wellbeing, as a complement to the established incomes approach.

Further analysis is under way and we expect to disseminate results from this work in another Working Paper or two, leading to a comprehensive synthesis report in the second half of 2010.  This fuller report will also benefit from the feedback given by a wider range of reviewers, including international experts.    

This first report after the 2008 LSS is being published now to disseminate selected key findings as early as possible.  It is being published as a Working Paper in recognition of the limited review that the report has undergone, and of the fact that there is still some distance to go for the analysis to cover the survey’s full set of objectives.  

The report is structured as follows.

Section A gives the rationale and high level objectives for the 2008 LSS and associated analysis.

Section B outlines and discusses some of the key concepts that lie behind the use of non-income measures of material wellbeing (living standards) and describes the indices used in the three empirical sections which follow. 

Section C uses a deprivation index (DEP) to describe the extent of material hardship in New Zealand, and to identify which groups are more likely to be lacking the basics.  

Section D uses the recently developed EU deprivation index (called EU-1 in this report) to compare hardship rates for New Zealand with those in European countries.  This complements the income-based international comparisons that have been the norm to date.

Section E describes the Ministry’s full-spectrum Economic Living Standards Index (ELSI), discusses the underlying conceptualisation of living standards used by it, then uses the ELSI to report on the full range of living standards from low to high, identifying which groups are doing well, and which are not. 

Section F summarises the key findings and outlines the next steps for the analysis and reporting.

There is no literature section in this first report and there are only a few in-text references.  The latter are limited in the main to those relating to previous MSD publications based on the 2000 and 2004 surveys, those relating to the sources used in the international section, and to where text in the report is heavily dependent on another source and acknowledgement is appropriate.  There is however a Bibliography which acknowledges the main literature on which the work draws or which are relevant to the key themes of the report.  The full 2010 report will have a literature section and full in-text references.

The bulk of the interviews for the 2008 LSS fieldwork were carried out just before the impacts of the global financial crisis and related recession were felt at the household level.  The findings from the survey therefore give a reliable enough pre-recession picture, and provide a baseline against which to measure changes that the downturn and recovery may bring.  
Feedback is welcome on this first report, especially any suggestions for possible additional information or for the clarification or better presentation of what is already included.  These will be taken into account as the full report takes shape.  

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

Introduction: the survey and its rationale

This section:

· outlines the rationale and high level objectives for the 2008 LSS and the associated analysis

· provides information on the survey itself.

The rationale for the 2008 LSS
Policy makers, researchers, community groups, government agencies and citizens more generally have a strong interest in reliable and up to date information about the relative material wellbeing of different groups within the New Zealand community, and how these relativities may change over time.  The 2008 LSS makes a significant contribution to that knowledge base, to assist with the development of sound policy and to inform public discussion.  
The rationale for the specific shape of the 2008 LSS and associated analysis derives from four main considerations.
1
Increasing use of non-monetary indicators of material wellbeing internationally

There is increasing acceptance internationally that in addition to income-based measures, non-income measures are needed to provide a more comprehensive and accurate picture of the material wellbeing of households.   Income-based measures can be seen as indicators of ‘command over resources’ or as proxies for the ‘inputs’ into material wellbeing.  Non-income measures focus on the actual living conditions (‘outcomes’) such as access to household durables, the ability to keep warm, have a good meal each day, pay the bills on time, pursue hobbies and other interests, and so on.   These more direct non-income measures are sometimes referred to as non-monetary indicators (NMIs). 
The impetus for pursuing this wider perspective comes from several factors: 

· an increasing awareness of the limitations of relying on income-based measures alone for assessing material wellbeing within a nation; 

· a growing unease about the robustness of international comparisons using income-based measures; 

· a growing understanding of the multi-dimensional nature of poverty and material hardship and the need to identify these and the relationships between them;

· an interest in developing a better understanding of the actual material circumstances of households with low incomes

· the availability of richer datasets in many more countries and a maturing of the relevant methodologies for analysis of NMI data.
The EU nations have recently adopted an NMI-based deprivation measure to complement income measures in their portfolio of agreed primary indicators for social inclusion and living conditions.  Ireland has for some time used NMIs in its official poverty measure, and the UK uses NMIs as part of its official child poverty measure.  The OECD has begun to report material hardship relativities among member countries using EU data and information from national surveys where they have been available for non-EU nations such as Australia, New Zealand, Japan, Canada and the USA.   

In preparing for the 2008 survey, EU developments were monitored and appropriate new items were included to give a good chance of being able to replicate likely EU index development.  It has turned out that this can be done.  This means that we can now locate New Zealand in international comparisons of material hardship using a credible alternative to income-based measures. 
2
The need to further develop New Zealand’s NMI measurement technology

In 2002 the Ministry of Social Development developed the Economic Living Standards Index (ELSI), a prototype index covering the full spectrum of material wellbeing from low to high living standards.  This development built on the research on the living standards of older New Zealanders carried out under the sponsorship (initially) of the Super2000 Taskforce, and was based on data from the 2000 LSS.  ELSI has shown itself to be a very valuable tool for ranking households and people according to their material wellbeing as indicated by NMI items, and for examining the composition and material circumstances of those at various levels on the scale.  The items which make up a short-form of the index (ELSI-SF) have been included in Statistics New Zealand’s Household Economic Survey (HES) and their General Social Survey (GSS).  Other researchers have made use of it too.   

There are, however, identified improvements that need to be made to the ELSI prototype both in the construction of the index and in clarifying more precisely just what it is that ELSI actually measures.  

One of the main improvements that is needed is to reduce the compression that occurs in the upper half of the scale.  This compression arises because there are only a limited number of items in the index that discriminate in this part of the spectrum, and there is not a great difference in scores for those with ‘good’ living standards and those with ‘very good’ living standards. The responses to the three global self-rating questions bear a large part of the load for discriminating in the upper ranges at present.
A second matter that needs attention for ELSI relates to its ability to track changes over time.  Some of the challenges identified on this matter can be addressed by clarifying the conceptual underpinnings of ELSI and clarifying the nature of the changes that ELSI is actually measuring.  Others require new items to assist with resolution.
There is also a need to build other indices especially for monitoring material deprivation and hardship, in line with the more well-established use of NMIs. In addition to an index which reflects ‘generalised deprivation’, there would ideally be another or others to reflect some of the different dimensions of material hardship (eg housing).

A goal of the 2008 LSS analysis is to identify a set of core items which would be able to generate both a re-specified ELSI-SF and also indices covering key dimensions of material hardship.  The goal is to have the total number of items in this new core cluster about the same as in the current ELSI-SF list.  A good number of them are likely to be current ELSI-SF items.
In preparing for the 2008 LSS, new survey questions were designed and included to enable the above developments and refinements to be advanced.
3
The impact of the Working for Families package on the material wellbeing of low to middle income households

The third consideration was the awareness that the implementation of the Working for Families (WFF) package from 2004 to 2007 and the strong economic growth from 2004 to 2008 would probably have changed aspects of the distribution of material wellbeing across households in New Zealand.  The analysis of the 2008 LSS will provide valuable information on these changes from an NMI perspective, using the 2004 survey as the reference point.  This information will contribute to the WFF evaluation, complementing other analysis based on household incomes, administrative data and information collected in other more targeted surveys.
4
The need for up to date information for ongoing policy development

There is a need for up to date information on the material wellbeing of the population and relativities for subgroups within it to inform ongoing policy development.  Relevant information on household incomes is available from sources such as Statistics New Zealand’s Household Economic Survey and the New Zealand Income Survey (a supplement to the Household Labour Force Survey).  A part of the motivation for the 2008 LSS was to provide up to date and comprehensive complementary information using NMIs.  The timing of the survey (June to October 2008) means that the bulk of the interviews were carried out before the impact of the recent recession was seriously felt at the household level.  The findings from the survey therefore give a reliable enough pre-recession picture, and provide a baseline against which to measure changes that the downturn and recovery may bring.  
Objectives for the 2008 survey

The high level objectives for the 2008 LSS and associated analysis are to:

· gather the necessary information to enable

· the further development of the ELSI instrument (and other full-scale measures such as FRILS (an experimental Fixed Reference Index of Living Standards))

· the construction of a suite of deprivation indices reflecting different dimensions of deprivation
· international comparisons using NMIs

· update the information on the living standards of the population and subgroups within it to 2008, comparing the findings with those from 2000 and 2004, using an improved ELSI and other instruments

· contribute to the Working for Families evaluation

· improve and expand the technology available for tracking and better understanding trends in poverty and material hardship.
The survey itself

The 2008 LSS was a nation-wide survey carried out by Colmar Brunton for the Ministry of Social Development from June to October 2008.  The interviews were face-to-face and on average lasted 35 minutes.  

A multistage sample design was used, essentially involving the random selection of an adult respondent from selected dwellings which were themselves selected from randomly chosen meshblocks.  An adult for this purpose was a person aged 18 years or over.  

The response rate was 70%.  This compares well with the 2000 and 2004 surveys (68% and 62% respectively), and with Statistics New Zealand’s Household Economic Survey (62% in 2006-07 for the full survey, and 74% in 2008-09 for the shorter HES (Income)).
Respondents provided information about themselves and others in their Economic Family Unit (EFU).  The respondent’s EFU comprises the respondent and partner (if any), together with their dependent children in the household (if any).  This is a narrower concept than the census family which includes other family members such as adult children and parents of adult children.  There may be more than one EFU in a household.

Survey weights were calculated in two stages.  First, base weights that adjust for the sample design were developed, then these were calibrated to match known population profiles. The latter process used an iterative algorithm to produce integrated weights – ie weights that match population targets for both individuals and EFUs.  Jackknife replicate weights have also been produced. These enable estimation of sampling variances for the weighted survey results.  The latter are not used in this preliminary report but will be used in later reports.

Colmar Brunton’s survey methodology report and the sample design and weighting report are available on the Ministry’s website through the link below.

www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/living-standards/index.html
Section B
Using non-monetary indicators 

to measure and monitor living standards
This section:  

· outlines the concept of living standards used in this report

· briefly discusses the relationship between living standards as measured by household income and living standards measured more directly
· defines and describes the indices used in the three empirical sections that follow

· outlines the key issues to be addressed in using NMIs to measure material hardship or deprivation and discusses how these are addressed

· identifies and discusses the extra challenges that exist for creating a full-spectrum measure like ELSI, and how these can be addressed

‘Living standards’ in this report

‘Living  standards’ as used in this report is about material living conditions, or material wellbeing.  It is about the things that money can buy, the goods and services we consume.  It is not about the quality of life more generally.
The terms living standards, material wellbeing, and material living conditions are used interchangeably.  When the focus is on (unacceptably) low living standards, the terms material hardship or deprivation are used.

For measuring material hardship or deprivation, indices can be created using non-monetary indicators or items (NMIs) that almost all the population, or at least a majority, would consider to be essential in a richer nation for a minimum acceptable standard of living – items that no none should have to go without.  Sometimes the range of items is enlarged a little to include some that most would consider essential for ‘a decent life’, even if not absolutely necessary for a minimum acceptable standard of living.   For deprivation indices, the greater the number of enforced lacks (items wanted but not able to be afforded), the higher is the deprivation score.

Deprivation indices by their nature are only able to discriminate between households with differing degrees of lower living standards.  The bulk of the population typically scores ‘0’ or ‘1’ on deprivation indices, which means that there is no discrimination in the average to high living standards area.  The ELSI, the Ministry’s prototype index covering the full spectrum of material wellbeing from low to high living standards, gained its extra discriminatory power by extending the range of items beyond what are used in deprivation measures.  The extra items still reflected the enforced lack notion, but most of the ones that extended the range took the form of questions about ‘economising’ on purchases to keep costs down to enable the household or family to be able to afford (other) basic items.  The economising could be ‘a lot’, ‘a little’ or ‘not at all’.  Economising ‘a lot’ is equivalent to an enforced lack.  Economising ‘not at all’ is equivalent to ‘having’ the item, and is used to reflect an element of higher living standards.
The concept of living standards underlying the ELSI can therefore be seen to be about the degree to which a household or family is restricted in relation to having or doing things from a list of items considered important for a good standard of living in a richer nation.
  The scoring of responses for the ELSI means that the default or starting point is a score of 60 (very high living standards, no restrictions or enforced lacks from the list).  For every enforced lack or restriction reported, points are lost.  Some end up with very low ELSI scores.  The ELSI ranks people according degree of restriction or enforced lack from the list.  From a positive perspective the concept of living standards for ELSI is therefore about consumption relative to desired consumption (from the list), rather than just about consumption per se.   This is further discussed in Section E1.

Measuring living standards at the household level: an ‘input’ and an ‘outcomes’ approach
There are, broadly speaking, two approaches to measuring material wellbeing or living standards at the household level: an ‘inputs’ approach using household incomes as the indicator for resources available for producing material wellbeing, or a more direct ‘outcomes’ approach that looks at the final achieved living conditions of the household.    Many factors determine these living standards outcomes, and while current household income is a very important and influential one, there are many others. 

Figure B.1 shows at a high level the different factors that can impact on a household’s living standards.  The level and quality of financial and physical assets, assistance from support networks and government services, and special demands on the household budget can all have significant positive or negative effects on living standards, over and above the effect of current income.  As these factors fall differently across different households, current household income, even when adjusted for household size and composition, can only be a rough indicator of actual household living standards.
Non-monetary items or indicators (NMIs) help to get more direct information on the outcomes of the consumption decisions and life history that lead to a household’s actual living conditions. 
 
Figure B.1

Same current income – different living standards (material wellbeing)













Using NMIs to measure material wellbeing and material hardship
While individual items from a survey can provide valuable information about aspects of material wellbeing, the different patterns of preferences that households have regarding consumption, and the different aspects of material living standards reflected in different individual items leads to the need to create summary indices which use several or, in some cases, two or three dozen items.
In the three empirical sections which follow, NMIs from the Living Standards Surveys are used in different ways in summary indices to illustrate how the more direct approach to measuring material wellbeing can be used in practice, and to produce the first findings from the 2008 LSS.  

The basic idea of using NMIs is straightforward and has intuitive appeal. There are, however, several key issues to address when using them in the construction of reliable and robust indices.
Before discussing these issues, the indices used in the report are described in order to better ground the more conceptual discussion which follows.

The indices used in the report

Table B.1 shows the composition of the indices used in this report: DEP, EU-1, EU-2, ELSI-3 and FRILS.   

There are several different types of items that make up the indices.

The ownership and participation items can be scored either as ‘lacks’ or ‘enforced lacks’.  An enforced lack of an item is a lack of a wanted item that arises because the respondent or household (say that they) cannot afford it.  Except for FRILS, all the indices use the enforced lack approach. The respondent is first asked if they have the item or not.  If they do not have the item, they are asked if that is because (a) they do not want it, (b) they want it but cannot afford it, or (c) they want it but do not have it for some other reason. 
The ‘economising’ items are about the things people do to help keep down costs so that they can pay for (other) basic things they need.   In the interviews, the interviewer made it clear that ‘this is not about spending less simply because you want to, or to help save up for something – it is about being forced to do things to keep down costs to make ends meet’.  The possible responses to the economising questions are ‘a lot’, ‘a little’ or ‘not at all’.

The global self-ratings give the respondent the opportunity to give a summary assessment of their material living conditions.
The DEP index uses only items that virtually everyone would consider to be necessities for a minimum acceptable way of life in New Zealand.  Economising ‘a lot’ is taken as equivalent to an enforced lack.
The two EU indices (used for international comparisons) go a little further and also use items that virtually all would consider necessary for ‘a decent life’, but that a lower proportion would consider necessary for avoiding serious material hardship (eg a week’s holiday away from home each year).  All these items would still be classed as ‘socially defined necessities’ (50% threshold).   
The ELSI-3 is a slightly modified ELSI, with three ELSI deprivation items removed as they had low discriminating power as their endorsement rates were close to 100%.  It uses a wide range of items to enable a full spectrum of living standards from low to high to be measured.  Higher living standards are captured mainly through the ‘not at all’ responses to the economising questions and the ‘high’ ratings on the global self-rating items.   
When ELSI is used to track changes over time it captures changes in expectations and aspirations re consumption as well as changes in consumption per se.  FRILS is an experimental alternative full-spectrum index which seeks to isolate the latter aspect and reflect it in changes over time, while not compromising the other valuable and robust aspects of ELSI.
Table B.1
Composition of the indices used in this report
	
	Endorsements
	Index composition

	Item description
	‘Have’
	EL
	ELSI-3
	FRILS
	DEP
	EU-1
	EU-2

	Ownership (have, don’t have and enforced lack)
	%
	%
	
	
	
	
	

	
	Phone
	99
	<1
	(
	(
	-
	(
	-

	
	Washing machine
	98
	1
	(
	-
	-
	(
	-

	
	Warm bedding
	97
	2
	(
	(
	-
	-
	-

	
	A good bed
	93
	5
	(
	(
	(
	-
	-

	
	Two pairs of good (sturdy) shoes
	92
	5
	(
	(
	-
	-
	-

	
	Warm winter coat
	91
	4
	(
	(
	-
	-
	-

	
	Ability to keep main rooms adequately warm
	91
	7
	(
	(
	(
	(
	(

	
	Suitable clothes for important or special occasions
	90
	7
	(
	(
	(
	-
	-

	
	Home computer
	83
	7
	(
	(
	-
	-
	(

	
	Contents insurance
	76
	12
	(
	(
	(
	-
	-

	
	Internet access (dialup or broadband)
	75
	6
	(
	(
	-
	-
	-

	
	Pay TV
	50
	15
	(
	(
	-
	-
	-

	Social participation (do, don’t do and enforced lack)
	
	
	
	
	
	
	

	
	Presents for family/friends on special occasions
	91
	6
	(
	(
	(
	-
	-

	
	Space for family to stay the night
	84
	7
	(
	(
	-
	-
	-

	
	Family/friends over for a meal at least once each few months
	81
	5
	(
	(
	-
	-
	-

	
	Visit hairdresser at least once every three months
	62
	12
	(
	-
	-
	-
	-

	
	Holiday away from home at least once every year
	62
	24
	(
	(
	-
	(
	(

	
	Night out for entertainment or socialising at least once a fortnight
	49
	18
	(
	-
	-
	-
	-

	
	Overseas holiday at least once every three years
	42
	39
	(
	(
	-
	-
	-

	Economising (not at all, a little, a lot) – to keep down costs to help in paying for (other) basic items
	
	

	
	Not picked up a prescription
	88
	4
	(
	(
	(
	-
	-

	
	Not gone to funeral
	86
	6
	(
	-
	(
	-
	-

	
	Gone without glasses
	83
	8
	(
	(
	-
	-
	-

	
	Stayed in bed to keep warm
	81
	7
	(
	-
	-
	-
	-

	
	Postponed a visit to the doctor
	72
	11
	(
	(
	(
	-
	-

	
	Gone without or cut back on fresh fruit and vegetables
	66
	10
	(
	(
	(
	-
	-

	
	Put up with feeling cold to save on heating costs
	64
	10
	(
	(
	(
	-
	-

	
	Continued wearing worn out shoes
	62
	15
	(
	-
	(
	-
	-

	
	Gone without or cut back on visits to family of friends
	61
	12
	(
	(
	(
	-
	-

	
	Bought second hand clothes
	60
	13
	(
	-
	-
	-
	-

	
	Continued wearing worn out clothes
	49
	18
	(
	-
	(
	-
	-

	
	Spent less time on hobbies than you wanted to
	49
	21
	(
	(
	-
	-
	-

	
	Gone without or cut back on local trips
	46
	15
	(
	(
	-
	-
	-

	
	Bought cheaper or less meat than wanted
	39
	27
	(
	(
	(
	-
	-

	
	Put off buying new clothes as long as possible
	33
	30
	(
	(
	-
	-
	-

	Global self-ratings
	
	
	
	
	
	
	

	
	Adequacy of income to cover basics of accommodation, food, clothing, etc
	-
	-
	(
	-
	-
	-
	-

	
	Material standard of living
	-
	-
	(
	-
	-
	-
	-

	
	Satisfaction with material standard of living
	-
	-
	(
	-
	-
	-
	-

	Extras for EU indices
	
	
	
	
	
	
	

	
	Colour TV
	98
	-
	-
	-
	-
	(
	-

	
	Private car
	91
	-
	-
	-
	-
	(
	(

	
	A meal with meat, fish or chicken at least each 2nd day
	93
	-
	-
	-
	-
	(
	(

	
	Pay mortgage, rent and utilities on time
	
	-
	-
	-
	-
	(
	(

	
	Ability to face unexpected expenses of NZD1500
	68
	-
	-
	-
	-
	(
	(


1
EL = ‘enforced lack’  (= ‘do not have/do because of the cost’ or ‘economise a lot’ to keep costs down for other basics)

2
Have = ‘have or do’ for ownership and social participation items, and economise ‘not at all’ for the economising items.

3
Items are ranked by the % of ‘have’ ‘do’ or ‘not at all’ within each of the first three categories (ownership, social participation and economising)
Issues to be addressed when using NMIs to measure living standards (material wellbeing) 

There are several key issues to be addressed in using NMIs for measuring material wellbeing:   

· clarifying what it is that we are trying to measure

· selecting items that are suitable for use as NMIs
· determining how to aggregate items in a summary index or set of indices

· choosing a cut-off or threshold to distinguish those in hardship from those not in hardship

· deciding how to take account of the impact of tastes and preferences on the one hand, and resource constraints on the other, as determinants of living patterns.

Several of these issues are inter-related, which means that choices made in one area will have implications for the choices that can be made in other places.

The discussion on these issues deals first with the measurement of low living standards (material hardship or deprivation), then moves to the additional challenges faced when constructing and using a full-spectrum index that covers the whole range from low to high living standards (eg ELSI).

A.   Hardship or deprivation indices (these measure low living standards only)
What we are trying to measure, and the implications for item selection
In the richer nations, poverty and material hardship are understood in terms of relative disadvantage.  A commonly agreed high level conceptualisation is that a person is in poverty or is experiencing material hardship or deprivation when they are ‘excluded from the minimum acceptable way of life in their own society because of inadequate resources’.  The definition is explicitly relative, and includes both input and outcome elements.

When it comes to operationalising the definition in a survey and to carrying out the associated analysis, there are several issues to consider.  

The first relates to what is meant by ‘the minimum acceptable way of life’.   Should the items used be only those from the very low end of the spectrum, those that ‘everyone should have and no one should have to go without’, or should the items be from a wider range covering what most would consider are needed for ‘a decent life’?  In this paper, DEP is more the former, and the EU indices are more in the latter grouping.  ELSI goes even further in the range of items used.  
For high level findings (eg relativities between subgroups), the decision on item type does not seem to make any significant difference, once the threshold is adjusted to reflect the different approaches.  This is not surprising, as if factor analysis is used to identify items that tap into the same latent variable (see below), then the different item sets from the different approaches would still be measuring ‘underlying generalised deprivation’.  The matter will be further investigated in 2010, as there is some evidence that for monitoring changes over time, the item selection can make a difference to some of the detail of the findings on change.  
The second relates to whether to use ‘enforced lacks’ or simply ‘lacks’ of the items in question.   An enforced lack of an item is a lack of a wanted item that arises because the respondent or household (say that they) cannot afford it.  This is consistent with the high level definition of poverty noted in the opening paragraph above.  When the items are in the ‘everyone-should-have-it’ zone, the difference between an analysis based on lacks and one based on enforced lacks would be very small as preferences are likely to be very similar.  The difference would be likely to be noticeable for items that are part of the ‘decent life’ set but not in the ‘everyone-should-have-it’ zone.  An example is the commonly used ‘one week’s holiday away from home each year’ item, which in the 2008 LSS had a lack of 44% and an enforced lack of 33%.

There is not full agreement on whether the lack or enforced lack conceptualisation is the more appropriate.  In particular, while the enforced lack approach does in many ways help address the preferences vs constraints issue, and is consistent with the generally accepted high level definition of poverty and hardship in richer nations, it can raise another challenge – dealing with adaptive preferences.  There is evidence that what people report they want is influenced to a degree by what they see as feasible in their circumstances.  The size of the effect is not large for basic items that make up most deprivation indices but can impact on indices that use items from further up the spectrum.  It is likely that this may just have to be accepted as one factor that introduces some ‘noise’ into the measurement process.

The analysis in this report uses the enforced lacks approach unless otherwise stated.  This is the more common approach.  None of the key findings in this report are significantly impacted by the decision.  In later reports the issue will be further investigated.

The different options discussed above are shown diagrammatically in Figure B.2 below.  The DEP index uses items from quadrant 1, whereas the EU indices use both 1 and 2.

Figure B.2
Four item types used in deprivation indices







Selecting suitable items

The discussion above has already covered some of the decisions regarding selection of items for use as suitable NMIs for measuring hardship and deprivation.  There are two other issues to consider.

Should the NMIs reflect what most people have or do (the prevalence approach), or the views of the majority as to what are ‘necessities’ (the consensus approach)?  For the items in quadrants 1 and 3 above, the difference between the prevalence and consensus approaches is minor, but some differences could be expected in quadrants 2 and 4.  The size of these differences and their impact on findings is an empirical matter.  There is some evidence in this report (Section D) that the impact on key findings is not discernible at least for high level findings, and there is no evidence in the main literature to suggest it is a significant concern. 

A perhaps more important consideration is to assess the degree to which there is broad consensus across population subgroups that an item is a necessity or is at least desirable.   The evidence in the literature is generally quite clear that for the items now commonly used in this sort of research, there is good enough commonality to proceed.  Extensive work on this question was carried out in the development of the ELSI, and the ELSI items meet this criterion (and therefore so do all the items in DEP and FRILS).

Aggregating to a summary index or suite of indices

The simplest approach is to create a summary index in which a household scores ‘1’ for each item identified as an enforced lack.  The proportion scoring a total of ‘0’ is likely to be relatively high (typically 40% to 70%).  It will be higher for those indices made up of items just from quadrant 1 in Figure B.2 compared with those using items from both quadrants 1 and 2.

A limitation of this approach, however, is that it provides no evident rationale for simply adding together information from items coming from quite different domains or dimensions of everyday living, such as possession of household durables, social participation activities, housing condition, shoes and clothing, arrears, and so on.

An alternative approach to dealing with the likely multi-dimensional nature of survey data relating to material wellbeing is to group items on the basis of an assessment of the meaning of their underlying characteristics (eg group all the items on arrears together).  This at least has the advantage of appearing more orderly.  However, if the goal of the analysis is to understand from the responses to the survey items themselves what different dimensions of material wellbeing may exist, or to seek to build an index which reflects a unidimensional underlying construct like ‘generalised deprivation’ or ‘material living standards’, then a data reduction technique like factor analysis has many advantages.  

Factor analysis

Factor analysis is a well-established statistical technique which uses the relationships (correlations) between observed variables (items in the survey) to investigate whether the differences in these observed variables for different respondents can be explained largely or entirely in terms of a much smaller number of underlying factors or dimensions. These underlying factors are often referred to as ‘latent variables’.  The latent variables cannot be observed or measured directly but their existence is inferred from the different patterns in the relationships between the observed variables.  Factor analysis can be understood therefore as an orderly data reduction process which seeks to condense the wide range of information from inter-related survey items into a much smaller and more manageable set of variables which reflect the underlying structure of the data.  
In Exploratory Factor Analysis (EFA), all the measured or observed variables (such as ownership of a home computer or the ability to keep the home warm all year, and so on) are assumed to be related to one or more latent variables.   The statistical process reveals the degree to which each observed variable is correlated with (‘loads onto’) each latent or underlying factor, and enables the factors that account for most of the variation to be identified and extracted, and the others set aside.  For the items in the LSS datasets that are candidates for inclusion in summary indices, there are usually no more than 4 or 5 and often just 2 or 3 factors that meet standard criteria for retention.  
In Confirmatory Factor Analysis (CFA), the researcher is able to test whether or not a strong relationship exists between selected observed variables and a chosen set of underlying latent variables.  Whereas in EFA all the measured variables are assumed to be related to all the latent variables to a greater or lesser degree (then the main factors are identified and extracted), in CFA, the researcher specifies which measured variable is hypothesised to be related to which latent variable.  One of the advantages of CFA over EFA is that with CFA a range of statistical tests can be applied to test for ‘goodness of fit’ – that is, how well the modelled structure actually fits the observations. 
EFA and CFA are both very useful statistical tools that are used to investigate and understand the relationships between items deriving from surveys like the 2008 LSS, and to identify an underlying structure to the data that will allow the wide range of information from individual items to be described efficiently in summary ways which tap into the underlying latent variable (or variables).  
EFA can help to clarify the underlying structure of the data without imposing any pre-conceived structure on the outcome.  This information has value in its own right, for example, for uncovering different dimensions of deprivation that may exist in the data.  The information from EFA can also be used along with guidance from other research findings or from theoretical considerations (or both) to help create a testable hypothesis that particular variables or combinations of variables relate well to a single latent variable (CFA).  All of this greatly assists in the creation of robust and reliable indices.
Weighting of index items?
Finally, having identified a suitable set of items for use in an index, there is a question as to how to weight each item.  Should each item be given equal weight?  For example, if there are two items on clothing and only one on keeping warm, does this mean that deprivation on clothing is considered more important than deprivation on keeping warm.  This is a matter that can be resolved empirically.  It turns out that it makes little difference to the rankings produced by an index or to other findings when different weighting algorithms are used.

One weighting approach that is sometimes used and which has an intuitive appeal is prevalence weighting.  Here each item is weighted by the proportion of the population that possess the item in question, thus giving more weight to the more common items.  The rationale for this is that a person lacking a very common item is likely to feel more deprived than when lacking a less common one.  While this approach can make some difference to rankings, the differences are not great.  This is well illustrated in Section D when EU-1 and EU-2 are compared.  EU-2 uses prevalence weighting.  EU-1 does not.  The differences are very minor, at least for overall hardship rates, and for the rates for the subgroups on which information is available.
Selecting a threshold to distinguish between those considered to be in hardship and those not.

Once a summary deprivation index is created, the population can be ranked along a continuum from high deprivation to low or no deprivation.  A threshold then needs to be selected to divide the population into two groups, those in hardship and those not.  
This is similar to the situation that arises for setting an income poverty threshold.  The population is ranked on a continuum based on their household income from low to high income and a poverty line is drawn, with those below described as being poor or in poverty.  
While there is no definitive means of selecting a threshold independent of judgement, some thresholds are much more defensible and plausible than others. Whatever threshold is selected, sensitivity testing can be carried out to investigate whether or to what degree subgroup relativities at a point in time or trends over time are different for different thresholds.  The matter is discussed in more detail for each of DEP, EU-1 and ELSI in their respective sections.

Taking account of the impact of tastes and preferences on the one hand, and resource constraints on the other as determinants of living patterns
One of the fundamental challenges in using NMIs to measure and monitor material wellbeing is that different people (households) have different preferences and priorities as to how to spend their money.  This means that there is the risk that measured differences between households may simply reflect differences in tastes and preferences, rather than actual differences in material wellbeing.  

When focussing on the material hardship end of the spectrum these challenges are to a large degree addressed by four aspects of the methodology already discussed above:

· as far as possible, choosing items that either the vast majority have (the prevalence criterion) or that most people agree that no one should have to go without (consensus approach)

· using enforced lacks rather than just lacks

· checking across subgroups that endorsement rates and ‘wants’ are similar for the items used

· the successful fitting of the underlying structural model using CFA for ELSI, EU-1 and EU-2, as this shows that the variations in the observed variables are to a sufficient degree explained by variations in the underlying construct.
In addition, concurrent validation using items not in the index, but which are highly likely to be strongly associated with material hardship, gives good assurance that what is being measured is material hardship and not the preferences or tastes of the respondent.

B.   Full-spectrum indices (eg ELSI)
For full-spectrum indices, all the matters above need to be addressed.  In addition, further items need to be developed to create differences in scores for the 60 to 70% of the population who have very low or zero scores on most deprivation indices (ie those who have average to high living standards). 

As noted earlier, the development of ELSI moved beyond the established use of NMIs.  It charted new territory by devising a means to rank people across the full range of living standards from low to high, well beyond the ‘deprivation’ zone. 

The ELSI development addressed the challenge of additional items through the ‘not at all’ response to the economising questions, plus the item on overseas holidays, plus the ‘high’ response to the global self-ratings.  Nevertheless, the scale remains quite compressed for the upper 40% or so of the population.  
Following the publication of the 2004 Living Standards report in 2006, the Ministry reviewed in detail the construction and performance of ELSI, and the underlying notion of living standards reflected in it, including seeking further international expert review.  Flowing out of that process and out of the issues already signalled in the ELSI technical report (Jensen et al, 2002), the Ministry identified some areas in which the ELSI could be improved, while recognising its great value as it is now, especially as a well-constructed instrument which reliably ranks the population on their material wellbeing from low to high living standards.  The main areas identified for further development were:

· to better address the compression issue through the addition of suitable new items – candidate items were included in the 2008 LSS, work is under way to assess their suitability and the results will be included in the planned full report in 2010
· to be clearer in the descriptions of the underlying conceptualisation of living standards used in ELSI, and to investigate whether this is the most appropriate conceptualisation for reporting on changes in living standards over time (for living standards as commonly understood) – see section E1
· to further investigate the dimensionality of low living standards, rather than just relying on the unidimensional ELSI at low scores – work on this is under way and the results will be included in the planned full report in 2010.
* * * * * * * * * * * * * * * * * * * * * * * * * * * *
The next two sections (C and D) illustrate the well-established use of NMIs in measuring material hardship or deprivation.
After that, the paper returns to a closer look at ELSI and the underlying conceptualisation of living standards used by it, before the third and final empirical section which reports first findings from the 2008 LSS using the ELSI measure (Section E2).

In all three empirical sections the risk ratio statistic is used.  The box below defines it.


Section C
Measuring hardship using a deprivation index (DEP)
This section uses a 14 item material deprivation index (DEP) to compare the relative positions of different population subgroups in 2008 and to investigate changes in scores from 2004 to 2008.  

The 14 items are shown in Table C.1 below.  They are all scored as ‘enforced lacks’, rather than simply as ‘lacks’, consistent with the idea of material deprivation understood as not having the basic material things because of limited financial resources, rather than by not having them by choice or for some other reason.

There are two types of items: ownership / participation items, and economising items.  For the ownership / participation items, responses count where the item is wanted but not possessed because of the cost.  The economising items are about cutting back or going without in order to be able to pay for other basic needs.  They are not about the economising that arises from frugality per se or from a desire to save for something special.  The response options were ‘a lot’, ’a little’, or ‘not at all’.  The economising ‘a lot’ response is treated as equivalent to an enforced lack (EL).  

Table C.1

Composition of DEP
	Item
	EL(%) for popln

	 Ownership/participation (enforced lacks)
	

	
	A good bed
	5

	
	Ability to keep main rooms adequately warm
	7

	
	Suitable clothes for important or special occasions
	7

	
	Home contents insurance
	12

	
	Presents for family and friends on special occasions
	6

	 Economising ‘a lot’ (to keep down costs to help pay for other basics) 

	
	Continued wearing worn out clothing
	18

	
	Continued wearing worn out shoes 
	15

	
	Went without or cut back on fresh fruit and vegetables
	10

	
	Bought cheaper or less meat than wanted
	26

	
	Postponed visits to the doctor
	11

	
	Did not pick up a prescription
	4

	
	Put up with feeling cold to save on heating costs
	10

	
	Went without or cut back on visits to family or friends
	12

	
	Did not go to a funeral (tangi) you wanted to
	6


The DEP score for each respondent is simply the sum of all reported enforced lacks.  This score is attributed to the respondent and to each other person in the respondent’s family (EFU), where there are any.  The right hand column in Table C.1 shows the proportion of individuals who live in families where the respondent indicated an enforced lack (EL) of the particular item.  

Table C.2 below shows the distribution of DEP scores across the population for 2008.  Just over half report no deprivations and another quarter just 1 or 2.  One in ten report 5 or more.  The mean DEP score overall is 1.47.

Table C.2
Distribution of the DEP scores, LSS 2008
	Score
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10+

	% of individuals
	53
	17
	9
	6
	4
	3
	2
	2
	1
	1
	1


Selection of items, and the validity and reliability of the DEP index

DEP was constructed for this paper using the criteria outlined in Table C.3 below. 
  The right hand column outlines either the rationale for the criteria used, or notes the degree to which the criteria are met, as appropriate.  

Table C.3
Criteria used in the construction of DEP
	Criteria
	Rationale for criteria or 

degree to which criteria are met

	a
Each item is available in each of the 2000, 2004 and 2008 Living Standards Surveys, and is an ELSI item 


	This enables comparisons over time.  

New items were included in the 2008 survey, and some of these are likely to be used in an enhanced DEP and revised ELSI in 2010.  Some of these new items are used for concurrent validation (see below in Table C.5).

	b
Each item is clearly a necessity or an essential for minimum acceptable living conditions in New Zealand 
	Items that are important for a ‘decent life’ but are not  core necessities were excluded.  Examples of these non-basics are ‘a holiday away from home for a week each year’, ‘having a home computer’, and ‘having a night out each fortnight’.   DEP items are all the sort of things that the vast majority of the population would say that everyone should have and no one should have to go without.  

Items for which less than 2% of the population report an enforced lack were excluded (eg telephone, washing machine) on the grounds that they would take the place of items that would have a better discriminating power over a wider range households with low living stds.

	c
The items should cover a range of domains
	This criterion is met: food, clothing, accommodation, primary healthcare, social interaction, and insurance against personal loss are all covered.

	d
The items need to be suitable for most or all population subgroups.
	This criterion is met as a result of ‘b’ above being met.  They also ride in on the coat-tails of the ELSI development work which looked at this question in detail.

	e
There is good statistical evidence that the items load strongly onto one underlying or latent variable (‘material deprivation’)
	Exploratory factor analysis suggested a one factor solution (scree test, and only one factor with an eigenvalue>1).  The factor loadings are reported in Appendix 1 and are adequate.  For the full report in 2010 the fit with the data will be tested more formally using confirmatory factor analysis.

	f
The index shows a satisfactory level of reliability (internal consistency) using Cronbach’s alpha.
	The DEP index has a Cronbach’s alpha of 0.84.  For indices of this sort, a value for Cronbach’s alpha of 0.7 to 0.8 is generally considered respectable, 0.8 to 0.9 is very good, and above 0.9 is excellent.

	g
Concurrent validity is supported through clear gradients across the index scores for variables that are highly likely to also measure material deprivation or correlate with it. 
	The distributions in Table C.5 and C.10 below provide strong support for the validity of DEP – it measures what it claims to measure.




Table C.4 uses the DEP component items to give a profile for living conditions for the various DEP scores.  The figures in the columns in the body of the table are percentages of those with a given DEP score.  For example, the ‘20’ in the ‘5’ column means that for 20% of those in the families/households with a DEP score of 5, the respondent reported the enforced lack of a ‘good bed’.
Table C.4
Proportion of population reporting an enforced lack of component items for DEP, by DEP score
	Item
	ALL
	0
	1
	2
	3
	4
	5
	6+

	 Population % with given DEP score  (

	
	53
	17
	9
	6
	4
	3
	8

	
	
	
	
	
	
	
	
	

	 Ownership/participation (enforced lacks – want but cannot afford)
	
	
	
	
	
	

	
	A good bed
	5
	-
	2
	7
	10
	14
	20
	32

	
	Ability to keep main rooms adequately warm
	7
	-
	3
	9
	9
	24
	18
	40

	
	Suitable clothes for important or special occasions
	7
	-
	2
	4
	13
	15
	22
	49

	
	Home contents insurance
	12
	-
	14
	17
	25
	32
	41
	53

	
	Presents for family and friends on special occasions
	6
	-
	2
	5
	8
	14
	14
	44

	 Economising ‘a lot’ (to keep down costs to help pay for other basics) 
	
	
	
	
	
	

	
	Continued wearing worn out clothing
	18
	-
	16
	33
	40
	46
	54
	80

	
	Continued wearing worn out shoes 
	15
	-
	7
	24
	36
	43
	51
	75

	
	Went without or cut back on fresh fruit and vegetables
	10
	-
	2
	13
	20
	29
	37
	65

	
	Bought cheaper or less meat than wanted
	26
	-
	37
	48
	58
	74
	82
	86

	
	Postponed visits to the doctor
	11
	-
	5
	11
	25
	32
	39
	61

	
	Did not pick up a prescription
	4
	-
	-
	-
	4
	5
	15
	32

	
	Put up with feeling cold to save on heating costs
	10
	-
	3
	9
	19
	30
	41
	63

	
	Went without or cut back on visits to family or friends
	12
	-
	7
	17
	23
	35
	43
	68

	
	Did not go to a funeral (tangi) you wanted to
	6
	-
	-
	6
	10
	8
	22
	40


Note:  proportions <1.5% are suppressed.
Table C.5 uses items from the 2008 survey that are not DEP or ELSI items but which are highly likely to be strongly associated with material hardship to further fill out the profile for living conditions for the various DEP scores.  The figures in the columns in the body of the table are percentages of those with a given DEP score.    
The gradients are clear and strong in each case as depicted in Figure C.1.  This gives good support for the validity of DEP, that is, that it measures what it claims to measure, material hardship, and that there are clear distinctions in living conditions for those with different DEP scores.   Later in this section, examples of living conditions for children are given in a similar table (Table C.10).  The gradients across the DEP scores are clear and strong there too.
Table C.5
Concurrent validity for DEP (2008 LSS)
	DEP score
	0
	1
	2
	3-4
	5-6
	7+

	Population % with given DEP score  (
	53
	17
	9
	10
	5
	6

	
	
	
	
	
	
	

	Received help (food, clothes or money) from a community or welfare organisation more than once in last 12 months
	-
	2
	4
	8
	17
	30

	Missed mortgage, rent or utility payments more than once in last 12 months
	3
	11
	21
	29
	33
	62

	Delayed replacing or repairing worn out or broken furniture or appliances ‘a lot’ to help keep down costs
	4
	17
	24
	40
	55
	84

	Renting from Housing New Zealand
	3
	9
	13
	19
	31
	44

	Self-rated ’low or fairly low’ material living standards
	2
	7
	11
	18
	24
	46

	Health self-rated as ‘poor or fair’, for those <65 

(other options were good, very good or excellent)
	4
	7
	8
	14
	20
	25


Figure C.1
Concurrent validity for DEP (2008 LSS)
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While DEP has good credentials, it should not be considered as ‘final’.  Once its characteristics and performance have been more thoroughly assessed, some items may be dropped or others substituted before it is formally adopted.  The main findings based on DEP are, however, unlikely to change in any significant way when using a revised DEP.
Choosing a hardship threshold for the DEP index
To use the DEP index to compare the relative positions of different population subgroups and to track changes over time, it is useful to set a threshold on the scale and to identify those with higher scores as the ones experiencing material hardship.  Comparisons of mean scores have some value, but comparisons of proportions in hardship help greatly in the telling of the story.

The challenge is how to choose an appropriate threshold.  Material hardship, like income poverty, comes in degrees.  There is no clear delineation between those ‘in hardship’ and those that are not that science can identify independent of judgement.  This is not to say that any threshold will do or that all are equally open to debate.  Some thresholds are clearly much more plausible and defensible than others.  

One way that some have dealt with this is to take a threshold of twice the mean score.  The mean score for DEP over the whole population is 1.47, so this would indicate a score of 3 or more enforced lacks as the threshold.  This would give a population material hardship rate of 21% (see Table C.6 below).  

Table C.6
Cumulative distribution of DEP scores (2008 LSS)
	Score
	2+
	3+
	4+
	5+
	6+

	% of individuals
	30
	21
	15
	11
	8


Another approach has been to choose a threshold that gives material hardship rates of around those found using common income poverty thresholds.  
For example, the poverty rate using a 60% of median income poverty threshold on an after housing costs measure is 20%, and 18% for a before housing costs measure.   This is close to what is given by the 3+ DEP threshold.  
A threshold of 4+ gives a population material hardship rate of 15% which is close to the income poverty figure based on the measure used in The Social Report (an after housing costs measure with the threshold set at 60% of the 1998 median and updated with the CPI for subsequent years).   

This report uses the 4+ threshold and reports sensitivity testing for the use of 3+ or 5+.   Clearly there will be fewer identified as in hardship on a 5+ threshold, but the sensitivity testing will reveal whether there is any significant difference on the other three sorts of findings that are reported:  relativities among subgroups, trends over time for rates of hardship overall and for subgroups, and trends over time for risk ratios for subgroups.  

Aspects of the material circumstances of those experiencing differing degrees of hardship (DEP scores) are given in Tables C.4, C.5 and C.10.  In interpreting these tables, it is important to remember that (almost) all of the 14 items used in the DEP are items that the majority would consider that ‘no one should have to do without’.
Reporting on material hardship using DEP:  
· mean DEP score 
· material hardship rates (using the 4+ threshold) 
· hardship composition for various subgroups, and 
· risk ratios
Table C.7 shows the range of statistics that are used for reporting on material hardship for population subgroups.  The example used is age group.

The first two columns are self-explanatory.  The ‘hardship composition’ column adds down to 100% and shows how those identified as being in hardship are divided up across the age groups. The risk ratio gives a succinct summary of the degree of over or under-representation in the hardship figures for the various age groups.
   Those aged 0-17, for example, make up 37% of all those in hardship, yet they make up only 25% of the population overall.  Children are therefore said to be over-represented among those in hardship, with a risk ratio of 1.48.  

Those aged 65+ have a risk ratio of only 0.24, indicating the relatively low proportion of older New Zealanders experiencing material hardship.

Table C.7
Hardship by age group (2008 LSS)
	
	mean
	% with 4+
	hardship composn (%)
	population composn (%)
	risk ratio

	Population
	1.47
	15
	100
	100
	1.00

	Age group
	
	
	
	
	

	0-17
	2.07
	23
	37
	25
	1.48

	18-24
	1.40
	15
	10
	10
	0.98

	25-44
	1.62
	16
	29
	27
	1.07

	45-64
	1.23
	13
	21
	25
	0.83

	65+
	0.48
	4
	3
	13
	0.24


Table C.8 shows the difference the choice of threshold makes to the hardship rates and risk ratios for the different age-groups.  Broad relativities are unchanged, although there is some evidence of a greater depth or severity of hardship for children and those aged 45-64, as the risk ratio is larger using the 5+ threshold than on the 3+ threshold.  The gradient goes the other way for 18-24 year olds, indicating less hardship depth for young adults than for children and adults aged 45-64.
Table C.8
Hardship by age group (2008 LSS)
	
	% in hardship
	risk ratio

	
	3+
	4+
	5+
	3+
	4+
	5+

	Population
	21
	15
	11
	1.00
	1.00
	1.00

	Age group
	
	
	
	
	
	

	0-17
	30
	23
	17
	1.44
	1.48
	1.53

	18-24
	22
	15
	9
	1.04
	0.98
	0.83

	25-44
	23
	16
	12
	1.11
	1.07
	1.06

	45-64
	16
	13
	9
	0.77
	0.83
	0.84

	65+
	6
	4
	3
	0.28
	0.24
	0.26


Hardship and deprivation for selected subgroups

Table C.9A expands on Table C.7 for a range of population subgroups.  

Table C.9A
Hardship rates by various personal and family characteristics:

whole population, LSS 2008
	
	mean
	% with 4+
	hardship composn 

(%)
	population composn 

(%)
	risk ratio

	Population
	1.47
	15
	100
	100
	1.00

	Age group
	
	
	
	
	

	0-17
	2.07
	23
	37
	25
	1.48

	18-24
	1.40
	15
	10
	10
	0.98

	25-44
	1.62
	16
	29
	27
	1.07

	45-64
	1.23
	13
	21
	25
	0.83

	65+
	0.48
	4
	3
	13
	0.24

	Family type
	
	
	
	
	

	65+ single
	0.61
	5
	2
	5
	0.33

	65+ couple
	0.31
	2
	1
	8
	0.13

	<65 single
	1.58
	16
	21
	20
	1.07

	<65 couple
	0.92
	9
	11
	19
	0.58

	<65 SP with deps
	3.73
	43
	28
	10
	2.78

	<65 2P with deps
	1.42
	15
	37
	39
	0.95

	Income source for under 65s
	
	
	

	Benefit, with dependent children
	4.51
	57
	28
	8
	3.72

	Benefit, no dependent children
	3.40
	42
	11
	4
	2.73

	Market, with dependent children
	1.43
	14
	39
	47
	0.92

	Market, no dependent children
	1.03
	10
	22
	40
	0.62

	Family type and income source for under 65s with dependent children
	
	

	Sole parent (benefit)
	4.79
	58
	32
	11
	3.79

	Sole parent (market)
	2.44
	24
	11
	9
	1.58

	Two parent (benefit)
	3.69
	54
	10
	4
	3.53

	Two parent (market)
	1.30
	13
	47
	75
	0.82

	Ethnicity (total)
	
	
	
	
	

	European
	1.14
	11
	52
	74
	0.72

	Maori
	2.90
	34
	30
	14
	2.20

	Pacific
	3.32
	39
	17
	7
	2.56

	Other
	1.62
	18
	8
	7
	1.23

	Tenure
	
	
	
	
	

	Owned, with mortgage
	1.14
	10
	20
	29
	0.68

	Owned, mortgage free
	0.43
	3
	3
	19
	0.18

	Family trust
	1.03
	10
	13
	20
	0.66

	Private landlord
	2.35
	27
	47
	27
	1.75

	Housing New Zealand
	4.55
	53
	17
	5
	3.47


Note:  composition proportions in the ‘under 65s’ panels are proportions of the relevant under 65 populations 

Table C.9B
Hardship rates by ethnicity and family income source:

children (aged 0-17 years), LSS 2008
	
	mean
	% with 4+
	hardship composn (%)
	population composn (%)

	Dependent children (0-17 yrs)
	2.07
	23
	100
	100

	Ethnicity
	
	
	
	

	European
	
	15
	38
	59

	Maori
	
	39
	32
	19

	Pacific
	
	51
	22
	10

	Other
	
	23
	12
	12

	Income source
	
	
	
	

	Benefit
	
	59
	47
	18

	Market
	
	15
	53
	82


The fuller version of the risk ratio part of Table C.8 is found in Appendix 2.

Restrictions for children by their families’ DEP scores
One of the strengths of the non-income approach is its ability to provide a very grounded and practical picture of what hardship looks like in daily life, especially for those experiencing more severe hardship.   

Table C.10 gives a picture of what life is like for children in families across a range of DEP scores. The gradients across the rows indicate the considerable difference for the children in families with DEP scores of 0 or 1 (59%), compared with those in families with scores of 4-5, and especially for the 12% of children (130,000) in families with a DEP score of 6+.   The high multiple deprivation scores for the children’s items in the 6+ column, much higher than for any other column, indicate very clearly how different life is for this group of children compared with the rest.
Table C.10
Children’s restrictions by DEP score of their family, LSS 2008
	
	All
	0
	1
	2-3
	4-5
	6+

	Distribution of children across the DEP scores
	100
	41
	18
	18
	10
	12

	Average number of children per family
	
	2.2
	2.3
	2.5
	2.7
	2.7

	
	
	
	
	
	
	

	Enforced lacks of children’s items
	
	
	
	
	
	

	friends to birthday party
	6
	-
	-
	5
	9
	31

	waterproof coat
	8
	-
	2
	8
	11
	39

	separate bed
	5
	-
	-
	3
	13
	20

	separate bedrooms for children of opposite sex (aged 10+)
	8
	2
	3
	6
	14
	24

	all school uniform items required by the school
	5
	-
	-
	2
	9
	19

	Economising ‘a lot’ on children’s items to keep down costs to enable other basic things to be paid for

	continued with worn out shoes/clothes for the children
	8
	-
	-
	5
	15
	39

	postponed child’s visit to doctor
	2
	-
	-
	-
	5
	13

	did not pick up prescription for children
	1
	-
	-
	-
	3
	7

	unable to pay for school trip
	3
	-
	-
	-
	6
	17

	went without music, dance, kapa haka, art, swimming, etc
	9
	2
	4
	8
	18
	37

	involvement in sport had to be limited
	8
	-
	4
	6
	17
	32

	Multiple deprivation
	
	
	
	
	
	

	4+ of the 11 children’s items above
	6
	-
	-
	2
	11
	35

	5+ of the 11 children’s items above
	4
	-
	-
	-
	7
	29

	6+ of the 11 children’s items above
	3
	-
	-
	-
	2
	24

	Children’s serious health problems reported by respondent
	
	
	
	
	
	

	serious health problems for any child in the last year
	28
	22
	25
	31
	35
	43

	

	Enforced lacks reported by respondent in child’s family
	
	
	
	
	
	

	keep main rooms warm
	9
	-
	3
	8
	18
	37

	meal with meat , fish or chicken at least each second day
	3
	-
	-
	-
	6
	18

	cut back or did without fresh fruit and vegetables (‘a lot’)
	14
	-
	-
	15
	32
	63

	postponed visit to doctor (‘a lot’) 
	14
	-
	4
	18
	38
	65

	one weeks holiday away from home in last year
	33
	14
	28
	42
	52
	73

	home computer
	8
	3
	6
	8
	13
	25

	internet access
	9
	-
	7
	9
	18
	28

	Housing and local community conditions
	
	
	
	
	
	

	overall physical condition of house (poor/very poor)
	7
	-
	3
	7
	15
	28

	difficult to keep house warm in winter (major problem)
	22
	9
	13
	27
	38
	58

	dampness or mould (major problem)
	17
	5
	13
	18
	37
	49

	crime or vandalism in the area (major problem)
	11
	6
	6
	11
	13
	31


Interpreting reported changes from 2004 to 2008

In interpreting the figures in Table C.11 (changes for whole population) and Table C.12 (changes for those with low to middle incomes), four important factors need to be kept in mind.

· First, the data are not longitudinal – the surveys do not follow the same people from 2004 to 2008.  What the 2004 and 2008 columns show is the average situation for the identified groups in each of the survey years.

· Second, from 2004 to 2008, beneficiary numbers fell, especially UB numbers.  The total number of people in beneficiary families fell from around 580,000 in 2004 to 480,000 in 2008.  The number in working families increased by this amount and more.  What this means is that there is a large number of people in 2008 in the ‘market income’ category (Table C.11) who were fairly recently in a family in receipt of an income-tested benefit.  This is likely to have raised the deprivation rate for the market income group a little compared with what it would otherwise have been.  In 2004, around 1 in 4 (24%) of those in receipt of an income-tested benefit were receiving an unemployment-related benefit.  In 2008, this had fallen to around 1 in 10 (9%). The proportion of  those in receipt of Sickness and Invalid’s Benefits had risen from 37% to 50%.   The proportion of those in receipt of the Domestic Purposes Benefit or Widow’s Benefit remained similar (38% to 40%).
· Third, there are around six times more people in employed families with children than in beneficiary families with children.  Even a small change in hardship rates for working families can therefore have a large impact on the number of children counted as in hardship.

· Fourth, care needs to be taken in interpreting (what looks like) changes in proportions from 2004 to 2008, especially for smaller subgroups. To be sure that the reported changes are statistically significant for these groups, a proper statistical assessment using standard errors needs to be carried out.  This will be included in the full report in 2010.  For this report on first results, the issue is dealt with in the following way, erring on the side of caution:
· to keep the discussion of findings manageable for the limits of this report, only a limited number of subgroups are included in Tables C.11 and C.12.

· the standard errors for subgroups with low ELSI scores as given in the report on the 2004 LSS are taken as a guide

· subgroup sizes are noted in Table C.11 to give the reader an idea of which groups to be more cautious about when assessing reported changes
· the right hand columns in Table C.11 and C.12 give a preliminary indication of which changes are likely to be statistically significant and which not.
Changes from 2004 to 2008: whole population

Overall deprivation rates remained much the same from 2004 to 2008, whether using a 3+, 4+ or 5+ threshold, and the relativities among population subgroups remained very similar in 2008 to what they were in 2004 (Table C.11). 
Patterns of relative deprivation among population subgroups are much slower to change than are patterns of relative poverty as measured using household incomes.  This reflects in part the fact that material hardship is a product of much more than current income (Figure B.1), and that households have ways of smoothing their consumption to maintain a reasonably steady level of material living standards over the short run.  Sometimes that can include going (further) into debt.
Even though the overall relativities between subgroups remained much the same from 2004 to 2008, there were some changes in hardship rates for particular subgroups.

· Hardship rates for children fell from 26% in 2004 to 23% in 2008.  This reflects reduced hardship rates for the group of employed families with children, especially those with low to middle incomes (see Table C.12).  There was no measurable change in hardship rates for beneficiary families with children (56-57%). 
· Hardship rates rose for under 65 adults in households without children, especially for those with low to middle incomes (see Table C.12).
  
Table C.11
Changes in material hardship (4+ %), 2004 to 2008: whole population
	
	2004
	2008
	
	2008 popln composn (%)
	Is the change likely to be statistically significant (at 95%)?

	Population
	
	
	
	
	

	mean
	1.49
	1.47
	
	-
	no

	% 3+
	21
	21
	
	-
	no

	% 4+
	15
	15
	
	-
	no

	% 5+
	11
	11
	
	-
	no

	Age group
	
	
	
	
	

	0-17
	26
	23
	
	26
	yes

	18-24
	12
	15
	
	10
	no

	25-44
	15
	16
	
	27
	no

	45-64
	11
	13
	
	25
	possibly

	65+
	4
	4
	
	13
	no

	Family type
	
	
	
	
	

	65+ single
	5
	5
	
	5
	no

	65+ couple
	3
	2
	
	8
	no

	<65 single
	13
	16
	
	20
	yes

	<65 couple
	5
	9
	
	19
	yes

	<65 SP with deps
	44
	43
	
	10
	no

	<65 2P with deps
	16
	15
	
	39
	possibly

	Income source for under 65s 
	
	
	
	
	

	Benefit, with dependent children
	56
	57
	
	7
	no

	Benefit, no dependent children
	27
	42
	
	4
	possibly

	Market, with dependent children
	15
	14
	
	41
	no

	Market, no dependent children
	7
	10
	
	35
	yes


Changes from 2004 to 2008: those in families with low to middle incomes

Table C.12 shows the changes in hardship rates for those with incomes below 110% of the median family income (ie for those with incomes 10% above the median or less than this, around 60% of the population).  The Working for Families package was focussed on families with dependent children in this income group and some improvement in hardship rates on a measure like DEP could be expected especially for those in employment.

· Hardship rates for children in these low to middle income families decreased from 34% to 29%, using the 4+ threshold on the DEP index.  This fall was driven by improved circumstances for families in employment for whom hardship fell from 21% to 18% (note that this group made up a larger proportion of the low to middle income population in 2008 than in 2004).

· Hardship rates for the group of beneficiaries with children remained unchanged at 56-57%. 
· Hardship rates rose for under 65 adults in households without children and with low to middle incomes.  
Table C.12
Changes in material hardship (4+ %), 2004 to 2008: 

 for those with low to middle EFU incomes below 110% of the median
	
	2004
	2008
	Is the change likely to be statistically significant (at 95%)?

	% with 4+
	22
	21
	

	Age group
	
	
	

	0-17
	34
	29
	yes

	18-24
	13
	17
	no

	25-44
	25
	25
	no

	45-64
	21
	23
	possibly

	65+
	5
	4
	no

	Family type
	
	
	

	65+ single
	5
	6
	no

	65+ couple
	4
	2
	no

	<65 single
	19
	22
	yes

	<65 couple
	10
	18
	yes

	<65 SP with deps
	47
	44
	no

	<65 2P with deps
	23
	20
	yes

	Income source for under 65s 
	
	
	

	Benefit, with dependent children
	56
	57
	no

	Benefit, no dependent children
	28
	42
	possibly

	Market, with dependent children
	21
	18
	yes

	Market, no dependent children
	13
	16
	yes

	Children, by source of family income
	
	
	

	Income-tested benefit
	59
	60
	no

	Market
	22
	19
	yes


Section D
International comparisons

GDP per capita is a commonly used indicator for making international comparisons of average living standards across countries.   It does not, however, give any information on the distribution of living standards across households within countries.   International comparisons of material wellbeing at the household level are traditionally done by using household incomes, with poverty lines set at 50% or 60% of the median household income.  International league tables which rank countries on their income poverty rates are now commonly created and published.

There is growing unease about the robustness of the household income approach for international comparisons of material hardship as it produces incongruous results.  For example, on this approach the Czech Republic has a poverty rate (10%), lower than the rates for Denmark, Germany and France (12-13%), yet the poverty lines in each of the latter three countries are all above the median household income level for the Czech Republic.   Partly in response to these concerns, the EU has developed and recently adopted a 9-item deprivation index based on non-monetary indicators (NMIs) as one of its primary social inclusion indicators.
 
The EU index (which this paper will refer to as EU-1) is made up of the nine items listed in Table D.1.  The first seven are scored as ‘enforced lacks’: the items were wanted, but they were not possessed because of the cost.  The final two are scored as ‘yes’ or ‘no’, and are also in effect enforced lacks.  For their primary indicator, the EU identifies those with 3 or more enforced lacks as deprived or in hardship.  

Table D.1

Composition of EU-1
	Phone

	Colour TV

	Washing machine

	Private car

	A meal with meat, fish or chicken every second day

	Ability to keep home adequately warm

	One week’s annual holiday away from home

	Pay mortgage, rent and utilities on time

	Ability to face unexpected expenses of NZD1500



The items in EU-1 were selected on the basis of specified criteria, information on the views of citizens in the EU as to what were necessary items, and confirmatory factor analysis to test the underlying structure of the survey data vis-à-vis the proposed list.  For technical details for the EU-1 index see Guio (2005) and Guio (2009).
In developing the 2008 LSS, the EU developments were monitored and key extra questions were included to make comparisons with EU countries possible.   Deprivation scores for New Zealand have been created using EU-1 and the 2008 LSS data.

In the international comparisons that follow, the European nations on the list are the EU-25 less Malta (data not available for all the analysis), plus Norway and Iceland, 26 in all.  The comparisons show where New Zealand ranks overall on material hardship among European nations, and shows how New Zealand children and older New Zealanders are faring relative to their counterparts in Europe.
  Comparisons with OECD countries not in the EU (eg Japan, USA, Australia and Canada) are not possible using the EU-1 index as there are as yet no national surveys in these countries with all the relevant items in them.

Population comparisons
Using the EU-1 index, 13% of the New Zealand population has 3 or more enforced lacks, ranking New Zealand alongside Belgium and Germany, and a little better than Slovenia and Italy (Table D.2), and below Ireland (11%) and the UK (10%).   Many of the newer EU countries have much higher rates of deprivation.

Table D.2
Deprivation scores for the whole population using the 9 item index (EU-1)

EU-25 - MT + NO + IS +NZ, ranked on % with 3+,  (EU 2006, NZ 2008) 
	
	
	% with 3+
	overall mean

	Luxembourg
	LU
	3
	0.3

	Norway
	NO
	5
	0.5

	Netherlands
	NL
	6
	0.5

	Sweden
	SE
	6
	0.5

	Iceland
	IS
	8
	0.8

	Denmark
	DK
	8
	0.6

	Austria
	AT
	10
	0.7

	Finland
	FI
	10
	0.7

	United Kingdom
	UK
	10
	0.7

	Ireland
	IE
	11
	0.9

	Spain
	ES
	11
	0.9

	France
	FR
	11
	0.9

	Belgium
	BE
	13
	0.8

	New Zealand
	NZ
	13
	0.9

	Germany
	DE
	13
	1.0

	Slovenia
	SI
	14
	1.1

	Italy
	IT
	14
	1.0

	Estonia
	EE
	18
	1.3

	Czech Republic
	CZ
	20
	1.3

	Portugal
	PT
	20
	1.5

	Greece
	GR
	23
	1.4

	Cyprus
	CY
	31
	1.6

	Slovakia
	SK
	36
	1.9

	Hungary
	HU
	38
	2.1

	Lithuania
	LT
	41
	2.3

	Poland
	PL
	44
	2.3

	Latvia
	LV
	50
	2.6


If the goal of the analysis is to rank countries by their deprivation scores, Figure D.1 shows that it makes little difference whether mean scores or the proportion with 3+ enforced lacks are used.
Figure D.1

High correlation between the mean score and the proportion with 3+ enforced lacks
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Comparisons for those aged 65+
Older New Zealanders have a much lower deprivation rate (3%) than their counterparts in most European countries (Figure D.2 and Table D.3).  As for the population as a whole there is a reasonably clear division between the ‘old’ EU countries and those more recently gaining membership.

Figure D.2
Deprivation rates (% with 3+ enforced lacks) using the 9 item index (EU-1), those aged 65+

EU-25 - MT + NO + IS +NZ (EU 2007, NZ 2008)

[image: image3.emf]0

10

20

30

40

50

60

LU NO NL SE NZ DK IE IS UK DE FI FR AT BE ES IT CZ SI EE PT GR HU LT PL SK CY LV

Proportion with 3+ enforecd lacks (%)

NZ


Table D.3
Deprivation rates (% with 3+ enforced lacks) using the 9 item index (EU-1), those aged 65+

EU-25 - MT + NO + IS +NZ (EU 2007, NZ 2008)

	
	
	% with 3+
	
	
	% with 3+

	Luxembourg
	LU
	1
	Spain
	ES
	11

	Norway
	NO
	1
	Italy
	IT
	14

	Netherlands
	NL
	3
	Czech Republic
	CZ
	17

	Sweden
	SE
	3
	Slovenia
	SI
	18

	New Zealand
	NZ
	3
	Estonia
	EE
	20

	Denmark
	DK
	4
	Portugal
	PT
	26

	Ireland
	IE
	4
	Greece
	GR
	29

	Iceland
	IS
	4
	Hungary
	HU
	35

	United Kingdom
	UK
	5
	Lithuania
	LT
	39

	Germany
	DE
	7
	Poland
	PL
	41

	Finland
	FI
	8
	Slovakia
	SK
	42

	France
	FR
	8
	Cyprus
	CY
	44

	Austria
	AT
	10
	Latvia
	LV
	59

	Belgium
	BE
	10
	
	
	


Comparisons for children (aged 0-17 years)
New Zealand children have a material hardship rate of 18% on the EU measure.  This ranks New Zealand at the ‘low’ (ie more deprived) end of the old EU for hardship rates for children, the same as Italy (18%), but better than Greece (20%).  The New Zealand hardship rate for children is higher than that for the UK (15%) and Ireland (14%), and well behind countries like Norway (6%), the Netherlands (6%) and Sweden (7%).  See Figure D.3 and Table D.4.  
Figure D.3
Deprivation rates (% with 3+ enforced lacks) using the 9 item index (EU-1), those aged 0-17

EU-25 - MT + NO + IS +NZ (EU 2007, NZ 2008)
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Table D.4
Deprivation rates (% with 3+ enforced lacks) using the 9 item index (EU-1), those aged 0-17

EU-25 - MT + NO + IS +NZ (EU 2007, NZ 2008)

	
	
	% with 3+
	
	
	% with 3+

	Luxembourg
	LU
	4
	Belgium
	BE
	15

	Norway
	NO
	6
	France
	FR
	15

	Netherlands
	NL
	6
	New Zealand
	NZ
	18

	Sweden
	SE
	7
	Italy
	IT
	18

	Denmark
	DK
	8
	Czech Republic
	CZ
	20

	Spain
	ES
	9
	Greece
	GR
	20

	Iceland
	IS
	10
	Portugal
	PT
	24

	Finland
	FI
	10
	Cyprus
	CY
	28

	Austria
	AT
	12
	Lithuania
	LT
	29

	Germany
	DE
	13
	Slovakia
	SK
	32

	Slovenia
	SI
	13
	Poland
	PL
	39

	Ireland
	IE
	14
	Hungary
	HU
	42

	Estonia
	EE
	14
	Latvia
	LV
	43

	United Kingdom
	UK
	15
	
	
	


Another aspect to be considered in assessing how children in New Zealand are faring relative to their counterparts in other countries is to compare the child deprivation rate with that for the population as a whole.  The ratio of these two figures is called the risk ratio, as discussed earlier (p16).  
Figure D.4 shows that for most countries the risk ratio is greater the 1.0, meaning that for most countries children are over-represented in hardship figures (the median is 1.2).  
The child hardship risk ratio for New Zealand is 1.4, the same as for Ireland. This is higher than for any of the European countries in the comparison, except for the UK (1.5).
Figure D.4
Deprivation rates for children relative to overall population deprivation rate 
(%  with 3+ enforced lacks on the 9 item EU-1 index)
EU-25 - MT + NO + IS +NZ (EU 2007, NZ 2008)
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The risk ratio for children in New Zealand is similar whether using DEP (1.5) or EU-1 (1.4).

Both aspects – the actual deprivation rates and the risk ratios – are important for assessing differences across countries. Figure D.5 combines information from Figures D.3 and D.4 on the one graph.  
The countries in the bottom left quadrant (Norway, Denmark, Finland and Slovenia) have below median child deprivation rates and below median risk ratios for children.  
In contrast, countries in the top right quadrant (Belgium, the UK and New Zealand) have both above median child deprivation rates and above median risk ratios.
Figure D.5
Deprivation rates for children relative to overall population deprivation rate (%  with 3+ enforced 

EU-25 - MT + NO + IS +NZ (EU 2007, NZ 2008)
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Note: 
Latvia, Hungary and Poland have been omitted in Figure D.5 to make the graph more manageable.  They belong in the lower right quadrant, well out to the right (deprivation rates of 39%+)
Does the index used make a difference to the rankings?
The similarity of the child risk ratios noted above for DEP and EU-1 (and also for those aged 65+) illustrates what is a more general finding from research using deprivation indices:  well-constructed indices composed of different items give similar results for relativities among subgroups.  This is consistent with the central methodological notion that underpins the index development used in this paper – that the component items used in the indices reflect an underlying latent variable of ‘material deprivation’ (DEP, EU-1, EU-2).
The finding is further illustrated below through the comparison of country rankings using a second EU deprivation index (EU-2) that was developed by researchers in Ireland.

EU-2 sets aside the phone, the television and the washing machine (which only a small percentage do not have) and adds one more household durable, the home computer (Table D.10).

Table D.10
The items in EU-1 and EU-2 compared

	
	EU-1
	EU-2

	Phone
	(
	-

	Colour TV
	(
	-

	Washing machine
	(
	-

	Private car
	(
	(

	Home computer
	-
	(

	A meal with meat, fish or chicken every second day
	(
	(

	Keep home adequately warm
	(
	(

	One week’s annual holiday away from home
	(
	(

	Pay mortgage, rent and utilities on time
	(
	(

	Ability to face unexpected expenses of NZD1500

	(
	(


The other difference is that EU-2 uses prevalence weighting for aggregating the items into a total score, rather than giving each item equal weight, as EU-1 and DEP do.   Prevalence weighting gives more weight to items that more in the population have, on the grounds that to have an enforced lack of something that 95% have is more of a deprivation than having an enforced lack of something that only 55% have.

Despite these quite significant differences in composition, the correlation between the mean hardship scores for each is very high (Figure D.6).   New Zealand ranks similarly on both, in the company of  France, Spain, Italy and Belgium.  

Figure D.6
High correlation between mean deprivation scores using the EU-1 and EU-2 indices
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Comparison of rankings based on income poverty and the EU-1 deprivation index
As noted in the introduction to this section, there is a growing unease about the robustness of international comparisons of material hardship and poverty based on income measures.  In the second part of this section, the main grounds for the unease are illustrated with income and deprivation data from Europe and New Zealand. 
Using a 60% of median household income poverty threshold, the Czech Republic and Hungary have poverty rates a little lower than the rates for Denmark, Germany and France, yet the poverty lines in each of these three countries are all above the median household income level for the Czech Republic and Hungary.  This latter point is shown in Figure D.7.  The dark dots are the poverty lines set at 60% of the median.  The median is represented by the vertical bars.
Figure D.7
Median household income and poverty thresholds for the EU-25 +NO+IS+NZ

using PPS (c 2006)
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Note: 
Purchasing Power Standard (PPS) is a common adjustment to monetary variables that takes account of differences in both exchange rates and prices between countries.
To address these and other incongruities, two responses have been considered.  One is to set an EU-wide income poverty threshold (as if the EU were one country).  This leads to a more intuitively sensible ranking as shown in Figure D.8, although care needs to be taken when reporting (EU-referenced) poverty rates of 60% plus as those in poverty in these countries can hardly be described as relatively disadvantaged in their own country, when most of the citizens are identified as ‘poor’.
Figure D.8
Poverty rates for the EU-25 +NO+IS+NZ

using an EU-wide threshold set at 60% of the EU median (c 2006)
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The other way that has been considered is to use a deprivation index such as EU-1.

When poverty rates using the EU-wide income poverty threshold and hardship rates using EU-1 are compared, the rankings of countries are reasonably similar, as indicated in the scatter plot in Figure D.9.
   This contrasts starkly with the situation with poverty rates based on national poverty lines.  There is very little similarity in rankings between EU-1 hardship rates and income poverty rates (Figure D.10).

Figure D.9
Reasonable similarity in rankings using deprivation rate and poverty rate with an EU-wide threshold
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Figure D.10
Very little similarity in rankings using deprivation rate and poverty rate with national thresholds  
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The above findings do not mean that a national perspective for income poverty measurement is invalid or not useful.  Monitoring trends in poverty rates within a country has an important place in assessing the social and economic state of the nation.  What the analysis does show is that it is misleading to use country-based income poverty rates to make unqualified international comparisons of material wellbeing.

Section E1
Measuring the full range of living standards using ELSI: 
an introduction to the index and its underlying conceptualisation of living standards
This section and the next (Section E2) move the focus from material deprivation (low living standards) to looking across the full spectrum of material wellbeing from low to high living standards.

In contrast to the scoring on a deprivation index where a higher score means more severe deprivation (lower living standards), on a full-spectrum index like the ELSI, the higher the score the higher the living standards.

The main analysis is carried out using ELSI-3, the original ELSI with three items removed: secure locks, mains electricity, reliance on clothing gifts. They were removed as they had low discriminatory power as their endorsement rates were close to 100%.  The removal of these three items makes no discernible difference to the findings about material wellbeing relativities or scores for subgroups.
This section:
· describes the ELSI and the way its component items are used in calculating the ELSI score for each family unit

· outlines the methodology used to construct ELSI

· clarifies what it is that ELSI measures, especially in relation to understanding changes in ELSI scores over time
· briefly describes an experimental index (FRILS) which, like ELSI, is a full-spectrum instrument, but unlike ELSI is more of a ‘fixed reference’ index which assesses living standards against a set of items without reference to the respondent’s preferences (ie whether they wanted them or not)

The next section (Section E2) reports key findings from the 2008 LSS using ELSI-3, with some comparison with FRILS.
Unbundling the ELSI instrument
The original ELSI uses information from 40 items to give a score for each respondent and their family unit (assuming all in the respondent’s family unit share similar living standards).  A higher score means a higher living standard.  The 40 items are drawn from four categories or domains as shown in Table E1.1.
	· 14 ownership items (O)

· 7 social participation items (P)
	· 16 economising items (E)

· 3 global self-rating items (SR) 


Table E1.1
ELSI items

	Ownership (O)
	Participation (P)
	Economising (E)

	· mains electricity

· telephone


· secure locks


· washing machine


· heating in main rooms


· good bed


· warm bedding


· winter coat


· good shoes


· best clothes


· pay TV


· PC


· internet


· contents insurance


	· presents to family & friends on special occasions

· visit hairdresser once every three months

· holiday away from home every year

· overseas holidays once every three years

· night out at least once a fortnight

· have family or friends over for a meal at least once a month

· space for family to stay the night


	· less or cheaper meat

· less fresh fruit & vegetables

· bought 2nd hand clothes

· put off buying new clothes

· wore worn out clothes

· relied on gifts of clothes

· put up with feeling cold

· stayed in bed for warmth

· postponed doctor’s visits

· went without glasses

· not picked up prescription

· cut back on visits to family/friends

· cut back on trips to shops and other local trips

· less time on hobbies

· not gone to funeral

	Global self-ratings (SR)

	· material standard of living  

· satisfaction with standard of living  

· adequacy of income to meet everyday needs for necessities


For each of the O and P items, the respondent is scored using the following regime:

· 0
- 
respondent wants the item, but does not have it because of cost

· 1
- 
respondent has the item

· 1
- 
respondent does not have the item and does not want the item

· 1
- 
respondent wants the item, but does not have it for reasons other than cost.

The feature that stands out is that someone who does not have an item and does not want it gets the same score as someone who does have the item.  Similarly if someone does not have an item for reasons other than cost, they get the same score as someone who does have the item.  The only way to get a zero is to report an ‘enforced lack’ - that is, want the item, but do not have it because of cost.

The 16 E items are about the degree to which respondents economise in order to keep costs down to help pay for (other) basics.  They are scored on a three-point scale, according to the extent of economising behaviour:

· 0
- 
a lot

· 1
- 
a little

· 2
- 
not at all

Conceptually, ‘economising a lot’ is treated as equivalent to ‘an enforced lack’.  They both score zero.

The ELSI scale items include three SRs, which are used to assist with measuring higher living standards. Respondents were asked to self-rate: 

· their material standard of living on a five-point 0-4 scale (low, fairly low, medium, fairly high, high);

· their satisfaction with their standard of living on a five-point 0-4 scale (very dissatisfied, dissatisfied, neither, satisfied, very satisfied);

· the adequacy of the family’s combined income to meet everyday needs for accommodation, food, clothing and other necessities using a four-point 0-3 scale (not enough money, just enough money, enough money, more than enough money).  

On average the SR component makes up about 20% of the ELSI score, rising to 25% for the top 10% of the population.   Around three-quarters of the difference between ELSI scores in levels 6 and 7 (one third of the population) arises from differences in SR scores.

The raw ELSI score is obtained by doubling the P and SR scores and adding this total to the E and O scores.  This gives a possible range of 0 to 82.  

For presentational purposes, 22 is deducted from all raw ELSI scores to give an ELSI range of 0 to 60 with 60 indicating very high living standards.  There are very few respondents with raw scores under 22 (0.7% in 2008), so the re-zeroing does not lead to much information loss.  

The development of ELSI: a brief overview 
  
The ELSI development built on the research on the living standards of older New Zealanders initiated by the Super2000 Taskforce.  A central feature of this work was the construction of a material wellbeing scale (MWS) which allowed the living standards of older New Zealanders to be ranked from low through to high.  

The key question that motivated the research behind the first ELSI reports in 2002 was “can the MWS, and the data collected from that survey [ie 2000 LSS], be used to develop a full spectrum measure of living standards applicable to the whole population?” (Jensen et al, 2002: 15). 
The ELSI items were selected in a four-step process. 
First, candidate items were chosen from those used in non-monetary indicator research in New Zealand and internationally (and which were in the MWS).  The items were from six domains: ownership, social participation, economising, serious financial problems, self-ratings of standard of living and self-rated adequacy of income.  Housing quality items were not listed on the basis of the findings from the MWS research which had found that their inclusion precluded a unidimensional fit with the confirmatory factor analysis (CFA) model.  

Second, CFA was applied to the six-domain model and it was found that the serious financial problems domain had to be removed to get a fit to a single latent dimension (of material wellbeing) for the whole population.

Third, individual items within the domains were assessed as to their suitability for different population subgroups, especially on the importance rating that respondents assigned to each item.  This led to a trimming of items from each of the O, P and E domains (especially the O domain).

Fourth, a third self-rating was added to further ease the compression in the upper parts of the spectrum.

A scoring algorithm was devised that was simple to use and provided a user-friendly scale that had a very high correlation with the generic scale produced by the underlying regression on the latent variable (a correlation of 0.98).

What does ELSI measure?

There is very sound statistical evidence that shows that the ELSI items are tapping into the same latent variable which we can call ‘material wellbeing’.  But what particular conceptualisation of material wellbeing is involved?
The ELSI development retained the underlying conceptualisation of living standards used by the MWS for older people, and the operationalisation of the concept through the extension of the enforced lack approach to cover non-basics as well.  The ELSI measure stayed with the core philosophy that “[a]n item contributes information about a person’s living standard only when it relates to something the person wants” (Jensen et al, 2002:102).  The scoring regime described above is consistent with that notion.
ELSI measures material wellbeing understood in a particular way: it is about the degree of financial restriction (or freedom) that respondents report in relation to desired consumption from a representative list of basics and non-basics that have been shown to strongly tap into an underlying latent variable.   Those with high living standards have few restrictions and great freedom in relation to consumption decisions as represented by items on the list; those with low living standards have considerable restrictions and limited freedom over consumption choices.  The ELSI, like the MWS before it, uses a conceptualisation of material wellbeing or living standards that can be described as ‘consumption relative to desired consumption from a list of basics and non-basics’. 
This conceptualisation has a significant impact when it comes to using ELSI to track changes over time.  If ‘wants’ or expectations about consumption and actual consumption rise at a similar rate then there will be no rise in average ELSI scores for the period.  This ‘no change’ possibility is reinforced by the fact that the global self-ratings make a significant contribution to the overall ELSI scores, and by their very nature are unlikely to change much from survey to survey.  This is all perfectly internally consistent and is a valid approach.  The difficulty is that the more commonly held view of living standards has it that there is a rise in living standards when there is a rise in consumption itself, and there are places in the previous living standards reports that reinforce the view that that is what ELSI measures.
The mean ELSI-3 scores were 40.1, 40.0 and 40.3 respectively for the 2000, 2004 and 2008 surveys.  Thus, according to the ELSI instrument there was no change in average living standards for New Zealanders from 2000 to 2008.   This creates a considerable communication challenge for an instrument which purports to measure ‘economic living standards’, as all the usual indicators of living standards as more commonly understood did improve (eg real household income).
The issue can be addressed in part by being clear about what ELSI measures, especially when looking at changes over time.  In other words, consumption and desired consumption (from the ELSI list) rose by similar amounts from 2000 to 2008, which means that ELSI living standards did not change in the period. 
There is also a need to investigate whether it is possible to further develop the ELSI to have over time assessment come more in line with the commonly held view of what a rise in living standards means.
FRILS (an experimental Fixed Reference Index of Living Standards)
FRILS is an experimental alternative full-spectrum instrument constructed to test whether it is possible to remove/minimise the impact of changing expectations or ‘wants’ from an ELSI-type measure, and therefore be able to better track changes over time in living standards as they are more commonly understood, while at the same time not too severely compromising other aspects of the integrity of the instrument.

The difference in the FRILS conceptualisation of living standards is captured in Table E1.2 which shows the different ways in which FRILS and ELSI score the component items.  
Table E1.2
FRILS conceptualisation and scoring
	
	Representative list of basics and non-basics

	
	
	Don’t have

	
	Have
	Want but don’t have because of cost (enforced lack)
	Want, but don’t have for reasons other than cost
	Don’t want

	FRILS
	1
	0
	0
	0

	ELSI
	1
	0
	1
	1


The items used in FRILS are shown in Table E1.3.  Note that FRILS does not use the global self-ratings, as the evidence from the surveys to date and theoretical considerations suggest that the self-ratings do not change very much over time.  They also fit well with the underlying living standards construct used in ELSI, but not the more fixed reference notion that FRILS seeks to reflect.  
Table E1.3
FRILS items
	Ownership
	Participation
	Economising

	ELSI-3 items used for FRILS

	· telephone



· heating in main rooms


· good bed


· warm bedding


· winter coat


· good shoes


· best clothes


· pay TV


· PC


· internet


· contents Insurance

[11] x 1
	· presents to family & friends on special occasions

· holiday away from home every year

· overseas holidays once every three years

· have family or friends over for a meal at least once a month

· space for family to stay the night

[5] x 2
	· less or cheaper meat

· less fresh fruit & vegetables

· put off buying new clothes

· put up with feeling cold

· postponed doctor’s visits

· not picked up a prescription

· went without glasses

· cut back on trips to shops and other local trips

· cut back on visits to family and friends

· less time on hobbies

[10] x 2

	ELSI-3 items not used for FRILS

	
	· visit hairdresser once every three months

· night out at least once a fortnight


	· bought second hand clothes

· wore worn out clothes

· relied on gifts of clothes

· used worn out shoes

· stayed in bed for warmth

· not gone to funeral


The mean FRILS scores for 2000, 2004 and 2008 are 42.6, 43.4 and 44.4 respectively.  The rising trend for FRILS in a period of economic growth, rising employment and falling unemployment together with its other credentials vis-à-vis ELSI gives some hope that a more refined full-spectrum instrument will be able to be constructed.  These developments will be reported in the planned full report in 2010.
ELSI and FRILS for point in time analysis

Despite the challenges discussed above in relation to the use of ELSI for tracking living standards (as commonly understood) over time, it remains a very sound and useful instrument for ranking people at a point in time.   Both ELSI and FRILS give very similar analyses of which groups are doing well and which are over-represented in hardship.

Section E2
Measuring the full range of living standards using ELSI: 

key findings
This section, and the previous one, move the focus from material deprivation (low living standards) to looking across the full spectrum of material wellbeing from low to high living standards.

In contrast to a deprivation index where a higher score means more severe deprivation (lower living standards), on a full-spectrum index like the ELSI a higher score means higher living standards.

The main analysis is carried out using ELSI-3, the original ELSI with three items removed: secure locks, mains electricity, reliance on clothing gifts. They were removed as they had low discriminatory power as their endorsement rates were close to 100%.  The removal of these three items makes no discernible difference to the findings about material wellbeing relativities or scores for subgroups.

This section:

· discusses the ELSI levels and the setting of a hardship threshold
· provides profiles across the ELSI levels using items not in the ELSI

· reports the mean scores and distribution of living standards across the ELSI levels for a range of subgroups

· compares the changes in living standards (ELSI scores) for different groups from 2004 to 2008

· compares the high level changes from 2004 to 2008 using FRILS and ELSI 
The ELSI levels and selecting a hardship threshold
The presentation of results in Section E2 follows a similar pattern to that used for the 2000 and 2004 surveys, using the seven ELSI levels as a convenient means of grouping and displaying the data.  
The earlier reports provided labels for the seven levels to try to give a succinct guide for the interpretation of material living conditions represented in each level (Table E2.1).  The choice of labels was informed by a calibration exercise using (a) the ELSI items and (b) other items not in the ELSI but associated with material wellbeing differences.  While the reports recognised that ‘there is an unavoidable element of arbitrariness in the assignment of such labels, and people will have different opinions about the words that might sensibly be used to characterise the living standards at the different levels’ (Jensen et al, 2006: 21), the calibration exercise gives good support to their general tenor.

Table E2.1

Labels for ELSI living standards  levels, 2000 and 2004
	Level
	1
	2
	3
	4
	5
	6
	7

	ELSI scores
	0-15
	16-23
	24-31
	32-39
	40-47
	48-55
	56-60

	2000
	severely restricted
	restricted
	somewhat restricted
	fairly comfortable
	comfortable
	good
	very good

	2004
	severe hardship
	significant hardship
	some hardship
	fairly comfortable
	comfortable
	good
	very good

	2004 (%)
	8
	7
	9
	16
	25
	27
	8


With the shift in 2004 to explicit ‘hardship’ language for reporting the 2004 survey results, the choice of wording for Levels 1-3 came under further scrutiny, as they can be seen to implicitly define a hardship threshold encompassing Levels 1-2, or perhaps Levels 1-3.  
As discussed in Section C in relation to setting a hardship threshold for the DEP index, there is no clear delineation between those ‘in hardship’ and those that are not that science can identify independent of judgement.  This is not to say that any threshold will do or that all are equally open to debate.  Some thresholds are clearly much more plausible and defensible than others.  

It would be very difficult to argue against the proposition that those in Levels 1 and 2 are materially deprived when measured against society’s expectations in New Zealand, and this report does not shy away from making that judgment call. They are without a doubt (in the author’s view) experiencing serious hardship and unacceptably severe restrictions on their living conditions for citizens in a developed nation like New Zealand.   This view is backed by the calibration exercises done for both the 2000 and 2004 surveys (see, for example, Jensen (2006: 21ff)), and the similar analysis that follows in this report (see ‘Profiles’ below).  
There could however be some reasonable debate as to whether the majority would consider that all those in Level 3 are experiencing ‘some hardship’.  It is no life of Reilly at that level of living standards, but ‘hardship’ is a serious term that is better reserved only for those seriously deprived.  Otherwise the term can be devalued and the credibility of the analysis called into question.
This report will take the top of Level 2 as the hardship threshold (an ELSI-3 score of less than 25), while recognising that for those with scores at the lower end of Level 3 there is likely to be hardship of the sort that the vast majority of the population would consider unacceptable, especially where children are involved.  Some sensitivity testing is reported and shows that subgroup relativities and risk ratios are not significantly changed by raising the threshold into the lower part of Level 3 (see Appendix 3).

Unlike the 2004 report, this report will usually not use the ‘severe’ and ‘significant’ distinctions between Levels 1 and 2.  Rather, where required it will refer to those in the lower parts of the ‘less than 25’ part of the ELSI scale as being in ‘more serious hardship’.  The remaining labels for Levels 4 to 7 will be used as they were in 2000 and 2004 as required, although the more limited scope of the discussion on the findings using higher levels in this report means that they are not often used.   The labels for the lower end will be looked at again for the full publication in 2010.  
Profiles across the ELSI levels
Tables E2.2 and E2.3 use items from the 2008 survey that are not ELSI items but which are highly likely to be strongly associated with material wellbeing in order to give a profile for living conditions for each of the ELSI levels.  
The strength of the gradients in each row is compelling and provides further validation of ELSI in its ranking of people by their level of material wellbeing, at least when grouped in the ELSI levels.  
The profiles for each ELSI level (reading down each column) give a sense of the living conditions for those in a given level.
Table E2.2 uses items expected to be negatively associated with ELSI scores.  They are about enforced lacks and other restrictions that almost everyone would wish to avoid.

The final row in Table E2.2 is an unusual one.  It reports the ‘not applicable’ responses to the question about the quality of accommodation the respondent and their family pay for on holidays away from home.  The gradient here presents the same picture as the responses to the other items where virtually everyone was able to respond. 
Table E2.3 uses items expected to be positively associated with ELSI scores.  They are about items that almost all would aspire to or at least consider desirable.

Table E2.2
Non-ELSI items with a negative association with ELSI scores (2008 LSS)
	Popln distribution (%)  across ELSI-3 levels
	6
	7
	10
	18
	23
	26
	9

	
	ELSI-3 level (
	1
	2
	3
	4
	5
	6
	7

	Item
	degree of ‘lack’
	
	
	
	
	
	
	

	Meal with meat, fish or chicken at least each second day
	enforced lack
	23
	9
	3
	-
	-
	-
	-

	Purchase of books, music CDs  or downloads
	gone without / cut back ‘a lot’
	75
	68
	55
	37
	20
	5
	-

	Could not pay electricity/gas/water bills on time because of shortage of money
	‘more than once in last 12 months’
	52
	33
	23
	13
	4
	-
	-

	Degree of restriction felt for purchase of ‘non essential but very desirable $250 item’
	‘could not buy it’
	75
	71
	51
	38
	16
	5
	-

	Could not pay car registration or insurance on time because of shortage of money
	‘more than once in last 12 months’
	45
	18
	7
	3
	-
	-
	-

	Received help in the form of food, clothes or money from a welfare or community organisation such as a church or foodbank
	‘more than once in last 12 months’
	31
	18
	7
	3
	-
	-
	-

	Private health insurance
	enforced lack
	77
	68
	56
	36
	23
	12
	4

	Current health rating
	‘poor / fair’
	59
	40
	27
	17
	14
	11
	8

	Overall physical condition of home
	‘very poor / poor’
	30
	14
	10
	4
	2
	-
	-

	Crime or vandalism in the neighbourhood
	‘major problem’
	28
	15
	12
	9
	8
	4
	2

	Quality of accommodation you pay for on holidays away from home?
	‘not applicable’
	53
	42
	32
	26
	16
	14
	4


Table E2.3
Non-ELSI items with a positive association with ELSI scores (2008 LSS)
	Popln distribution (%)  across ELSI-3 levels
	6
	7
	10
	18
	23
	26
	9

	
	ELSI-3 level (
	1
	2
	3
	4
	5
	6
	7

	Item
	degree of possession or non-restriction
	
	
	
	
	
	
	

	Internet access (dial up or broadband)
	‘have it’
	38
	55
	66
	75
	81
	81
	89

	Purchase of books, music CDs  or downloads
	gone without / cut back ‘not at all’
	14
	17
	24
	30
	43
	72
	93

	Delayed replacing/repairing appliances not working
	‘not at all’
	11
	23
	38
	53
	72
	89
	99

	Degree of restriction felt for purchase of ‘non-essential but very desirable $250 item’
	‘not at all restricted’
	-
	-
	2
	5
	15
	41
	72

	Quality of your kitchen (layout, cupboards, appliances, other equipment)?
	top of the range / good quality
	11
	16
	24
	30
	41
	57
	71

	Quality of your home entertainment equipment (TV, DVD, stereo, home theatre etc)?
	top of the range / good quality
	11
	25
	32
	39
	49
	63
	68

	Ability to pay unexpected expenses of $2000  within a month
	‘yes’
	14
	27
	41
	56
	77
	90
	98

	Private health insurance
	‘have it’
	10
	17
	21
	35
	45
	54
	64

	Current health rating
	‘very good / excellent’
	17
	25
	42
	41
	56
	63
	75

	 Overall condition of home
	‘good / very good’
	29
	47
	52
	67
	78
	89
	93


ELSI-3 distributions overall and for a range of subgroups

The distribution of ELSI-3 scores across the seven levels is shown in Figure E2.1.  In 2008, 13% were below the hardship threshold used in this paper (the top of ELSI Level 2), and 64% were in the ‘comfortable to very good’ levels (5-7).  The overall mean score in 2008 was 40.3.  The maximum possible score is 60.
Figure E2.1
Distribution of ELSI-3 scores by ELSI level – whole population (2008)
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Table E2.5 (next page) shows the mean scores for selected subgroups. The means give a straightforward idea of the overall relativities between subgroups and where subgroups sit (on average) relative to the population mean. 
Differences in mean scores can tell us about the rankings of subgroups in terms of being higher or lower than others.  However, if one subgroup has a mean of, say, 20 and another of 40, we cannot conclude that the second group has living standards twice as good as the other group, as the ELSI scale is essentially ordinal and there is no linear relationship between the ELSI score and the level of living standards.  The same issue arises when household income is used as a proxy for living standards.  A household with twice the income of another cannot be said to have twice the living standards of the other, just higher living standards as measured by household income.
Table E2.5 is followed by graphs showing the differing distributions of living standards (using the ELSI levels) for some of the subgroups from Table E2.5.  These graphs give an immediate visual sense of the differences between the different subgroups, providing more detailed information than the mean scores can on their own.
Table E2.5
Mean ELSI-3 scores for selected subgroups, 2008 LSS
	Population
	40.3

	Age group
	

	0-17
	36.3

	18-24
	40.7

	25-44
	39.2

	45-64
	42.1

	65+
	47.1

	Family type
	

	65+ single
	46.0

	65+ couple
	48.2

	<65 single
	39.8

	<65 couple
	44.3

	<65 SP with deps
	27.9

	<65 2P with deps
	39.7

	Income source for under 65s
	

	Benefit, with dependent children
	23.4

	Benefit, no dependent children
	29.3

	Market, with dependent children
	39.7

	Market, no dependent children
	43.3

	Family type and income source for under 65s with children

	Sole parent (benefit)
	22.1

	Sole parent (market)
	35.0

	Two parent (benefit)
	27.3

	Two parent (market)
	40.3

	Ethnicity (total)
	

	European
	42.3

	Maori
	33.4

	Pacific
	29.7

	Asian
	39.1

	Other
	38.5

	Tenure
	

	Owned, with mortgage
	41.0

	Owned, mortgage free
	48.0

	Family trust
	43.1

	Private landlord
	35.1

	Housing New Zealand
	23.6


Age
Living standards vary considerably by age. The patterns in Figure E2.2 are broadly in line with those found in 2000 and 2004, with living standards rising with age, on average.
Older New Zealanders (65+) have the most favourable distribution of living standards of all age groups.  They have the highest mean score and the lowest hardship rate (4%).  This reflects the combined effect of public provision (mainly New Zealand Superannuation) and private provision (including own home and other savings) for the current cohort.

There is also a wide variation of living standards within each age group.  For example, one in five children (19%) are in the lower two levels, and one in four (24%) are in the top two levels.

Figure E2.2
Distribution of ELSI-3 scores for age groups (2008)
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Family type
The analysis behind Figure E2.3 uses the EFU (Economic Family Unit) as the means of grouping individuals into resource sharing units.  The figures are based on counts of individuals in these EFUs.

The distribution of living standards for sole-parent EFUs is quite different from the distribution for other family types.  The mean score is low, and those in sole-parent families are over-represented in the lower levels (39% in Levels 1-2, a risk ratio of 3.0).
Figure E2.3

Distribution of ELSI-3 scores for family type, under 65 (2008)
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Income source
The analysis behind Figure E2.4 creates three mutually exclusive groups: those aged 65+, the vast majority of whom receive New Zealand Superannuation; those who were in receipt of an income-tested benefit at the time of the survey; and the rest, whose main source of income at the time of the survey was from market sources.  The figures are based on counts of individuals in EFUs in these groups.
The strongly left-leaning distribution of living standards for the beneficiary group is very different from the distributions for the other two groups.  Beneficiaries have a hardship rate of 46% compared with 9% for the under 65 market income group and 4% for those aged 65+.
Figure E2.4
Distribution of ELSI-3 by income source (2008)
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Within the beneficiary group, those in EFUs with dependent children have much lower living standards on average than those without children (Figure E2.5).
While the most obvious feature of the distribution of living standards for the beneficiary with children group is the strong leftward lean (51% in hardship), the other is that there are nevertheless one on four (27%) who have living standards in the fairly comfortable to good levels.  Further commentary on this is planned for the full report in 2010.
Figure E2.5
Distribution of ELSI-3  for beneficiary EFUs by presence of children (2008)
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Ethnicity
The analysis behind Figure E2.6 uses the ‘total responses’ approach to allocating people to ethnic categories.  This means that the categories are not mutually exclusive, as one person could be in two or more categories depending on their response.  When the analysis is repeated using a ‘prioritised’ approach (Maori, Pacific, European, Other, for example), the changes in the numbers are very minor. ‘Asian’ is used broadly to include all those from China, South East Asia, India and so on.
Figure E2.6 shows that the living standards distributions for the Maori and Pacific populations are more bunched to the left than those for European and Asian populations, with ‘Other’ in between the two.
Figure E2.6
Distribution of ELSI-3 scores by ethnicity, 2008 LSS
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Tenure
The very strong leftward lean of the living standards distribution of Housing New Zealand (HNZC) tenants stands out in Figure E2.7.  The main reason for this group having markedly lower living standards is that HNZC housing is allocated on the basis of need.
Figure E2.7
Distribution of ELSI-3 scores tenure, whole population (2008)
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ELSI-3 hardship rates for 2008 
Tables E2.6 and E2.7 show hardship rates for 2008 for a range of population subgroups, using the ELSI-3 score of 24 (top of Level 2) as the threshold.  This threshold gives an overall hardship rate of 13%.
The right-hand column of Table E2.6 gives the risk ratio for each subgroup.  The risk ratio is the ratio of the subgroup hardship rate to the overall population hardship rate (13%), and gives a succinct summary of the degree to which the subgroup is under- or over-represented in the population in hardship.  A risk ratio greater than 1 means that the subgroup is over-represented in the hardship group.

The subgroup relativities are very similar to those found using DEP. See Appendix 4 for a detailed comparison of risk ratios using DEP and ELSI-3.
Summary of hardship findings for 2008:

· older New Zealanders (65+) have low hardship rates (4%) relative to the whole population (13%), and children (0-17) have relatively high hardship rates (19%)

· the low hardship rate for older New Zealanders means that the mix of current public provision (mainly NZS) and private provision built up by most of the current cohort over their lifetime (including equity in own home) are ensuring very low hardship rates among older New Zealanders 

· the hardship rate for sole parent families is around 4 times that for those in two parent families (39% and 11% respectively)

· beneficiary families with dependent children have a hardship rate of around 5 times that for working families with children (51% and 11% respectively)…

· …. but as there are many times more working families than beneficiary families there are around the same number from each group in hardship – around half the children in hardship are from working families

· sole parent families in work have a hardship rate (20%) well below that for sole parent beneficiary families (54%)
· Maori and Pacific people have hardship rates some 2 to 3 times that of those in the European or Other groups

· families with 4 or more children have higher hardship rates (27%) than those with 1-2 children (17%)

· the subgroup relativities are similar to those reported in the Household Incomes Report in July 2009, using an after housing costs income measure of poverty.
Table E2.6
Hardship rates (ELSI levels 1-2) by various personal and family characteristics: 
whole population, LSS 2008
	
	% in Levels 1-2
	Composition
	Risk ratio

	
	
	Levels 1-2
	Population
	

	
	2008
	2008
	2008
	2008

	Population
	13
	100
	100
	1.0

	Age group
	
	
	
	

	0-17
	19
	37
	26
	1.5

	18-24
	11
	8
	10
	0.8

	25-44
	14
	29
	27
	1.0

	45-64
	12
	22
	25
	0.8

	65+
	4
	4
	13
	0.3

	Family type
	
	
	
	

	65+ single
	5
	2
	5
	0.4

	65+ couple
	3
	2
	8
	0.2

	<65 single
	14
	22
	20
	1.1

	<65 couple
	7
	10
	19
	0.6

	<65 SP with deps
	39
	30
	10
	3.0

	<65 2P with deps
	11
	34
	39
	0.9

	Income source for under 65s 
	
	
	
	

	Income-tested benefit
	46
	42
	11
	3.6

	Market
	9
	58
	76
	0.7

	Benefit, with dependent ch
	51
	30
	7
	4.0

	Benefit, no dependent ch
	40
	12
	4
	3.1

	Market, with dependent ch
	11
	37
	41
	0.9

	Market, no dependent ch
	7
	21
	35
	0.6

	Family type and income source for under 65s with children
	

	Sole parent (benefit)
	54
	36
	6
	4.2

	Sole parent (market)
	20
	11
	5
	1.6

	Two parent (benefit)
	42
	9
	2
	3.3

	Two parent (market)
	10
	44
	37
	0.8

	Ethnicity (total)
	
	
	
	

	European
	10
	49
	69
	0.8

	Maori
	26
	25
	13
	2.0

	Pacific
	33
	15
	6
	2.6

	Asian
	10
	7
	8
	0.8

	Other
	14
	5
	4
	1.1

	Tenure
	
	
	
	

	Owned, with mortgage
	9
	19
	29
	0.7

	Owned, mortgage free
	2
	3
	19
	0.1

	Family trust

	9
	14
	20
	0.7

	Private landlord
	22
	45
	27
	1.7

	Housing New Zealand
	52
	19
	5
	4.0


Note: population composition proportions in the ‘under 65s’ panels are proportions of the whole population
Table E2.7
Hardship rates (ELSI levels 1-2) by ethnicity, family income source, number of children in family:
 children (0-17 yrs), LSS 2008
	
	% in Levels 1-2
	Composition

	
	
	Levels 1-2
	All children

	All children (0-17)
	19
	100
	100

	Ethnicity (total)
	
	
	

	European
	14
	41
	59

	Maori
	32
	31
	19

	Pacific
	40
	21
	10

	Other
	13
	8
	12

	Income source for parent(s)
	
	
	

	Benefit
	53
	50
	18

	Market
	12
	50
	82

	Number of children in family
	
	
	

	1
	18
	22
	23

	2
	16
	35
	40

	3
	20
	23
	22

	4+
	27
	21
	15


Comparison with DEP hardship relativities, 2008
The findings on hardship relativities using ELSI-3 are generally similar to those using DEP as reported in Section C.  This is most easily seen by comparing the risk ratios for each index for the selected population subgroups.  See Tables C.9A & C.9B, and E2.6 & E2.7 (the information is brought together for convenience in Appendix 4).  

.
Changes in hardship rates from 2004 to 2008 using ELSI-3

In Section E1 and in other places, this paper has drawn attention to the care needed when interpreting changes (or the absence of change) in ELSI scores from one survey to the next.  The need for care arises in the main because of the underlying conceptualisation of living standards that ELSI uses and which is reflected in the ELSI scores, namely, ‘consumption relative to desired consumption from a given list’.  Changes in ELSI scores from one survey to the next therefore reflect both changes in actual consumption, and also changes in expectations about consumption.
When the focus is on the lower end of the ELSI scale (ELSI Levels 1-2), the ‘changing expectations’ aspect of changes in scores is not as strong compared with its impact for other parts of the scale. This is because most of the items that are doing work at the hardship end of the scale are ones that almost everyone already wants, so wants cannot change very much over time.
Three sets of findings follow about changes from 2004 to 2008
· changes in hardship rates from 2004 to 2008 (using ELSI Levels 1-2)

· changes in hardship rates for those with incomes below 110% of the median
· comparisons between ELSI-3 and FRILS for both hardship changes and changes in the top third of the distribution over time.
Reported changes in hardship rates from 2004 to 2008: key contextual information
In interpreting the figures in Table E2.8 and E2.9 (changes for whole population and all children) and Tables E2.10 and E2.11 (changes for those with low to middle incomes), four important factors need to be kept in mind.

· First, the data are not longitudinal – the surveys do not follow the same people from 2004 to 2008.  What the 2004 and 2008 columns show is the average situation for the identified groups in each of the years.

· Second, from 2004 to 2008, beneficiary numbers fell, especially UB numbers.  The total number of people in beneficiary families fell from around 580,000 in 2004 to 480,000 in 2008.  The number in working families increased by this amount and more.  What this means is that there is a large number of people in 2008 in the ‘market income’ category who were fairly recently in a family in receipt of an income-tested benefit.  This will have had the effect of raising the hardship rate a little for the market income group compared with what it would otherwise have been.  In 2004, around 1 in 4 (24%) of those in receipt of an income-tested benefit were receiving an unemployment-related benefit.  In 2008, this had fallen to around 1 in 10 (9%). The proportion of  those in receipt of Sickness and Invalid’s Benefits had risen from 37% to 50%.   The proportion of those in receipt of the Domestic Purposes Benefit or Widow’s Benefit remained similar (38% to 40%).

· Third, there are around six times more people in employed families with children than in beneficiary families with children.  Even a relatively small reduction in hardship rates for working families can therefore represent a quite large reduction in the number of children counted in hardship.

· Fourth, care needs to be taken in interpreting (what looks like) changes in proportions from 2004 to 2008, especially for smaller subgroups. To be sure that the reported changes are statistically significant for these groups, a proper statistical assessment using standard errors needs to be carried out.  This will be included in the full report in 2010.  For this report on first results, the issue is dealt with in the following way, erring on the side of caution:

· to keep the discussion of findings manageable for the limits of this report, only a limited number of subgroups are included in the tables that follow

· the standard errors for subgroups with low ELSI scores as given in the report on the 2004 LSS are taken as a guide

· the subgroup sizes noted in Tables E2.6 and E2.7 (above) give the reader an idea of which groups to be more cautious about when assessing reported changes

· the right hand columns in Tables E2.8 to E2.11 give a preliminary indication of which changes are likely to be statistically significant and which not.

Changes in hardship rates from 2004 to 2008 using ELSI-3: whole population
· The relativities between various population subgroups were very much the same in 2008 as in 2004, with the same groups relatively well off, and the same groups over-represented in hardship figures.
· The most significant change from 2004 to 2008 was the decrease in the hardship rate for children (26% to 19%).  The gains were mostly from low to middle income working families, with little change in hardship rates for children from beneficiary families.
· Hardship rates for those in the Pacific group fell from 48% in 2004 to 33% in 2008.  Statistical significance testing will be needed before that can be confident declared to be a finding, but a fall of that size is very likely to be statistically significant.  
Table E2.8
Changes in hardship rates (ELSI Levels 1-2), by various personal and family characteristics,
whole population, 2004 to 2008
	
	2004
	2008
	
	Is the change likely to be statistically significant (at 95%)?

	Population
	14.9
	12.9
	
	yes

	Age group
	
	
	
	

	0-17
	26
	19
	
	yes

	18-24
	9
	11
	
	no

	25-44
	14
	14
	
	no

	45-64
	11
	12
	
	no

	65+
	4
	4
	
	no

	Family type
	
	
	
	

	65+ single
	6
	5
	
	no

	65+ couple
	3
	3
	
	no

	<65 single
	12
	14
	
	taken together, yes

	<65 couple
	5
	7
	
	

	<65 SP with deps
	45
	39
	
	no

	<65 2P with deps
	16
	11
	
	yes

	Income source for under 65s 
	
	
	
	

	Benefit, with dependent ch
	57
	51
	
	no

	Benefit, no dependent ch
	28
	40
	
	possibly

	Market, with dependent ch
	14
	11
	
	yes

	Market, no dependent ch
	6
	7
	
	no

	Family type and income source for those under 65
	
	

	Sole parent (benefit)
	56
	54
	
	no

	Sole parent (market)
	28
	20
	
	possibly

	Two parent (benefit)
	59
	42
	
	no

	Two parent (market)
	12
	10
	
	yes

	Ethnicity (total)
	
	
	
	

	European
	10
	10
	
	no

	Maori
	30
	26
	
	no

	Pacific
	48
	33
	
	possibly

	Other
	14
	13
	
	no


Table E2.9
Changes in hardship rates (ELSI Levels 1-2):
children (0-17 yrs), 2004 to 2008
	
	Hardship rates (%)
	
	Is the change likely to be statistically significant (at 95%)?

	
	2004
	2008
	
	

	Dependent children (0-17 yrs)
	26
	19
	
	yes

	Ethnicity
	
	
	
	

	European
	16
	14
	
	yes

	Maori
	40
	32
	
	possibly

	Pacific
	59
	40
	
	possibly

	Other
	20
	13
	
	possibly

	Income source of family
	
	
	
	

	Benefit
	59
	53
	
	no

	Market
	16
	12
	
	yes


Changes from 2004 to 2008: those in families with incomes below 110% of the median

Tables E2.10 and E2.11 show the changes in hardship rates for those with incomes below 120% of the median family income. The Working for Families package was focussed on families with dependent children in this income group and some improvement in hardship rates could be expected especially for those in employment.  The 110% threshold is well above the family income level for all families whose income is only from income-tested benefits, the Accommodation Supplement and WFF tax credits.
· In interpreting reported changes between 2004 and 2008, even more caution is needed for this low to middle income group as the subgroup sizes are smaller than for the corresponding subgroups from the whole population.

· Hardship rates for children in families in this income group decreased from 36% to 25%, using the top of the ELSI’s Level 2 as the threshold.  This fall was driven by improved circumstances for families in employment (both sole parent and two parent).  These gains are reflected in the hardship figures for children in market families (down from 23% to 15% for this income group).
· There was no measurable change in hardship rates for the group of beneficiaries with children.
· In this income group, around 45% of the children in hardship are from working families, and 55% from beneficiary families.  For the total population, around half of the children in hardship are from working families and half from beneficiary families.  As all beneficiary families have incomes below 110% of the median, this indicates that there are a small number of working families with incomes above 110% of the median who are nevertheless experiencing the same sort of material hardship and restricted living standards.
· Hardship rates rose for under 65 adults in households without children in this income group.  
Note that the figures given above are not figures for the population as a whole.  They are just for the group with family incomes under 110% of the median (about 60% of the population).  Population figures are given in the earlier tables (Table E2.8 and E2.9).
Table E2.10
Changes in hardship rates (ELSI Levels 1-2), by various personal and family characteristics

population with EFU incomes below 110% of the median, 2004 to 2008
	
	2004
	2008
	
	Is the change likely to be statistically significant (at 95%)?

	Population
	23
	19
	
	yes

	Age group
	
	
	
	

	0-17
	36
	25
	
	yes

	18-24
	10
	13
	
	no

	25-44
	25
	22
	
	no

	45-64
	22
	22
	
	no

	65+
	5
	4
	
	no

	Family type
	
	
	
	

	65+ single
	6
	5
	
	no

	65+ couple
	3
	3
	
	no

	<65 single
	16
	19
	
	taken together, yes

	<65 couple
	9
	16
	
	

	<65 SP with deps
	49
	40
	
	no

	<65 2P with deps
	26
	17
	
	yes

	Income source for under 65s 
	
	
	
	

	Benefit, with dependent ch
	58
	51
	
	no

	Benefit, no dependent ch
	29
	40
	
	no

	Market, with dependent ch
	23
	15
	
	yes

	Market, no dependent ch
	10
	13
	
	yes

	Family type and income source for those under 65
	
	

	Sole parent (benefit)
	55
	54
	
	no

	Sole parent (market)
	36
	20
	
	possibly

	Two parent (benefit)
	62
	43
	
	no

	Two parent (market)
	20
	14
	
	yes

	Ethnicity (total)
	
	
	
	

	European
	16
	15
	
	no

	Maori
	38
	32
	
	no

	Pacific
	56
	39
	
	possibly

	Asian
	13
	15
	
	no

	Other
	30
	25
	
	no


Table E2.11
Changes in hardship rates (ELSI Levels 1-2, scores less than 25)

children (0-17 yrs) from EFUs with incomes below 110% of the median, 2004 to 2008
	
	Hardship rates (%)
	
	Is the change likely to be statistically significant (at 95%)?

	
	2004
	2008
	
	

	Dependent children (0-17 yrs)
	36
	25
	
	yes

	Ethnicity
	
	
	
	

	European
	26
	19
	
	yes

	Maori
	48
	36
	
	no

	Pacific
	65
	45
	
	possibly

	Other
	28
	18
	
	no

	Income source of family
	
	
	
	

	Benefit
	60
	53
	
	no

	Market
	24
	15
	
	yes


Comparison with DEP changes, 2004 to 2008

The findings on hardship changes using ELSI-3 are generally consistent with those using DEP, reported in Section C.  On both measures, the groups that show rises in deprivation rates on one show rises on the other, and the same for falls in deprivation rates.  
There are however some differences in the size of the changes and differences in other details.  This is not unexpected, given the quite different make-ups of DEP and ELSI-3.  For example:  
· ELSI-3 has 3 times as many items as DEP, and some ELSI items come from above the ‘no one should go without’ zone (see Figure B.2).   
· DEP seeks to tap into material hardship per se, whereas ELSI-3 seeks to tap into material wellbeing more generally.
· This means that where households (respondents) make consumption decisions that do not conform to a strict hierarchy of ‘socially defined essentials first’ and ‘desirable non-essentials’ next, then DEP and ELSI-3 will give different pictures.  The degree of difference is likely to be small, as indicated by the findings to date, but the matter will be further investigated and discussed in the full report in 2010.
Comparisons using FRILS
This section closes with comparisons between ELSI and FRILS for:
· hardship rates in 2008 for a range of subgroups
· changes in overall means from 2000 to 2008

· changes in higher living standards rates, 2000 to 2008.
Despite the quite different make-up and underlying conceptualisation of living standards for ELSI and FRILS (see Section E.1), the hardship findings show that FRILS gives similar subgroup relativities to what ELSI does.  
In addition, they show that FRILS indicates rising living standards for the upper third of the population from 2000 to 2008, in contrast to ELSI’s indication of no change.
These characteristics of FRILS give some guidance for the next steps in development.  A large part of the challenge is to find suitable extra items that provide discrimination at the middle to upper levels of the living standards range – items to replace in full or part the three global self-rating items used in ELSI to achieve this discrimination, but which contribute in a significant way to the ‘no change’ finding for ELSI means from 2000 to 2008.  
Table E2.12 shows that FRILS gives hardship rates very similar to ELSI across the selected subgroups.   

The hardship threshold for FRILS was chosen to give the population rate nearest to the ELSI levels 1 and 2 hardship rate of 12.9%.
Table E2.12
Hardship rates using ELSI-3 and FRILS, LSS 2008
	
	ELSI
	FRILS

	Population
	12.9
	12.5

	Age group
	
	

	0-17
	19
	19

	18-24
	11
	11

	25-44
	14
	13

	45-64
	12
	11

	65+
	4
	3

	Family type
	
	

	65+ single
	5
	4

	65+ couple
	3
	2

	<65 single
	14
	14

	<65 couple
	7
	7

	<65 SP with deps
	39
	38

	<65 2P with deps
	11
	11

	Income source for under 65s 
	

	Benefit, with dependent ch
	50
	49

	Benefit, no dependent ch
	40
	37

	Market, with dependent ch
	11
	11

	Market, no dependent ch
	7
	7

	Family type and income source for those under 65

	Sole parent (benefit)
	54
	53

	Sole parent (market)
	20
	19

	Two parent (benefit)
	42
	38

	Two parent (market)
	10
	10

	Ethnicity (total)
	
	

	European
	10
	9

	Maori
	26
	27

	Pacific
	33
	31

	Other
	14
	14

	Tenure
	
	

	Owned, with mortgage
	9
	8

	Owned, mortgage free
	2
	2

	Family trust
	9
	8

	Private landlord
	22
	21

	Housing New Zealand
	52
	50


Table E2.13 shows that FRILS indicates rising living standards on average from 2000 to 2008, which contrasts with ELSI’s ‘no change’ finding.  This is the difference that is expected from the different conceptualisations of material wellbeing and different index compositions (see Section E1), and provides some hope for the future development path.  Nevertheless the rise in mean scores for FRILS from 2000 to 2008 is not large and further work on it is needed to address that.
Table E2.13
Changes in mean FRILS scores 2000-2008
	
	means
	means (2000 =100)

	
	ELSI-3
	FRILS
	ELSI-3
	FRILS

	2000
	40.1
	42.6
	100
	100

	2004
	40.0
	43.4
	100
	102

	2008
	40.3
	44.4
	100
	104


The findings in Table E2.14 are also encouraging.  It uses ‘higher living standards’ thresholds  (the mirror image of hardship or low living standards thresholds), set in 2000 so that close to 30% of the population were above them on the respective indices at that time.  
It shows that FRILS can detect a rising proportion of the population with higher living standards from 2000 to 2008, whereas ELSI shows virtually no change.  The different trends for ELSI and FRILS are consistent with the quite different conceptualisations of material wellbeing that each index measures.  ELSI reflects the combined effect of changes in consumption per se and changes in expectations about consumption. These two factors appear to have moved in the same direction and by similar amounts from 2000 to 2008.  FRILS much more reflects changes in consumption per se, and shows a significant rise in the proportion of the population above the illustrative ‘higher living standards’ threshold. 
Table E2.14
Changes in proportions for those above a ‘higher living standards’ threshold, ELSI & FRILS compared 
(~ 30% were above the threshold in 2000 on each measure)
	
	% with higher living standards
	changing proportion with higher living standards 
(2000 =100)

	
	ELSI-3
	FRILS
	ELSI-3
	FRILS

	2000
	30.8
	29.3
	100
	100

	2004
	31.9
	35.2
	104
	120

	2008
	31.9
	41.1
	104
	140


Section F
Key findings and next steps
The goals of this paper were to:
· set out succinctly and in an accessible way the conceptual and methodological underpinnings of the more direct non-incomes approach to measuring material wellbeing, to give proper context for the findings presented in this report and to prepare the way for the next steps in the analysis  

· present preliminary findings from the 2008 LSS, with international comparisons 

· illustrate the value and versatility of the more direct non-incomes approach to measuring and monitoring material wellbeing, as a complement to the established incomes approach.

Conceptual and methodological underpinnings

The paper has set out key aspects of the conceptual and methodological underpinnings of the more direct non-incomes approach to measuring material wellbeing, both for indices that focus on measuring material hardship and deprivation and those that look across the full spectrum from low to high living standards. This not only gives proper context for understanding the findings presented in this paper but also prepares the way for the rest of the analysis that is required to complete the work outlined in the high level objectives for the 2008 LSS.
The conceptual and methodological sections will be expanded and further refined for the full 2010 report, with more thorough links and references to the literature.
Key findings from the 2008 LSS
1 
The relativities between various population subgroups were much the same in 2008 as in 2004, with the same groups relatively well-off, and the same groups over-represented in hardship figures …….

· older New Zealanders (65+) have low hardship rates (4%) relative to the whole population (13%) and children (0-17) have relatively high hardship rates (19%), using the quite stringent Level 2 threshold on the ELSI measure

· the low hardship rate for older New Zealanders means that the mix of current public provision (mainly NZS) and private provision built up by most of the current cohort over their lifetime (including equity in own home) are ensuring very low hardship rates among older New Zealanders 

· the hardship rate for sole parent families is around 4 times that for those in two parent families (39% and 11% respectively)

· beneficiary families with dependent children have a hardship rate of around 5 times that for working families with children (50% and 11% respectively)…

· …. but as there are many times more working families than beneficiary families, there are around the same number from each group in hardship – half the children in hardship are from working families and half from beneficiary families
· sole parent families in work have a hardship rate (20%) well below that for sole parent beneficiary families (54%)

· Maori and Pacific people have hardship rates some 2 to 3 times that of those in the European or ‘Other’ groups

· families with 4 or more children have higher hardship rates (27%) than those with 1-2 children (17%)

· the subgroup relativities are similar to those reported in the Household Incomes Report in July 2009, using an after housing costs income measure of poverty

2 
…. but there were some changes from 2004 to 2008 for some groups

· a definite improvement for children

· hardship rates fell from 26% to 19% (using ELSI Level 2 threshold)

· the gains were made mostly from low to middle income working families, with hardship rates for sole parent beneficiary families remaining steady at around 55%

· the gains for children in working families reflects the extra WFF support received by working families with dependent children and the increased employment opportunities from 2004 to 2008
· some evidence of an increase in hardship rates for adults in low to middle income households without dependent children.

3 
International comparisons of hardship rates present a mixed picture for New Zealand ….
Using the recently adopted official EU measure of material hardship  ….

· overall population hardship rates (13%) are around the median for the expanded EU (EU-25) and at the lower end of the rankings the ‘old EU’,

· older New Zealanders have low hardship rates (3%) relative to their counterparts in EU nations (EU-25 median is 14%) ….

· … but hardship rates for New Zealand children (18%) are above the EU-25 median (15%)  

4 
Children are significantly over-represented in hardship figures …. an enduring feature
· There has been a clear reduction in hardship rates for children …

· ….. but children are still significantly over-represented in the hardship group …. 
· and around half of all children identified as in hardship come from working families

· Internationally, the comparisons with European countries show that New Zealand has above average hardship rates for children, and also has high child hardship rates relative to the rate for the total population

The value and versatility of the non-incomes approach

The non-income approach is a useful complement to the more common (to date) incomes approach to measuring and monitoring material wellbeing.  Internationally, it is increasingly being used in its own right or together with incomes measures to better capture the different aspects and dimensions of material hardship, and the exclusion from a minimum acceptable way of life in their own society that some citizens experience.  

The paper has shown how the non-income approach can give detailed profiles of the material living conditions of people from households with selected index scores.  This gives a very grounded picture of the differing degrees of hardship (DEP especially) or material wellbeing more generally (ELSI-3).

The international comparisons reported in the paper show the value of the non-income approach in providing more robust comparisons of hardship rates across countries.

This report has also given some good evidence of the robustness of the approach through, for example, the similarities of the findings about hardship relativities among subgroups using the three quite differently constructed indices, DEP, EU-1 and ELSI-3 (see Table F.1).
Table F.1
Hardship rates for selected subgroups:  DEP, EU-1, and ELSI-3 compared, LSS 2008
	
	DEP
	EU-1
	ELSI-3

	
	4+ from 14
	3+ from 9
	Levels 1-2

	Population
	15
	13
	13

	Age group
	
	
	

	0-17
	23
	18
	19

	18-24
	15
	-
	11

	25-44
	16
	-
	14

	45-64
	13
	-
	12

	65+
	4
	3
	4

	Families with children
	
	

	Sole parents
	43
	-
	39

	Two parents
	15
	-
	11

	Source of income for those <65
	
	

	Income-tested benefit
	43
	-
	46

	Market
	10
	-
	9


The risk ratios for children and older New Zealanders are compared in Table F.2 based on DEP, EU-1 and ELSI-3.  The three indices produce very similar results, despite their quite different composition.
Table F.2
Risk ratios for children and older New Zealanders: DEP, EU-1 and ELSI-3 compared, LSS 2008

	
	DEP
	EU-1
	ELSI-3

	0-17 yrs
	1.48
	1.40
	1.47

	65+ yrs
	0.24
	0.26
	0.29


Next steps

There is more work to do to complete the tasks set out in the 2008 LSS objectives.

The main areas are:

· to investigate dimensionality for material hardship and to develop suitable summary indices to reflect these
· to further develop a full-spectrum index or indices to address both the scale compression issue (limited discrimination in the middle to higher living standards part of the spectrum) and the goal of using it (them) to monitor changes in material wellbeing over time
· to produce a revised list of items for Statistics New Zealand to consider as replacements for the ELSI-SF items for the HES and GSS

· to publish more detailed findings and associated commentary for the 2008 LSS.
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Appendix 1

Factor solution for deprivation items used in DEP
Exploratory Factor Analysis (EFA) was used to investigate whether there was a tendency for potential deprivation items to cluster into groups of items which correlate more strongly with each other than with other items.  
When EFA was applied to the range of items listed in Figure A1.1 the scree plot pointed to a three factor (or possibly one factor) solution.  The loadings for the rotated three factor solution are noted (using promax in SAS).
Note that the economisings were ‘a lot’, the arrears were ‘more than once’ in the 12 months before interview, and the housing problems were ‘major’.

Table A1.1
Factor loadings for a selection of deprivation items (3 factor solution)
	Item
	Factor 1
	Factor 2
	Factor 3

	put up with cold
	0.57
	-
	-

	econ on fruit and veg
	0.56
	-
	-

	worn out shoes
	0.55
	-
	-

	cut back visits to friends/family
	0.52
	
	

	worn out clothes
	0.52
	-
	-

	postponed doctor’s visits
	0.50
	-
	-

	EL of clothes for specials
	0.49
	-
	-

	less or cheaper meat
	0.49
	-
	-

	EL of giving presents
	0.45
	-
	-

	prescription not picked up
	0.44
	-
	-

	did not attend funeral/tangi
	0.42
	-
	-

	EL of main room warmth
	0.39
	-
	0.25

	EL of good bed
	0.36
	-
	-

	EL of contents insurance
	0.34
	0.29
	-

	
	
	-
	-

	
	
	
	

	arrears on utilities
	-
	0.64
	-

	arrears on phone
	-
	0.61
	-

	arrears on car reg/ins
	-
	0.58
	-

	borrowed for basics
	0.30
	0.51
	-

	arrears on HP
	-
	0.54
	-

	arrears on mortgage/rent
	-
	0.52
	-

	pawned
	0.27
	0.36
	-

	received help from foodbanks etc
	0.32
	0.33
	-

	
	
	
	

	draughts in house
	-
	-
	0.67

	house difficult to keep warm
	0.26
	-
	0.67

	damp/mould in house
	-
	-
	0.65

	leaks
	-
	-
	0.52

	plumbing problems
	-
	-
	0.49

	house too small
	-
	-
	0.36


Note: loadings of less than 0.25 are suppressed to de-clutter the table.
When the other criteria for DEP were applied (in particular, that the items be part of ELSI), the items in Figure A1.2 remained, all from Factor 1.  The scree plot pointed to a one factor solution for these items.  All the items load strongly enough onto the one factor.
Table A1.2
Factor loadings for DEP items

	Item
	Factor loading

	econ on fruit and veg
	0.61

	put up with cold
	0.60

	worn out shoes
	0.60

	cut back visits to friends/family
	0.57

	postponed doctor’s visits
	0.57

	worn out clothes
	0.56

	less or cheaper meat
	0.56

	prescription not picked up
	0.52

	did not attend funeral/tangi
	0.48

	EL of clothes for specials
	0.47

	EL of contents insurance
	0.47

	EL of giving presents
	0.44

	EL of main room warmth
	0.43

	EL of good bed
	0.41


Further work is planned for 2010 to further investigate dimensionality for material deprivation and hardship.  This will include both EFA and CFA to identify and assess possible dimensionality.
Appendix 2
Sensitivity testing for three hardship thresholds using DEP

Table A2.1
Subgroup relativities using hardship thresholds of 3, 4 and 5 enforced lacks for DEP  (2008 LSS)
	
	risk ratios

	
	3+
	4+
	5+

	Population
	1.00
	1.00
	1.00

	Age group
	
	
	

	0-17
	1.44
	1.48
	1.53

	18-24
	1.04
	0.98
	0.83

	25-44
	1.11
	1.07
	1.06

	45-64
	0.77
	0.83
	0.85

	65+
	0.28
	0.24
	0.26

	Family type
	
	
	

	65+ single
	0.34
	0.33
	0.37

	65+ couple
	0.17
	0.12
	0.12

	<65 single
	1.04
	1.07
	1.12

	<65 couple
	0.61
	0.58
	0.52

	<65 SP with deps
	2.56
	2.78
	3.26

	<65 2P with deps
	0.99
	0.95
	0.84

	Income source for under 65s with dep ch

	Benefit, with dep children
	3.22
	3.72
	4.17

	Benefit, no dep children
	2.32
	2.73
	3.10

	Market, with dep children
	0.97
	0.91
	0.84

	Market, no dep children
	0.67
	0.62
	0.57

	Family type and income source for under 65s with dep ch

	Sole parent (benefit)
	3.78
	3.78
	4.50

	Sole parent (market)
	1.58
	1.58
	1.75

	Two parent (benefit)
	3.53
	3.53
	3.18

	Two parent (market)
	0.82
	0.82
	0.72

	Ethnicity (total)
	
	
	

	European
	0.75
	0.72
	0.73

	Maori
	2.05
	2.20
	2.26

	Pacific
	2.36
	2.56
	2.89

	Asian
	1.01
	1.14
	0.85

	Other
	1.25
	1.28
	1.16

	Tenure
	
	
	

	Owned, with mortgage
	0.74
	0.68
	0.63

	Owned, mortgage free
	0.23
	0.18
	0.16

	Family trust
	0.65
	0.66
	0.66

	Private landlord
	1.70
	1.75
	1.70

	Housing New Zealand
	3.06
	3.47
	4.15


· Risk ratios show the same overall subgroup relativities whether using 3+, 4+ or 5+ enforced lacks as the threshold

· Risk ratios for a given subgroup are similar whichever threshold is used, although there is prima facie evidence of greater depth of hardship (risk ratio increases from 3+ to 4+ to 5+) for some subgroups (eg children, adults aged 45-64, sole parents (benefit), Maori, Pacific, and HNZ tenure).  Calculations of standard errors and confidence intervals need to be carried out before a definitive finding can be declared on this.
Appendix 3
Sensitivity testing for two hardship thresholds using ELSI-3
Table A3.1
Subgroup relativities using hardship thresholds of 24 and 29  (2008 LSS)
	
	% in hardship
	risk ratio

	Threshold (ELSI-3 less than or equal to)  ( 
	24
	29
	24
	29

	Population
	13
	19
	1.0
	1.0

	Age group
	
	
	
	

	0-17
	19
	28
	1.5
	1.5

	18-24
	11
	16
	0.8
	0.8

	25-44
	14
	21
	1.0
	1.1

	45-64
	12
	17
	0.8
	0.9

	65+
	4
	5
	0.3
	0.3

	Family type
	
	
	
	

	65+ single
	5
	7
	0.4
	0.4

	65+ couple
	3
	3
	0.2
	0.2

	<65 single
	14
	20
	1.1
	1.0

	<65 couple
	7
	11
	0.6
	0.6

	<65 SP with deps
	39
	52
	3.0
	2.7

	<65 2P with deps
	11
	19
	0.9
	1.0

	Income source for under 65s with dependent children

	Benefit, with dependent children
	51
	67
	4.0
	3.5

	Benefit, no dependent children
	40
	48
	3.1
	2.5

	Market, with dependent children
	11
	19
	0.9
	1.0

	Market, no dependent children
	7
	12
	0.6
	0.6

	Family type and income source for under 65s with dependent children
	

	Sole parent (benefit)
	54
	71
	4.2
	3.7

	Sole parent (market)
	20
	29
	1.6
	1.5

	Two parent (benefit)
	42
	56
	3.3
	2.9

	Two parent (market)
	10
	17
	0.8
	0.9

	Ethnicity (total)
	
	
	
	

	European
	10
	14
	0.8
	0.7

	Maori
	26
	36
	2.0
	1.9

	Pacific
	33
	46
	2.6
	2.4

	Asian
	10
	16
	0.8
	0.8

	Other
	14
	19
	1.1
	0.9

	Tenure
	
	
	
	

	Owned, with mortgage
	9
	14
	0.7
	0.7

	Owned, mortgage free
	2
	4
	0.1
	0.2

	Family trust
	9
	13
	0.7
	0.7

	Private landlord
	22
	31
	1.7
	1.6

	Housing New Zealand
	52
	67
	4.0
	3.5


· An ELSI-3 threshold of 24 corresponds to the top of Level 2 (the hardship threshold used in this paper).

· The top of ELSI-3 Level 3 is 31.
Appendix 4
Risk ratio compared for DEP and ELSI-3
Table A4.1
Risk ratios by various personal and family characteristics: 

ELSI-3 and DEP compared (LSS 2008)
	
	ELSI-3
	DEP

	Population
	1.0
	1.0

	Age group
	
	

	0-17
	1.5
	1.5

	18-24
	0.8
	1.0

	25-44
	1.0
	1.1

	45-64
	0.8
	0.8

	65+
	0.3
	0.2

	Family type
	
	

	65+ single
	0.4
	0.3

	65+ couple
	0.2
	0.1

	<65 single
	1.1
	1.1

	<65 couple
	0.6
	0.6

	<65 SP with deps
	3.0
	2.8

	<65 2P with deps
	0.9
	0.9

	Income source for under 65s 
	
	

	Benefit, with dependent ch
	4.0
	3.7

	Benefit, no dependent ch
	3.1
	2.7

	Market, with dependent ch
	0.9
	0.9

	Market, no dependent ch
	0.6
	0.6

	Family type and income source for under 65s with children

	Sole parent (benefit)
	4.2
	3.8

	Sole parent (market)
	1.6
	1.6

	Two parent (benefit)
	3.3
	3.5

	Two parent (market)
	0.8
	0.8

	Ethnicity (total)
	
	

	European
	0.8
	0.7

	Maori
	2.0
	2.2

	Pacific
	2.6
	2.6

	Asian
	0.8
	1.1

	Other
	1.1
	1.3

	Tenure
	
	

	Owned, with mortgage
	0.7
	0.7

	Owned, mortgage free
	0.1
	0.2

	Family trust
	0.7
	0.7

	Private landlord
	1.7
	1.7

	Housing New Zealand
	4.0
	3.5


Appendix 5

Hardship findings and income poverty findings compared
Table A5.1
Hardship rates for selected subgroups:  DEP, EU-1, ELSI-3 and AHC incomes compared, LSS 2008
	
	DEP
	EU-1
	ELSI-3
	AHC HH income

	
	4+ from 14
	3+ from 9
	Levels 1-2
	60% of 1998 median

	Population
	15
	13
	13
	14

	Age group
	
	
	
	

	0-17
	23
	18
	19
	19

	18-24
	15
	-
	11
	12

	25-44
	16
	-
	14
	13

	45-64
	13
	-
	12
	12

	65+
	4
	3
	4
	9

	Families with children
	
	
	

	Sole parents
	43
	-
	39
	39

	Two parents
	15
	-
	11
	13

	Source of income for those <65
	
	
	

	Income-tested benefit
	43
	-
	46
	63

	Market
	10
	-
	9
	9


Note: AHC = after housing costs (household income with housing costs deducted)
See Perry (2009) for information on Household Incomes in New Zealand, including a discussion of the rationale for the priority given to AHC incomes in reporting on income poverty in New Zealand. 
Key international comparisons are on pp30-35.





The findings from the 2008 LSS using the ELSI measure of  material wellbeing are on pp48-61.





A general summary is provided in Section F (pp65ff), and in a separate document on the Ministry’s website.





Govt services and subsidies





Budgeting knowledge, skills and commitment








Current HH income


(last 12 months)


- adjusted for HH size and composition





+





+





+





Living standards


(material wellbeing)





+





Financial


and


physical


assets





Income, gifts, etc received in earlier years








–





Contributions to assets and current budget not picked up by ‘income’


eg	- HH production


	- help from outside the HH





±





Special demands on the budget (especially for those with low current incomes and limited financial assets)


eg	- 	health/disability costs


	- 	high accommodation costs 


	- 	high debt servicing


	- 	unexpected bills





+





Differences in prices for different geographical areas





‘lacks’


(focus is on the outcomes per se)





3





4





2





1





‘enforced lacks’


(focus is only on the lacks arising from resource constraints)








what no one should (have to)


go without





               what is needed for a ‘decent life’  





Risk ratio





The risk ratio is a very useful statistic that can be used to succinctly summarise the over- or under-representation of a population subgroup in a hardship category.  It is used at several places in Sections C, D and E.





The risk ratio can most easily be understood as the ratio of the subgroup’s hardship rate to that for the population as a whole.





An example illustrates the idea. If children have a hardship rate of 20% on a particular measure and the population hardship rate is 10%, then the risk ratio for children is 2 (20/10).





It also means that if children made up 25% of the population overall, then they would make up 50% (2 x 25%) of those in hardship.








� 	See link below for information about these earlier surveys, and for the MSD reports based on the data collected in them.


	� HYPERLINK "http://www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/living-standards/index.html" ��www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/living-standards/index.html�


� 	The list is not just any list of items that are considered important for a good standard of living in a richer nation.  The items must also meet statistical tests which show that they load adequately onto one underlying common factor.  This is further discussed later in this section and in section E1.


� 	While current household income alone cannot be expected to be a fully reliable indicator of material wellbeing, Figure B.1 suggests that differences in income more broadly understood – in terms of past income and gifts (as represented by current net worth), current income, expected future income, household production, and so on – are much more likely to explain differences in living standards.  In this wider sense, it could be said that it is almost all about income (cf the life-cycle and permanent-income hypotheses for understanding levels of current consumption as current income varies).


� 	cf Nolan and Whelan (1995: 71-74) and Guio (2009:3ff).


� 	See Perry (2007) for some evidence of the impact of adaptive preferences and for an indication of the size of the impact for ELSI compared with FRILS.


� 	DEP is a different sort of index than NZDep, which provides deprivation scores for small areas, not individuals (see Salmond et al, 2007).  DEP is closer to NZiDEP which does apply to individuals (see Salmond et al, 2006).  The major difference is that NZiDep includes items on employment status and benefit receipt as part of the index, whereas for DEP these characteristics are used in the application of the index to the survey population to investigate the relative material wellbeing of employed and unemployed groups and those in receipt of an income-tested benefit (among others).   Unlike NZiDEP, these two items are not a part of the DEP index itself. 


� 	See p16 at the end of Section B for a fuller explanation of ‘risk ratio’.


� 	While the rise in hardship rates for beneficiaries without children (27% to 42%) is large compared with that for employed adults without children (7% to 10%), the headcount increase for employed adults without children was greater as the employed group is around eight times the size of the beneficiary group without children.  





� 	See Section E2 for comparisons with changes in hardship as measured by ELSI-3, and the comments there.


� 	An additional selection of deprivation items was included in the 2009 EU-SILC and further developments, including modifications to the EU-1 index, are being considered. 


� 	For each country, the amount is set at a suitable value close to (±5%) the per month national income poverty line (60% of median) for the one person household.   There is no adjustment for household size or composition.


� 	The main EU deprivation figures used in this section were downloaded from the Eurostat website on 18 November 2009 (see link below).   For technical details for the EU-1 index see Guio (2005) and Guio (2009).  The alternative EU index (EU-2) discussed later in the section is from Whelan, Nolan and Maître (2008).  My thanks to Anne-Catherine Guio (IWEPS, Belgium), Pascal Wolff (Eurostat), Bertrand Maitre (ESRI, Dublin) and Tony Fahey (UC, Dublin) for their provision of unpublished data, clarification of EU-SILC questionnaire wording and other assistance which has enabled this paper to locate New Zealand relative to EU-25 countries, Iceland and Norway.  


	� HYPERLINK "http://epp.eurostat.ec.europa.eu/portal/page/portal/employment_and_social_policy_indicators/omc_social_inclusion_and_social_protection/social_inclusion_strand" ��http://epp.eurostat.ec.europa.eu/portal/page/portal/employment_and_social_policy_indicators/omc_social_inclusion_and_social_protection/social_inclusion_strand�  


� 	The OECD has published findings from some preliminary investigations they carried out on measures of material deprivation in OECD countries, doing the best they could given the data gaps and comparability issues they faced for non-EU nations (see Boarini and Mira d’Ercole (2006) and OECD (2008)).  In Canada, Ontario has developed a 10 item deprivation index which was incorporated into Statistics Canada’s Survey of Labour and Income Dynamics in 2009.  Findings are expected in mid 2011.  


� 	For each country, the amount is set at a suitable value close to (±5%) the per month national income poverty line (60% of median) for the one person household.   


� The R-squared value rises significantly (to 0.93) when two outliers (Estonia and Cyprus) are removed.


� For a fuller discussion see, for example, Fahey et al (2005) and Fahey (2007).


� 	The process is described in detail in Jensen et al (2002).  


� 	In 2005 an ELSI short form (SF) was constructed, comprising all the P and SR items and selected O and E items – in all, 25 from the original 40 ELSI items.  The ELSI-SF has a very high correlation with the full ELSI both for the population as a whole and for subgroups (all ≥  0.98).  





� 	See Perry (2007) for a full account of FRILS and its performance vis-à-vis ELSI


� 	There are some minor differences which may be reflecting the impact of adaptive preferences on ELSI scores.  Further work is needed before a satisfactory explanation is settled on.


� 	The 2006 Census reported 12% of households living in dwellings held in a family trust by the usual residents.  The 20% figure reported in Table E2.6 is the proportion of all individuals living in private dwellings owned by a family trust, whether or not the usual residents were trustees.  This is a different definition. Further investigation is being carried out with a view to giving an account as to how the different definitions give rise to the different figures.





