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Summary
The Ministry of Social Development’s Economic Living Standards Index (ELSI) is a pioneering exercise aimed at extending the application of non-monetary indicators from their use in the measurement of hardship to create a full-scale measure of material wellbeing.  This paper is a contribution to the further refinement and development of the ELSI instrument and the associated research programme.
In the most recent report, ‘New Zealand Living Standards 2004’ (NZLS-04), the ELSI was used for the first time to track living standards over time.  It was found that there was a small drop in the population mean score from 2000 to 2004, and no change for the top three-quarters of the distribution.  The ‘no change’ finding was out of sync with other key consumption-related indicators which show an unequivocal rise for the period.

The paper seeks to make sense of the apparently surprising ‘no change’ finding through a detailed analysis of the make-up of the ELSI measure and its underlying conceptualisation of living standards.  It shows that the concept of living standards for ELSI is more like ‘consumption relative to desired consumption’ than ‘consumption per se’, which is the usual concept and is the one attributed to ELSI in several key parts of the living standards reports.  The relative element in ELSI means that when both consumption itself and aspirations about consumption rise by similar amounts, there is no change in ELSI scores as ‘consumption relative to desired consumption’ remains unchanged. This was the case for the top three-quarters of the population from 2000 to 2004.  ELSI therefore behaves over time as it could be expected to, in line with its underlying construct.

The paper proposes, however, that the primary policy-relevant instrument for assessing changes in consumption-based living standards over time should show a rise when there is a rise in consumption per se, in line with the common understanding of living standards. Similarly, for point in time comparisons, it should give a higher ranking to those with higher consumption per se.

The paper reports on an experimental Fixed Reference Index of Living Standards (FRILS) which draws on many of the ELSI items but scores them differently, so as to be consistent with its much more ‘consumption per se’ conceptualisation of living standards.  FRILS ranks subgroups in a similar way to ELSI at a point in time, though with some subtle differences in line with the underlying differences in conceptualisation. Importantly, the FRILS shows a rise in living standards for the bulk of the population from 2000 to 2004, and has several other encouraging properties.

The final section outlines some of the key challenges that need addressing in the further development and use of a full-scale living standards instrument, whether of the ELSI or FRILS type, and proposes a range of development options for both full-scale and lower-end indices which use non-monetary indicators to track material wellbeing over time.  

A key theme of the paper is its highlighting of the importance of being clear about what is being measured, and about the link between the component items and the underlying construct.  This clarification helps make sense of the ‘no change’ finding and motivated the construction of FRILS as an experimental alternative to ELSI.  
The paper also draws attention to the essentially ordinal nature of indicators like ELSI and FRILS: they rank individuals by their material wellbeing, conceptualised in different ways, but there is no unit of measurement to allow comparison of the ‘amount’ of material wellbeing each person has.  This property, together with the compression of the scales in the mid to upper ranges, makes the interpretation of the size of any change in population means problematic for these sorts of instruments. The paper outlines other more appropriate approaches that still enable useful and robust over-time comparisons of living standards to be made.
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Introduction and overview
(doubling as an extended non-technical summary)

The Ministry of Social Development’s living standards research programme has developed a prototype full-scale Economic Living Standards Index (ELSI) which is used for comparing the material wellbeing of individuals and population subgroups at a point in time, and for monitoring changes over time.  
Instead of using the more common input approach based on income, the ELSI instrument takes an outcome approach which “measures the extent to which people are doing the sort of things, consuming the sorts of products and enjoying the sorts of amenities that are commonly understood as being aspects of living standard” (NZLS-00:9).  The ELSI scale is characterised as encapsulating “a commonsense notion of living standards” such that “differences in ELSI scores reflect the sort of differences in ownership and consumption that commonly might lead people to being described as having high or low living standards” (NZLS-04:7).

The living standards reports locate the ELSI measure in the literature as a development of the approach used by Mack and Lansley (1985) for hardship research, which is based on the notion of the “enforced lacks of socially-perceived necessities”.
  The ELSI extends this approach by including non-necessities in the item list in order to build a full-scale living standards measure.  The fewer enforced lacks a respondent reports, the higher is their ELSI score.  In addition, the ELSI includes three self-rating items which are used to assist with de-compressing the middle to upper ranges of the scale.

The first reports, published in 2002, were based on data from a survey conducted in June 2000 (Tech; NZLS-00).  They report on the development of a prototype full-spectrum living standards scale for the whole population, building on work carried out for the Super 2000 Taskforce, which had developed a full-scale material wellbeing scale (MWS) for measuring the living standards of older New Zealanders (FergOld). The scale development and the associated descriptive analysis in the 2002 reports were well-received in New Zealand and internationally and provided valuable insight into the distribution of material wellbeing in New Zealand.  The research complemented pre-existing income studies and shone new light into places where those studies are unable to go.  
A second survey was conducted in June 2004, and the latest publication of the ELSI-based research, New Zealand Living Standards 2004, was released in the middle of 2006.  The relativities between various subgroups in this report were much the same as what was found from the 2000 survey.   There were however several new features in the NZLS-04 report::
· With data available from both 2000 and 2004, ELSI was used for the first time to track living standards over time.  Three key findings were that: 
· the average living standards (ELSI score) of the NZ population remained almost unchanged from 2000 to 2004 
· the proportion identified as being in the hardship range (ELSI levels 1, 2 or 3) remained the same (24%), but the average ELSI score for this range was significantly lower in 2004

· the main driver of the lower ELSI scores for levels 1-3 was the lower scores for the 2004 group of beneficiaries with dependent children.

· The lower ELSI levels are re-labelled as ‘hardship’ levels rather than levels with ‘restricted living standards’.

This paper engages on each of these four matters, identifying important issues of conceptualisation, interpretation, communication and policy implication behind each one. The primary focus of the paper, however, is on the underlying conceptualisation of living standards used in the ELSI and the implications of this for its suitability for tracking living standards from one survey to the next.  These issues relate to the first two matters noted above.  To avoid distractions on the way, discussion on what drove the fall in ELSI scores in the lower quartile and on the use of hardship labels is left to the Appendices.

The ELSI measure is characterised in the 2002 technical report as “a prototype rather than a final product” (Tech:140), and the NZLS-04 called for “continued scrutiny of the measure to both further the understanding of the tool’s features and intricacies as well as make any developments where necessary” (p55).  This paper is a contribution to the ongoing process of scrutiny and development of the instrument and the associated discourse.

The body of the paper is organised into three main sections.
Section A  starts from the prima facie strangeness of the finding that there was virtually no change in the average ELSI score from 2000 to 2004, a period in which there was strong economic growth, rising incomes and rising household spending.  It shows that the different assessment of the change in material wellbeing reported by the ELSI, compared with that produced by the other indicators, arises in the main from the different underlying conceptualisations of living standards: ELSI is essentially about living standards understood in terms of consumption relative to desired consumption, whereas the more common approach is to use consumption per se or something close to it. 

The most significant implication of the relative element in the ELSI is that changes in ELSI scores from one survey to the next reflect not only changes in consumption but also changes in desired consumption from the list of basics and non-basics.  From 2000 to 2004 the average rise in consumption for the ELSI items was almost the same as the rise in desired consumption from the list of ELSI items, meaning that there was almost no change in the score from this part of the ELSI.  The three global self-ratings in the ELSI fit well with the consumption relative to desired consumption conceptualisation, and together they too show very little change on average from 2000 to 2004.
The paper proposes that the ‘no change’ finding appears strange at first sight simply because the reader is expecting a measure of living standards understood as consumption per se because it is the commonly held notion and it is the one explicitly used in the early pages of the reports.

In its account of why ELSI produced the ‘no change’ finding, NZLS-04, like this paper, draws attention to the relative to desired consumption conceptualisation and notes that the self-ratings changed very little from 2000 to 2004.   However, in the general discourse throughout the report it uses ‘living standards’ conceptualised in some places as consumption relative to desired consumption, but at others in the more usual way of consumption per se.  It seems to characterise the relative element as unfortunate noise that leads to the 2004 average score being ”one or two ELSI points lower than it would otherwise have been”.  The impact of rising expectations is said to be “small or negligible” and the instrument is assessed as providing “valid living standards comparisons” between the two years 2000 and 2004 (Over-04: 14f).
On the other hand, others have suggested that the relative aspect (and the related ‘no change’ finding) raise serious questions about the instrument’s validity as a measure for tracking living standards over time.

This section proposes a different perspective. It shows that the underlying conceptualisation of consumption relative to desired consumption is very different from the usual consumption per se perspective and that, rather than being just unwanted noise, the relative aspect is integral to the ELSI, and is what was intended from the outset.  It cannot just be wished away.  The section also shows that the impact of the relative aspect is very significant for over-time analysis in terms of the overall storyline for changes from 2000 to 2004.  The section concludes that ELSI is a well-designed, statistically sound and internally coherent instrument that provides valid comparisons over time for living standards understood as consumption relative to desired consumption, but that it does not provide valid comparisons over time for living standards as more commonly understood.   The critique of ELSI proposed in this paper is not that it is a poorly constructed instrument in itself, it is rather that it does not measure living standards in the commonly understood ‘consumption per se’ sense, and that the discourse on conceptualisation in the reports lacks clarity and consistency.
This paper proposes that the primary policy-relevant measure for tracking full-spectrum material wellbeing over time should reflect a consumption per se conceptualisation in line with the commonly held view of what living standards are about.  It should reflect the extent to which people are doing the sorts of things, consuming the sorts of products and enjoying the sorts of amenities that money can buy, such that when more is consumed living standards are assessed as rising.   The paper concludes that the ELSI is not a suitable instrument for the monitoring task thus conceived. 

To use a marketing analogy, the issue about the underlying conceptualisation of living standards used in the living standards reports is in the first instance like that of a retailer advertising a mop as a broom.  The mop is still a very good mop.  It is just not the broom that the advertising had led the buyer to expect that they were purchasing.  To remedy the situation, the retailer needs to do two things: first, find a broom that meets the customer’s needs; second, attend to the advertising so that it fairly represents what is being promoted.

The section closes with a discussion of the ordinal nature of the ELSI instrument, and the implications of this property for understanding the ‘no change’ finding and for the ways in which tracking changes in living standards over time can be appropriately carried out.
Section B builds off the detailed analysis of ELSI and adopts a consumption per se conceptualisation to create an alternative experimental measure called FRILS, a Fixed Reference Index of Living Standards. The paper proposes that what FRILS measures is much more in line with the commonly held understanding of living standards, and is of much more relevance for policy development and evaluation. 
FRILS is constructed from the ELSI item list, but in order to reflect the different underlying conceptualisation it scores the items quite differently (have/don’t have) and drops the global self-ratings.  The analysis reported in this section shows that FRILS:

· produces subgroup relativities that are much the same as what ELSI does for point-in-time analysis
· indicates a rise in living standards (FRILS scores) for the bulk of the population in the period 2000 to 2004
· points to an increase in the intensity of hardship at the lower end, but the fall in average scores is not so strong as for ELSI
· has a ‘good-enough’ approach to addressing the constraints vs preferences issue that any index using non-monetary indicators has to address for the non-consumption of an item, especially one that seeks to cover the full spectrum from low to high living standards
· has good credentials for construct, statistical and concurrent validity
· is more compressed than ELSI at the upper end because of the dropping of the self-rating items

· like ELSI, is an ordinal instrument, and there are therefore challenges in interpreting some aspects of reported changes over time (eg changes in mean scores overall and for subgroups).

The section closes with a comparison between the high level story-lines generated by the findings in the NZLS-04 and by those in this paper. 

Section C opens with a discussion of the challenges that remain for the development of a full-scale measure, noting that an incomes approach to assessing material wellbeing also has limitations and challenges.  The discussion underlines the need for all reports on material wellbeing (whether using incomes or non-monetary indicators (NMIs)) to clearly articulate the limitations and strengths of the approach used, and to alert the reader to what are the appropriate ways to use the measures and what are not.
The section also identifies possible options for future developments of full-scale living standards measures and/or deprivation indices based on non-monetary items, drawing on the experience in developing the ELSI and on further reflections and analysis.
It proposes either redeveloping ELSI in a FRILS-type direction and dropping the current ELSI, or using two measures, an ELSI-type and a FRILS-type to track changes in living standards conceptualised in the different ways.  It also looks at options which use a full-scale instrument for point-in-time analysis, but which accept that the challenges are too great for building a robust instrument that tracks full-scale living standards over time, and that monitoring trends over time is better limited to indices that focus on the lower parts of the distribution.   

The section closes with some practical considerations about what over-time options might be possible in the short-run (the next 2-3 years).  Any revised ELSI measure, whether it is used only for point-in-time analysis or for over-time monitoring as well, needs a new survey to properly develop it.  A new survey has been proposed and is under consideration.  If this goes ahead and a new or revised instrument is developed, then a new time series would have to be started at, say, 2008, as the 2000 and 2004 surveys would not support a revised measure of whatever type.  The paper outlines some options for producing a 2000-2004-2008 time series for tracking material wellbeing using the living standards datasets, and a 2000-2004-2007 time series using the first two living standards datasets and the 2007 Household Economic Survey which contains the ELSI short-form items.
In the Appendices the paper returns to two other matters that were new in the 2006 report and suggests a re-evaluation of each.  
· Appendix 1 further investigates the finding that the main driver of the significant fall in ELSI scores for levels 1-3 from 2000 to 2004 was the lower scores for the 2004 group of beneficiaries with dependent children.  The analysis suggests that the fall in ELSI scores for ‘working poor’ families was equally significant.  This has policy relevance. 

· Appendix 2 discusses the implications of the new labelling for the lower three ELSI levels which was changed from levels of ‘restricted living standards’ to ‘hardship’ levels, and recommends a return to the ‘restricted’ language.

Note: use of deciles as well as ELSI levels

ELSI deciles as well as ELSI levels are used in this paper, depending on the purpose of the analysis at the time.  ELSI levels are defined by pre-determined ELSI boundaries and comparisons are made using the numbers or proportions of people in the different levels.  For deciles, the population is ranked and divided into 10 (roughly) equal groups and the characteristics of various aspects of the corresponding deciles in the two surveys are compared (eg mean ELSI scores).  Each approach has its use.   

Deciles are useful, for example, for providing a more detailed comparison of changes from 2000 to 2004 across the ELSI spectrum.   They are also used for comparisons between ELSI and FRILS, the experimental fixed reference instrument. The two instruments are conceptually quite different which would make calibration comparisons difficult.  Even if it were possible to create FRILS-based living standard levels that were comparable to ELSI’s, the exercise would not produce any information of relevance to this paper that is not already delivered by the use of deciles.

Figure 1 shows the relationship between ELSI deciles and ELSI levels for 2004.

Figure 1

Relationship between ELSI levels and ELSI deciles in 2004

(numbers of individuals)
	Levels
	1
	2
	3
	4
	5
	6
	7

	Deciles
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10


Note that in the dense ELSI areas (Levels 5 and 6), it is not always possible to have decile boundaries falling precisely between adjacent ELSI scores (eg between 37 and 38).  Where this issue does arise, records with the same ELSI score are sorted on equivalised income and those with the higher income are put into the higher decile.  This has very little impact on the analysis and no impact on the conclusions.

Section A
ELSI, its underlying conceptualisation of living standards, and the implications for interpreting difference and change
Section summary (I suggest skipping this if the Introduction and Overview has been read)
 
· The underlying conceptualisation of living standards used for the ELSI measure is ‘consumption relative to desired consumption from a list of basics and non-basics’ rather than the more commonplace understanding that is closer to consumption per se.
· This conceptualisation was intentionally chosen and is consistent with the scoring regime used which measures living standards in terms of the absence of enforced lacks – the fewer the number of enforced lacks, the higher the living standards.
· Changes in ELSI scores from one survey to the next therefore reflect both changes in consumption and changes in desired consumption.
· From 2000 to 2004, there was no change in the ELSI score for the top 75% of the distribution, and a small fall in the overall average.

· From 2000 to 2004, the average rise in consumption for the ELSI ownership and participation items was very similar to the rise in desired consumption from the list, significantly contributing to the ‘no change’ in average ELSI score.
· ELSI also has three global self-rating items that are used to help with decompression of the scale in the middle to upper ranges.  The self-rating scores changed very little between surveys as they too (implicitly) take into account changing expectations.
· The ELSI instrument therefore has a very good fit with the underlying conceptualisation of living standards as consumption relative to desired consumption and the ‘no change’ finding is readily understood in this framework.
· The relative lack of items that assist with discrimination in the middle to upper range of the scale leads not only to scale compression in the range
 but also in itself makes it difficult for the ELSI to reflect increased consumption from the very group where consumption is likely to increase most substantially between surveys.  This feature of the instrument therefore reinforces the other factors that contribute to the ‘no change’ finding.
· In several prominent places the living standards reports characterise ELSI as a measure of living standards conceptualised as consumption per se.  This is a quite different conceptualisation than consumption relative to desired consumption, which is what is actually used. While the different conceptualisations do have an impact on point-in-time ranking, the impact is relatively minor compared with the impact on assessments of change over time. 
· The NZLS-04 report, like this paper, draws attention to the relative to desired consumption conceptualisation and notes that the self-ratings changed very little from 2000 to 2004. However, in its discourse it uses ‘living standards’ conceptualised as consumption relative to desired consumption in some places, but in others it uses the more commonsense notion of consumption per se.  It seems to characterise the relative element as unfortunate noise that means that the 2004 average score is “one or two ELSI points lower than it would otherwise have been”.  The impact of rising expectations is nevertheless said to be “small or negligible” and the instrument is assessed as providing “valid living standards comparisons” between the two years 2000 and 2004.

· This section proposes a different perspective.  It shows that the underlying conceptualisation of consumption relative to desired consumption is very different from the usual consumption per se perspective and that, rather than being unwanted noise, the relative aspect is integral to the ELSI, and is what was intended from the outset.  The section also shows that the impact of the relative aspect is very significant for over-time analysis in terms of the overall storyline for changes from 2000 to 2004.  The section concludes that ELSI is a well-designed, statistically sound and internally coherent instrument that provides valid comparisons over time for living standards understood as consumption relative to desired consumption, but that it does not provide valid comparisons over time for living standards as more commonly understood. 
· For point-in-time ranking, the ELSI has good credentials as the implications of the different conceptualisations are much less significant.  Nevertheless it would be valuable to have the implications of the underlying conceptualisation clearly articulated and discussed. 
· The section closes with a brief discussion on the implications for comparing mean scores given that ELSI is an ordinal rather than cardinal measure.

A.1
The ‘no change’ finding and its lack of fit with other consumption-related living standards indicators
Figures 2 & 3 and Table 1 show that the ELSI scores for the top 70-75% of the population in 2004 were much the same as for their counterparts in 2000.  There were significant falls for the bottom two deciles.  Overall there was a fall of one ELSI point, which is statistically significant but has “no practical importance” (Over-04:14; cf NZLS-04:40). 
Figure 2
Cumulative frequency for ELSI
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Figure 3
ELSI distribution (decile means) for 2000 and 2004
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Table 1

ELSI decile means 

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	overall

	2004
	9.9
	23.5
	31.8
	37.2
	41.6
	44.8
	47.6
	50.1
	52.9
	57.2
	39.7

	2000
	14.2
	26.3
	32.3
	37.5
	41.3
	44.7
	47.4
	49.9
	52.6
	56.6
	40.6

	change
	-4.3
	-2.8
	-0.5
	-0.3
	0.3
	0.1
	0.2
	0.2
	0.3
	0.6
	-0.9


The ‘no change’ finding is out of sync with the trends for other consumption or consumption-related indicators of living standards.  For the 2000 to 2004 period these all show an unequivocal rise for the bulk of the population, especially for those in the upper half of the distribution.   

The evidence from other consumption-related living standards indicators gives a consistent picture of consumption growth in the period.  There was: 

· strong and ongoing real GDP per capita growth averaging 3.6% per annum
· a 4% rise in real terms for net average ordinary time weekly earnings
· an 8% rise in real household disposable incomes – with no change for the bottom quintile and improvements in real terms for all other quintiles (80% of the population)
· a 9% rise in real household expenditure (8% at the median), with little or no change for the bottom three deciles, around 8% for deciles 4 to 9 and 18% for decile 10
 
· a consumer spending spree as indicated by the very strong rise in real retail spending figures
 (fuelled in part by sharply rising house prices and the easy availability of credit  for any purpose, especially for home-owners)
· increasing employment and reducing unemployment.
In the 2004 Living Standards Survey respondents were asked to rate their material standard of living compared to five years ago.  Figure 4 summarises the responses using a simple scoring regime noted in the chart.

Figure 4
Self-rated material standard of living compared to 5 years ago (ie 1999 to 2004):

summary index
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0.0

0.2

0.4

0.6

0.8

1.0

1 2 3 4 5 6 7 8 9 10

ELSI deciles

  2  = much better

  1  = better

  0  = about the same

-1   = worse

-2   = much worse


Those in deciles 3 to 10 reported being better off on average, while for those in deciles 1 and 2 there was on average little or no change.  

Around 55% of those in deciles 6 to 10 (the top half of the population) reported that they were better off or much better off in 2004 than 5 years ago, and only a one in eight self-report as being worse off.   Deciles 3 to 5 also report improvement overall.  This is what we would expect given the reported growth in incomes, expenditure and consumer spending. 
Note that the self-rating in Figure 4 is a quite different type of self-rating compared to those used in the ELSI instrument itself.  There, the responses of the respondents are heavily dependent on their perceptions of where they rank in the living standards continuum for the population, or on their understanding of the general notion of ‘everyday necessities’.  On the other hand the responses in Figure 4 use a quite different reference point – the respondent’s own position five years ago.    
Note too that the reported growth in incomes, expenditure and so on is based on comparative statics (eg the bottom three deciles in 2004 compared with their counterparts in 2001), whereas the changes reported in Figure 4 reflect ‘dynamics’ (following the same people from 1999 to 2004).  The changes in Figure 4 are therefore not of the same type as those reported in the comparative statics, but the comparisons satisfactorily illustrate the key point that the bulk of the population is better off materially in 2004 than in 2000, whatever way it is measured.

A.2
Unbundling the ELSI instrument

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 2:

	· 14 ownership items (O)

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

· 3 self-rating items (SR) 


Table 2

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 or because an item was not affordable.  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 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 (0.6% in 2000 and 1.4% in 2004), so the re-zeroing does not lead to much information loss.  
Selection of items and their internal consistency 
The ELSI items were selected in a four-step process (see Tech for details).  
First, candidate items were chosen from those used in non-monetary indicator research in New Zealand and internationally.  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 (FergOld) 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).

A.3
Locating ELSI in the literature on the use of non-monetary indicators of material wellbeing
The ELSI development grew directly out of research initiated by the Super 2000 Taskforce which had developed a full-scale material wellbeing scale (MWS) for measuring the living standards of older New Zealanders (FergOld). 
  The ELSI and MWS reports identify three studies that provide the conceptual and methodological basis for their research: Department of Social Welfare (1975), Townsend (1979), and Mack and Lansley (1985).   This section gives a summary account of these three studies and FergOld in the context of clarifying the conceptualisation of living standards used in the ELSI-based reports. 
Townsend’s work in the late 1960s and 1970s in the UK (Townsend 1979) is usually seen as providing the impetus for the use of non-monetary indicators to focus on patterns of living and deprivation in measuring poverty.  His analysis looked at households that lacked an amenity or did not participate in an activity that a majority of the population have or participate in.  He collected information on 60 items and selected 12 of them to create a summary deprivation index.  He did not use this index to directly identify the poor, but rather used it to identify an income poverty line below which deprivation scores ‘escalated disproportionately’. 

His approach was criticised in two areas: first, for the way he derived his income threshold and second, for the way he selected and used the deprivation items.  It is the second set of criticisms that is relevant to this paper.  They focused on the seemingly arbitrary way in which he chose the items for his index from the larger set, and on his not dealing with the matter of whether it was genuine financial constraints or simply differences in preferences that led people to be ‘deprived’ (ie not have an item).

Mack and Lansley (1985) built on Townsend’s work and on aspects of the vigorous debate that followed it.  Their approach differed from Townsend’s in four key ways that have relevance to this paper:

· their focus was on the inability of respondents to achieve a minimum acceptable way of life in their society, whereas Townsend started with items that reflected ‘ordinary living patterns’

· the list of items used to examine material hardship was determined in the main by what respondents viewed as necessities,
 whereas Townsend made the call himself as to what should be included

· to control for the diversity that can arise simply from differing tastes, Mack and Lansley introduced the notion of ‘enforced lack’ by which was meant the respondent lacked the item and said they would like it but could not afford it

· they defined poverty as the ‘enforced lack of socially perceived necessities’ and used the information from a deprivation index directly to measure hardship, whereas Townsend used the deprivation information to (try to) identify an income poverty threshold.

In contrast to both the Townsend and the Mack and Lansley research, the MWS and the ELSI measures are full-spectrum rather than just hardship-focused.  The only previous full-spectrum work to which the reports are able to point is a 1975 publication of New Zealand’s Department of Social Welfare on a Survey of Persons Aged 65 Years and Over.  Many of the items in this study were derived from the item pool developed by Townsend (1979) in his work in the late 1960s.   From the survey data, 138 items were selected as being possible indicators of material wellbeing, ranging across four domains: financial restrictions on expenditure, the standard of accommodation, consumer durables and interviewer assessments.  
Correlation and cluster analysis identified a distinct cluster of 35 items relating to restriction on expenditure, with only weak association with items relating to the standard of accommodation and consumer durables.  The index that was subsequently developed from this cluster was interpreted in the 1975 report as “a measure of financial hardship” (p11).  While it is possible that the index was to some limited degree ‘full spectrum’, there is no evidence of this provided in the report, which instead bases its analysis on an eight item ‘very severe’ hardship index which goes dead by the fifth decile of the distribution created by the wider 35 item hardship index (pp12-15 and Table 6.3).  The research itself was very valuable but it is hardly plausible to use it as an example of full-spectrum living standards research when there is not even a table showing the distribution of mean scores across the deciles, let alone a full analysis and discussion of the index’s properties.
The MWS study (FergOld) has eight key features of relevance to this paper:

· living standards was conceptualised as a latent variable reflected in the pattern of association between a number of observable indicators
· in general, the indicators related to restrictions in consumption and participation because of cost 

· in addition to economic restrictions, the measure takes personal preferences into account as this was considered “more relevant to the policy issue at which the research is primarily directed” (p17)

· the ‘enforced lack’ concept, which Mack and Lansley had developed and applied to ‘socially perceived necessities’ for hardship research, was adopted and applied to both basics and non-basics
 in the ownership and social participation components
· in addition, the MWS used components with items relating to serious financial problems and economising behaviours
· global self-ratings were also used as part of the scale to reduce scale compression in the upper part of the scale

· confirmatory factor analysis was used to specify the procedure for combining the different types of items into a unidimensional scale

· the scale used a standardisation procedure that produced a sample mean of 100 and a standard deviation of 10.
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, be used to develop a full spectrum measure of living standards applicable to the whole population?” (Tech:15). The research showed that with a few adjustments the MWS could be morphed into a satisfactory prototype full-scale living standards instrument for the whole population.  The changes reduced the number of items from 61 to 40 by:

· removing the serious financial problems component

· removing a number of other items from the other components

· adding a third global self-rating (satisfaction with standard of living).
To make the scale user-friendly, a simple algorithm was devised to produce a score on a 0-60 scale (ELSI) that had the statistical properties of the latent variable scale produced by the regression model.  Part of the motivation for moving away from using a standardised scale (mean of 100, standard deviation of 10) was the view that “a tool that is useful for monitoring living standards requires that the distributions and means can change over time, and that a change in mean score indicates a change in living standards” (Tech:19).

The ELSI development retained the underlying conceptualisation of living standards used by the MWS, 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” (Tech:102).
Discussion

The 2001 MWS and 2002 ELSI reports both seek to set their research in the context of the work of Townsend and of Mack and Lansley.   Both reports, however, understate the pioneering nature of the work of extending the Mack and Lansley ‘enforced lack’ approach to a full-spectrum measure of living standards, and the fact that there is no body of literature on full-spectrum scales appears to be taken too lightly.  The unresolved relationship between the full-spectrum MWS and ELSI developments on the one hand, and the hardship research based on non-monetary indicators on the other, is evident in the FergOld report where, in adjacent sentences, the claim is made that the MWS (the predecessor of ELSI) was based on previous research using the approach, but that studies of that sort are hard to find.
The standard of living indicator approach was developed for the study drawing from previous research on living standards and poverty using this approach.  Studies of this nature that have focussed on measuring the broad spectrum of living standards are uncommon. 
FergOld:15

The only ‘full-spectrum’ study that is pointed to by either the MWS or ELSI report is the 1975 Department of Social Welfare work, which cannot plausibly be characterised as ‘full spectrum’ for the reasons noted above.
The ELSI development from the MWS was focused on developing a full population instrument and proceeded on the basis that the underlying construct and conceptualisation of living standards for the full-spectrum MWS (and therefore the ELSI) were robust and appropriate for the uses to which ELSI was to be put.  This paper is proposing that this more fundamental issue about the underlying construct needed and still needs to be addressed in a more thoroughgoing way than is done in any of the reports to date.  ELSI needs to be located relative to the literature as a significant pioneering effort, rather than as a relatively unproblematic development drawing on established non-monetary indicator research. 
A.4
The conceptualisation of living standards in the research programme

The most common approach to measuring and monitoring material wellbeing is an input approach using equivalised disposable household income. Sometimes the more intermediate approach using household expenditure is used.  The ELSI measure is an outcome-based approach to measuring material wellbeing and it is a very useful complement to the income approach.
The ELSI research programme explicitly adopts the view that “an item contributes information about a person’s living standard only when it relates to something the person wants” (Tech:102).  The scoring regime unpacked in Section A.2 is consistent with this.  ELSI is a measure of the degree of financial restriction 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.  The fewer the enforced lacks the higher is the ELSI score.  The ELSI, like the MWS before it, therefore 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’.  

‘[The ELSI score therefore] effectively gives a measure of the extent to which a person’s consumption (in the relevant areas) corresponds to what they would like it to be.  In other words, the ELSI scale … has a relative aspect.’ 
NZLS-04:159 

The living standards reports also characterise ELSI as a measure of living standards understood in the more usual way as related to consumption per se.  It is claimed that ELSI is based on “what people are consuming, their various forms of recreation and social participation, their household facilities and so on” (NZLS-04:19).  The ELSI scale is said to measure “the extent to which people are doing the sorts of things, consuming the sorts of products and enjoying the sorts of amenities that are commonly understood as being aspects of living standard” (NZLS-00:9), and “differences between ELSI scores reflect the sorts of differences in ownership and consumption that commonly might lead to people being described as having low or high living standards” (NZLS-04:7).  The 2006 Overview report says that ELSI “encapsulates a commonsense understanding of living standards” (p6).  The manual for the short form is also explicit that the concept of standard of living used is “the material aspect of wellbeing that is reflected in a person’s consumption and personal possessions – their household durables, clothing, recreations, access to medical services, and so on” (SF:1).
This paper proposes that this ‘consumption per se’ conceptualisation is not only the more common one, but is also the one that is primarily needed for policy development and  policy evaluation purposes.  However, this is not what ELSI measures, even though the living standards reports in key places claim that it is. The claims can easily lead the unwary reader to think that a higher ELSI score means higher consumption – the having and doing of more things that money can buy.  This is not necessarily the case.  In the ELSI measure the consumption concept is not actual consumption per se but consumption relative to desired consumption from a representative list of basics and non-basics. 
Rather than consistently stay with the ‘relative’ conceptualisation, the NZLS-04 report moves between the two.  This leads to both confusion for the reader and unnecessary complications for the reports as they seek to tell a coherent story.  This paper shows the importance of being clear about what is being measured, using one or the other conceptualisation, but not both at the same time, and being clear about which one is being used at what point.  This simplifies the analysis and the discourse and points to a possible development path for ELSI in its next iteration.

A.5
Implications of the ‘relative to desired consumption’ conceptualisation 

The ‘relative to desired consumption’ conceptualisation has implications for both point-in-time ranking for individuals and relativities for subgroups, and also for monitoring changes over time.  These are discussed below.

Implications for subgroup relativities in a given survey

Because the ELSI conceptualisation is built on the proposition that “an item contributes information about a person’s living standard only when it relates to something the person wants” (Tech: 102), then not having an item that is not wanted gets a score of 1, just as if the person had the item.  
To see the implications of this for rankings and subgroup relativities at a point in time, consider two respondents, A and B, who ‘have’ the same items in the O, P and E components.  If, out of the items that they do not have, A wants more than B does, then A will have the lower ELSI score.  Conversely, B, whose ‘wants’ more closely coincide with her ‘haves’ will have the higher ELSI score and be described as having better living standards than A, even though both have the same actual consumption.
This is not just a hypothetical property of ELSI.  There is evidence in the survey data that older New Zealanders are more like B above and compared with others their ‘wants’ are closer to their ‘haves’.  This can be seen in Figure 6 below where for the 65+ group the actual consumption (77%) is much closer to desired consumption (82%) than it is for beneficiaries with dependents (57% and 87% respectively).  
Figure 6

Wants and haves compared – 2004
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Older New Zealanders have more and want a little less on average than beneficiaries with dependent children.  This means that compared with an index that uses consumption per se, ELSI will report more depressed living standards for beneficiaries with dependents and more elevated living standards for those aged 65 and over.

The issue raised here is part of a wider question about the extent to which individuals adapt their preferences to their circumstances.  Mack and Lansley (1985) explicitly address the issue of ‘low expectations’ which can lead some, especially the elderly poor, to report that they do not want necessities that they cannot afford (pp177f).  The 2002 technical report refers to this phenomenon as ‘false consciousness’, suggests that it arises predominantly in the measurement of luxury items, and does not further address it (Tech:14-16).
 
Implications for tracking changes over time

The relative conceptualisation also has impacts on ELSI’s performance as a monitoring instrument.  These impacts are much more significant than those for point-in-time usage.  The ELSI score for an individual can rise between surveys in any one of several ways, three of which are noted below.
  Each one in effect reduces the number of enforced lacks:

· the individual’s preferences remain the same and they purchase an item that was previously an enforced lack
· the individual’s preferences change such that they no longer want an item that was previously an enforced lack
· the individual’s preferences change such that they now want more items than before but they purchase not only these but also some of their previous enforced lacks.

Perhaps the most telling example is that the ELSI score can remain the same even when consumption rises from one survey to the next.  If a person’s preferences and circumstances change such that a ‘do-not-have-do-not-want’ item becomes a ‘have’ item in the next survey (and nothing else changes), then there is no change in the ELSI score despite the higher consumption.  ELSI does not change as there is no change in the number of enforced lacks.  Consumption relative to desired consumption remains unchanged, so ELSI remains unchanged even though consumption has increased.
The key implication for the use of ELSI as a monitoring tool of the ‘consumption relative to desired consumption’ conceptualisation is that there is “potential for scores to be influenced by changes in expectations independently of changes in consumption” (NZLS-04:52).  In particular, if expectations or ‘wants’ generally rise at a similar rate to rises in actual consumption, then there will be no rise in ELSI scores in the period.  Detailed analysis below shows that this is what happened from 2000 to 2004 for the top 7 or 8 deciles and that this contributed significantly to the ELSI instrument reporting ‘no change’ for those above the hardship zone.
A.6
The impact of changes in expectations and ‘wants’ on ELSI O&P scores 
Because of the underlying relative conceptualisation, changes in ELSI scores from one survey to the next will reflect both the change in actual (O and P) consumption and also the change in preferences / wants in relation to the ELSI item list.
The NZLS-04 report examines this phenomenon in an extended section on the “effect on ELSI scores of changing expectations about access to consumption” (pp44-55) and in a summary (p159).  To facilitate the analysis, it assesses expectations and desired consumption by defining ‘wanters’ as those who either have the item or don’t have it but say they want it.  
One of the findings in the report is that from 2000 to 2004 the average proportion of ELSI O&P items that people ‘had’ rose 3.2 percentage points (from 73.5% to 76.7%), and the average proportion of ‘wanted’ ELSI O&P items rose 3.3 percentage points (from 84.8% to 88.1%).  In other words, there was no change in the overall average gap between ‘wants’ and ‘haves’, so there was no change to the O&P ELSI average even though there was increased consumption reflected by the consumption aspect of the O and P items.

The analysis that follows adopts the same definition of ‘wanters’ and extends the analysis reported in NZLS-04 by examining the relative changes for each ELSI decile, from 2000 to 2004.
Figure 7 shows that 

· wants for O&P items rose from 85% to 88% on average (as in NZLS-04)

· this increase in wants was fairly uniform across all deciles

· the proportion of items wanted was much the same for all deciles.
 

Figure 7
Overall ‘wants’ for O&P items, by ELSI decile
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Figure 8 shows that 

· overall, O&P consumption increased from 74% to 77% (as in NZLS-04)

· there was an increase in O&P consumption for the top 9 deciles, with only decile 1 showing a fall.

Figure 8
Overall ‘do/haves’ for O&P items, by ELSI decile
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Figure 8 shows that when material living standards are understood as consumption of goods and services per se (rather than the ‘consumption relative to wants’ or ‘not having enforced lacks’ approach of ELSI), then the material wellbeing of the bulk of the population in 2004 is assessed as being higher than their counterparts in 2000.  This is in line with the picture painted by the consumption-based indicators noted above, including respondents’ own assessment of their change in circumstances in the period.  It is, however, quite different from the ELSI analysis, which finds that the living standards of the vast majority (around 75%) did not change in the period. 

Figure 9 summarises the changes in ‘haves’ and the changes in ‘wants’ across the deciles.  As already seen in Figures 7 and 8, ‘haves’ increased from 2000 to 2004 for all but the bottom decile and ‘wants’ increased for all deciles.  
Figure 9
‘Do/haves’ and ‘wants’: 2000-2004 changes for O&P items

(positive means more in 2004)
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Figure 10 summarises down even further to show the overall difference between changes in ‘wants’ and changes in ‘haves’, with a positive score indicating that ‘wants’ ran ahead of ‘haves’.  For half the deciles, changes in wants and haves were reasonably in step.  For deciles 3-6, ‘haves’ ran a little ahead of ‘wants’. Decile 1 is clearly very different: there, ‘wants’ clearly ran ahead of ‘haves’ in the period.  For the bottom decile there has been both a drop in consumption per se and an increase in the gap between ‘wants’ and ‘haves’.

Figure 10
Change in ‘wants’ less change in ‘do/haves’ 2000-2004 for O&P items

(positive means that ‘wants’ run ahead of ‘do-haves’)
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The NZLS-04 reports that “overall, the expectations that people had about their consumption have probably run slightly ahead of the small rise in consumption that has occurred” (p49).  The analysis above shows that when the changes are decomposed by decile a different picture emerges.  It was only for the bottom decile that expectations ran ahead of consumption, and there it did so to a very significant degree.

Monitoring trends in hardship

The conceptualisation of living standards as ‘consumption relative to desired consumption’ from a list that includes non-basics (luxuries/comforts) has implications not just for ELSI’s suitability for monitoring living standards over time in a general sense, but also for ELSI’s suitability as a monitoring instrument measuring change over time in the hardship zone.  
This is of more than just academic interest as research information about trends for those assessed as experiencing material hardship can be expected to influence a government’s poverty alleviation policies, which has implications for the disadvantaged, for governments and for taxpayers more generally.  An inspection of Figure 10 above shows that it is possible to envisage the situation where for decile 1, expectations rise on average by, say, 3 points, and O&P consumption by 1.5 points.  This would lead to a falling ELSI score even though the poor were better off than before.  This is not a suitable property for the primary policy-relevant instrument for monitoring hardship over time.
From 2000 to 2004 wants rose but consumption fell for both the bottom deciles, so both ELSI and consumption fell for these groups.  This was fortuitous and may not happen next time.

A.7
The role of the economising items in the use of ELSI as a monitoring instrument
The economising items (E) seek information from respondents about their actions to help keep down costs ‘in the last 12 months’.  Respondents are asked to describe the extent of their economising behaviour as ‘not at all’ (2 points), ‘a little’ (1), or ‘a lot’ (0).   Economising ‘a lot’ can be seen as equivalent to an enforced lack.  Increased economising from one survey to the next leads to a lower E score.

Figure 11 shows that all but one of the top eight deciles showed no change or a very slight decrease in scores. The lower two deciles reported significantly increased economising in 2004 compared with their counterparts in 2000.  The associated decreases in their scores account for two-thirds of the overall fall in economising scores.

Figure 11
Economising scores
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In terms of the central theme of the paper about the suitability of ELSI as a monitoring instrument, the information in Figure 11 shows that economising items do not appear to pick up increased consumption per se, and make a strong contribution to keeping ELSI unchanged on average.  It is possible that the explanation is similar to that for the O and P items – namely, that expectations/wants rose in step with consumption leading to most people assessing themselves as economising much the same as before – but there is no comparable analysis that can be done to test the hypothesis.

A.8
The role of self-rating items in the use of ELSI as a monitoring instrument
There are three self-ratings (SRs) in the ELSI item list.  They were included to assist with decompressing the middle to upper range and with measuring higher living standards. Respondents were asked to self-rate their material standard of living, their satisfaction with their standard of living, and the adequacy of the family’s combined income to meet everyday needs for accommodation, food, clothing and other necessities.
For the purposes of this paper there are two key questions about the SR component:

· is the SR component likely to reflect rises in consumption from 2000 to 2004?  
· is the SR component consistent with the ELSI conceptualisation of living standards as consumption relative to desired consumption?  

Table 3 shows that there was very little movement in SR scores from 2000 to 2004.
Table 3
Self-rating scores: 2000 and 2004 compared

	
	2000
	2004

	Material standard of living (self-rated level)
	4.6
	4.5

	Satisfaction with standard of living
	5.4
	5.4

	Adequacy of income for everyday necessities
	3.1
	2.9

	TOTAL SR score (whole population)
	13.0
	12.8

	TOTAL SR score (beneficiaries with dep children)
	8.7
	8.1


Sources: 
lines 1-4, Table 2.4 (NZLS-04:43)

line 5, author’s own analysis of the Living Standards datasets

The explanation for the ‘no change’ finding for SRs is likely to be that summative SRs such as those used in the ELSI are heavily dependent on the reference point assumed by the respondent.  
For the first two SR items, the key reference is the respondent’s perception of where they rank or would like to rank in the living standards continuum of the population.  For the majority of respondents, their perception of relative ranking is not likely to change very much over four years because their own upward shift in consumption (if it occurs) would move in reasonable step with the general upward shift of consumption across most of the population.  Relative to their own circumstances, many will be able to assess that their living standards have improved (cf Figure 4), but relative to their own circle and their perception of the circumstances of the rest, very little is likely to change in relative terms for the majority over four years.   
The third SR item requires the reference to be what the respondent considers to be ‘everyday needs for accommodation, food, clothing and other necessities’.  The meaning of the phrase is likely to be too fluid for there to be any marked change in people’s self-assessment of whether they have enough income.

The answers to the two key questions are therefore ‘no’ and ‘yes’.
A.9
The compounding effect of the asymmetry of the scale when ELSI is used as a monitoring instrument
The ELSI scale contains more items that would be classed as ‘basics’ than those classed as ‘non-basics’. This leads to the scale becoming more compressed and less sensitive and discriminatory as the ELSI score increases, even with the help of the self-rating items.  
For point-in-time analysis this asymmetry is a recognised limitation but it is not a show-stopper.
    For monitoring across time, however, it is more than just a limitation as it means that increasing consumption by the top half or so of the population is not easily picked up by ELSI and reflected in a good lift to ELSI scores, even when preferences remain about the same.  It would appear to be much easier for a person in ELSI levels 1 to 3 to improve their ELSI score by, say, 5 points than it is for someone in the top half of the distribution to do so.  In the normal course of things, it is the top half of the population that is most likely to experience good lifts in consumption between surveys, yet it is these very deciles that find it hardest to get a higher ELSI score from one survey to the next.  

This feature of the ELSI scale can be illustrated by considering the headroom available at different parts of the ELSI distribution for the OPE and SR scores.  Figure 12 takes the raw ELSI score (maximum of 82) and breaks it down into the OPE and SR components (maxima of 60 and 22 respectively) across ELSI deciles.
   For the top 40% of the population there is very little opportunity for increased consumption to be reflected in higher OPE scores as the people in this zone are already very close to the maximum of 60 in 2000.  Increased consumption between surveys has to be picked up almost entirely by the SR component, which for the reasons outlined above is also not that likely to pick up changes over time because of the moving reference points.
Figure 12
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SRs were included in the ELSI scale to help address the asymmetry issue, and there is evidence to support the conclusion that they do this to a good-enough degree for point-in-time analysis.  The dependence of ELSI on the SRs for discriminating in the upper part of the distribution can be seen from the increasing SR slope in Figure 12 when the OPE aspects go ‘dead’ (for deciles 7 to 10).   However for time series analysis, the behaviour of the SRs simply reinforces that of the OPE components and ensures that for the bulk of the population ELSI remains flat even in a period of economic growth and increased consumption. 
This sub-section has focussed on the asymmetry of the scale and the implications for measuring changes (in means) over time.  A closely related matter is that the ELSI scale is ordinal (it ranks people) but not cardinal (someone with a score of 40 cannot be said to have a living standard equivalent to twice that of someone with a score of 20).  The implications of the ordinality property are discussed in A.12 and again in Section C.

A.10
How do the research reports address the issues raised about the ELSI instrument?
The underlying conceptualisation of living standards as ‘consumption relative to desired consumption’

As discussed in Section A.4, the living standards reports do not hold a steady line on the conceptualisation of living standards used in the research.  They characterise ELSI as a measure of living standards understood in some places as consumption per se and in others as consumption relative to desired consumption.  The two are quite different notions. The commonplace understanding is of the consumption per se type and the early pages of each report reinforce this for the reader.

To use a marketing analogy, the issue about the underlying conceptualisation of living standards used in the ELSI is in the first instance like that of a retailer advertising a ‘mop’ as a ‘broom’.  The mop is still a very good mop.  It is just not the broom that the advertising had led the buyer to expect that they were purchasing.  To remedy the situation, the retailer needs to do two things: first, find a broom that meets the customer’s needs, then fix the advertising so that it fairly represents what is being promoted.  In this paper, Section B is about finding the broom, and the ELSI discourse is discussed at various points throughout the paper.
The impact of expectations on O and P scores
As noted above, there is an extended section in NZLS-04 that examines the “effect on ELSI scores of changing expectations about access to consumption” (pp44-55), and the matter is touched on again in a summary (p159).   The analysis shows that from 2000 to 2004 the O and P items that people ‘had’ rose 3.2 percentage points and the average proportion ‘wanted’ rose 3.3 percentage points, the same as found in the analysis for this paper.
Instead of simply acknowledging how this shows that ELSI has a relative component and discussing the implications of this for its use as a monitoring instrument, the NZLS-04 takes a quite different tack.  It notes that for computer ownership and internet access both consumption and desired consumption rose more quickly than they did for other items, and carries out further analysis with these two items removed from ELSI.   From this and other analysis the report concludes that the expectations that people had about their consumption probably ran ahead of the small rise in consumption that occurred, with the consequence that “the 2004 ELSI scores are slightly lower than they would otherwise have been” (pp49 and 159).
It is not entirely clear what the ‘otherwise’ is that the text refers to.  If the reference is to ELSI less two items, then it is no longer ELSI and the claim in the report is equivalent to saying ‘if ELSI were different then a different result would be produced’.   If the ‘otherwise’ referred to is the situation of  ELSI capturing expectations then again that is like saying ‘if ELSI were constructed differently so that expectations were not part of it, living standards would have been reported as rising a little’. 

Whatever the reference is for ‘otherwise’, the section’s emphasis is unfortunately misdirected in two ways: first, it attempts to explain why there has been a small fall in ELSI, rather than why there has not been a significant rise, given the evidence of other indicators; and, second, it seems to be suggesting that changes in expectations about non-basics is just unfortunate noise that means that we cannot take the ELSI changes just as they are to represent what is happening to living standards.  These two issues are in fact readily explainable when the two conceptualisations are kept distinct and it is accepted that ELSI measures changes in consumption relative to desired consumption between the two surveys.  The NZLS-04 struggles to provide a coherent explanation because it tries to give an account of the headline findings about change based on ELSI as a measure of living standards conceptualised in the usual way, when in fact it is not that sort of measure.
This paper suggests that the storyline is a lot simpler.  ELSI is a measure of living standards understood as consumption relative to desired consumption.  It does this job well.  Also, the decile analysis reported in this paper in Figure 10 (p22) shows that (for the full ELSI) when the focus moves from the aggregate to the 10 deciles then, far from expectations running ahead of consumption, for most people consumption and expectations were in step or consumption ran slightly ahead.  For the bottom decile expectations certainly ran well ahead of consumption, which actually decreased. 
Self-ratings

A special section on self-ratings is included in NZLS-04 (pp42-44).  It is directed at addressing a question raised by reviewers about whether the SRs distort the comparisons of ELSI scores between 2000 and 2004 by artificially depressing the 2004 scores because of much higher expectations.  This is a different point than the one that is being made in this paper.  Here the point is that the SRs are such that they are unlikely to ever show much of a change even when consumption rises, as the reference group for the respondent is likely to have had a rise too.  The paper contrasts these SRs with the self-referenced one reported in Figure 4 above, which shows an unequivocal rise in living standards in the period.

In its special SR section (pp42ff), NZLS-04 is essentially mounting an argument that ELSI is internally consistent and coherent.  This paper accepts that, but is raising the more fundamental questions as to (a) whether the SRs could ever be expected to reflect rises in consumption for respondents, and (b) whether the (undoubtedly) internally coherent ELSI instrument has properties that make it unsuitable to be the primary monitor of living standards over time.
Scale asymmetry

The asymmetry of the scale is recognised in the living standards reports, and there is an awareness that more items that cover the middle and top of the spectrum would be preferable for the purposes of discriminating better.   However, the reports nowhere address the issue raised in this paper about how the ‘lack of headroom’ in the top half of the scale compromises ELSI’s performance as a monitoring instrument, as it is the middle and upper ranges where the bulk of the increased consumption occurs.  The reports do not discuss the related matter of the implications of ELSI being ordinal rather than cardinal.
The rationale for the ‘relative’ aspect in the conceptualisation of living standards 

The question arises as to why the conceptualisation of ‘consumption relative to desired consumption’ is used in the research programme.  Why not just use the apparently more straightforward conceptualisation of consumption per se?  

NZLS-04 gives two rationales for the ‘relative to desired consumption’ conceptualisation.  
· The first is that ‘wellbeing studies are mostly relative now’.  The discussion below shows that NZLS-04 confounds two notions of ‘relative’ in making the assertion, and the one referred to in the rationale has little or nothing to do with the ‘relative’ in ‘relative to desired consumption’.
· The second is the claim that the ‘relative to desired consumption’ conceptualisation deals with the preferences vs constraints issue in relation to the non-consumption of items.  It does do this to some degree, but in so doing it creates the core problem for using ELSI in a monitoring role as the desired consumption for non-basics changes over a relatively short period in a time of growth. 
A ‘relative’ framework for wellbeing studies

NZLS-04 notes that “there are some issues of material wellbeing that may best be analysed using measurement procedures that do not have a relative aspect … but that since the pioneering work carried out at the beginning of the twentieth century by Charles Booth …. the frameworks used for studying material wellbeing have increasingly viewed wellbeing in relative terms”, and notes the work of Mack and Lansley as “a prominent instance” of the genre (p47).   

It is hard to imagine that there would be significant disagreement with the general claim about the use of a relative framework for discourse on material wellbeing, especially in rich countries (pace Sen 1983).  The most developed use of the relative concept is in studies of poverty and hardship, where basic needs and what is considered adequate are accepted as being largely socially determined.  As long ago as 1776, Adam Smith observed that “by necessaries I understand not only the commodities which are indispensable for the support of life, but what ever the custom of the country renders it indecent for creditable people, even the lowest orders, to be without”.

However, in relation to the central interest of this paper (the use of ELSI for monitoring living standards over time) the notion of ‘relative’ needs further elaboration on two counts: first, the notion of ‘relative’ is used in two distinct ways; and, second, the most developed application of the notion is for hardship studies, not full-scale living standards indices.
Studies of the Mack and Lansley type use the ‘relative’ idea in two ways: (a) consumption relative to a list of socially perceived necessities, and (b) the individual’s choices about consumption relative to their ‘wants’ from this list, in order to help distinguish outcomes driven by preferences rather than lack of financial resources.  While the list of necessities may need adjusting from time to time as community values and average wealth changes, there is usually very little change in people’s wants in 3-4 years as regards the necessities.  This means that changing expectations is a relatively minor issue in the short-run for studies of the Mack and Lansley type because they deal in basics/necessities.  

When the same double application of ‘relative’ is used for a full-scale instrument like ELSI there is a significant challenge.  Because the Mack and Lansley work deals only with the bottom end, it can use the idea of ‘socially perceived necessities’ as the all-encompassing framework.  Preferences towards these remain reasonably stable in the short-run.  ELSI is full-scale and tries to simply expand the list of items to go beyond basics (necessities) to include non-basics (comforts/luxuries). The introduction of items beyond basics or necessities means that the potential problem of changing expectations is brought in in a significant way, as people in all levels of society come to expect more as the general level of consumption rises (see Figure 7 above).  These changes are then fed through to the ELSI score by means of the ‘relative to wants’ aspect, which is not a great problem when there are only basics, but is when there are non-basics as well. 

NZLS-04 does not make the distinction between the two types of ‘relative’ and treats the matter as relatively unproblematic, simply noting that modern studies use a relative approach.  This is true in the relative (a) sense, but it is relative (b) that is relevant for the ELSI conceptualisation and it is here that the problems lie.   In other words, the Mack and Lansley approach, while very useful at the bottom end
, is not readily and simply scalable for use in an ELSI-type full-spectrum instrument, at least for use in monitoring over time.  

Addressing the preferences vs constraints issue

The second rationale does relate to ‘relative (b)’ but is not framed in that way by the reports.   In NZLS-04 the second explanation for why there is a ‘relative to desired consumption’ aspect in ELSI is that “previous research suggests that specifying ownership and participation items as enforced lacks enhances their discriminating power and helps avoid measurement problems arising from preference differences between people …” (p45f).  This may be the case for lower end items but the implications for applying the approach across the full spectrum are not considered by the living standards reports from the perspective of measurement either at a point in time or over time. 

The 2002 technical report notes that “accounting for different tastes and preferences” is one of the challenges in constructing a broad spectrum measure and points to the enforced lack approach as addressing the issue at the low end of the spectrum (p16).   
The report also notes that “the study attempted to account for tastes and preferences at the higher end of the spectrum by a variety of methods” and refers the reader to text “above” (p16).  The only relevant text is where the report notes the inclusion of self-ratings as a way of increasing scale sensitivity in the upper part of the scale, and of “taking account of differences in tastes and preferences” (p13).  It is not clear however just how the inclusion of self-ratings would help and the text does not elaborate.
In a summary section on ‘accounting for tastes and preferences’, the 2002 technical report notes two ways in which the design of ELSI deals with the issue (p132).  First, it addressed the issue through careful item selection, which among other things sought to ensure that the items were desired equally across subgroups in the sample (pp80ff).  The success of this is shown in Figure 7 where the average ‘wants’ for O and P items is very similar for all deciles. Second, the report notes that “the successful fitting of the [underlying regression] model demonstrated that the item set was not unduly affected by the effects of heterogeneity of preferences” (p132).
These two approaches to dealing with the preferences vs constraints issue become very important in Section B in relation to the experimental FRILS measure which adopts a consumption per se conceptualisation. 
A.11
Sources of explanation for the ‘no change’ finding from outside ELSI itself? 
NZLS-04 acknowledges that “when considered by themselves, the increases in employment and median incomes would be expected to raise living standards” but suggests that rising income inequality, rising household debt and lower precautionary savings “will have produced a patchy pattern of change, with some groups showing rises in living standards and other groups showing falls" (p15).  The report does not go so far as to say that these rises and falls are likely to be of a similar order of magnitude, but the section nevertheless seems to be trying to leave an impression with the reader that these factors could contribute to the explanation for the ‘no change’ finding. 
The report also makes reference to the idea of there being a ‘lag’  before the impact of rising employment and rising incomes is seen in a living standards measure like ELSI (p160).
From the perspective that this paper takes – viz ELSI is a very good measure of living standards understood as consumption relative to desired consumption, but it does not give valid comparisons of living standards understood in the more usual consumption per se sense – there is no need to look outside the ELSI for an explanation for the ‘no change’ finding.  However, because the NZLS-04 does not settle on one clear conceptualisation in its discourse, it seeks to explain what it doesn’t need to explain and in so doing finds itself in awkward places, unnecessarily. 
Rising income inequality

Income inequality increased a little in the period on an 80/20 measure.

NZLS-04 observes that an increase in inequality “can be expected to be reflected in a rise in the proportion of the population with good living standards and/or the proportion in hardship” (p14).  This is of course indisputable, as it covers all the possible options.  For increasing income inequality to be likely to lead to a ‘no change’ result for the top 70% to 80%, the incomes of the top three to four quintiles would have to remain unchanged and the bottom quintile fall (all else being equal).  The evidence is that the opposite happened, as NZLS-04 itself notes.  The top four quintiles had a definite increase in real terms and the bottom quintile remained flat.  This suggests that ELSI scores should rise for the top 70% to 80% of the population, not stay flat.  
The income inequality argument does not assist in explaining the ‘no-change’ finding – ​ on the contrary, it points to an expected rise for the top three-quarters of the living standards distribution. 
Increased household debt and reduced savings

The second potential dampener of living standards to which NZLS-04 points is increasing household debt and reduced savings (p15).  The report uses Reserve Bank figures which show that in the 2000 - 2004 period household debt as a percentage of household disposable income rose from 104% to 133%, and rates of savings reduced. The report suggests that “higher debt levels and reduced precautionary savings indicate that compared with 2000, many families had a diminished ability to insulate themselves from personal or societal events that may adversely affect their living standards” (p15).  
These claims are not well-founded.

First, there are two approaches to measuring savings.  It can be measured by ‘flows’ or by the change in the ‘stock’ of accumulated net wealth.  NZLS-04 uses only the flow information from Goh (2005), which it correctly notes as falling (in fact it is increasingly negative, meaning that consumption expenditure is increasingly running ahead of current income).  What NZLS-04 does not mention is that the stock measure increased strongly in the period.  Even the trend in the flow measure on its own does not support the report’s suggestion that many families had a diminished ability to cope with adverse events.  The stock measure explicitly contradicts it. 

Second, 80% of household debt is for mortgages and much of the increase in debt would have been used to fund investment in new housing.  Far from the increasing household debt being a restriction on spending, there is good evidence to suggest that, at least from mid-2003, households were accessing the increased equity in their primary properties for general consumption purposes as well as for new investment in other properties and in small businesses. (See Goh 2005:16f).

The suggestion that increased indebtedness can lead to lower ELSI scores may have some validity in relation to loan shark, hire purchase and credit card debt for those with limited assets and for some who have overstretched themselves on the mortgage, but in general the arguments proposed in the 2006 report on this issue do not appear to be well-founded.  
It should also be noted that the same Reserve Bank data table to which n25 on p15 refers shows that from 2000 to 2004 debt servicing increased only marginally, from around 9% to 10% of disposable household income.  There is no evidence from the Reserve Bank data that higher debt levels are leading to significantly higher debt servicing pressures overall.

Lag before rising incomes show through in living standards (ELSI scores)
A lag effects argument could perhaps have some limited credibility if the research programme’s conceptual framework drew on aspects of standard economic theory for consumption behaviour (such as the permanent income hypothesis), and used that to develop an account of why rising incomes may not lead to rising living standards in the short-run.  The report does not draw on that intellectual tradition, so that avenue for explanation is not available.  However, the main obstacle that any lag argument comes up against is that in the 2000 - 2004 period there was considerable consumption growth in real terms.  If this period did not lead to higher ELSI scores, what period would?

A.12
Tracking living standards over time: is clarifying the underlying conceptualisation enough? 
A key theme of the paper is that to properly interpret the ELSI measure’s performance over time and at a point in time, and to be able to assess its value and limitations, it is essential to understand what it is that ELSI is actually measuring.  
The paper has shown that the underlying concept of living standards reflected in the ELSI is more like ‘consumption relative to desired consumption’, rather than ‘consumption per se’ which is the usual concept and is the one that is attributed to ELSI in several key parts of the living standards reports.  The claim in NZLS-04 that ELSI provides valid comparisons of living standards across time has been shown to make sense when living standards is understood in this relative way.   The paper proposes, however, that what is needed from a policy perspective and from the perspective of the usual way of understanding living standards is a measure more strongly dependent on items reflecting consumption per se.  The next section reports on an alternative experimental full-scale measure (FRILS) that seeks to do this.
The major focus of the analysis has so far been on understanding changes in mean ELSI scores from 2000 to 2004 for the population as a whole or for various parts of the ELSI distribution.  The ‘no change’ finding is what first sparked this enquiry.  The discussion about clarification of the underlying conceptualisation has been set in this context.

There is however a fundamental question as to what meaning can be attributed to the size of differences in mean scores, given that ELSI is primarily an ordinal measure, rather than a cardinal one.   ELSI ranks individuals at a point in time from high to low material living standards, on the basis of its conceptualisation of living standards, but an ELSI score of, say, 40, does not represent material wellbeing of double that of a person with a score of 20.  Similarly, someone with a score of 22 (two points higher than 20) cannot be said to be better off by the same amount as is someone with a score of 42 compared with someone on 40.   ELSI is not a cardinal measure of living standards, however conceptualised, as there is no common unit of measurement.  The interpretation of the size of differences in mean scores can therefore be seen as problematic in most circumstances.  Interpretation of changes in the mean for the population as a whole is especially difficult.
   On the other hand, it is reasonable to make comparisons from one survey to the next of those with scores below a selected threshold, on the grounds that the threshold represents a certain standard of living – even though its relationship to that represented by a score of double the threshold is not able to be quantified.
 
This suggests that the primary indicators of change between surveys should be:
· the comparison of proportions of the population and of subgroups who fall below selected ELSI scores in both surveys
· the comparison of the proportions of subgroups in selected parts of the distribution, based on their rankings only and not their actual scores (eg comparisons of proportions in the bottom quintile in each survey).
Comparisons of proportions below selected thresholds are reported in NZLS-04 for ELSI and in Section B of this paper for FRILS for 2000 and 2004.

Comparisons based on rankings only are not reported in NZLS-04.  There are two common ways of implementing this approach.  They are analytically equivalent, even though the mode of reporting differs.  The first way is to compare the proportions of various subgroups in the bottom quintile (or other part of the distribution) from survey to survey.  Changes here reflect changes in the relative positions of individuals in the subgroups in the overall distribution.  Another way is to compare risk ratios for being in the lowest quintile (or other part of the distribution) in respective surveys.   The risk ratio compares the share of a subgroup who are in the lowest quintile (or other part of the distribution) with their share in the population as a whole.   The risk ratio is simply a convenient tool for communicating the under- and over-representation of subgroups in the selected portion of the distribution.

Table 4 illustrates the ‘proportion in the bottom quintile’ option.   With only two points on the graph, it would be premature to identify trends for the bottom quintile.  There is very little change.  
Table 4
Proportion of different age groups in the bottom ELSI quintile:
2000 and 2004 (%)
	
	2000
	2004

	0-17
	32
	33

	18-24
	16
	18

	25-44
	21
	20

	45-64
	15
	14

	65+
	5
	7

	TOTAL
	20
	20


Table 5 illustrates the risk ratio option, showing the same relativities as in Table 4.
Table 5
Bottom quintile risk ratios by age group:
2000 and 2004 (%)
	
	2000
	2004

	
	quintile share
	popln share
	risk ratio
	quintile share
	popln share
	risk ratio

	0-17
	41.1
	26.2
	1.57
	43.1
	26.3
	1.64

	18-24
	8.3
	10.9
	0.76
	8.9
	10.0
	0.89

	25-44
	32.4
	31.4
	1.03
	28.6
	28.7
	1.00

	45-64
	15.3
	20.2
	0.76
	15.6
	23.1
	0.68

	65+
	2.9
	11.3
	0.26
	3.9
	12.0
	0.33


The following section reports on FRILS, an experimental alternative to ELSI.  It too is essentially ordinal, not cardinal, so the same critique will apply to it as to ELSI as regards the comparison of means.  This issue is returned to in Section C.
Section B
FRILS, a fixed reference alternative to ELSI: construction, validation and comparison with ELSI
The conceptual and empirical analysis in Section A provides strong support for a central claim of this paper, which is that the ‘no change’ finding is consistent with what the ELSI instrument actually reflects – material wellbeing understood as consumption relative to desired consumption.  The claim in NZLS-04 that ELSI provides valid comparisons of living standards across time is shown to be well-founded when living standards is understood in this relative way.  However the paper proposes that what is needed from a policy perspective and from the perspective of the usual way of understanding living standards is a measure more strongly dependent on items reflecting consumption per se.

To illustrate the direction in which the development of such an instrument might go, the paper reports on the construction and validation of an experimental fixed reference index of living standards (FRILS) and compares its properties and performance with those of ELSI.
B.1
FRILS: conceptualisation, component items and scoring regime
The index is called a ‘fixed reference’ index because the representative list of basics and non-basics is taken as a fixed reference in contrast to the situation with ELSI, for which there is no fixed reference as the reference list varies from respondent to respondent depending on preferences and ‘desired consumption’.  The FRILS reference set would need to be upgraded after some years because of the changes in societal expectations, but this is a different sort of relativity than the one relating to desired consumption (recall the discussion on relative (a) and relative (b) on pp29ff above).
FRILS differs from ELSI in four key ways:

· The core conceptualisation is consumption per se rather than consumption relative to desired consumption.
· It drops the self-ratings, as they do not fit the underlying conceptualisation. The price paid for this is increased compression in the upper third or so of the living standards range.
· It scores economising ‘a lot’ as ‘0’ (= don’t have), and ‘a little’ and ‘not at all’ as a ‘1’ (= ‘have’), rather then using the ELSI’s 0, 1 and 2 scoring.  This means that FRILS is not affected by any subtle changes that occur in the meaning of ‘a little’.  This gain is traded off against the potential loss of discrimination that the ‘not at all / a little’ distinction is intended to facilitate.

· To deal with the constraints vs preferences issue for the non-consumption of an item, the FRILS approach relies on careful item selection and the factor analysis on the latent variable.  In addition to careful item selection and the underlying tests for unidimensionality, ELSI also uses the ‘enforced lack’ conceptualisation to seek to address the issue of whether it is preferences or constraints that explain the non-consumption of an item.  The price that is paid for this is that it introduces the relative element into the conceptualisation which is a main source of the ‘no change’ finding in the NZLS-04.
Figure 13 shows how the different conceptualisation underlying FRILS is reflected in a different scoring regime for the O and P items.  For FRILS the only way to score a ‘1’ is by having the item. For ELSI, a ‘1’ is scored when there is no enforced lack, whether or not the respondent actually has the item or not.  This means that in contrast to ELSI, the scoring of items in FRILS is not affected simply by changing wants or expectations from one survey to the next.
Figure 13
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


Figure 14 compares the changes in ELSI and FRILS scoring for a person whose preferences and circumstances change from one survey to the next such that their consumption of non-basics increases but all else remains the same.  In the illustration there are 25 items on the overall list, 10 basics and 15 non-basics.  In both years the person ‘wants’ all 10 basics and has 9 of them.  Desired consumption of non-basics rises by 2 points, as does actual non-basic consumption.  The person’s ELSI score remains the same because there are the same number of enforced lacks in both years, whereas a FRILS-type score goes up by 2 points.
Figure 14

FRILS and ELSI compared: 

an illustration of the essential difference between the two measures
	
	2000
	2004
	

	
	Basics
	Non-basics
	Basics
	Non-basics
	

	full list
	10
	15
	10
	15
	

	
	25
	25
	

	desired consumption
	10
	8
	10
	10
	

	
	18
	20
	

	actual consumption
	9
	5
	9
	7
	

	
	14
	16
	 (  key line for FRILS

	# of enforced lacks
	4
	4
	 (  key line for ELSI


Figure 15 lists the items used in FRILS – 27 of the 41 ELSI items:

· all but one of the O items, dropping mains electricity, and leaving 13 items
· 5 of the 7  P items

· 9 of the 16 E items.
The items were chosen with three principles in mind: 
· as the FRILS is explicitly normative, addressing the issues of preferences vs constraints is all the more important – items were rejected if it was thought that they would lack wide support in the community as either a consumption item or a desired consumption item (eg ‘haircuts each three months’ was set aside on this principle)
· ensuring some coverage of the middle to upper ranges especially as the self-ratings are not used (this relies heavily on the ‘not at all’ response to the economising items, together with the removal of some low end economising items)
· the internal coherence of items used for FRILS rides on the coat-tails of the ELSI regressions on the latent variable (this would need to be repeated for a further-developed FRILS to assess its statistical strength).
Figure 15
FRILS items
	Ownership
	Participation
	Economising

	ELSI items used for FRILS

	· 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
[13] 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
· less time on hobbies

[9] x 2

	ELSI items not used for FRILS

	· mains electricity
	· 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

· cut back on visits to family/friends

· not gone to funeral


Ideally, a fully developed FRILS approach would have more items that discriminate in the middle and upper parts of the scale, and a wider range of types of consumption items than is the case for the current ELSI list.  For the obvious pragmatic reasons, the experimental FRILS uses only a subset of ELSI items.  

The P and E scores are doubled and added to the O score, giving a possible range of 0-41.  To get the actual FRILS score, the long bottom tail is trimmed by deducting 11 and re-assigning to ‘0’ any resulting score that is negative.  The FRILS scale therefore runs from 0 to 30.  ELSI starts with a range of 0-82, then deducts 22 and re-assigns to ‘0’ any negative score, thus giving a 0-60 scale.  FRILS 0-30 scores are doubled in the analysis and comparisons that follow to allow a more straightforward comparison with the ELSI 0-60 scores. 

B.2
Comparing the performance of ELSI and FRILS over time
The point of departure for this paper was the headline finding reported in NZLS-04 that there was ‘no change’ in the ELSI scores for the bulk of the population from 2000 to 2004, a time of growth for real incomes and consumption indicators.  This sub-section compares the respective performances of ELSI and FRILS from an over-time perspective.
Figure 16 shows how the ELSI approach reports that the top 75% of the population experienced no change in living standards, and the bottom quarter had lower living standards in 2004 than in 2000.  On the other hand, Figure 17 shows how the FRILS approach reports that the top 75%–80% of the population experienced a rise in living standards and the bottom 20% a fall, but a somewhat lesser fall on average than the ELSI approach reports.  

Figure 16
Cumulative frequency for ELSI
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Figure 17
Cumulative frequency for FRILS
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Both approaches point to increasing inequality from 2000 to 2004, but on the FRILS approach this arises in the main from a rising living standards for the bulk of the population, together with a small contribution from the small fall at the bottom.  The increasing inequality on the ELSI approach arises solely from the fall in living standards at the bottom.  Household incomes rose in the period for the top 60%–70% of the income distribution and remained static for the lower 20%–30%.  The FRILS-based findings accord well with this also.
While the direction of the change in mean scores and the increase for the upper three quartiles provide good preliminary support for the validity of FRILS as an over-time measure of material wellbeing, there remains a real question over the interpretation of the size of the change.  FRILS, like ELSI, is an ordinal scale, ranking individuals by their material wellbeing as conceptualised by the respective measures. There is, however, no common unit of measurement and a difference of one point means something quite different at different parts of the spectrum.  This issue is discussed further in Section C.
Figures 18 & 19 and Tables 5 & 6  use decile means to compare the performance of FRILS and ELSI over time.  The same picture emerges as in Figures 15 and 16 above.  Overall, the FRILS mean rose by around 1 point (on a 0-60 scale) and ELSI fell by a similar amount. The fall in mean score for the bottom two deciles was around 3.6 for ELSI and 1.8 for FRILS.  



Figure 18
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Table 5
FRILS decile means 

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	overall

	2000
	13.0
	25.4
	31.8
	36.0
	40.0
	43.2
	46.4
	49.2
	52.6
	57.2
	39.6

	2004
	10.2
	24.6
	32.8
	38.2
	41.8
	45.2
	48.4
	51.6
	55.0
	58.8
	40.6

	change
	-2.8
	-0.8
	1.0
	1.8
	1.8
	2.0
	2.0
	2.4
	2.4
	1.6
	1.0


Figure 19
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Table 6
ELSI decile means 

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	overall

	2000
	14.2
	26.3
	32.3
	37.5
	41.3
	44.7
	47.4
	49.9
	52.6
	56.6
	40.6

	2004
	9.9
	23.5
	31.8
	37.2
	41.6
	44.8
	47.6
	50.1
	52.9
	57.2
	39.7

	change
	-4.3
	-2.8
	-0.5
	-0.3
	0.3
	0.1
	0.2
	0.2
	0.3
	0.6
	-0.9


B.3
Validation of FRILS

Validity has to do with the degree to which the index measures what it is meant to be measuring.  The validity of a measure can be assessed in a range of ways.   From an over-time perspective ELSI and FRILS have both already been shown to perform in a way that is consistent with their respective conceptual underpinnings.  That is one form of validation.  
This section assesses the validity of FRILS as a point-in-time measure, and in the process comparisons are made with ELSI in the same validation tests.  FRILS performs well in its own right and also against ELSI.

Construct or face validity

The index reflects selected key outcomes in contemporary New Zealand society.  It is clearly about consumption per se rather than consumption relative to desired consumption.  The analysis above and that which follows shows that both ELSI and FRILS perform relative to each other in accord with their respective conceptualisations.  This supports the claim of construct validity.
Statistical validity
· FRILS at present rides on the coat-tails of the ELSI regressions on the latent variable and on ELSI’s general internal coherence – this would need to be repeated for a further-developed FRILS to assess its statistical strength.  
· The correlation between ELSI and FRILS is 0.87 with the bulk of the difference likely to occur in the upper parts of the range where FRILS is more compressed than ELSI.
Concurrent validity
Another way to explore index validity is to examine the associations between the scale score and a series of alternative measures of wellbeing which, in the case of FRILS, are not already a part of the index.  The graphs below show that FRILS performs very well, showing the expected positive and negative gradients when plotted against selected indicators.   Compared with ELSI’s performance against the same indicators (some of which are a part of ELSI), FRILS performs very encouragingly. 
The strong similarity of gradients for the self-rating items across the deciles for the two indices is worthy of special note, given that FRILS, unlike ELSI, does not use the self-ratings as part of the index.

In several places the graphs show how FRILS is more compressed and not as sensitive as ELSI in the upper middle and upper ranges.  This is a consequence of the dropping of the self-ratings in constructing FRILS.  The surprising aspect is how well the FRILS performs in the upper deciles, despite its handicap.
A significant finding from the following analysis is the strong support it gives for the ability of ELSI and FRILS to rank the population in a credible way, at least when clumped into deciles.
  In the case of FRILS, there are cases in which clumping into quintiles would be profitable to ensure monotonicity.
Positive association:
· EFU equivalised disposable income, after deducting housing costs

· self-rated material standard of living index

· self-rated high or very high material standard of living
· cut back on local trips because of cost - ‘not at all’ (this item is in FRILS, no others are).
Figure 20

Equivalised disposable EFU income, after deducting housing costs, 2004
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Figure 21
Self-rated material standard of living (index)
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Figure 22

Self-rated material standard of living (high or very high)
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Figure 23
Cut back on local trips –‘ not at all’
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Negative association:

· missed utility payments in the last year because of costs ‘a lot’


· borrowed from family or friends for everyday living costs ‘a lot’
· self-rated material standard of living low or very low
· want to improve quality of clothes - ‘a lot’
· want to improve quality of holidays - ‘a lot’
Figure 24
Missed utility payments in the last year ‘a lot’ because of costs
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Figure 25
Borrowed from family or friends for everyday living costs ‘a lot’
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Figure 26
Self-rated material standard of living (low or very low)
[image: image21.emf]0%

20%

40%

60%

80%

1 2 3 4 5 6 7 8 9 10

Index decile

Low or fairly low standard of living

ELSI FRILS


Figure 27
Want  to improve quality of clothes – ‘a lot’
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Figure 28
Want to improve quality of holidays – ‘a lot’
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Discussion

If these associations are all so good, the question arises as to why the items are not included in FRILS itself to improve precision and to decompress the middle to upper ranges.  There are several considerations:
· income is not part of the non-monetary indicator framework, by definition
· the ELSI development work found that although the financial difficulties items worked well for older New Zealanders, they did not work well enough across all population groups to include them in the index itself
· self-rated standard of living items are inconsistent with consumption per se conceptualisation for across time analysis as they do not necessarily show an increase as consumption rises

· the need to upgrade or improve items seeks to capture a ‘quality’ dimension in the items and will be considered in any further development of the FRILS instrument.
The material wellbeing of those in the bottom income decile

Another means of assessing the validity of the FRILS is to examine the index means across equivalised income deciles.  This reverses the axes compared with Figure 20.  
From analysis of the Household Economic Survey (HES) data on the incomes and expenditures of households, we know that for income deciles 2 to 10, the higher the income, the higher the expenditure.  This points to a positive association with both ELSI and FRILS for these deciles.  However for decile 1, unlike any other income decile, we know that expenditure is considerably higher than reported income, and is more like the expenditure reported in deciles 3 and 4.
  This suggests that index scores should be considerably higher for decile 1 than for deciles 2 and 3.  
Figure 28 shows that on this test both FRILS and ELSI clearly behave as they should as measures of consumption-based material wellbeing in a cross-sectional context.  The finding that those in decile 1 are in a relatively good position on average, compared with deciles 2 and 3, provides very clear evidence of the value of the non-monetary indicator approach, even with the limitations that both ELSI and FRILS have.
Figure 28
Index score by EFU disposable income decile
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B.4
Comparison of ELSI and FRILS at a point in time (using the 2004 survey)

For point-in-time analysis (using the 2004 survey), FRILS generally produces subgroup relativities that are very close to those produced by ELSI.  The most significant difference is in the assessment of the living standards of older New Zealanders:  both ELSI and FRILS rank those aged 65 and over as above average, but on FRILS they are not as far above the average. 

To illustrate the similarities and differences between the two measures, the empirical analysis in this section uses a range of approaches for comparing the ELSI and FRILS assessments of the relative position of various subgroups (by age, family type, source of income):

· subgroup means
· hardship rates

· compositions at the lower and upper ends of the respective distributions. 
To simplify comparisons of means for ELSI and FRILS, the FRILS scores are doubled, in effect making FRILS a 0–60 scale too.

All the tables and graphs which follow are based on individuals.  This means, for example, that when analysis is by family type it is the total number of individuals in the various families that is used, not the number of families.

Subgroup means

Figures 29 & 30 compare how far each subgroup is from the overall mean for each index.
   FRILS generally shows the same point-in-time subgroup relativities as ELSI.  
The exception is the assessment of the relative material wellbeing of the 65+ group.  Both indices still assess older New Zealanders as reasonably well off on average, but the assessment is less favourable on FRILS compared with that using ELSI, especially for the 65+ living on their own.  Section A.5 showed that actual consumption and desired consumption are on average much closer for the 65+ than for the rest of the population.  This means that compared with FRILS, ELSI elevates the assessment of the material wellbeing of the 65+ relative to the rest of the population, as the 65+ score more on ELSI than the rest with the don’t-have-don’t-want option (see Figure 6).
 
The reverse holds for beneficiaries with dependent children as they have a larger than average gap between desired and actual consumption.
Figure 29
Difference from respective index means by age group, 2004
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Figure 30
Difference from respective index means by family type, 2004
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Hardship comparisons

The ELSI research identifies a hardship zone (ELSI levels 1-3) that had 23.6% of the population below it in 2000, and 24.0% in 2004.  In the FRILS approach, 22.5% of the population scored less than 34 in 2000 and this gives the closest correspondence to the ELSI percentage at that time.  In 2004, the proportion with FRILS scores less than 34 was still around the same at 22.3%. 
For those in hardship (levels 1-3), the ELSI mean declined from 21.8 to 18.9 in 2004.  The FRILS mean for those in hardship also fell, but less severely, from 24.6 to 22.4.

Like ELSI, FRILS points to the greater depth of hardship for the 2004 beneficiaries with dependent children compared with their 2000 counterparts, although the fall in mean scores using FRILS was not as severe, 22.0 to 19.4, compared with 19.2 to 15.2 for ELSI.

Table 7 shows that the two measures produce very similar analyses of the composition of those in the lower 15% of the distribution in 2004 (ELSI levels 1 and 2, ‘severe and significant hardship’).
  
Table 7
ELSI and FRILS compared: 

population in ‘severe or significant hardship’ (ELSI levels 1 and 2) in 2004

	
	Hardship rates (%)
	Composition (%)

	
	ELSI
	FRILS
	ELSI
	FRILS

	Age group
	
	
	
	

	0-17
	26
	24
	46
	44

	18-24
	9
	15
	6
	8

	25-44
	15
	14
	28
	27

	45-64
	10
	11
	16
	16

	65+
	4
	6
	3
	5

	total
	15
	15
	100
	100

	EFU type
	
	
	
	

	sole parent
	44
	40
	34
	30

	two parent
	16
	15
	41
	38

	single <65
	11
	15
	16
	21

	couple <65
	5
	5
	6
	6

	single 65+
	5
	8
	2
	3

	couple 65+
	2
	4
	1
	2

	total
	15
	15
	100
	100

	Income source and presence of children
	
	

	ben with dep
	61
	53
	39
	35

	ben no dep
	24
	28
	10
	12

	working with dep
	13
	13
	36
	34

	working no dep
	5
	7
	12
	16

	NZS
	4
	6
	3
	4

	total
	15
	15
	100
	100


The two main differences are those already noted: using FRILS, the 65+ are assessed as less well-off than when using ELSI, and beneficiaries with dependent children (and hence those in sole parent families) a little better-off.  This difference reflects the fact that for older New Zealanders, the gap between desired and actual consumption is less than average, and for beneficiaries it is above average.  ELSI takes this gap into account; FRILS does not (cf Figure 6.)  Nevertheless, the overall patterns are very similar on both measures. 
Comparison of those assessed with higher living standards (ELSI levels 6–7)

The ELSI research identifies just over a third of the population as being in the top two ELSI levels (having ‘good’ or ‘very good’ living standards, levels 6 and 7).

Table 8 shows that ELSI and FRILS produce reasonably similar analyses of the composition of those with ‘good’ or ‘very good’ living standards in 2004, with the expected fall in the number of older New Zealanders assessed as in this category when using the FRILS measure.   Given that FRILS drops the SR items, which are used in ELSI to assist with decompressing the top end,  the compositional analysis for the top third is closer than might have been expected.
Table 8
ELSI and FRILS compared: 

% composition of population having ‘good’ and ‘very good’ living standards 2004

	
	ELSI
	FRILS

	Age group
	
	

	0-17
	17
	22

	18-24
	7
	9

	25-44
	25
	29

	45-64
	32
	31

	65+
	18
	10

	total
	100
	100

	EFU type
	
	

	sole parent
	3
	4

	two parent
	32
	41

	single <65
	18
	17

	couple <65
	29
	29

	single 65+
	8
	3

	couple 65+
	11
	7

	total
	100
	100

	Income source and presence of children

	ben with dep
	1
	1

	ben no dep
	2
	2

	working with dep
	34
	43

	working no dep
	43
	42

	NZS
	20
	11

	total
	100
	100


B.5
Changes in hardship from 2000 to 2004:  ELSI and FRILS compared
Table 8 above compared the ‘hardship’ zones in 2004 using ELSI and FRILS.  In effect this was a comparison of the bottom 15% of each distribution (the proportion in ELSI levels 1-2).   
Table 9 looks at changes over time, using the calibration for ELSI levels 1-2 in 2000 as the reference base.  Those in ELSI levels 1-2 have scores of less than 24 (11.3% in 2000).   The closest match in 2000 using the FRILS index is for those with scores under 26 (11.5%).  
Table 9
ELSI and FRILS compared: 

% population in ‘severe or significant hardship’ (ELSI levels 1 and 2), 2000 and 2004
	
	ELSI
	FRILS

	
	2000
	2004
	2000
	2004

	Age group
	
	
	
	

	0-17
	18
	26
	17
	21

	18-24
	8
	9
	9
	11

	25-44
	12
	15
	12
	12

	45-64
	8
	10
	9
	9

	65+
	2
	4
	4
	5

	total
	11
	15
	12
	13

	EFU type
	
	
	
	

	sole parent
	32
	44
	31
	37

	two parent
	13
	16
	12
	13

	single <65
	9
	11
	11
	13

	couple <65
	6
	5
	6
	4

	single 65+
	3
	5
	5
	6

	couple 65+
	1
	2
	4
	3

	total
	11
	15
	12
	13

	Income source and presence of children
	
	

	ben with dep
	42
	61
	36
	49

	ben no dep
	23
	24
	22
	22

	working with dep
	10
	13
	11
	11

	working no dep
	4
	6
	6
	6

	NZS
	2
	4
	4
	4

	total
	11.3
	14.7
	11.5
	12.9


There are two main findings from the comparisons in Table 9.  

· Both ELSI and FRILS show a higher proportion of the population in hardship (defined as above) in 2004 compared with 2000. 
· The main difference between the results using ELSI and those using FRILS is that the changes are smaller when using FRILS.   Hardship rates for children are assessed as rising from 17% to 21% using FRILS, rather than 18% to 26% using ELSI.  The rise in hardship rates reported for beneficiary families with dependent children is 36% to 49% on FRILS, rather than the 42% to 61% on ELSI.  This is because ELSI reflects the increasing gap between actual and desired consumption as well as any drop in consumption itself (cf Figures 9 and 10 above), whereas FRILS reflects only the drop in consumption itself.
B.6
Comparing the high-level stories based on NZLS-04 and this report
The NZLS-04 and the alternative analysis of the living standards data in this paper lead to two quite different high-level summary story-lines about the changes in material wellbeing for the population in the 2000 to 2004 period, and about what was behind the intensification of hardship at the lower end.  For completeness, the table below includes the findings from Appendix 1 that the intensification of hardship appears to have been driven just as strongly by the fall in scores for working families with children as by the fall in scores for beneficiary families with children.
	Storyline based around the findings in the NZLS-04 report
	Storyline based around the alternative findings and perspectives in this paper

	· Living standards is conceptualised as consumption relative to desired consumption.
· On average, desired consumption rose a little more than actual consumption from 00 to 04.
· Therefore, living standards overall declined slightly from 2000 to 2004.
· The bulk of the population (top 75%) reported no change in living standards in 2004. 
· The overall decline was driven by a fall in living standards for those in the bottom quarter of the population in 2004 compared with their counterparts in 2000.

· The intensification of hardship for those in the hardship levels (the bottom quarter of the population) was driven primarily by the lower living standards for the 2004 group of beneficiaries with children compared with those in 2000.

· Overall, expectations about consumption have run slightly ahead of the rise in consumption that occurred. The change in expectations is broadly similar across subgroups and this will have had a relatively uniform effect in slightly lowering the ELSI scores in 2004.
· In relation to the circumstances of beneficiaries with dependent children, highlighted by the NZLS-04 report, the Working for Families package will assist these families through the net gains from FS/IWTC increases less the removal of the child component … and through the financial incentive from the IWP for those able to get suitable employment.
	· Living standards is conceptualised as consumption per se.
· Consumption rose a little from 2000 to 2004.
· Therefore, living standards overall rose slightly from 2000 to 2004.
· The bulk of the population (top 75%) reported higher living standards in 2004.
· Those in the bottom quarter of the population in 2004 had lower living standards than their counterparts in 2000, but this fall did not outweigh the rise for the top 75%.

· The intensification of hardship for those in the hardship levels (the bottom quarter of the population) was driven by both:

· the lower living standards for the 2004 group of beneficiaries with children in hardship compared with those in 2000,  and

· a similar decline for those in ‘working families’ in hardship.

· Overall, expectations about consumption have run slightly ahead of the rise in consumption that occurred.  The change in expectations is much larger for the bottom decile than for any other decile, and the 2004 group had lower consumption than their 2000 counterparts.   The FRILS measure reflects only the fall in consumption. ELSI reflects the rise in expectations as well, thus increasing the size of the reported fall in ‘living standards’ for this lower group.

· In relation to the circumstances of both beneficiary families and working families in hardship, the Working for Families package will assist both groups: the beneficiaries with dependent children as per the cell on the left, and the working poor with dependent children through the Family Support/Family Tax Credit increases and through the In-Work Tax Credit.



Section C
Remaining challenges and options for moving forward
The paper has shown that to properly interpret the ELSI measure’s trends over time and relativities at a point in time, and to be able to assess its value and limitations, it is essential to understand what it is that ELSI is actually measuring.  The underlying concept of living standards reflected in the ELSI is ‘consumption relative to desired consumption’, rather than ‘consumption per se’ which is the usual concept and is the one that is attributed to ELSI in several key parts of the living standards reports.   Although the latter claims can be confusing for the reader and need attention in future reports, the substance of the issue is to do with the appropriateness of the ELSI’s ‘relative’ conceptualisation for policy usage, especially for tracking changes over time.  

When the performance and properties of the ELSI and the FRILS indicators are compared, the implications for measurement of using the two different conceptualisations become very clear.  ELSI is a coherent and statistically sound measure of living standards understood as consumption relative to desired consumption. It performs very well for ranking people at a point in time and also for tracking living standards over time, with living standards conceptualised in this way.  FRILS measures living standards understood more in terms of consumption per se, and the paper has shown that it has many encouraging properties and performs relative to ELSI in exactly the way it should given the different conceptualisation. The paper also proposes that for policy purposes and for ease of communication, a FRILS-type conceptualisation is the preferred approach for the primary measure.    

This suggests that the ELSI prototype could be developed in a FRILS-type direction or that both a revised ELSI and a FRILS-type measure could be used, with the different conceptualisations transparently laid out in any reports.  These and other options are discussed later in the section.  While there are some very encouraging signs in this paper’s analysis, there are nevertheless some remaining challenges for the further development of a full-scale instrument, whether of an ELSI or FRILS type.  These are outlined below.

C.1
Remaining challenges
Scale compression

The compression of the scales in the middle to upper ranges is an issue for both ELSI and FRILS, but more so for FRILS because it dropped the self-ratings, which assist with decompression.

The need for more ownership, participation and economising items (and perhaps items assessing ‘quality’) to impact on the middle to upper ranges is of importance for point-in-time usages, but is particularly important for over-time use of the scales as it is the better-off who are likely to increase their actual consumption by the greatest amounts.  If these increases are not adequately picked up between surveys the captured rise in consumption is dampened.
Ordinality and the interpretation of differences in means at a point in time and changes in means over time
ELSI and FRILS are both essentially ordinal measures, not cardinal.  They (successfully) rank individuals at a point in time from high to low material living standards, using their respective conceptualisations of living standards.  However neither scale has units or a common metric.  A score of 40 does not represent material wellbeing of double that of a person with a score of 20.  Similarly, someone with a score of 22 (two points higher than 20) cannot be said to be better off by the same amount as is someone with a score of 42 compared with someone on 40.

For point-in-time analysis this has implications for interpreting differences in subgroup means.  For over-time comparisons, the fact that the instruments are ‘only’ ordinal leads to challenges in interpreting changes in means from one survey to the next.  In addition,  because of the asymmetry of the scales (compression for the upper half of the scales) neither ELSI nor FRILS can properly capture the relative size of the rise in consumption in this part of the spectrum, which is where the bulk of consumption growth has occurred in New Zealand since the mid 1990s.  

The respective one point changes in ELSI and FRILS from 2000 to 2004 illustrate this point.  The one point fall in ELSI was almost entirely the result of a fall in scores in the lower quartile.  There was no change for the upper three quartiles.  In contrast, the FRILS rise of one point was driven in the main by rises in the upper three quartiles, offset by a small fall for the bottom quartile.  The directions of the respective changes are clear and are consistent with the underlying conceptualisations, but it is difficult to see how the sizes of the respective changes can be compared because they are essentially ranking instruments.
It is important though not to overstate the challenges arising from the ordinality issue.  For example, over-time comparisons of the proportions under a given score are not threatened by the ordinality issue as they are based on the defensible assumption that a given score represents comparable living standards in each survey, even though a score of twice the size cannot be taken to represent double the living standards.  The ordinality property can be used to advantage by comparing subgroup proportions in the bottom decile or other part of the distribution.  Changes here reflect changes in the ranking of individuals.
Dimensionality
One of the objectives of the research that developed the ELSI was that it be uni-dimensional, with the methodology bringing together various types of information which are reflections of a common underlying construct. The scale is characterised as “powerfully synoptic, with a large amount of information conveyed in a single score” (Tech:135). 

There are many strengths to such an approach, but there are dimensions of material wellbeing that are of policy relevance that do get excluded.  Housing quality and the degree of difficulty in meeting payments for basic items such as utilities and rent/mortgage, for example, are not included.  This is not an argument against the unidimensional approach.  Rather it points to the value of a suite of indices to enable a more textured story to be told.  This is likely to be much easier to implement using lower end or deprivation indices, as has been done elsewhere.
Addressing the preferences vs financial constraints issue

The need to address the preferences vs financial constraints issue for explaining non-consumption of an item goes to the heart of the conceptualisation issue that has been the focus of this paper.   If the preferences of the respondents for the basics and the non-basics are taken into account (as in ELSI), the resulting conceptualisation for full-scale usage is that of living standards as consumption relative to desired consumption.  This is not the common usage and understanding of living standards.  On the other hand if the explicitly normative route is chosen to avoid the conceptualisation issue (as FRILS does), the index is open to criticism on face validity grounds –  for example, what if someone just does not want to go on a holiday overseas or have friends over for a meal?

The response in this paper is that there are two significant strategies that can be used to ease the concerns for a FRILS-type approach.  First, careful item selection to ensure that items were desired equally across subgroups (cf Figure 7).  Second, as for ELSI, “the successful fitting of the [underlying regression] model demonstrated that the item set was not unduly affected by the effects of heterogeneity of preferences” (Tech:132).

ELSI extends the ‘enforced lack’ approach across the spectrum of items.  In the hardship literature on non-monetary indicators, there is now a debate as to whether the Mack and Lansley response to the critique of Townsend’s normative approach is actually necessary or even justified.  The debate provides a context for discussions around the issues noted above.  It is not just that the ELSI formulation is a big leap from the hardship-focused enforced-lack approach – there is also not as much consensus in the literature itself on the need for using enforced lacks as there was in the 1980s and 1990s.

Putting the challenges in perspective

The challenges still faced in the use of NMIs for assessing material wellbeing across the full material wellbeing spectrum are not to be underestimated, and there are others in addition to the ones outlined above.  It is important, however, to put them in context.  The main alternative to using NMIs is to use household income or expenditure as indicators of material wellbeing.  This approach also has some quite significant challenges to validity.  For example, to mention just two, incomes approaches do not generally take material and financial assets into account in assessing material wellbeing, and there is the well-known problem with using incomes in the lowest decile as an indicator of material wellbeing (as noted in Section B). 

The simple point is that imperfection and limitation are endemic in the measurement of  material wellbeing.  The important thing is to be clear about what is being measured and what the values and limitations are of each approach.  For example, the limitations on ELSI/FRILS type indices deriving from the ordinality issue do not mean that the indices should not be used to make comparisons, but rather that the supporting text needs to make clear that the direction of the change in means tells a story whereas the size of the change is more problematic. 
C.2
Possible development paths
Taking the current ELSI as the starting point, there are four important development elements: 

· a shift of the underlying conceptualisation for the primary instrument to be something more like consumption per se, with consequential changes to the item set and the scoring algorithm 

· the enhancement of the item set through 
· the addition of new items to reduce compression in the middle to upper range 
· the replacement or removal of tired or dated items
 
· the finessing of some items to improve their clarity for respondents

· a clear recognition of the ordinal nature of any scale of the ELSI or FRILS type, and the implications of this property for over-time measurement

· more careful attention to the discourse, especially around the underlying conceptualisation and the links between that, the items used and the scoring algorithm.
There are several options for consideration for the way ahead.  Some are discussed below.  Others will emerge as more focussed work is carried out in the redevelopment and revision process. 
Full-scale for both point in time and over time 

· One approach would be to redevelop ELSI in the direction of a FRILS-type instrument and to use it as the full-scale tool for both the monitoring over time and point-in-time tasks.  On this option the current ELSI would be set aside.

· A second approach is to consider using a revised ELSI (FRILS-type) instrument as the primary monitoring tool, with the current ELSI instrument as a secondary one, somewhat akin to the fixed reference and relative-to-contemporary median approaches in income poverty studies.   This is an attractive proposition at first sight, but it needs to overcome two hurdles before it would be likely to be useful or acceptable: (a) the comparable incomes analysis is about ‘poverty’ whereas ELSI/FRILS is about a full-spectrum analysis, (b) the concept of ‘relative’ is different – for incomes it is relative to the middle, whereas for ELSI the relative is relative-to-my-wants on a list that includes necessities and other things.
Full-scale for point in time and deprivation or ‘bottom half’ indices for over time
· If the development of a full-scale instrument that is robust for monitoring purposes is found to be too problematic, then a third option would be to use a full-scale revised ELSI (FRILS-type) instrument for point-in-time analysis only and to develop a separate FRILS-type instrument for monitoring the material wellbeing of only the bottom two- thirds (or so) of the population, which is where the primary policy interest lies.  On this option, the top third could be left as an undifferentiated group with ‘very good’ living standards.
· If the tracking of living standards over time for even just the bottom two-thirds or so proves not feasible, then a fourth option is to use a full-scale revised ELSI (FRILS-type) instrument for point-in-time analysis only, and for tracking changes over time to settle for a deprivation index or suite of deprivation indices that cover the lower part of the spectrum only.  
What can be done in the short-run?

Any revised ELSI measure, whether it is used only for point-in-time analysis or for over-time monitoring as well, needs a new survey to properly develop it.  A new survey has been proposed and is under consideration.  Once the new instrument is developed (in say, 2009) a new time series would be started as the 2000 and 2004 surveys would not support a revised ELSI.  This suggests that in the short-run:

· FRILS (or something similar) could be used for a 2000-2004-2008 time series for a full-scale instrument (assuming the proposed 2008 survey includes all the ‘old’ ELSI items)

· a deprivation index could be built from the ELSI short-form items so that monitoring of lower-end living standards could be carried out annually based on the HES, which includes the ELSI short-form items, starting with the 2006/07 survey.
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Appendices

In the Appendices the paper returns to two other matters that were new in the 2006 report and suggests a re-evaluation of each.  

· Appendix 1 further investigates the finding that the main driver of the significant fall in ELSI scores for levels 1-3 from 2000 to 2004 was the lower scores for the 2004 group of beneficiaries with dependent children.  The analysis shows that the fall in ELSI scores for ‘working poor’ families was equally significant. 
· Appendix 2 discusses the implications of the new labelling for the lower three ELSI levels which was changed from levels of ‘restricted living standards’ to ‘hardship’ levels, and recommends a return to the ‘restricted’ language.

Appendix 1
Increasing depth of hardship in 2004: was this driven as much by falls for the working poor as by falls for beneficiaries with dependent children?
Although the proportion in hardship (ie ELSI levels 1-3) remained about the same from 2000 to 2004 (24%), the average depth of hardship for those at the bottom increased, as indicated by the lower means for the hardship group in 2004 and by the higher proportions in ELSI level 1 in 2004.  Table A1.1 shows these findings for ELSI.
Table A1.1

Changes in means and proportions in various ELSI levels
	
	means
	% in range

	ELSI levels
	2000
	2004
	2000
	2004

	1-7
	40.6
	39.7
	100
	100

	4-7
	46.4
	46.2
	76
	76

	1-3
	21.8
	18.9
	24
	24

	1-2
	15.2
	13.3
	11
	15

	1
	8.7
	7.8
	5
	8


In contrast to the ‘no change’ finding for the top three-quarters of the distribution, the increasing depth of hardship cannot simply be attributed to properties of the measuring instrument itself.  The increasing depth is also shown when using FRILS, even though the downward drift is less severe in terms of the difference between means. 
The NZLS-04 report finds that “the group most strongly contributing to the change is that comprising beneficiary families with children” (p61).  
There is no doubt that the 2004 group of beneficiary families with dependent children in levels 1-3 reported a greater depth of hardship on average than their counterparts in 2000.  The mean ELSI score for those in hardship (levels 1-3) fell and the proportion in severe or significant hardship (ELSI levels 1-2) rose from 42% to 61% in the period. There is however evidence that the overall increase in the proportion in severe or significant hardship (ELSI levels 1-2) was driven as much by reported falls in ELSI scores for the working poor as for beneficiaries.
As indicated in Table A1.2 (next page), the mean score for working families in ELSI levels 1-2 fell from 15.8 to 13.3 (a drop of 2.5), whereas for beneficiary families the fall was from 14.2 to 12.6 (a drop of 1.6).  In both 2000 and 2004, the number of people in working families in ELSI levels 1-2 was about the same as the number in beneficiary families in these levels.
  This means that both the overall fall in the ELSI mean at the bottom end and the associated rise in the proportion of the population in severe or significant hardship is driven at least as much by lower living standards for the working poor in 2004 as it is by lower scores for the 2004 beneficiaries.

Table A1.2
Population in severe or significant hardship (ELSI levels 1 and 2): 

2000 and 2004 compared

	
	means
	composition (%)
	population proportions

	
	2000
	2004
	2000
	2004
	

	Age group
	
	
	
	
	

	0-17
	14.8
	12.6
	42
	46
	26

	18-24
	17.3
	15.8
	8
	6
	10

	25-44
	15.9
	13.6
	34
	28
	29

	45-64
	13.8
	13.1
	15
	16
	23

	65+
	15.4
	18.3
	2
	3
	12

	EFU type
	
	
	
	
	

	sole parent
	13.9
	13.2
	29
	34
	11

	two parent
	15.8
	12.7
	43
	41
	38

	single <65
	16.4
	13.3
	17
	16
	21

	single 65+
	14.0
	17.4
	1
	2
	5

	couple <65
	14.8
	16.2
	9
	6
	18

	couple 65+
	17.5
	19.0
	1
	1
	7

	Income source and presence of children
	
	
	

	beneficiaries with dep ch
	14.2
	12.6
	36
	39
	9

	beneficiaries no dep ch
	14.4
	12.9
	14
	10
	6

	working with dep ch
	15.8
	13.3
	36
	36
	40

	working no dep ch
	17.5
	15.2
	12
	12
	33

	65+
	15.4
	18.1
	2
	3
	12

	Single adults group
	
	
	
	
	

	18-24
	17.4
	15.6
	20
	23
	30

	25-44
	18.2
	13.1
	38
	36
	29

	45-64
	13.9
	11.9
	37
	31
	21

	65+
	14.0
	17.4
	6
	10
	20

	
	
	
	
	
	

	Overall (for ‘levels 1-2’)
	15.2
	13.3
	100
	100
	100


The same conclusion can be reached by looking at ELSI level 1 on its own.  In ELSI level 1, there are around 20% fewer from working families compared with beneficiary families, but the drop in the mean score in 2004 for working families was around 1.5 times that for beneficiary families.  This means that the contribution of working families to the rise in reported severe hardship was at least as significant as that of the beneficiary families. 
Table A1.3 uses FRILS to repeat the ELSI analysis shown in Table A1.2.  Again the evidence is that the overall fall in the FRILS mean at the bottom end and the associated rise in the proportion of the population in severe or significant hardship is driven at least as much by lower living standards for the working poor in 2004 as it is by lower scores for the 2004 beneficiaries.

Table A1.3
Population in severe or significant hardship (FRILS, equivalent to ELSI 1-2) 

2000 and 2004 compared

	
	means
	composition (%)
	population proportions

	
	2000
	2004
	2000
	2004
	

	Age group
	
	
	
	
	

	0-17
	17.6
	15.6
	39
	44
	26

	18-24
	19.2
	17.6
	9
	8
	10

	25-44
	18.6
	16.2
	32
	28
	29

	45-64
	17.2
	14.6
	16
	16
	23

	65+
	19.2
	20.2
	4
	4
	12

	EFU type
	
	
	
	
	

	sole parent
	16.6
	15.8
	29
	33
	11

	two parent
	18.6
	16.0
	38
	38
	38

	single <65
	19.2
	15.2
	20
	20
	21

	single 65+
	18.1
	19.0
	2
	2
	5

	couple <65
	17.8
	17.8
	10
	5
	18

	couple 65+
	20.8
	22.6
	2
	2
	7

	
	
	
	

	beneficiaries with dep ch
	15.6
	14.6
	30
	35
	9

	beneficiaries no dep ch
	16.6
	14.8
	13
	10
	6

	working with dep ch
	19.6
	17.0
	36
	35
	40

	working no dep ch
	20.4
	16.6
	16
	15
	33

	65+
	19.2
	20.2
	4
	4
	12

	Single adults group
	
	
	
	
	

	18-24
	19.6
	17.6
	23
	28
	30

	25-44
	20.4
	13.2
	35
	31
	29

	45-64
	17.4
	15.2
	34
	31
	21

	65+
	18.2
	19.0
	8
	11
	20

	
	
	
	
	
	

	Overall (for ‘levels 1-2’)
	18.0
	16.0
	100
	100
	100


The analysis reported in this Appendix suggests that further consideration needs to be given to the conclusion in the NZLS-04 report that it was the beneficiaries with dependent children group that contributed most strongly to the intensification of hardship at the lower end of the ELSI distribution.  It appears that increasing hardship for the working poor contributed just as much. 
Appendix 2
Use of ‘hardship’ in the labels for the lower ELSI levels

The other significant change in the 2006 living standards report is in the labels used for the lower three ELSI levels, as shown in Table A2.1 below.  

Table A2.1
Labels describing living standards for those in low ELSI levels

	ELSI level
	2002 LS report

(2000 data only)
	2006 LS report 

(2000 and 2004 data)

	1
	severely restricted
	severe hardship

	2
	restricted
	significant hardship

	3
	somewhat restricted
	some hardship


‘Hardship’ language leaves a quite different impression on the reader than does the ‘restricted’ language of the 2002 report.  For example, there is a vast difference between ‘restricted living standards’ and ‘significant hardship’ (level 2) in terms of the implied call to action in relation to the goal of creating a fair and just society. ‘Hardship’ is almost a synonym for ‘poverty’.  The 2002 report observed that “the ELSI scale itself does not imply where a poverty threshold should be placed” (p8) and that “there is an unavoidable element of arbitrariness in the assignment of [the labels]” (p17).  The rationale given in the 2006 report for the change of label is simply that in the authors’ view the new labels “better reflect the living standards of those in that part of the continuum” (p21).  

The shift of language in NZLS-04 places much higher demands and scrutiny on the calibration used in establishing the levels and the labels.  The paper proposes that the calibration reported in the living standards reports is not strong enough to support the new ‘hardship’ language.  There is no doubt that those with scores in levels 1 and 2 are reporting deprivation that is unacceptably high, but it is quite another thing to claim that there are solid grounds for saying that the calibration can justify the new ‘hardship’ language and that, in particular, we can clearly distinguish between those in ‘severe’, ‘significant’ and ‘some’ hardship.  While the calibration is very useful for supporting the face and concurrent validity of the ELSI measure by showing a good gradient across the levels, there is a question as to whether it is robust and precise enough to support the very specific labelling and the clinical distinction between, for example, ‘severe’ and ‘significant’ hardship.

The paper proposes that consideration be given to future living standards reports returning to the ‘restricted’ labelling (or similar) for the lower ELSI levels.
I am grateful to colleagues from the Ministry of Social Development, other government agencies, non-government organisations and academia for their questions and feedback, and to an international reviewer for his expert suggestions and critique.  All have significantly contributed to improving the quality of the paper relative to the drafts they read.
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� 	An ‘enforced lack’ is an item the respondent wants but does not have because of cost (ie wants but does not have because they say they cannot afford it).


� 	The overall average ELSI score fell from 40.6 in 2000 to 39.7 in 2004.  There was no change in average score for the top 75% or so of the population.  The average score for the lower quartile (ELSI levels 1-3) fell from 21.8 in 2000 to 18.9 in 2004. 


� 	The ELSI score for all beneficiaries with dependent children fell from 25.3 to 21.1.  “[Although] there has been no rise in the prevalence of hardship, there has been an intensification in hardship among those within the hardship levels … the group contributing most strongly to the change is that comprising beneficiary families with children” (NZLS-04:60f).


� 	The paper is not a full review of the ELSI measure and the associated reports.  Its focus is primarily on the underlying conceptualisation of living standards used in the ELSI and the implications for the measurement of change and difference.  It does, however, identify and discuss some other matters  - for example, in Section C it discusses some more general challenges for the ELSI/FRILS measurement genre, and in several places the paper also makes suggestions for improving the discourse in future reports around conceptualisation and measurement issues. 


� 	This section summary is included here simply to provide a succinct dot-point outline of the key points for those who want that.  It adds very little to what is in the Introduction and Overview above. 


� 	The compression is identified in the ELSI research reports as a matter to be addressed in future development of the measure.


� 	The rise is not just for total expenditure.  From 2001 to 2004 there were rises in real terms for expenditure in virtually all the seven HES expenditure groups for each of the top seven deciles of gross HH income. 


� 	From June 2000 to June 2004 the value of retail sales per capita increased by 16% in real terms (Statistics New Zealand series RTNQ-S1SPPD).


� 	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 41 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).  An even shorter version, the ELSI short short form, has been created.  It uses only the economising items and the self-ratings, and the correlation with ELSI for the whole population is 0.96, and is > 0.90 for key subgroups.





� 	The Super 2000 Taskforce was set up in 1999 to advise the National government on aspects of the pension programme for older New Zealanders.  The incoming Labour-led government disbanded the Taskforce, but transferred the living standards research in March 2000 to the Ministry of Social Policy for completion. In 2001 the Ministry of Social Policy merged with Work and Income to form the Ministry of Social Development, which now has responsibility for the living standards research programme.


� 	A ‘socially perceived necessity’ is one for which 50% or more of the population reports as being essential, which everyone should be able to afford and not have to do without.


� 	See Nolan and Whelan (1996:62-74) and Bray (2001:73-79) for useful summaries of the differences and similarities between Townsend, Mack and Lansley and others in their approaches to using non-monetary indicators in poverty measurement.  This paragraph and the preceding two draw freely on these summaries. 


� 	The ELSI research uses the categories of ‘basics’ and ‘comforts/luxuries’.  This paper uses ‘basics’ and ‘non-basics’ to avoid having to make a second judgement as to whether a ‘non-basic’ is a luxury or comfort or something else.


� 	The 2002 technical report for ELSI also suggests that the inclusion of the self-rating items in the MWS was  “a way of taking account of differences in tastes and preferences” (Tech:13).  There does not appear to be any discussion of this in FergOld and the matter is not elaborated in the 2002 technical report.  It is not clear how the self-ratings assist with the tastes and preferences issue.


� 	See Section B for more detailed analysis of the performance of ELSI as a point-in-time ranking instrument.


� 	See McKay (2004), Halleröd (2006), and Berthoud et al (2006) for recent discussions on the issue of adaptive preferences and whether the ‘enforced lack’ approach for hardship measurement introduces a systematic bias depending on how far preferences adapt to circumstances.  


� 	A similar analysis can be developed to show what leads to falls in ELSI scores.


� At first sight this is a surprising finding.  It is, however, simply a reflection of the decisions made in selecting items that are not only statistically robust vis-à-vis the underlying latent variable, but which are also relevant and desired by various sub-groups (cf p13 above, and Tech:pp80ff).


� 	In considering any developments of the ELSI instrument, there may be value in carrying out some (further) cognitive testing on the items.  I have carried out some ad hoc testing with friends and associates and found quite different understandings of ‘economising a little’.  The difference in meaning between ‘not at all’ and ‘a little’ is fairly subtle, yet in scoring terms the difference is the equivalent of having an enforced lack or not (ie one point).  There is also a wider issue about a respondent’s rationale for economising.  Respondents are asked about their economising ‘to cut down on costs’, but it is not clear whether the cutting back is simply because the household’s global budget is tight, or whether it is because of some other reason such as a special savings project or change of lifestyle values (eg less use of vehicles).


� 	Over all the economising items, the average of the ‘economising a lot’ responses rose slightly from 11.4% in 2000 to 12.8% in 2004.   This change was driven almost entirely by the changes for those in the bottom decile of the ELSI distribution.  There was also a reduction in the proportion reporting that they were economising ‘not at all’, down 2.4 percentage points from 68.2% in 2000.   This means that there was more use of the economising ‘a little’ response in 2004.


� 	The fact that the average score dropped from 3.1 to 2.9  (Table 2) in a time when incomes were rising illustrates that the idea of necessities is not a precise one for respondents.  This is consistent with the finding by the Australia Institute that 56% of Australians felt that they spent “‘nearly all of their money on the basic necessities of life”, including  25% of the highest income households (Hamilton 2002).


� 	See, for example, the graphs and discussion on pp40ff which give evidence of ELSI’s good ‘concurrent validity’.


� 	The ELSI score is obtained by deducting 22 from the raw ELSI score, thus giving a 0 to 60 final scale.  The rationale for this is to truncate the long bottom raw ELSI tail where there are very few respondents. 


� 	The full quote is worth noting, especially the notion of shame towards the end, which as Sen and others have emphasised is at the core of the notion of poverty.  “By necessaries I understand not only the commodities which are indispensably necessary for the support of life, but whatever the custom of the country renders it indecent for creditable people, even of the lowest order, to be without. A linen shirt, for example, is, strictly speaking, not a necessary of life. The Greeks and Romans lived, I suppose, very comfortably though they had no linen. But in the present times, through the greater part of Europe, a creditable day-labourer would be ashamed to appear in public without a linen shirt, the want of which would be supposed to denote that disgraceful degree of poverty which, it is presumed, nobody can well fall into without extreme bad conduct. Custom, in the same manner, has rendered leather shoes a necessary of life in England. The poorest creditable person of either sex would be ashamed to appear in public without them.” (Wealth of Nations, Book 5, Chapter II, Article IV)


� 	But see Berthoud et al (2006).


� 	The 80/20 ratio rose from 2.7 to 2.8 from 2001 to 2004. The Gini coefficient was steady from 1998 to 2004.


� 	Comparison of mean scores between surveys would however seem reasonable for subgroups of the population for whom living standards can be assumed to be much more closely clustered than are those for the population as a whole.  A good example of this would be the lower end of the distribution, as in Tables A1.2 and A1.3 in Appendix 1.


� 	As noted in section A.9 (pp25f), this issue is closely related to that of the asymmetry of the scale (compression in the middle to upper ranges).  Variation in ELSI scores between years is always more likely for the lower three or so deciles than for the upper half of the distribution, as there is much less headroom  available there.   This further complicates the interpretation of changes in the mean between surveys.


� The ELSI short form version has the same underlying relative conceptualisation of living standards as does the ELSI itself and shares ELSI’s strengths and limitations.  The ELSI short short form version shares the ELSI issues over time through the inclusion of the self-ratings.  Its strong dependence on the economising items (there are no ownership or participation items in the short short form), and the evidence of little change from 2000 to 2004 in the economising items when scored in either the ELSI or the FRILS way (see below), suggests that the ELSI short short form is highly unlikely to be able to detect rising consumption from one survey to the next.  See also n10 above.


� 	The focus of the analysis in Section A has been on ELSI’s performance over time.  The brief consideration given to its performance at a point in time (pp18ff) suggests that while the relative aspect of the underlying conceptualisation has an impact on the ranking of the population and sub-groups within it, it is not anywhere near as significant as the impact on over-time comparisons as reported in NZLS-04.  Section B provides more detailed evidence in support of this conclusion.





� 	The socio-economic gradients are strong too when using ELSI levels rather than deciles.


� 	This is a well-documented phenomenon in many OECD countries.  See also Appendix 7 in Perry (2007).


� 	Although both the ELSI and FRILS scales run from 0 to 60, direct comparison of subgroup means for the respective indices is not a useful way to proceed as the two indices have different overall means.


� 	Another way of putting it is that, relative to other groups, the 65+ have fewer unmet needs and therefore their ELSI scores are elevated a little compared to what they are on FRILS.


� 	See Appendix 1 for further detail on the subgroups which contributed most to the increasing depth of hardship reported in the 2004 survey.


� 	15% of the population have ELSI scores < 24, which places them in ELSI levels 1&2.  On the FRILS scale, 15% of the population have scores < 15 (30 when FRILSx2 is used).  Table 7 compares these two groups.  It is the same approach as comparing the composition of the bottom quintile in Table 4 above.


� 	As noted earlier in n4, this paper is not a full review of the ELSI measure and the associated reports.  Its focus is primarily on the underlying conceptualisation of living standards used in the ELSI and the implications for the measurement of change and difference. Even here in Section C, where the discussion does move a little beyond the narrower conceptualisation focus of the rest of the paper, not all issues are raised that would need to be raised in a more comprehensive review.  





� 	As part of this aspect of the revision of the ELSI, there is a case that the ELSI item list could do with some attention to improve the instrument’s face validity (among other things).  For example, there are five low-end clothes items (in addition to the ‘best clothes’ one), yet nothing on furniture (apart from a bed) or replacing or repairing electrical goods; there are items on fruit and vegetables and economising on meat, but nothing on meals per se. 


� 	The economising items appear to be very useful for assisting with ranking at a point in time, but there is evidence that the E scores do not rise over time even when the O and P scores do.  This is the case whether the E scores are calculated using the ELSI or the FRILS approach.  The E scores appear to behave over time more like the SR items.  This needs further investigation.  See also n19 and n20 above.


� 	An eight item index of socioeconomic deprivation, the NZiDEP, is currently in waves 3, 5 and 7 of Statistics New Zealand’s Survey of Family, Income and Employment (2004-05, 2006-07, 2008-09).  See Salmond et al (2006). 


� 	The proportion of working families with dependent children in ELSI levels 1-2 (12% in 2004) is much lower than the proportion of beneficiary families (58%), but the actual numbers are very similar as there are several times more working families in the population as a whole than there are beneficiary families. 












