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introduction

In recent times, poverty alleviation has emerged as a topic of public discussion and debate. This debate has arisen at a time when new Zealand's economy has been subject to global competition, loss of guaranteed colonial markets, market insecurity, increasing levels of unemployment and resultant growth in state welfare expenditure. These changes have put pressure on traditional state social provision and brought into question the assumptions on which social provision in New Zealand was founded. This modern New Zealand welfare state was created by the first Labour Government from 1935 onwards and the assumptions on which it was founded have remained relatively unchanged.

Changing economic fortunes have added momentum to the need to measure and monitor the existence of financial hardship in New Zealand, for the purpose of contributing to information on social deprivation, for policy development and modification. The best way to measure hardship is, however, a source of contention and debate. Different measures result in different findings in terms of who is and is not "poor".

These technical issues however, do not detract from the desire for people to have economic security and an adequate standard of living. Key questions relating to the monitoring of financial hardship over time include:

· Whether financial hardship has increased and if so, to what extent;

· Who is experiencing financial hardship and to what extent this has changed; and

· What difference the use of different measures of financial hardship make to the number and composition of the population experiencing hardship.

The objective of this paper is to investigate some of these questions through the comparison of variously defined low-income or poverty thresholds, which will be used as poverty line measures. The intention is to assist the development of a capacity to monitor standards of living in the New Zealand context, as well as to contribute to the debate on how best these concepts can be measured.

FROM "PARTICIPATION AND BELONGING" TO "A SAFETY NET":

THE POLICY DEBATE

Underlying any form of state social provision is a set of expectations about the perceived roles and responsibilities of different parties, including the State as a provider of welfare services, other non-statutory welfare providers, and the individuals and families who are the recipients of welfare services. Alternative approaches to welfare differ in terms of where they perceive the balance of welfare provision should lie among the different providers. De Bruin (1994) states that according to the residualist approach, the family and the market are viewed as the normal system for the supply of welfare and only when this system fails should the State step in. This approach emphasises self-reliance and individual responsibility as its key principles. In contrast, the institutional approach to welfare views the State's welfare institutions as the "first line" providers of welfare services.

At the core of the growth of New Zealand's welfare state is the value placed on the need for economic and social security. The modern welfare state in New Zealand was founded by the first Labour Government after 1935, following the Great Depression which had heightened awareness of the pain of unemployment and the risks of meagre state provision. The welfare state which was created involved a radical shift in philosophy, the intention being not merely to provide for the "deserving poor" or a minority segment of the population in circumstances of hardship, but to "maintain and promote the health and general welfare of the community" (Social Security Act 1938: preamble). The objective, therefore, was to give all New Zealanders access to key services – education, health, housing, income maintenance – so as to promote overall welfare. This notion of income adequacy and well-being as a central tenet of the welfare state was formalised by the Royal Commission on Social Security (1972) which introduced the concept of the State ensuring a standard of living that would allow "participation in and belonging to the community". As De Bruin (1994) argues, the state was assigned the basic role of ensuring not "a mere hand-to-mouth security" but "a modest affluence for all".

Despite the formalisation of the notion of income adequacy and well-being for all, the history of the development of social security in New Zealand indicates that there has always been a dilemma relating to the respective roles of the State, the family and the voluntary sector.

During the fifties and sixties the growth of welfare spending barely kept pace with GDP growth. Allowing for population changes and inflation, real expenditure on health, education and social services grew only by a small percentage per annum. Benefit levels were not adjusted in relation to real wages and the value of the universal Family Benefit was substantially eroded by inflation. The 1972 Royal Commission, however, reported no dissatisfaction with the social security system, as full employment guaranteed "modest affluence for all" (De Bruin 1994).

Although it can be argued that the 1972 Report of the Royal Commission on Social Security represents a milestone in the formal recognition of the acceptance of state responsibility for welfare provision by the governments of the time, an emphasis on "need" and "selectivity" in social security was maintained.

In more recent years, demographic, social and economic changes have seen state expenditure grow, and New Zealand, like other similar countries, over the past decade, has been searching for ways to curb state expenditure. The economic and social reforms that have taken place in New Zealand since 1984 have been designed to effect a radical shift in the welfare mix in favour of the private sector and back to families, to a greater degree than in any other period in the twentieth century.

In response to fiscal constraints and concerns about the existence of benefit dependency, state social provision in New Zealand has become increasingly targeted, aimed at providing a "safety net" which ensures a basic standard of living but not one better than that experienced by New Zealanders in low paid employment. Nicol (1994) states that the targeting of social assistance is intended to ensure that only those who most need state assistance receive it, and seeks to encourage people to take greater responsibility for providing for themselves and for their families. St. John (1994) has, however, stated that the targeting of social assistance has increased the poverty traps when the cumulative effects of various targeting regimes result in very high effective marginal tax rates for beneficiaries seeking to increase their hours of paid work.

Stephens (1994a) argues that the changes introduced since 1984 have transformed the welfare state from a system which provided "a standard of living … approaching that enjoyed by the majority" to a system which provides "a safety net – a modest standard, with sufficient assistance to maintain individuals and families in the daily essentials of food, clothing, power and housing". Major policy changes symbolic of this transition have included reductions in average benefit levels, tighter targeting of all social policy expenditures, stricter eligibility criteria for benefits, and (for a period) foregoing of annual cost-of-living adjustments, as well as the separation of funding from purchasing and provision of service delivery in all areas of social policy.

The recent views of state social provision contrast with those set down by the 1972 Royal Commission on Social Security. The principles as set down by the Royal Commission included:

· First, to enable everyone to sustain life and health;

· Second, to ensure within limitations which may be imposed by physical or other disabilities, that everyone is able to enjoy a standard of living much like that of the rest of the community, and thus is able to feel a sense of participation in and belonging to the community;

· Third, where income maintenance alone is insufficient (for example, for a physically disabled person), to improve by other means, and as far as possible, the quality of life available (Easton 1994).

The principles articulated in the 1991 Government policy statement on social assistance, "Welfare that Works", offer a contrast in policy direction: "these are the measures that protect all those who can demonstrate that matters beyond their control threaten to force them into poverty … assistance will be closely targeted on genuine need and people will be expected to support themselves when they have the ability to do so…" (Welfare that Works 1991).

measurement issues

This study is concerned with comparisons of money income. Income is only one of several dimensions of standard of living and economic well-being of a population. Households at the same equivalent income level can have vastly differing standards of living as a result of factors such as their lifecycle stage (youth, middle age, elderly), ownership of assets, the extent to which they receive assistance from other households and the extent to which they have unusual expenditure commitments, e.g. medical costs, debt repayments or even high power costs resulting from poorly insulated housing. Individuals may be income poor and asset rich and hence not actual in hardship despite a low income. A further factor not captured by income-based measures of economic well-being is that of duration, i.e. how long people remain in a low-income situation.

Income is, however, the single most accessible indicator of economic well-being for the residents of any given country at any given point in time. Income is measurable, meaningful and concrete. Income can be compared across groups and within groups. Summary measures can be calculated of income's central tendency (for example, means or medians) and its variability (for example, the distribution of income or poverty rates). Such data provide a rich background against which can be ascertained the standard of living or level of economic well-being of individual households, persons or units within households, and of demographically distinct groups of households and against which, changes in the distribution of economic well-being over time can be monitored (OECD, LIS 1993).

The most appropriate way to measure financial hardship is a subject of much debate. Much of the New Zealand debate centres around the choice between two fundamentally different concepts – benchmark or distributional measures of living standards.
 Stephens (1994b) states that benchmark measures are based on some means of determining a minimum subsistence income and are updated by cost-of-living movements. In comparison, distributional measures are based on average standards of living in the community and are updated by changes in those standards of living.

This paper uses the approach of income-based thresholds of "poverty". Two sets of figures that can be obtained using this approach are:

· Head Count: the total number of units below the defined "poverty" threshold;

· Poverty "Gap": the income shortfall or the degree to which a unit's income falls below a defined "poverty" threshold.

Poverty measures in general tend to be based on a "head count" of persons, families or households. However, a head count provides very little of the information required for policy purposes, as it fails to satisfy two important principles of poverty measurement:

· that if the income of one poor person declines then the poverty measure should increase; and

· that any transfer of income from a poor person to someone better off should increase the poverty measure (Sinclair 1991).

The poverty gap measure estimates the degree to which a family or household is below a defined low-income benchmark or poverty threshold. The poverty gap is the difference between the income of a unit and the poverty threshold. The poverty gap makes a distinction between the very poor and those just below the poverty threshold and so it is an indicator of the size of the income shortfall and can be used to measure the effectiveness of transfer instruments in reducing poverty. The poverty gap can be expressed as: the difference between the poverty line and net disposable income, averaged over all units; or as an aggregate, giving an indication of the overall amount needed to close the gap (Bradshaw 1993).

Distributional poverty thresholds (e.g. 50% or 60% of mean or median equivalent disposable household income) carry a number of limitations. Firstly, the use of a percentage of mid-point is arbitrary and may or may not bear a close relationship to the point at which people are experiencing economic hardship in New Zealand. The use of distributional measures (median and mean) can result in the incidence and extent of poverty being affected by movements in the mean and median. For example, if the median equivalent disposable household income falls, the distributional poverty line falls. The incidence of households below this line may also decrease, giving the apparent effect of fewer people in economic difficulty, when this may not be the case in absolute terms. The mean is a less volatile measure than the median, thereby making this problem less apparent. However, the conceptual problem remains in periods when average real incomes are falling, as happened in the period covered by this study (refer also Mowbray 1993).

data and methodology

In this paper, several measures of low-income or poverty thresholds will be explored. The principal standard adopted will be the "benefit datum line" or BDL. The 1972 royal Commission on Social Security translated the principle of "participation and belonging" into a practical minimum-income level. This level is referred to today as the benefit datum line (Easton 1994). The reasons for adopting this standard are many. Firstly, as stated in the previous section, the offered rationale for income maintenance in New Zealand has shifted over recent years, from an approach which postulated "participation and belonging" as an objective, to a system which provides a "safety net". A standard which was set prior to this change has been adopted to provide a benchmark by which changes in the income standards of the population can be monitored over time. This also allows comparisons to be made with other low-income thresholds – which are set at levels symbolic of the shift in ideology.

The broad outlines of this change in policy direction were articulated in the 1991 Government policy statement on social assistance "Welfare that Works". Major policy initiatives undertaken since then have included a movement away from "universal entitlement" to the use of "targeted assistance"; reform of the benefit system to provide a "safety net" for those who can demonstrate genuine need; the setting of the "safety net" at a level which provides for a modest standard of living, but not one better than that experienced by others in paid employment; and considerable tightening up of the eligibility criteria for many benefits (including increasing the age of eligibility and longer stand-down periods for the Unemployment Benefit). This clearly reflects a significant movement away from the concept that everyone should be able to enjoy a standard of living much like that of the rest of the community as articulated by the 1972 Royal Commission on Social Security.

The relative robustness of the BDL benchmark can be examined by comparing the results it produces with those of other measures. Other measures which are explored include the current married couple Invalids Benefit rate and the current married couple Unemployment Benefit rate, which have been price-adjusted for the relevant years. Results will also be presented using selected distributional measures of low income. These include the 50% and 60% of median equivalent disposable income measures and the 50% of mean equivalent disposable income measure.

The 50% of median disposable cash income measure (adjusted for equivalence) is explored because it is a measure used in the Luxembourg Income Study, as the benchmark for its comparison of income distribution statistics from a variety of Western nations. Both the 50% and 60% of median equivalent disposable income measures have been employed by BERL and Stephens (1994), in their study of poverty in New Zealand.

The data used for this paper are based on Statistics New Zealand's Household Expenditure and Income Survey (HEIS), which is an ongoing representative sample survey of New Zealand-resident private households living in permanent private dwellings. The analysis is based on reported income of adults aged 15 years and over in household groupings. To gain an understanding of changes in the composition of the subgroup of households which falls below various poverty measures, various disaggregations such as household type, ethnic origin, main source of income, hours of paid work, number of dependent children, and landlord and tenure circumstances are also examined.

For the purposes of the analysis, all income measures will be "equivalent" income measures, using the revised Jensen equivalence scale (1988). This scale adjusts household income to control for differences in income needs in households of different sizes. All households are adjusted to a standard household comprising two adults and no children. Equivalised income allows households to be compared and ranked meaningfully. Without equivalisation, any analysis of household incomes would tend to rank, for instance, one-adult-beneficiary-households below similar two-adult-beneficiary-households simply because of the total amount of money received each week, without acknowledging that households containing higher numbers of people require higher levels of income to achieve a given standard of living.

As discussed earlier, while income is a good proxy for standard of living, it is by no means perfect. For certain groups of the population, income could relay an inaccurate message. The problem of accurately measuring the income of the self-employed is well known to those involved in income research. To avoid the skewing of results by those who report self-employment losses, this paper excludes households with negative self-employment income.

All the benchmark measures used (i.e. BDL, 1994 married couple Unemployment Benefit and Invalids Benefit rates) have been inflation-adjusted for the relevant years. All the analysis is based on households with equivalent disposable household incomes below the variously defined measures.

has poverty increased?

While much poverty research tends to focus on poverty at a single point in time, a clearer picture of the nature and changing social context of poverty can be gleaned by looking at changes in the income circumstances of the population over time. The past decade is of vital interest in this regard, as New Zealand over this period has undergone substantial social, economic and policy changes. Over this period, both falling real incomes for much of the population, and the growth in sole parent households has increased the percentage of households likely to be in strained financial circumstances.

The effects of some of these changes are starkly portrayed using the BDL as an initial reference point. The proportion of households below the BDL, i.e. "not fully participating in society" (in economic terms), increased dramatically from 9.8% in the 1987-88 year to 17.6% in the 1990-91 year (see Table 1).

Table 1:   Proportion of Households Below Variously Defined Poverty Thresholds (%)

	Poverty Thresholds
	1987-88
	1988-89
	1989-90
	1990-91
	1991-92
	1992-93

	60% of median equivalent disposable household income
	10.5
	11.0
	11.1
	10.7
	10.4
	10.9

	BDL (1972 married couple benefit rate)*
	9.8
	11.4
	12.7
	17.6
	22.0
	19.5

	50% of mean equivalent disposable household income
	8.4
	9.7
	13.2
	11.8
	13.0
	13.7

	1994 married couple Invalids Benefit rate*
	6.8
	6.4
	9.6
	11.3
	14.9
	14.4

	50% of median equivalent disposable household income
	3.2
	3.9
	2.6
	4.8
	4.4
	4.7

	1994 married couple Unemployment Benefit rate*
	2.6
	3.0
	2.0
	4.3
	5.8
	6.1


*  These measures have been adjusted for inflation and household size.

Source:  New Zealand Household Expenditure and Income Survey, Statistics New Zealand.

The large increase in the proportion of households below the BDL over this period is associated with the growth in unemployment over this period. New Zealand's unemployment rate peaked in 1991 at 10.7% in the September quarter, according to the Household Labour Force Survey.

Following the cuts to benefits announced in December 1990 to take effect from 1 April 1991, the proportion of households with incomes below the BDL increased further to 22% in the 1991-92 year. By the 1992-93 year, there was a moderate fall in the number of households below this measure, with 19.5% of households having incomes below the BDL. This possibly reflects the recent upturn in the economy and subsequent increased employment opportunities experienced over the past couple of years. By the September 1993 quarter, New Zealand's unemployment rate had fallen to 9% (see Figure 1). It may also reflect family compositional shifts, where more older children are staying at home, and a temporary reduction in the number of DPB recipients over the 1991-93 period.

Figure 1:   Total Unemployment Rate, 1986-1994
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Source:  New Zealand Household Labour Force Survey, Statistics New Zealand

Since the BDL represents a higher-level threshold of "poverty" (i.e. one that ensures participation and belonging), compared with other more stringent (modest but adequate) measures, it is more likely to reflect general upturns and downturns in the economy, particularly where this results in changes in the labour market.

If a more stringent threshold, more reflective of the "modest but adequate" concept of the poverty line is adopted, some slight variations of the above trends emerge. Households below the adjusted 1994 married couple Unemployment Benefit rate (which is compared to the BDL in 1994 dollars) increased from 2.6% in the 1987-88 year to 4.3% in the 1990-91 year. By the 1991-92 year, 5.8% of all households had incomes below this level. The increase in the proportion of households with incomes below this level between 1990-91 and 1992-92 is presumably a function of the April 1991 cuts to benefits. A greater proportion of the households falling below this more stringent measure of "poverty" were affected by changes in benefit levels (see Figure 2). A compositional analysis of these households is provided in the next section. Households falling below the adjusted 1994 married couple Unemployment Benefit rate are those that have an "equivalent" income below this measure. Some households have equivalent incomes below this measure because income support arrangements are not set in line with the amounts suggested by equivalence scales. See Data and Methodology section for discussion of the application of equivalence scales.

The proportion of households below the adjusted 1994 Invalids Benefit rate increased from 6.4% in the 1988-89 year to 9.6% in the 1989-90 year. Over the same period, the corresponding proportion of households with incomes below the adjusted 1994 Unemployment Benefit rate fell from 3% to 2%. The divergent trend reflected in these two benefit line "poverty" measures could be a function of two factors. Firstly, more lower-income households moved closer to the overall median income, thus fewer were captured by the more stringent (Unemployment Benefit) measure and more were captured by the higher level (Invalids Benefit) measure.

Figure 2:  Households with Equivalent Disposable Incomes Below Variously

Specified Poverty Thresholds, 1987-88 – 1992-93
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Source:  New Zealand Household Expenditure and Income Survey, Statistics New Zealand

Figure 3:  Proportion of Households with Incomes Below Variously Defined

Poverty Thresholds
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Source: New Zealand Household Expenditure and Income Survey, Statistics New Zealand

Secondly, with increasing unemployment and longer-term unemployment, there was a significant transition of people from Unemployment Benefit to more generous benefits such as those set at the Sickness or Invalids Benefit level. For example, in the 1994 year, 34% of all people granted a Sickness Benefit had transferred from the Unemployment Benefit, 42% of those granted an Invalids Benefit had transferred from the Sickness Benefit and a further 5% had transferred from the Unemployment Benefit. This effectively results in more beneficiary households being captured by the higher-level measure rather than the more stringent measure.

In contrast to the benchmark measures of poverty examined above, the use of distributional measures of poverty, such as 50 or 60% of median equivalent disposable income, are inadequate for the purpose of monitoring increases in hardship over time. For example, April 1991 benefit cuts resulted in more people with low incomes, which produced a downward shift in the median income. This resulted in fewer households being defined as "poor". Since the 1991-92 year, there have been some improvements in the economy and employment opportunities have increased. This has created an increase in the median income, thus effectively resulting in more households being defined as "poor" (see Figure 2).

The proportion of households with incomes below 50% of mean equivalent disposable income rose from 8.4% in the 1987-88 year to 13.2% in the 1989-90 year. By the following 1990-91 year, households with incomes below this level dropped slightly to 11.8%, but by the 1992-93 year, had steadily increased again to 13.7%.

Figure 3 shows that over the 1987-88 to 1992-93 period, there was a significant increase in the proportion of households with equivalent disposable incomes below each of the measures examined.

The higher threshold measures (BDL and the Invalids Benefit rate) are more sensitive to overall changes in the economy, particularly labour market changes. In contrast, the lower level measures (Unemployment Benefit rate) are more sensitive to policy changes which affect benefit income levels. The above analysis also shows that, as discussed earlier, compared with the benchmark measures, the distributional measures examined are not as effective in monitoring changes in the income circumstances of the population over time.

There has been a widening of the income gap between wage and salary earners and beneficiaries. Figure 4 shows that the mean equivalent income of wage and salary earner households has increased 22% between 1987 and 1992. A factor contributing to this is likely to be the increased incidence of two-earner households. In contrast, those households dependent on benefit income as their main source of income have experienced a drop of 9% in mean incomes. The changes in relativities between these two groups of households raise a critical policy dilemma: how to balance concerns about the adequacy of benefit incomes with the policy goal of removing disincentives to low-paid work. This issue needs to be explored further, by examining behavioural responses to trends in the inter-relationship between Guaranteed Minimum Family Incomes, the minimum wage, the distribution of wages and salaries and benefit abatement rates.

Figure 4:  Trends in Mean Equivalent Disposable Incomes of Households by

Main Source of Income, 1987-88 – 1992-93
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Source:  Household expenditure and Income Survey, Statistics New Zealand

who are "the poor"?

While it is of interest to policy makers to obtain an understanding of changes in the size and proportion of the population below various poverty thresholds, of greater interest is the composition of the group of households which fall below the thresholds previously examined. Such a compositional analysis provides a basis on which policies can be developed to identify and target those in need. The following section explores changes in the composition of households which fall below two poverty thresholds. The first will be symbolic of the concept of "participation and belonging" (i.e. the BDL) and the second will reflect the "modest but adequate" concept (i.e. the 1994 married couple Unemployment Benefit rate).

Household Type

Between 1987-88 and 1992-93, the proportion of all households with incomes below the BDL increased from 9.8% to 19.5%.

The composition of households with incomes below the BDL has also witnessed significant change. In the 1987-88 year, 38% of all households below the BDL were lone National Superannuitant households. At that time, this household type represented only 11% of all households. By the 1992-93 year, however, only 14% of all households below the BDL were National Superannuitant households (see Figure 2). This change reflects to some extent the increase in unemployment over this period, which meant that National Superannuitant households were replaced by other household types, amongst those with low incomes. The changing circumstances of National Superannuitant households may also reflect the introduction of the single living-alone allowance for National Superannuitants in 1990. This was an additional allowance paid to those National Superannuitants who were living alone and thus had relatively higher living costs.

A notable reason for the changing position of National Superannuitant households has been that they were the only ones to maintain their income levels over this period. Other households, particularly sole parent beneficiary households, have experienced significant losses in income, particularly following the April 1991 benefit cuts. The representation of sole parent households amongst households below the BDL increased from 10% in 1987-88 to 21% by 1992-93. These trends have social policy implications for what appears to be a growth in the numbers of sole parent families who are dependent on benefit income and are increasingly being caught in the "poverty trap". Factors which contribute to sole parent beneficiaries being unable to change their financial situation include inadequate job qualifications, high benefit abatement levels which make it difficult to take on part-time or low-paid work, and lack of adequate affordable childcare.

Table 2:  Household Composition of Households Below Two Poverty Thresholds, 1987-88 and 1992-93 (per cent)

	
	Below BDL

(participation and belonging)
	Below 1994 married couple UB rate

(modest but adequate)

	Household composition
	1987-88
	1992-93
	1987-88
	1992-93

	Lone NS adult
	 38
	 14
	 1
	 1

	Lone other adult
	 8
	 10
	 21
	 18

	Two NS adults
	 2
	 6
	 5
	 -

	Two other adults
	 4
	 8
	 8
	 12

	Two adults & one child
	 5
	 8
	 12
	 5

	Two adults & two children
	 10
	 11
	 14
	 11

	Two adults & 3+ children
	 18
	 13
	 17
	 22

	Three or more adults
	 3
	 3
	 7
	 6

	3+ adults & children
	 2
	 5
	 -
	 6

	One adult & children
	 10
	 21
	 13
	 19

	Total
	100
	100
	100
	100


NS = National Superannuitant

NB: Some columns do not add up to 100% due to rounding

Source: New Zealand Household Expenditure and Income Survey, Statistics New Zealand

Similar trends, albeit at a smaller level, are also portrayed using a more stringent "modest but adequate" poverty threshold, (i.e. 1994 married couple, Unemployment Benefit rate). The overall proportion of households below this measure has doubled from 3% to 6% between 1987-88 and 1992-93. Sole parent households are again over-represented amongst households which fell below this measure in the 1992-93 period. For households made up of two adults and 1 child or two adults and two children however, the trends seem to be the reverse of that measured by the BDL. The proportion of these household types below the 1994 married couple Unemployment Benefit rate has fallen over the 1987 to 1992 period. A factor contributing to this is that the more stringent measure captures to a greater extent the displacement of other household types by sole parent beneficiary households.

A limitation of the above analysis of household type is that the position of youth relative to other groups tends to be overlooked. Since youth has suffered disproportionately from social, economic and labour market changes, further research is required to assess the effects of these changes on the living standard of youth.

Ethnic Composition

The changing circumstances of Māori and Pacific Islands households with respect to their income show that both of these groups have disproportionately experienced the impact of economic change in New Zealand. Māori and Pacific Islands households were over-represented amongst households with incomes below the BDL and their representation amongst these households had increased substantially since the 1987-88 year.

In the 1987-88 year, 13% of all Māori households were below the BDL. By the 1992-93 year, this proportion had increased to 34%.

The representation of Māori households as a proportion of all households below the BDL almost doubled from 12% in 1987-88 to 20% in 1992-93. The degree of over-representation can be shown by the fact that in the 1992-93 year, Māori households represented only 11% of all households.

Similarly, Pacific Islands households below the BDL make up 5% of all households below the BDL in 1987-88. By 1992-93, this had increased to 9%. At this time, only 4% of all households were Pacific Islands households.

The extent of the economic marginalisation of Pacific Islands households is further demonstrated by the fact that the proportion of such households with incomes below the BDL had more than doubled, from 15% in 1987-88, to 41% in 1992-93.

Large increases in unemployment in the 1980s disproportionately affected the Māori and Pacific Islands labour force, thus affecting their income circumstances. Māori and Pacific Islands workers were highly concentrated in industries and occupations such as manufacturing, construction, production and labouring, which experienced large employment losses for much of this period. The higher incidence of sole parent families amongst Māori and Pacific Islands families also has an influence on their income circumstances, relative to other groups.

Using the modest but adequate measure, Māori and Pacific Islands households remain disproportionately represented among households in low-income circumstances. In the 1987-88 year, 1% of Māori and 1% of Pacific Islands households had an income below the 1994 married couple Unemployment Benefit rate. By 1992-93, these proportions had increased to 10% and 14% respectively (see Table 3).

One of the limitations of using low-income or poverty thresholds as poverty line measures is that they do not take into account the impact of inter-household transfers on income distribution. This practice is particularly prevalent among Māori and Pacific Islands communities (Easting et al. 1994).

Table 3:  Ethnic Composition of Households Below Two Poverty Thresholds (per cent)

	
	BDL
	1994 married couple UB rate

	Ethnic composition
	1987-88
	1992-93
	1987-88
	1992-93

	Māori households
	12
	20
	5
	20

	Pacific Islands households
	 5
	 9
	2
	11


Source:  New Zealand Household Expenditure and Income Survey, Statistics New Zealand

Main Source of Income

Over the period under study, the income circumstances of non-superannuitant beneficiary households worsened and the income circumstances of superannuitant beneficiaries improved, relative to each other.

For example, during the 1987-88 year, both beneficiary and National Superannuitant households were over-represented amongst households below the BDL. By 1992-93, beneficiary households only were over-represented amongst these households.

Table 4:  Composition of Households with Incomes Below Two Poverty Thresholds, By Main Source of Income, 1987-88 and 1992-93 (per cent)

	
	Below BDL
	Below 1994 married couple UB rate

	Main source of income
	1987-88
	1992-93
	1987-88
	1992-93

	Wages and salary
	 29
	 23
	 38
	 30

	Self-employment
	 7
	 6
	 13
	 8

	Benefits
	 19
	 45
	 29
	 51

	National Superannuation
	 41
	 20
	 6
	 2

	Other
	 4
	 4
	 13
	 9

	Total
	100
	100
	100
	100


Source:  Household Expenditure and Income Survey, Statistics New Zealand

In the 1987-88 year, 19% of all households below the BDL had benefit income as their main source of income, while 41% had National Superannuation. By 1992-93, 45% of low income households had benefit income as their main source of income, while 20% had National Superannuation.

Similar transitions can also be observed using the 1994 married couple Unemployment Benefit rate measure. Households which had benefit income as their main source of income made up 29% of households, with incomes below the adjusted 1994 married couple Unemployment Benefit rate in 1987-88. By 1992-93, this proportion had increased to half (51%) (see Table 4). In contrast, the representation of National Superannuitant households below this measure had fallen from 6% in 1987-88 to 2% in 1992-93.

Figure 5 also portrays the changing circumstances of different types of households by their main source of income. Of note are the worsening circumstances of wage and salary earners. Wage and salary earner households were more likely in the 1992-93 year to have incomes below the BDL, compared to the earlier year. Overall, the likelihood of having incomes below the BDL had increased for all household types, except for those whose main source of income was National Superannuation. In 1987-88, 5% of all wage and salary earner households had incomes below the BDL. By 1992-93, this proportion had increased to 8%.

Figure 5:  Proportion of Each Household Type with Incomes Below BDL
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Source:  New Zealand Household Expenditure and Income Survey, Statistics New Zealand

Hours of Paid Work

Not surprisingly, a significant proportion of all households with income below the BDL recorded no hours of paid work. In both the 1987-88 and 1992-93 years, almost two-thirds of households below the BDL recorded no hours of paid work. The effects of increasing unemployment can also be seen from the fact that the overall incidence of households having no hours of paid work has increased. In 1992-93, one in three (34%) of all households recorded no hours of paid work, up from 29% in the 1987-88 year.

Over half (56%) of all households with incomes below the adjusted 1994 married couple Unemployment Benefit rate also recorded no hours of paid work in 1992-93. This proportion had increased from a third (33%) in 1987-88. These findings reinforce the fact that paid employment has a significant bearing on improving the economic circumstances of households.

Number of Dependent Children

Households with children are more likely to be "poor" than those without children. While households with children have always been over-represented amongst low-income households, this trend has become more pronounced in recent years.

The likelihood that households falling below the BDL included dependent children has increased substantially from 45% in 1987-88 to 59% in 1992-93. Furthermore, households with children were over-represented amongst low-income households, compared with their overall representation in the population. In 1992-93, only 39% of all households had children, yet households with children made up 59% of households below the BDL.

In the 1987-88 year, 11% of all households with children were below the BDL. By 1992-93, 29% of all households with children were below the BDL. For these same years, the proportion of all households below the BDL was 10% and 19% respectively.

The adjusted 1994 married couple Unemployment Benefit rate measure showed that in 1992-93, 63% of households with incomes below this measure were households with children.

Table 5   Composition of Households with Incomes Below Two Poverty Thresholds by Number of Dependent Children Present, 1987-88 and 1992-93
(per cent)

	
	Below BDL
	Below 1994 married couple UB rate

	No. of dependent children
	1987-88
	1992-93
	1987-88
	1992-93

	No children
	 54
	 41
	 41
	 37

	One child
	 8
	 16
	 17
	 11

	Two children
	 14
	 21
	 20
	 17

	Three or more children
	 23
	 21
	 22
	 34

	Total
	100
	100
	100
	100


Source:  Household Expenditure and Income Survey, Statistics New Zealand

Housing Circumstances

There have been extensive changes in housing policy over the past few years. These changes have included selling off Housing New Zealand mortgages, movement of Housing New Zealand rentals to market rates, the replacement of the Accommodation Benefit with an income-tested Accommodation Supplement to offset housing costs and the removal of the differentiation between state tenants and private tenants, through the provision of the Accommodation Supplement to all low-income earners. These changes mean it is important to examine the income circumstances of subgroups in different housing circumstances.

In the 1992-93 year, over half (60%) of all households who rented from Housing New Zealand had incomes below the BDL. For households which rented from other sources, 26% had incomes below the BDL. In contrast, 19% of all households had incomes below the BDL.

Households living in rental accommodation were also over-represented amongst those below the BDL, compared to their overall representation. For example in 1992-93, almost one in five (19%) of these households were Housing New Zealand rentals, while a further 27% were households with other rentals. Overall, only 6% of all households resided in Housing New Zealand rentals while 20% lived in other rentals. It is worth noticing here however, that Housing New Zealand rentals over the 1992-93 period were highly subsidised, thus affecting the accommodation expenditure circumstances and implicit real incomes of these households, relative to other households.

Table 6:  Proportion of Each Household Type with Incomes Below Variously Defined Poverty Thresholds, 1992-93 (per cent)

	
	Owned:

No Mortgage
	Owned:

Mortgage
	Rented:

Housing NZ
	Rented:

Other
	All Households

	Below BDL
	16
	13
	60
	26
	19

	Below 1994 UB married couple
	5
	3
	19
	9
	6


Source:  Household Expenditure and Income Survey, Statistics New Zealand

Similarly, households with Housing New Zealand rentals were also more likely to have incomes below the adjusted 1994 married couple Unemployment Benefit rate. While 6% of all households had incomes below this measure in 1992-93, for those with Housing New Zealand rentals the proportion with income below this measure was 19%.

has the income gap increased?

Recent reports such as the Joseph Rowntree Foundation Report (1995) have cast New Zealand in an unfavourable light in comparison with other countries by suggesting that inequality in New Zealand has increased at a rate faster than in any other developed country in recent years. Such claims make it timely and appropriate to investigate questions of poverty, inequality and the "poverty gap".

The statistical poverty gap measure estimates the degree to which a unit such as a household falls below a specified poverty threshold. The poverty gap is the difference between the income of the unit and the poverty threshold. The poverty gap makes a distinction between those defined as "very poor" and those just below the poverty threshold, and so it is an indicator of how far measures fall below a defined standard and can be used to monitor the effectiveness of transfer instruments in reducing poverty. The following analysis estimates the mean and median gap, i.e. the average amount by which households fall below the BDL, and compares changes in this measure over time.

This analysis provides an exploratory investigation of the income gap using the BDL as the poverty line. There is a need for further research in this area in order to provide a better understanding of factors which influence this measure.

Table 7:  Amount by which Households Fall Below the BDL, as a Percentage of the BDL

	
	Mean Gap
	Median Gap

	1987-88
	21
	7

	1988-89
	21
	8

	1989-90
	16
	5

	1990-91
	20
	10

	1991-92
	24
	16

	1992-93
	23
	16


Source:  Household Expenditure and Income Survey, Statistics New Zealand

In the 1987-88 year, the mean amount by which households fell below the BDL was 21%. This proportion was calculated by taking the actual mean amount by which households fell below the BDL as a proportion of the BDL. By the 1989-90 year, this proportion had fallen to 16%. By the 1992-93 year, the mean gap had increased to 23%. Similarly, in 1987-88, the median gap was 7%. By 1992-93, this had more than doubled to 16%.

conclusion

In recent years, poverty alleviation has emerged as a topic of public discussion and debate. Embedded within this debate has been controversy about how best to monitor and measure the existence of financial hardship. The focus on poverty has emerged at a time when the rationale for New Zealand's welfare state has shifted from an objective of providing beneficiaries and low-income earners with a standard of living approaching that of the majority and enabling "participation and belonging", to a system intended to provide a safety net or a "modest but adequate" standard of living.

This paper has used low-income or poverty thresholds to investigate whether financial hardship has increased and whether there have been changes in the composition of the population experiencing financial hardship. This paper has also investigated what difference various measures of poverty make to findings of who is, and who is not, "poor" in terms of income levels. The various measures explored have included the Benefit Datum Line (symbolic of the concept of "participation and belonging") and the 1994 married couple Unemployment Benefit rate (symbolic of the concept of "modest but adequate"). Various distributional measures of poverty have also been explored.

The findings show that in the late 1980s and early 1990s the proportion of households below each of the various measures examined increased significantly, although the trend may be reversing again as employment opportunities expand. While the various measures differ in terms of the size of the change, they are in agreement about the direction of the change. The higher poverty threshold measures are more sensitive to overall changes in the economy, particularly labour market changes, while the lower poverty threshold measures are more sensitive to policy changes which affect benefit income levels. The analysis also shows that compared with the benchmark measures of poverty, the distributional measures of poverty examined are not as sensitive in monitoring changes in the income circumstances of the population over time.

These trends have disproportionately affected beneficiary households, sole parent households, households with dependent children, Māori and Pacific Islands households, households which record no hours of paid work and households residing in Housing New Zealand rental accommodation. The circumstances of superannuitant households have improved relative to other beneficiary households. In general, households in receipt of New Zealand Superannuation have been replaced by other household types, amongst those who fall below the various poverty thresholds.

Global competition, rising unemployment, deterioration in the position of unskilled workers relative to skilled workers and policy changes such as stricter targeting of benefits and cuts to benefit rates, have all contributed to the growth in the poverty gap as demonstrated by the BDL, in recent years. There has been some amelioration in the economy and improvements in unemployment over the past couple of years. However, concern remains as to the extent to which the recovery reaches those who fall below any poverty line.
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� A third approach is the more detailed household budget and related "deprivation index" approach. However, this is a resource intensive approach which few researchers have the budget to tackle.
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