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The New Zealand Poverty Measurement Project team welcomes comment and debate on the appropriate way to conceptualise poverty and the techniques for measuring poverty. But Easton's (1997) note does not add to this debate. Instead, he incorrectly portrays the work of the Poverty Measurement Project, and this note sets out to rebut his claims. 

The New Zealand Poverty Measurement Project team recognises the legitimacy of the different ways of viewing poverty and approaches to providing a statistical measure of the extent and severity of poverty. However, Easton is not concerned with this wider debate of whether poverty relates to the outcome of the economic, social and political process as measured through some set of deprivation or social indicator scales (Department of Social Welfare 1975) or to an inadequate access to resources as indicated by low household disposable income. Instead, he recycles already rebutted criticisms. 

Both Stephens, Waldegrave and Frater (1995) (SWF) and Easton (1995) use inadequate income as their concept of poverty, and use the same data source - the Household Economic Survey - in their statistical analysis. Their differences relate to the method for setting the poverty line, the equivalence scales to be used and the internal logic of the measurement technique itself. It is this restricted set of issues which Easton's (1997) note addresses, and to which this reply responds. Easton fails to understand the methodology underlying focus groups, the arithmetic of equivalence scales and the problems inherent in measuring poverty through time. 

FOCUS GROUPS 

Easton's statement that "the households came from Porirua" only relates to the first set of focus groups. As the SWF paper indicates (p.92) the second set came from Lower Hutt and Wainuiomata, while Waldegrave, Stuart and Stephens (WSS) (1996) show that over 400 households have now been included, covering Auckland and rural New Zealand (based on Masterton, Carterton, Otaki, Marton and Ashurst), as well as Wellington. As Easton acknowledges that focus groups are "selected groups of people with chosen characteristics", his aside (querying whether the sample is representative) is irrelevant. Focus groups are designed to be "homogeneous with respect to family type and income" (Walker 1987) in order to encourage interaction between participants, and to draw upon their own expertise and knowledge of the income level required to achieve a given standard of living. Focus groups are a well understood social science research technique, where the interaction of the group to give a considered opinion is more important than its statistical representativeness. All the same, SWF have used a wide range of household types, ethnic groupings, income levels and sources, age groups and housing tenure arrangements. 

Easton states that "the raw scores are not published". What he means by this is a mystery, as Table 4 of SWF shows a detailed breakdown of estimated weekly expenditure for each of 15 spending categories for six of the focus groups, while WSS report data for another 10 focus groups. Detailed food budgets etc. were not developed because of the ability of families to trade off sausages for carrots within a given expenditure. This "raw data" allowed WSS to show that housing costs are, on average, $100 a week higher in Auckland than Wellington. 

HOUSEHOLD EQUIVALENCE SCALES 

Household Equivalence Scales (HES) can be powerful tools in certain circumstances. Their function is to turn income data into a proxy for standard of living. SWF uses the Jensen (1988) equivalence scales, as have Easton (1995) and Krishnan (1995). There are considerable, acknowledged weaknesses of this scale, but any review of the international literature on equivalence scales indicates as great a qualm over empirically derived scales, such as those developed and promoted by Easton himself. Whiteford (1985) claimed that the more theoretically robust the method, the less plausible the empirical results, and that the scales derived from economic theory on consumer behaviour give far lower economies of scale than the Jensen scale. The Whiteford scale, which Jensen mirrors, is based on the geometric mean of all equivalence scales then developed in the literature. More recently, van Praag and Warnaar's (1997) trawl of empirical equivalence scales has come to a similar conclusion. 

SWF fully accepts that the Jensen scales may underestimate the cost of children, especially at the lower end of the income scale, but there are no alternative, plausible scales (Statistics New Zealand has rejected the use of scales derived from their own Household Economic Survey). Easton claims that the Jensen scale underestimates poverty in large households, yet the SWF results show precisely that the incidence of poverty increases with household size, and can relate that to the work by Stephens and Bradshaw (1995) which showed the lack of generosity of New Zealand policy to families with dependent children. The problem of poverty among large families is not equivalence scales, but the direction of policy. 

The estimate of a negative cost of an extra adult of $216 per week indicates that Easton does not understand equivalence scales. Except for equivalence scales which assume that all individuals have the same costs irrespective of household size, all scales which have some degree of economies of scale for household size (i.e. that acknowledge two people can live more cheaply than one) will come up with this simple arithmetic nonsense. 

Easton's comment on the lack of adjustment of the equivalence scale for housing costs requires more explanation. SWF nets out housing expenditures to give an after-housing cost poverty estimate, using the same approach as the UK Department of Social Security (1993). The DSS adjust the commodity-specific McClements (1978) equivalence scale for housing costs. The only household type which has any significant adjustment between the pre- and post-housing cost scale is for single adults, where the scale changes from 0.59 to 0.65 (much smaller than Easton's estimate). Discussion with the DSS indicated that ignoring the adjustment made minimal effects to their results, commenting that SWF need not make any adjustment. 

MEASUREMENT ISSUES 

Easton discusses the standard deviations around the average focus group poverty estimate. The fact that they are small (1.2% of the mean) is indicative of the robustness of the method. But all that Easton is really stating is the need for sensitivity analysis - and the SWF paper has done that with its lower (50% of median income) estimate. Two estimates seemed to be confusing enough to politicians - maybe that confusion is sufficient justification for providing more estimates. 

In his Table 1, Easton is condensing three separate issues into one: whether the mean or median is the better measure of central tendency, why the median has fallen compared to the mean, and what is the best method of updating poverty lines through time. The mean/median debate goes back to the start of statistics, and is still unresolved. The example can be easily reworked to show how the mean varies while the median is constant. What Easton has shown is an ex-post rationalisation of how income inequality in New Zealand has changed, with the rich being advantaged while the poor have remained constant or suffered reductions in their disposable income - the text and data in Table 7 of SWF provides just that explanation. 

The central tendency debate is quite different. That arises when different samples of the population are being taken, and thus whether the inclusion of extreme values can distort the mean but not the median. By omitting "outliers" (self-employed declaring losses or those whose expenditure is three or more times their income) from its calculations, SWF has eliminated the bottom end of the bias of the mean. But the top end still remains - replace Easton's households 8 and 9 with Rod Deane and Paul Collins (salaries alone of $1.5 million) and see what happens to the mean, while the median is constant. 

The third issue is one of how to update a poverty line through time. This is not a trivial issue, and it is the reason why SWF and WSS criticised the continued use of the Benefit Datum Line (BDL)
 by Easton as a measure of poverty - it no longer relates to economic, social and political conditions of 1997 New Zealand. The 1972 married-couple benefit level, updated by the consumer price index, is inadequate as a credible poverty measure in the 1990s. Benefit levels have altered as has the tax structure, there has been a significant increase in the female labour force participation rate and a greater proportion of two-income households, the Employment Contracts Act has altered labour market conditions and user pays for many social services have altered the real value of the benefit. These twenty-five years of history need to be taken into account in a contemporary poverty measure. 

The reason that the method of updating the poverty measure is important is that "in time, the value of the poverty line will be more influenced by the method of updating than the original setting, so that the adjustment mechanism needs to relate to the original concept of poverty and its measurement" (Stephens 1988:31). Unsurprisingly, SWF was aware of that problem, especially as it was trying to cast back the measurement of poverty from the original focus groups in 1993 to 1984. The language used is very careful, with a lot hinging upon the word "IF". 

SWF states that "If one takes a purely relative view of poverty" then one appropriate adjustment mechanism is to relate the focus group calculation to median income. Equally, SWF states “If an absolute poverty standard is taken" then adjusting by consumer prices is apposite. Under the absolute approach, SWF shows that poverty more than doubled from 4.3% to 10.8% between 1984 and 1993. Under the relative view, poverty incidence rose for all household types bar the elderly, where the maintenance of the real value of National Superannuation had raised it from just below to just above the relative poverty line. The incidence of poverty for the elderly fell from 15.1% in 1991 to 1.9% in 1992, and that led to a fall in the total incidence. However, the poverty incidence for sole parents rose from 35.8% to 48.6%, and that for two adults and two children from 13.3% to 15.2% over the same period. These results shows how crucial for policy analysis it is to use unit record data, and to cross-reference by a range of ways of analysing household type, rather than just using aggregate measures, as Easton does. 

Easton's comments have not damaged the methodology or policy implications of SWF, but have, in fact, highlighted its robustness. Easton's proposed major innovation of combining three households is a retrograde step when unit record data can be analysed - no confidence could be placed on these conclusion as the results will depend totally on the method of aggregation of households. It may be difficult for researchers to work through Statistics New Zealand, but at least there is confidence in the validity of the results. 

Easton appears to have missed the central point of the paper he criticises. Instead of starting from some arbitrary estimate, such as benefit levels in 1972, SWF and WSS began from contemporary experience and knowledge of those who actually live on low incomes. The focus groups offer transparent, itemised budgets, each item of which can be independently checked. The consistency of the budget estimates, particularly those in the same areas and same year, and their grounding in current experience, offer a new and more reliable basis for the measurement of poverty in New Zealand. 
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� The BDL was never sanctioned by the Royal Commission on Social Security (1972) as a poverty measure, as Easton infers by his linking of the two acronyms. In fact, the Commission stated "the idea of simply determining a 'poverty line' below which the income of any person or family is not allowed to fall ... must be regarded with considerable reserve" (p.107). 





