Chapter 7 – concluding comment
This report has described the development of a full-spectrum direct measure of living standards.  For the purposes of the research, living standard has been conceived as a latent variable reflected in various forms of consumption, which means that it is mediated by access to the economic resources necessary to sustain consumption.  For that reason, the measure has been referred to as a scale of economic living standards.  

The measure comprises 40 items that relate to possessions (personal and household items), social participation activities (interaction with family and friends, holidays), degree of economising – including having no need for economising – across many areas (food, clothing, recreation, use of medical services), along with self-ratings (of the respondent’s standard of living, satisfaction with standard of living, and adequacy of current income to meet basic everyday needs).  Taken together, the items provide a comparatively rich, multi-faceted description of the respondent’s situation.  The information provided by the items is combined by means of a comparatively simple procedure to produce a single score that can range from 0 to 60.  The new measurement tool that is defined by this procedure has been called the Economic Living Standard Index (ELSI).

Rationale for the New Measure

This concluding section of the report will recapitulate the description given earlier on how the scale was developed.  However, before doing that, it is helpful to sketch broadly the context in which the work arose and how that context gave rise to a perceived need for a new tool of the type that has been developed.

Governments have had a long-standing interest in people’s economic circumstances and the factors that influence their circumstances.  Social scientists in several disciplines also have had a long-standing interest in those issues.

The study of people’s economic circumstances is a large, amorphous field that has given rise to a large body of measurement research.  Much of it has a highly specific focus, reflecting particular theoretical perspectives, issues and research methods that have developed in different specialties.  

One major strand of sustained work concerns people’s financial resources  (their incomes, assets,  etc.).  At the macro-economic level, a great deal of research has been carried out on the distribution of income and factors that influence it, such as labour market structure, dynamics and economic growth.  At the personal and household level, income is the variable that has been most commonly collected and studied.  

There is another body of work that concerns what might be described as ‘living standard outcomes’.  In one way or another, those outcomes mostly relate to the individual’s and household’s consumption of good and services.  That type of work has an equally long history.

There is yet a third general body of work that is concerned with outcomes in a broader sense.  Examples are provided by the Nordic Living Conditions Surveys (Johansson, 2001) and the Swedish Living Standard Surveys (Jonsson, 1999).  The latter arise from a framework that delineates nine components of welfare, which include housing and amenities, security for life and property, family and social relations, culture and recreation, and so on.  As different components are studied separately, this approach results in a multi-dimensional account of living standards.  The ‘components of welfare’ framework reflects a concern to link income and consumption with broader considerations of quality of life.  A similar concern is reflected in such concepts as ‘functionings’ (Sen, 1982), ‘inner quality of life’ (Naess, 1999), and other work that relates to ‘welfare in the wider sense’ (cf. Allardt, 1993, who uses the concepts of ‘having, loving and being’). The research described in this report is broadly located in the second tradition, which characterises living standard outcomes as being primarily a reflection of personal and household consumption. 

There has been a large amount of theorising and research that is concerned with consumption in one way or another, but different specialities have scrutinised it through the use of different lenses.  Poverty research has scrutinised consumption in relation to whether it fulfils basic needs (or, to cite one specific formulation of that idea, whether it avoids ‘enforced lacks of socially defined necessities’).  
In contrast, marketers have tended to focus on patterns of consumption at the opposite end of the spectrum, being interested in the influence of lifestyle aspirations, the symbolic messages that are conveyed by consumption, and the sociological and psychological processes that are associated with ‘conspicuous consumption’.  (An early inspiration for such work came from the economist Thorstein Veblen, 1899, whose book The Theory of the Leisure Class, introduced the term ‘conspicuous consumption’.)  Some economists have been interested in developing formal theories of consumer behaviour that have used utility theory to provide a mathematical account of the way in which patterns of household expenditure vary systematically with differences in household composition and income  (Deaton and Muellbauer, 1980).

The living standard outcomes that traditionally have received the most attention from both governments and social scientists have been poverty and deprivation.  There is a large body of such research, extending over more than a century, that has described and measured the privations of poor people  (hunger, discomfort, poor housing, inability to obtain medical treatment, and so on  –  cf. Rowntree, 1901; Booth, 1903; Townsend, 1979.)  As described in Chapter 1, recent measurement research on poverty and deprivation has operationalised a consumption-based approach by combining information from multiple indicator items.  The most commonly used type of consumption indicator is the ‘enforced lack’ (Mack and Lansley, 1985).
However, over recent years both governments and scholars have given attention to growing evidence that the harmful consequences of low living standards are only partly revealed by research grounded in a poverty framework.  The newer evidence indicates that living standard differences above the poverty level may also produce substantial differences in health, life expectancy, children’s educational achievement and crime.  In addition, issues of inter-group social equity (such as those raised by differences between gender and ethnic groups in social and economic outcomes) are tending to be framed more broadly than in the past.  As a consequence, there is interest in studying living standard outcomes from a broader perspective than that of poverty.

There is a well-documented association between current income and consumption (and hence between income and the living standard outcomes that are a reflection of consumption).  However, it is also clear that the relationship is mediated by other factors  (such as differences in assets, cost of housing, stock of household durables, assistance from support networks of family and friends, health status and disability, addictions, personal capabilities, and so on).  A fruitful way of studying the relationship is within an input-output framework (which, in the present context, may better be described as an input-outcome framework).  Living standard is the dependent variable whose variation might be explained by a variety of independent variables (amongst which income is prominent).   The challenge is to produce models that significantly enhance understanding (at a quantitative level) of the processes that contribute to differences in living standards. 

In this report, such a tool has been referred to as a ‘direct measure’ of living standards to signal its origin as an input-outcome analytical framework.  The term is useful to distinguish the sort of measure that is needed from other living standard measures based on independent variables such as income.  Such variables, because of their capacity to predict and explain living standards outcomes, can be used to generate useful measures of living standards.  (Equivalised income is the pre-eminent example of such a measure.)  However, such a living standard measure (which sometimes is referred to as an indirect or proxy measure) cannot be used as the dependent variable in an input-outcome analysis
.  To do so would involve circularity, with the phenomenon that is under scrutiny (living standard) being measured by means of a variable (income) that is used also to provide part of the explanation.  A second requirement for the input-outcome analysis is that the dependent variable should be unidimensional.  If it is a multidimensional composite of factors arising from different causal mechanisms, then it will not be possible to explain its variation by means of a single explanatory model; a good explanation will require the prior decomposition of the dependent variable, with its different component parts being explained through different models. 

The impetus for the research was a perceived need for a unidimensional, broad-range direct measure of living standards, the development of which would draw upon previous deprivation measurement using consumption indicators and self-ratings.  It was recognised that such a measure would have several attractive features over and above its capacity to perform the role discussed above, and this added to the desirability of proceeding with the work.  

Some of these features were:
· the measure’s descriptive aspect, resulting from the use of items that express common ideas about living standards, thus providing a multi-faceted descriptive picture, numerically summarised by the score

· the high face validity and sense of transparency that can be achieved by adopting such a descriptive approach

· the ease with the descriptive scale content can be used to provide a straightforward framework for the interpretation of scores

· the measure’s potential for use in descriptive research directed at examining and comparing the living standard distributions of groups and examining inequality

· the measure’s potential for use as an independent variable in research directed at explaining differences in health outcomes, children’s school performance, and so on
· the measure’s potential to enrich many areas of policy analysis, especially those of social equity and targeting, where it could augment the use of income and domain specific variables  (such as disease rates), and thus provide a wider perspective.
Development of the Economic Living Standard Index (ELSI)

This project grew out of a previous study (initiated by an advisory group called the Super 2000 Taskforce) of the living standards of older New Zealanders (operationally defined as people aged 65 years and older not in institutions).  That study involved three separate surveys:  of the older population generally; of Māori aged 65-69 years; and of people aged 18-64 (included to provide some comparison data that would give a context for interpreting the results on older people).  Following the disbanding of the Taskforce in March 2000, responsibility for the research was handed over to the Ministry of Social Policy (now the Ministry of Social Development) which carried it to completion.  The results of these studies are published in Fergusson et al. (2001) and Cunningham et al. (2002).
As part of that work, a living standard measure, the Material Well-being Scale, was developed to measure the living standards of older people.  ‘Living standards’ was conceptualised as a latent 

variable reflected in the pattern of association between a number of observable indicators.  Broadly, these indicators related to restrictions because of cost in consumption and in participation.  They were in the form of items on specific types of possessions and activities foregone because of cost, financial problems arising from maintaining ordinary day to day consumption, and respondent self-ratings.  Housing indicators were not included because previous work had suggested that they are not part of the latent variable reflected in the other indicators, although they are statistically associated with the latent variable.  The indicators defined a measurement model that was tested by means of the statistical procedure of confirmatory factor analysis (CFA). An adequate fit of the data to the model was achieved, and the Material Well-being Scale was derivable from the data as a well-specified, robust, reliable, valid, unidimensional construct.

The present research makes use of the data collected in the older New Zealanders and working-age population surveys and combining them by means of respondent weights to provide a statistical representation of the total population.  The research also adopts the conceptual model used to specify the older people’s scale (which is examined for its applicability to the population) and makes use of the same analytic methods for the first stage of the scale development.  It begins with the question:  is it possible to produce a generic population living standards scale similar to the older persons’ Material Well-being Scale?  This report has described a series of analyses that show it is possible to construct such a measure.

The initial stage of testing the model of the Material Well-being Scale indicated that it was not entirely suitable for the population as a whole.  However, removal of one of the indicator variables (relating to serious financial problems) gave a satisfactory fit to the population data.  The modified model was found to be a reliable and robust measure of living standards, for both the whole population, and sub-groups within the population.  

The second stage of the analysis was to use the latent variable specification of the generic scale to develop a general use form for the scale.  This was guided by the need to develop a theoretically meaningful scale which could be readily used by researchers and policy makers alike.  The conceptual framework of Item Response Theory was used to carry out an extensive re-examination of the items that estimate the latent variable.  This analysis examined the extent to which the individual items, and the combined group, fulfilled a set of criteria specified to ensure the validity and discriminating power of a total score scale.  This resulted in the removal of a number of items.  The ones retained had high discrimination power and were invariant across various sub-groups within the sample.  The relatively strict criteria that were applied identified a set of 39 items.  
It was found that the total score scale would better maintain the distribution of the generic scale if it was augmented by the addition of a self-rating that was not in the generic scale.  Testing of that item (of satisfaction with standard of living) indicated that its inclusion did not undermine the unidimensionality of the scale.  This provided a set of 40 items that was used to define the general use form.  A simple procedure was devised to combine the items to produce a score that had the statistical properties of the generic scale score.  The resulting measure is the Economic Living Standard Index.  As with the latent variable model, this form of the scale contains items that measure ownership restrictions, social participation restrictions, economising behaviours and self-ratings. 

An interpretative framework of calibration information was developed.  This permits interpretation of the ELSI scale scores, giving them meaning by connecting them with common ideas about what characterises a high or low living standard. This was done by providing a statistical portrait of people at each level of the scale.  These portraits are in terms of the extent to which people in that scale region lack designated basics and have designated comforts and luxuries. The calibration results show the expected systematic shift in lack of basics and attainment of comforts/luxuries from each part of the score range to the next.  Illustrative vignettes are presented as another way of indicating the differences in standard of living across the ELSI score range.

Have the Scaling Challenges Been Met?

Chapter 1 of this report identified six challenges posed by the task of developing a broad spectrum living standard scale.  How well have they been met?

The development of the scale from the initial set of candidate items was done in two stages.  The first was the fitting of the CFA model and the specification of the CFA generic scale.  The scores on this scale were obtained as regression estimates of the unobserved latent variable whose existence was demonstrated by the successful fitting of the model to the data.  The second stage was analysis of the individual items to select the subset that defines the general use form of the form  (i.e., ELSI).  Both stages have made contributions to meeting these challenges.

Accounting for tastes and preferences:  If the scale content were to be heavily loaded with preference-specific items, and preferences differed widely for the items, the data would lack sufficient structure for a model fit to be achieved and the latent variable to be revealed.  The successful fitting of the model therefore demonstrated that the item set was not unduly affected by the effects of heterogeneity of preferences.  Minimising the possible effects of preference differences was one of the considerations in  specifying the criteria for the selection of ELSI items from the items in the generic scale.  Given that the existence of the generic scale has been established, the problem remaining is that differences between people in their preferences have the potential to reduce the precision of the scale.  The extent to which this occurs depends on whether the item set, as a whole, is more relevant to some people than to others.  Item selection for ELSI ensured that such differences were minimised, but they certainly remain.  It is difficult to quantify the extent to which they reduce precision.  Such differences are most likely to arise from some of the ownership and participation items, such as owning a computer and taking overseas holidays.  Fortunately, such items make up only a small proportion of the item set.  It appears that the problems arising from preference differences have been contained but not completely eliminated.

Accounting for differences between groups:  The CFA analysis indicated that essentially the same latent variable explained the associations between the indicator variables in each of the sub-groups examined.  In the item analysis used for the selection of the ELSI items, great attention was given to ensuring the resulting item set was equally relevant to all sub-groups.  A considerable number of items were eliminated because they were more widely preferred by some groups than by others, and thus created a risk of bias.  All indications are that the risk was able to be substantially eliminated.

False consciousness:  One of the considerations in the selection of ELSI items was whether preference for an item differed on the basis of the generic scale score.  The requirement was that the trace curves relating to preferences should be flat across the score range of the latent variable.  An item with such a trace curve is equally wanted across the score range.  All items selected for ELSI met this condition.  Accordingly, it can be stated that ELSI scores are not distorted by the effects of false consciousness.

Measuring higher living standards:  The experience gained in the 1974 and 2000 scaling analyses on data for older people suggested that it is difficult to achieve discriminating power in the upper part of the continuum by means of items that are in the form of enforced lacks.  In the present scale, discrimination in that part of the range has been sought through the three-point economising ratings and the four- and five-point self-ratings.  This appears to have been a qualified success.  The calibration results and the scale distribution indicate that it differentiates living standards across a continuum, but there are indications that some compression of scores occurs in the upper region of the range.  Also, it is not entirely satisfactory that discrimination in the upper part relies more strongly on the self-ratings than in the lower part.  It may be possible for these drawbacks to be reduced through future development work on the scale.  This matter is revisited in the later section on limitations of the scale.

Aggregating items into the ELSI scale:  It was possible to develop a procedure that met the conditions that were set.  That is to say, it achieved simplicity while preserving the properties of the generic scale (its discriminating power and distribution).

Attributing meaning to the ELSI scores:  An interpretive framework has been developed to characterise each level of the score range by means of five types of data, chosen to provide a readily comprehensible picture of a living standard.  The picture is provided by indicating:  the extent to which people at that level lack designated basics, the extent to which they have designated comforts and luxuries, the extent to which they have financial problems and accommodation problems and – for families with dependent children – the extent to which they lack child-specific basics.  The limited amount of testing that that has been undertaken suggests that this interpretive framework is generally effective in enabling meaning to be attributed to scale scores.

What Has Been Achieved?

Chapter 1 of this report ended with an analysis plan that showed an admission of defeat as one of the potential outcomes of the research.  The plan was framed in that way to acknowledge that it simply might not be possible to construct a technically sound scale of the required type from the data that had been collected.  Fortunately that has not been the outcome.  

A scale of the intended form has been successfully derived from the data.  The task had been specified as requiring the scale to have certain desirable properties.  It has those properties.  It also has some other attractive features that are worth noting.

Descriptive: The measure has a readily discernible connection with some common ideas about the nature of living standards, which gives it good face validity.  The item set contains many of the things that are spontaneously cited as being relevant to describing a person’s living standard.  The relatively large size of the item set (40 items) and its breadth (which includes an element of self-assessment) give the scale a robustness that is difficult to achieve through the use of just a single type of information.  

Simple:  The items are combined in a fairly straightforward way, which enhances the sense of transparency.  The items are easy to understand and to administer in sample surveys. The ease with which the scale data can be collected by survey researchers and used to calculate ELSI scores facilitates use of the scale. The scale possesses these features despite its having been produced through a complicated and sophisticated analysis intended to ensure its technical soundness. 

Easy to interpret:  The items, because of their content, provide a readily interpretable description of the respondent’s situation.  The scale score provides a summary of that description.  This has been capitalised on to provide a simple but effective framework for the interpretation of the scale scores.  The scale calibration is provided by means of a rich framework that covers deprivation of basics, attainment of comforts/luxuries, and occurrence of poverty-related financial problems and housing problems, with information on deprivation of child-specific basics provided in relation to families with dependent children. 

Direct measure: The scale provides a ‘direct measure’ of living standards (in the sense described previously).  In particular, it is not a measure defined by an income transformation that permits income to be expressed as a living standard proxy.  This permits income to be examined as a source of living standards variation  (which cannot be done when income is used as the measure of living standards), and permits research directed towards disentangling the respective roles of income and living standards in separately influencing outcomes in various social domains  (health, education, justice, etc.).

Continuous: The scale gives a score that can be used as a continuous variable for parametric statistical analysis, avoiding the loss of power and analytic flexibility associated with categorical variables.

Parsimonious: The scale brings together various types of information which have been demonstrated by its methodology to be reflections of a common underlying construct, enabling these types of information to be validly combined.  It is thus powerfully synoptic, with a large amount of information conveyed by its single score.  This can sometimes be a disadvantage (as when it is desirable to make an explicit distinction between different components of the scale),  but for many purposes it is an advantage, permitting a particular purpose to be achieved without unnecessary complexity being involved.

Versatile:  The scale has the potential to be used in many different contexts and for many different purposes.  It is well suited for general descriptive analysis (including comparisons between sub-groups); for research on the causes of living standard variation; for research examining the effect of living standard variation on outcomes in other areas (health, education, etc.);  and for research on a wide range of social policy issues  (ethnic inequality, targeting and evaluating social assistance, etc.).  The relative ease with which the scale can be incorporated into sample surveys enhances its versatility.  The scale has been constructed in a way that ensures its suitability for comparing results obtained in different years and monitoring living standards over time.  The scale’s potential uses are set out more fully in the last section of the chapter.

Valid and reliable:  Finally, the scale is reliable and meets the validity criteria that have been able to be applied to date.  In particular, it has face validity on the basis of the item content;  it has concurrent validity on the basis of its statistical associations with equivalised income and a number of other relevant correlates of living standards;  and has construct validity on the basis of the results it produces for groups known to have generally good or generally poor living standards.  (The last point can be examined more fully by consulting New Zealand Living Standards 2000, which makes use of the ELSI scale to generate a wide range of descriptive results;  they tend to enhance confidence in the scale’s validity.)  The validity of a measure such as ELSI is always provisional in the sense that there is no way to exclude the possibility that future applications will reveal the scale to have previously undisclosed defects.  
Limitations, Reservations and Desirable Enhancements

There are some reservations about the scale that should be kept in mind when it is used and which deserve to be given attention in future development work.  In addition, the scale has certain inherent limitations that should be kept in mind in deciding when to use it and how the results should be interpreted.

1. Inspection of the content of the scale items, and of the shape of the item trace curves  (which indicate the point on the continuum where the each item offers maximum discrimination)  suggest that the scale has some degree of compression at the top end, causing a greater degree of right-hand skew that would otherwise be the case.  Score differences in the upper part of the range appear to have discriminating power  (as judged from calibration data and similar results for incomes and assets, which show a positive gradient with scale score right to the top of the range), but score values are probably closer together than ideally they should be.  The most promising way of extending the top part of the range is probably to include items that make distinctions of quality. As noted earlier, a pair of Nike sports shoes is not equivalent to a pair of bargain basement shoes.  In contemporary societies, quality is an important signifier of living standard. The failure to incorporate this distinction into items does not mean that it not to some extent captured by the scale scores.  It is likely, for example, that people with high scale scores – who record overseas holidays and do not economise at all on shopping or the pursuit of hobbies etc. – have better shoes on average than people with low scores.  In other words, some items that contribute to high scores are probably functioning partly as proxies for items measuring quality.  None the less, the introduction of distinctions of quality is desirable.  It could be expected to increase both the scales discriminating power and validity.

2. As noted in the section on challenges, differences between people in their preferences have the potential to reduce the precision of the scale.  The extent to which this occurs depends on whether the item set, as a whole, is more relevant to some people than to others.  Item selection for ELSI sought to control for this.  The risk arises mainly from ownership and participation items that can be afforded by only a minority of people.  Fortunately such items make up only a small proportion of the item set.  Some loss of precision probably occurs but it is probably small.  It cannot readily be quantified.

3. The subjective element contained in the items creates the potential for response bias.  People may differ in the standard of the living that they rate as ‘high’; in the degree of economising they consider to be ‘a lot’; and in the degree of interest they require to have in an item of property before they will describe themselves as wanting it. The potential for response bias exists with most types of survey data obtained as unverified (or unverifiable) interview responses.  There is no indication that such bias is greater in the present data than in most interview data but the extent is unquantified.

4. The scale was developed in a particular social and economic context (New Zealand in the year 2000).  To some degree its content is specific to that context.  Over time the item set will ‘age’, and some items will change their properties and may cease to contribute.  For example, computer ownership presently contributes to the scale’s discriminating power in the upper part of the continuum. If computers become cheap and universally owned (like television sets), the item will become useless.  Any decline in the utility of the item set is likely to occur comparatively slowly.  However, it will be desirable – as with the Consumer Price Index – for its content to be reviewed from time to time to ensure that the scale’s validity and discriminating power are preserved.

5. As noted earlier, the CFA model was specified without an indicator variable for housing problems because previous research had suggested that the inclusion of housing would cause the model to be rejected.  This was despite there being a strong statistical association between the housing items and the scale score; that association provides the basis for the housing items to be used in the calibration of the scale and thus to contribute towards the interpretation of the scores.  Subsequent checking on whether the inclusion of housing would have led to the model’s rejection confirmed that it would have.  It would be desirable to try to clarify the relationship between housing quality and the living standard construct measured by ELSI.  Housing quality has commonly been regarded as an aspect of living standard.  If it truly does not fit within a unidimensional construct containing the components of ELSI, then it may be desirable to develop a separate scale for housing, which in some contexts would be used in parallel with the ELSI scale.

6. Finally, when planning research it will need to be kept in mind that an economic living standard, as measured by ELSI, represents only one aspect of well-being.  When the purpose of the research requires that consideration to be given to other aspects, such as quality of life, life satisfaction, happiness, and so on, then it will be necessary to include separate measures of those things.  Some purposes may best be served by using a suite of measures. 
Potential Uses of the Scale

The possible uses of the scale have been touched upon in various places throughout this report.  The present section brings together and elaborates on the previously identified uses, which are grouped under four large headings.

Descriptive Analysis

The types of analysis referred to as descriptive arise mainly from two types of questions.  The first is of the form:  ‘what are the living standards of people in the group under consideration?’ (which may be the population as a whole), and can be answered by indicating the proportions of the group whose living standards fall into different parts of the range.  The second type of question concerns the comparative position of different groups.  An illustration of the first type of use is provided by Fergusson et al. (2001), who used the Material Well-being Scale to describe the living standard distribution for older New Zealanders, with particular focus on the proportion with scores below a threshold designated as indicating hardship.  Krishnan et al. (2002) make use of ELSI for the same purpose, providing results for older New Zealanders (which align closely with those given by the MWS) and for many other groups  (families with children, people with low income, social security recipients, and so on).  In addition, Krishnan et al. provide many inter-group comparisons (using pictorial representations of distributions, means, and proportions below thresholds).  To give a contrasting perspective, they also provide some results based on equivalised incomes.  
This juxtaposition of the two types provides some striking illustrations of the way in which these measures can give strongly contrasting results.  For example, most older New Zealanders have relatively modest equivalised incomes but good ELSI scores, while people whose main source of income is from social security benefits have predominantly low values on both measures.  The similarities and contrasts between the results illustrate how the two types of information, considered together, provide a more richly differentiated picture of the population than either type of information by itself.  

Research to Explain Living Standard Variation

Many social interventions are intended to alter the living standards distribution, usually by raising the living standards of people in the bottom part of the range.  Policies intended to achieve that purpose are likely to be more effective when they are based on good understanding of the processes that cause people to differ in their living standards.  ELSI provides a potentially powerful tool for systematic quantitative research on this issue.  The study reported by Fergusson et al., 2001, provides an example for such research in relation to older New Zealanders.  Its examination of factors influencing the living standards of that group served to highlight not only the positive role of modest housing costs  (achieved mainly through debt-free home ownership) and financial assets, but also the negative role of adverse life events (such as divorce, periods of unemployment and business failure)  over the 10 years prior to turning 65.  As explained earlier, a major goal of the current research was to create a scale that would be suitable for use as the dependent variable in such analyses.  

Effect of Living Standards on Other Types of Social Outcomes  

It is now widely believed that living standard differences have pervasive social effects.  This issue is most commonly investigated by using a proxy living standards measure  (equivalised income).  Income shows statistical associations with a wide range of social variables, but some social scientists have argued that correlational analysis has tended to over estimate its importance because of the difficulties in adequately controlling for the effects of variables correlated with it (Mayer, 2002).  ELSI provides an additional tool for seeking to disentangle the effects of income from the effects of living standards.  More generally, it provides a tool for separating the role of living standards from many other variables known to associated with social outcomes (for example, health status, life expectancy, school attainment, offending, etc.), and to build up a picture of the relative importance of living standard differences in explaining a wide range of phenomena.  In such analyses, ELSI can be used as one of several independent variables which are used to analyse variation in the phenomena being studied.

Specific Social Policy Applications

The scale has potential applications (some arising from the analytic uses described above)  in many particular areas of social policy.  These uses include:

· providing an additional perspective in the study of social assistance targeting – for example, using the scale to examine the extent to which the eligibility criteria and take-up of various  forms of social assistance result in assistance being directed towards people with low living standards, and using the results of such analyses to achieve better targeting when that is a priority

· using the scale to assess the impact of policy interventions in improving the position of people with low living standards, as an aid to improving the effectiveness of interventions

· using the scale to examine issues of income equivalence  (i.e., the relative amounts of income required for family households of different sizes and characteristics to achieve the same standard of living)  and possibly to estimate equivalence ratios, which are used in assessing and adjusting assistance relativities

· using the scale to better understand and interpret statistics produced by income-based living standard proxy measures  (such as equivalised income), which are used extensively in quantitative policy analysis

· enhancing public debate on how poverty should be defined and tackled, together with debates on related issues of inter-group inequities, social goals and social priorities

· providing another option for measuring and monitoring poverty  (by designating an ELSI value as a poverty threshold)

· providing the government with an additional way to frame policy goals, set targets and monitor progress

· using the scale to augment analyses of social equity issues  (such as affirmative action policies, extent and nature of gender gaps,  intergenerational inequities).

Whether the scale finds a place in future social research and social policy analysis will depend, of course, on whether it is employed and found to be useful.  In the first instance, that will depend on whether it is seen to have sufficient promise to justify its being tried out for some of the purposes indicated.  In the long run, the scale’s value will depend on whether it is able to demonstrate a capacity to make a worthwhile contribution to social understanding.

The scale that has been specified is capable of significant improvement: it should be regarded as a prototype rather than a final product.  If it does prove useful, it should undergo further development.  The form of the ELSI measure makes it particularly amenable to being refined in ways that increase its utility while preserving its basic character.
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� It was noted in Chapter 1 that some writers (e.g., Ringen, 1988) have used the terms ‘direct’ and ‘indirect’ measures in a somewhat different sense to the present use.
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