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Foreword
The Ministry of Social Development first produced a comprehensive report on New Zealanders’ living standards in 2002.  The report, New Zealand Living Standards 2000, was based on the award-winning measurement tool, the Economic Living Standard Index (ELSI), created by the Ministry’s Centre for Social Research and Evaluation. 

This current report, New Zealand Living Standards 2004, not only updates the information in New Zealand Living Standards 2000 but also significantly expands it by looking into a wider range of factors that can affect people’s wellbeing and living standards. Understanding the relationships between living standards and factors such as life history, personal health and access to childcare will help strengthen the knowledge base on which social policy rests – and provides a big step up in our understanding of New Zealanders’ needs for social assistance and ways that assistance might best be targeted. 
This research has produced a rich source of information that will help researchers, policy makers across sectors, communities and government agencies to develop sound policies to address both living standards and wellbeing more generally. We would like to see this information used as widely as possible to improve understanding of New Zealand life.

We welcome inquiries from people who wish either to extend the research reported here or to use the data to look at new topics and questions. 

The living standards research is a significant ongoing research programme, and New Zealand Living Standards 2004 is an important resource for building a better understanding of our society – I commend it to you.

Peter Hughes

Chief Executive, Ministry of Social Development
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Chapter 1: Introduction

Background to the report

Four years ago the Ministry of Social Development (MSD) published the first comprehensive review of living standards in New Zealand. The data was obtained through three linked surveys carried out in 2000 (see below). The report, published in 2002, was called New Zealand Living Standards 2000
 and it attracted considerable public attention at the time. It was based on a new living standards measurement procedure that won the Bearing Point Innovation Award of 2003 in the Public Sector category.

The new measurement procedure was called the Economic Living Standards Index (ELSI). MSD developed this procedure to measure living standards in a precise and reliable way. It is a direct measure of living standards, based on information about what people had and were consuming. Although developed through a highly technical and rigorous process, the index has the advantage of encapsulating a commonsense notion of living standards. This means that differences between ELSI scores reflect the sorts of differences in ownership and consumption that commonly might lead to people being described as having low or high living standards. The ELSI scale (which is described further in the following chapter
) provides the basis for the present report. 
This is the second of a series of four-yearly reviews of living standards and how they have been changing. As such, it updates and extends New Zealand Living Standards 2000. 

The 2000 living standards surveys

Data for the previous report was obtained through three linked surveys carried out between February and June 2000 to investigate the living standards of New Zealanders. One survey collected information on 3,060 older New Zealanders aged 65 years and over.
 A second survey sampled 3,682 members of the working-age population aged 18–64 years,
 and a third survey sampled 542 older Māori aged 65–69 years.
 The three samples were combined and weighted in order to represent the adult population of New Zealand, and living standards were measured using the new ELSI tool. The key findings of this research are summarised below. 
Key findings

New Zealand overall 
· Approximately three-quarters of New Zealanders had living standards that could be described as “comfortable” or “good”, with similar proportions in each of those categories.

· People in work had better living standards than those receiving a benefit, even when their incomes were about equal.
· Income levels only partially accounted for variations in living standards.
· Approximately a quarter of New Zealanders were facing some degree of hardship, with about one-fifth of those in severe hardship.

Māori

· Living standards of Māori were lower, on average, than most New Zealanders.
· However, Māori in work had comparable living standards to other New Zealanders.

Pacific peoples

· Pacific peoples, on average, had the lowest living standards of all New Zealanders.
· Over half (56%) were in hardship, with 15% in severe hardship.

Families

· Over half (57%) of all people in sole-parent families were in hardship.
· Just over one-third of all New Zealand children lived in families experiencing hardship.
· Most children experiencing hardship were concentrated in Māori, Pacific and sole-parent beneficiary families.
The 2004 living standards survey 

The 2004 living standards survey was conducted between March and June 2004. The sample was probabilistic of the population of New Zealand resident adults aged 18 years and over, and living in permanent private dwellings. The sample was taken from the main islands of New Zealand (including Waiheke Island) and was proportional to the 2001 Statistics New Zealand Population Census. A total of 4,989 respondents answering on behalf of their economic family unit (EFU)
 were interviewed, with an overall response rate of 62.2%. The fieldwork was carried out under contract by the social and market research company TNS New Zealand. The face-to-face interviews lasted approximately an hour.

The 2004 living standards survey had multiple purposes. Its overall objective was to obtain a comprehensive understanding of the living standards of New Zealanders by examining:

· how New Zealanders were faring in terms of living standards in 2004
· how living standards of New Zealanders had changed since 2000 
· what factors are important in explaining variations in living standards.

The survey not only collected information on living standards, but also on a wide variety of demographic, personal and lifestyle factors that may be related to living standards.
 Collected information covers the following areas:

· demographic characteristics of population, families and households
· economic standard of living
· health 

· disability
· life history
· life events
· tobacco consumption
· alcohol consumption
· drug use 
· gambling
· employment status and history
· economic support given and available
· accommodation circumstances
· financial circumstances
· personal disposition
· household items.
The inclusion of questions on these factors represented a significant expansion of the 2000 research, and aimed to enhance understanding of the relationships between these additional factors and living standards in future explanatory work. 

The aims of the present report

This report updates the results given for 2000, but also uses some new types of data collected in 2004 to expand the range of issues examined. Results are presented initially for the population as a whole, after which a detailed inspection is made of three particular groups (which are not mutually exclusive). These groups (families with dependent children, older people, and the low-income population) have been selected because they have featured strongly in public debate on issues of social wellbeing, and are increasingly a focus of social reporting in New Zealand. The report is descriptive and seeks to present a picture of current living standards but not to explain that picture in terms of the forces and mechanisms that have given rise to it. 
The next chapter (chapter 2) describes the ELSI scale. Chapter 3 provides an overview of the living standards of the total population across a number of social, demographic and financial characteristics. Chapter 4 describes the living standards of families with dependent children. Chapter 5 describes the living standards of older New Zealanders while chapter 6 examines the living standards of the population with low incomes. Chapter 7 concludes this report by highlighting issues requiring a policy focus, drawn out of the results of this research. 

This report is only an initial overview of the living standards of New Zealanders. The surveys on which it is based provide a very rich set of data that permit detailed analysis of many important issues, which have been touched upon only lightly in this report. There will be continuing analysis of this data, both within MSD and outside of it, to address these more specific issues. The data set is available to other government agencies and researchers to conduct their own analyses, whether these are extensions of those reported here or directed towards new questions. 
Economic context New Zealand 2000–2004

It is worth briefly reviewing some of the relevant social and economic developments that occurred in the four years after the first surveys were conducted in 2000. The purpose is to provide some context for later discussions of changes in living standards. As the ELSI measure is primarily a reflection of current consumption across the domains covered (food, clothing, medicine, social participation, etc), the most relevant types of developments are those affecting either families’ levels of resources or the extent to which resources are diverted away from consumption. Examples of such developments are the growth in employment and household debt. 
Employment

Between 2000 and 2004 the New Zealand economy underwent a period of broad-based growth. Although there was a slowdown in 2001, the economy quickly regained momentum, primarily due to two good agricultural seasons, relatively high world prices for New Zealand’s export commodities, and a low exchange rate.
 Over the period real Gross Domestic Product (GDP) grew at an average 3.7% per year. Employment growth was also strong (see figure 1.1), increasing by 11.8% or 211,000 people over the period. Unemployment fell from 6.1% in June 2000 to 4.0% in June 2004
 (see figure 1.2). This was the lowest unemployment rate in 17 years, ranking New Zealand second only to Korea in the OECD.
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The advantages of a falling unemployment rate and increasing employment at both an individual and state level are well documented. Of most relevance to this report is that paid employment is a major driver of living standards, primarily through its effect on income.
 
Benefit population
Because social security benefit recipients are a group of major interest to social policy, that group was reported on in some detail in the previous living standards report. It is relevant, therefore, to record the changes that have occurred from 2000 to 2004 in the composition of the beneficiary group.

Due to the steady fall in the unemployment rate, the composition of the benefit population changed markedly between 2000 and 2004.
 Figure 1.3 shows the benefit composition as at June 2000 and June 2004. Overall, the number of working-age beneficiaries fell by 44,000. The benefit type that showed the largest change was the Unemployment Benefit (UB), which fell from 146,000 to 74,000). In 2000 UB was the largest benefit type, comprising 39% of all beneficiaries; in 2004 it was the third largest at 23%. The numbers on a Domestic Purposes Benefit
 (DPB) remained stable, although their share of the benefit population has increased from 29% to 33%. The only benefits to increase in absolute terms were Sickness and Invalid’s Benefits (SB/IB), which rose collectively from 88,000 to 116,000. From this it can inferred that a greater proportion of the benefit population have health problems that prevent them from working.
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Incomes of EFUs
A common way of examining how incomes have changed is to compare median incomes. Over this period the median real net equivalent disposable income (EDY)
 increased by 6.6% from $17,783 in 2001 to $18,965 in 2004.
 Hyslop and Yahanpath (2005) estimated that around half of the increase in average income between 1998 and 2004 was due to the growth in employment.

Income poverty

In most developed countries, an important source of reporting on people’s material wellbeing is in terms of “equivalent incomes”. The proportion of people whose equivalent income falls below a designated benchmark is sometimes described as a measure of “income poverty”. In New Zealand, the most widely reported measure of this type is given in The Social Report, published annually by MSD. The measure used there is based on the net-of-housing-cost equivalent incomes
 of EFUs, with the benchmark being 60% of the median value for 1998, adjusted for inflation since that year.
,
 For convenience, the proportion below the benchmark is referred to in this report as the rate of income poverty. 
Household Economic Survey (HES) data shows that, for the year to June 2004, 19% of EFUs were in income poverty. This is a reduction of three percentage points from the previous survey year to June 2001 (22%). The proportion of dependent children in EFUs in poverty also fell over this period, from 27% in 2001 to 21% in 2004. Declines in income poverty have also been noted for sole-parent families and EFUs reliant on income-tested benefits. Those most likely to have low incomes are EFUs who rely on an income-tested benefit, sole-parent families, families where at least one of the adults belongs to an ethnic group other than European, families in rented accommodation and families with three or more children.
 

Income inequality

When measures of income inequality
 between the 2001 and 2004 HES data are examined, a more mixed picture emerges. Income distributions for the two periods show that the income of a household at the 80th percentile of the income distribution had an income 2.7 times that of a household at the 20th percentile of the income distribution in 2000, and this ratio has increased to 2.8 times in 2004. When the distributional data is examined in more detail, it is found that the greatest increases in income have occurred for those in the middle 60% of the distribution, with a relatively modest increase for the top 20% and little change for the bottom 20%.

The increase in income inequality is the continuation of a long-term trend that has been conspicuous in New Zealand since the 1980s.
 This trend has occurred across nearly all of the countries in the OECD. An increase in income inequality, of itself, can be expected to be reflected in a rise in the proportion of the population with good living standards and/or the proportion in hardship.

Housing prices

Between June 2000 and June 2004 the median house price increased by 43%.
 Most of these gains occurred in the last two years of the period (an increase of 32%). AMP’s Home Affordability Index, a combination of the cost of finance, median house values and median disposable income, fell for eight consecutive periods from June 2002 to June 2004.
 The June 2004 result was the lowest since 1996. Essentially these results indicate that house prices were increasing at a faster rate than incomes.

Savings and debt

Harris (2003) identifies low levels of savings and high household debt as weaknesses in the New Zealand economy. Household debt primarily comprises the amounts that people owe on mortgages, credit cards, hire purchases and, increasingly, student loans. Over the period, household debt as a percentage of annual disposable income rose from 104% to 133%.
 Total debt on personal credit cards also increased 55% over the period. The saving rate, as a percentage of household disposable income, averaged –6.9% between 2000 and 2004, down further from an average of –1.6% for the decade 1990 to 1999.
 The increased debt levels and reduced precautionary savings indicate that, compared with 2000, many families had a diminished ability to insulate themselves from personal or societal events that may adversely affect their living standards. 
Likely effect of the above developments on living standards

In terms of the likely effect on living standards, the developments that have been canvassed here present a mixed picture.
 For example, when considered by themselves, the increases in employment and median incomes would be expected to raise living standards. 
Rising inequality and household debt can be expected to affect different groups in different ways and to differing extents. This is similarly true of some of the other factors considered. Thus it may be expected that the sorts of changes that have occurred in social and economic conditions will not have had a uniform effect across all groups, but rather will have produced a patchy pattern of change, with some groups showing rises in living standards and other groups showing falls.

Policy context and Working for Families
The 2000 living standards survey showed that there was a comparatively high level of hardship amongst families with children (and, specifically, amongst those with lower incomes).

The Working for Families (WFF) package introduced in the 2004 Budget is targeted toward low- and middle-income families. The key objectives of WFF are to make work pay, ensure income adequacy and achieve a social assistance system that supports people into work. The package has a focus on low- and middle-income families with dependent children, to significantly address issues of poverty. Another key objective is to address housing affordability problems by responding to the increased cost of private housing for low-income people.
 

The first changes arising from WFF, to Childcare Assistance
 and the Accommodation Supplement,
 were implemented on 1 October 2004. The final stage of implementation is scheduled for 1 April 2007.
One of the uses of the 2004 living standards survey is to provide baseline data for assessing how well the goals of WFF are achieved. Comparison of results for 2004 and 2008 (when the next national survey will be conducted) will show how the living standards of relevant groups change over a period that begins shortly before the first stage of the WFF implementation and ends a year after the final stage of the implementation. These comparisons will be an important part of a multi-faceted evaluation of WFF. Because the living standards surveys provide very rich databases, they will permit analyses that have the potential to produce important insights for social assistance policy and to substantially strengthen the evidential basis for policymaking in that area.











































Source: MSD administrative data





UB





DPB





SB/IB





Other





Number (000)





Year





2004





2000





400





350





300





250





200





150





100





50





0





Figure 1.3 Benefit composition 2000 and 2004
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Figure 1.2 Unemployment rate
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Figure 1.1 Employment 








� Krishnan, Jensen and Ballantyne 2002.


� A full description of the measure is given in Jensen et al. 2002.


� A response rate of 68% was achieved.


� A response rate of 63% was achieved.


� A response rate of 60% was achieved.


� The results presented here for 2000 differ slightly from those presented in New Zealand Living Standards 2000, due to the re-weighting of the 2000 survey data. While the precise percentages differ, the overall structure of the results and the varying patterns for different subgroups remain consistent. 


� An EFU consists of an adult, their partner or spouse, if they have one, and any dependent children aged under 18 years living in the household. If any children under 18 are living with their own partner or spouse, or have a child of their own, they are treated as a separate EFU. Children who are 16 or 17 years old who work full-time are not considered dependent and are considered a separate EFU. (In the case of a single person who is not caring for dependent children, they alone constitute their EFU.)


� Full copies of the survey questionnaire can be viewed on the MSD website. http://www.msd.govt.nz/work-areas/social-research/living-standards/index.html 


� Treasury 2004.


� Statistics New Zealand website. www.stats.govt.nz 


� NZIER 2004.


� Although this is true, the relationship between living standards and income is not straightforward, as will be discussed further in this report.


� Figures from MSD administrative data.


� Including the Emergency Maintenance Allowance (EMA).


� The equivalisation procedure is used to account for variations in family size and composition.


� Statistics New Zealand 2005.


� This standardised income measure is referred to as the EFU’s “housing-adjusted equivalent disposable income”, commonly abbreviated to HEDY.


� Although the 1998 value of the EFU benchmark is derived from the HEDY distribution of that year, the value used for subsequent years incorporates an adjustment for inflation since the base year, and is thus a constant-value benchmark (rather than a distributionally defined benchmark, as that term is usually understood).


� The trend analysis given in The Social Report for the overall population presents results based on three different benchmarks, namely 40%, 50% and 60% of the 1998 median HEDY, adjusted for inflation. For population subgroups, only results based on the 60% benchmark are given.


� MSD 2005.


� The income inequality indicator takes the ratio of the 80th percentile to the 20th percentile of the EDY distribution.


� MSD 2005.


� Real Estate Institute of New Zealand website. http://www.reinz.org.nz 


� Crews 2004.


� Reserve Bank of New Zealand website. http://www.rbnz.govt.nz/keygraphs/index.html 


� Goh 2005.


� The information is not only mixed in its implications, it is also not comprehensive. The developments that have been described relate to only some of contextual factors that may have affected living standards over the period.


� The package has six components: Family Income Assistance and In-Work Payment initiatives, Childcare Assistance improvements, Accommodation Supplement initiatives, Invalid’s Benefit changes, Special Benefit changes and consequential changes to other social assistance programmes. See www.workingforfamilies.govt.nz for more detailed information.


� Out-of-School Care and Recreation (OSCAR) subsidy rates were increased to align with Childcare Subsidy, then the OSCAR and Childcare Assistance rates were increased by 10%. Income thresholds for OSCAR and Childcare Assistance were also increased.


� The removal of the abatement of first $80 per week on non-benefit income for beneficiaries, a reduction of entry thresholds and increased income thresholds for non-beneficiaries.
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