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	Key points

· People within the low-income population have markedly different living standards (that is, even when income is controlled for) depending on whether their income source is an income-tested benefit, market income or New Zealand Superannuation.

· Of the low-income population, those receiving income-tested benefits have the lowest average living standards while those receiving New Zealand Superannuation have the highest average living standards.
· The result for New Zealand Superannuitants shows that even those with little additional income generally have a favourable living standard, with an ELSI mean that is above that of the overall population.
· Income-tested beneficiaries have a moderately lower average living standard in 2004 than 2000 and a substantially higher proportion is in “severe hardship” (29% compared with 18%).
· The large differences between the low-income groups reveal the importance of factors additional to income in influencing living standards, especially for people with limited incomes.

· Initial analysis suggests that some of the factors contributing to living standard differences within the low-income population may be: 

· homeownership (positive effect on living standards)

· assets of other types (positive effect)

· economic family units (EFUs) with dependent children (negative effect)

· marriage break-up (negative effect)

· adverse adult life events generally (negative effect) 

· restrictions in social and economic participation caused by a serious health condition (negative effect).


Introduction
Over recent years, there has been a change in the characteristics of the bottom third of the income distribution, with a growing proportion of this group consisting of income-tested beneficiaries. 
There has been a long-standing interest in how those with low incomes have been faring. Research on this has included analyses of the shape of the income distribution, the characteristics of those whose incomes fall below particular thresholds, and changes in the incomes of particular subgroups of the population in relation to others.
 This type of work provides useful information on trends and can be based on routinely collected statistical information (for example, information collected by Statistics New Zealand’s Household Economic Survey). Its limitation is that it does not recognise that families with the same income can have differing living standards (resulting from differences in their levels of financial assets, levels of debt, etc), and it does not take account of differences in incomes among those below a particular income threshold.
 
The analysis presented in this chapter examines the living standard scores of those in EFUs where the equivalent disposable income
 places them in the low-income range of the distribution of equivalent disposable income. In the 2000 survey, the bottom third of the income distribution was defined as low-income. This definition was used after analysis found it ensured a large enough sample for the examination of distinct sub-populations within the low-income group. For the 2004 survey, a similar definition has been employed. The low-income level is benchmarked at the 33rd percentile of the equivalent disposable incomes in the 2004 survey. The benchmark is then Consumer Price Index-adjusted to the 2000 dollar to identify the comparison group from the 2000 survey.

Because of the policy interest in low-income families, in this chapter the low-income group has been further subdivided by income source into three mutually exclusive groups, introduced in chapter 3. 
· Income-tested benefit specified here as people in EFUs where there was receipt of an income-tested benefit (core benefit) in the last 12 months and no one was in full-time employment at the time of the survey.
· New Zealand Superannuation specified here as people in EFUs where there was receipt of New Zealand Superannuation.
 

· Market income specified here as people in EFUs in neither of the above two categories and therefore receiving income primarily from market sources.
 

Overall distribution

New Zealand Living Standards 2000
 identified variation in living standard outcomes between those on similar incomes. Figure 6.1 shows that this pattern continues in 2004, with representation in all seven ELSI levels. 
Figure 6.1 Living standards distribution of total population by the equivalent disposable income of the EFU (2004)
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Despite this variation, there was a large contrast in living standard distribution between those in the low-income group and the top two-thirds of the income distribution. Those in the low-income category had considerably lower living standards than the remainder of the population, with a mean ELSI score 12.3 points lower. In fact, of those in the low-income group, 45%
 are experiencing some level of hardship, denoted by ELSI levels 1–3, whilst 14% have “good” or “very good” living standards (levels 6 and 7). This situation reverses when the living standards of the rest of the population are examined, with just 13% in some level of hardship and 45% having “good” or “very good” living standards.

Comparing the 2004 results with those for 2000, the average living standards of EFUs in the total population stayed stable, while the average living standards of the low-income population fell slightly. Further, those experiencing some degree of hardship within the low-income population increased from 40% in 2000 to 45% in 2004. Of further concern is the increase in the proportion of low-income New Zealanders experiencing “severe hardship” (10% in 2000 up to 17% in 2004). 
Variation by income source 
While the living standard scores of those in the low-income category were lower than the population as a whole, there was wide variation between the scores of those in the low-income category depending on their source of income. This is shown in figure 6.2.

Figure 6.2 Living standards distribution of the low-income population by the income source of the EFU (2004)
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Overall, those on income-tested benefits had lower average living standards than those receiving market incomes, who in turn had lower scores than those receiving New Zealand Superannuation. The average ELSI scores for these groups are 24.3, 33.3 and 42.7 respectively. Of those in receipt of an income-tested benefit, 65% had ELSI scores that placed them in one of the three lowest scale categories (in hardship). This proportion decreases to 41% for those receiving market incomes and declines further to 13% for those receiving New Zealand Superannuation. Only 4% of those receiving an income-tested benefit had ELSI scores that placed them in the “good” living standards category (none had “very good” living standards). This proportion increased to 14% for those receiving market incomes and increased further to 37% for those receiving New Zealand Superannuation.
Although by definition all three subgroups have incomes in the low-income range, there is still the possibility of their having somewhat different income distributions. The question arises whether this is so, and whether any such differences in income account for the living standard differences shown in figure 6.2. 

Examination of the incomes of the subgroups showed that there were small differences between the means, with the income-tested beneficiaries having the lowest mean income and the low-income superannuitants having the highest mean income. The effect of these differences on the living standard results for the subgroups was estimated using a linear regression model.
 The model indicated that the ELSI difference of 18.4 between the beneficiary subgroup mean and the superannuitant subgroup mean would have been 16.8 in the absence of the income difference; in other words, the higher incomes of the superannuitants accounted for only a small part of the living standard difference (1.6 ELSI points out of 18.4 points). When the difference between the beneficiary and market income subgroups was similarly analysed, it was found that the ELSI difference of 9.0 would have been 9.3 in the absence of the income difference. The ELSI difference of 9.4 between the market income and superannuitant subgroups would have been 7.5 in the absence of the income difference. The estimates indicate that while there are some differences in incomes between the three subgroups, those small income differences account for only a very modest part of the very large living standard differences between the subgroups.

Comparisons between 2004 and 2000 show that the mean living standards scores for beneficiaries fell moderately, and the beneficiary and market income groups saw increases in the proportion experiencing “severe hardship”. However, the most marked increase in “severe hardship” was for beneficiaries (from 18% in 2000 to 29% in 2004). For low-income superannuitants, the most significant change in the living standards distribution was redistribution from “good” in 2000 to “comfortable” in 2004. For the low market income subgroup, the most notable change was an increase in the proportion experiencing “severe hardship” – from 7% in 2000 to 12% in 2004. 
Variation by financial, social, demographic and adversity characteristics

The previous section has shown that there are large differences between the living standards of the three low-income subgroups. The question arises as to what factors are associated with these differences. Earlier work on the living standards of older New Zealanders identified a number of variables such as income, housing costs, tenure, asset position and education as being associated with variations in living standards amongst older New Zealanders. Previous chapters have shown that these and other social, demographic, financial and adversity factors are also associated with variation in living standards found amongst the population as a whole. 
Table 6.1 gives comparisons between the three low-income subgroups in terms of a number of these factors. 
Table 6.1 Composition of low-income subgroups by financial, social and demographic characteristics (2004)
	
	Low-income population

	 
	Income-tested beneficiaries 
(% of group)
	Market incomes
(% of group)
	Superannuitants 
(% of group)
	Total low-income population 

(% of group)

	Number of types of assets


	Three or more
	4
	11
	19
	11

	Housing tenure

	Owned 
	40
	51
	88
	53

	Housing cost outgoings to income ratio  (HOTI)

	HOTI ≤ 30%
	50
	62
	88
	62

	EFU type

	Single adult or couple without dependent children
	34
	39
	97
	48

	Ethnicity 

	Not Māori or Pacific ethnicity
	59
	67
	92
	68

	Highest educational qualification of respondent

	Tertiary qualification
	12
	22
	4
	14

	Region 

	Living outside main urban areas
	28
	26
	44
	30

	Marriage break-up


	None
	46
	75
	81
	67

	Life shocks

	None
	8
	33
	20
	22

	Number of types of payments causing financial difficulties

	None
	26
	31
	70
	41

	Number of types of restrictions in social and economic participation caused by serious health problems

	None
	59
	80
	56
	67


Table 6.1 shows that for most of the variables there is a clear gradient between income-tested beneficiaries, those with low market incomes and low-income superannuitants. For example, the proportions of people with three or more different types of assets are 4% (of the beneficiary subgroup), 11% (of the low market income subgroup) and 19% (of the low-income superannuitant subgroup). The proportions of people in the three subgroups who own their own homes are 40% (beneficiaries), 51% (market incomes) and 88% (superannuitants). As indicated by these figures, on most of the variables the beneficiary subgroup is the worst off and the low-income superannuitant subgroup is the best off.
There are, however, some departures from this pattern. The variables that show different patterns are tertiary qualifications, region, life shocks and restrictions due to a serious health condition. 

The low-income superannuitants are the least likely to have tertiary qualifications, reflecting the rise in educational acquisition over recent years. Similarly reflecting the relatively greater age of that subgroup, the superannuitants are more likely than the low market income subgroup to have had life shocks and to be subject to restrictions caused by ill health. The departure from the common pattern for the regional variable arises because the likelihood of being in a main urban area is slightly higher for the market income subgroup than for the beneficiary subgroup. This may reflect the strong labour demand in those areas.
Appendix E gives detailed breakdowns for the variables used in table 6.1, together with ELSI means and hardship percentages for the breakdown categories.

Factors related to differences in living standards between low-income subgroups 
The figures given in table 6.2 show that there are notable differences between the three low-income subgroups in terms of a number of variables that have been found to correlate with living standards. It is of interest to advance the analysis, so that we may examine the extent to which those differences may contribute to the large living standard differences between the subgroups. This has been done by calculating the ELSI means for the subgroups after standardisation with respect to each of the previously examined variables. The standardisation procedure applied is the same as that used by health statisticians to produce, for example, age-standardised mortality rates. These standardised rates show what the levels of mortality would be in different populations if they all had the same age structure (ie all had the same proportions of infants, children, adolescents, older people, etc).

To make standardisations of this type, it is necessary to specify a “reference population”, whose distributions, with respect to the standardisation variables, provide the basis of the procedure. In this instance, the low-income superannuitant subgroup has been used as the reference population. This is the least disadvantaged of the subgroups. The standardisations thus give results that are indicative of how the living standards of the other subgroups would be affected if they were in the more favourable position of the low-income superannuitants, with respect to the standardisation variables.

The way to interpret the standardised ELSI means can be illustrated by way of a particular example, which relates to the value given for the mean ELSI score for the beneficiary subgroup after standardisation for the number of types of assets. This value, 31.0, is the mean ELSI score that would be expected if the beneficiary subgroup had the same distribution as the superannuitant subgroup with respect to the number of types of assets. The unstandardised mean is 24.3. The standardised mean is higher because there is a positive relationship between living standard and number of types assets, and the superannuitant subgroup has a more favourable distribution of number of types assets. For the low market income subgroup, the standardised mean (37.7) is also higher than the unstandandarised mean (33.3), although the difference between the two is not as great as it was for the beneficiary subgroup.

  Table 6.2 Low-income subgroups: Mean living standard scores standardised for relevant demographic economic and social variables

	
	
	Mean ELSI score standardised for:

	 
	Mean ELSI score
	EFU type
	number of types of assets

	the number of life shocks
	the number of marriage break-ups
	the number of types of restrictions in social and economic participation caused by serious health problems
	housing tenure type
	educational qualification
	ethnicity 
	housing cost outgoings to income ratio (HOTI) 
	region

	Beneficiaries
	24.3
	32.3
	31.0
	28.6
	28.4
	28.3
	27.8
	26.6
	25.7
	25.6
	24.9

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Market incomes
	33.3
	38.2
	37.7
	35.4
	35.9
	34.7
	36.4
	33.2
	35.0
	33.1
	33.8

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	New Zealand Superannuitants
	42.7
	42.7
	42.7
	42.7
	42.7
	42.7
	42.7
	42.7
	42.7
	42.7
	42.7

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


For the beneficiary subgroup, the standardisation for EFU type produces the biggest upwards adjustment to the ELSI mean. In essence, this standardisation estimates what the beneficiary mean would be if only 3% of beneficiaries were caring for dependent children (that being the proportion of superannuitants caring for children) rather than 67%. The large effect associated with this standardisation points to the costs of children as being a major contributor to the very low living standards of the beneficiary subgroup. Other standardisations that produced substantial adjustments are those for number of types of assets, number of life shocks, number of marital break-ups, number of types of restrictions caused by serious health conditions and type of housing tenure. The standardisations referred to above are also the ones that produce the biggest adjustments for the low market income subgroup.

It is necessary to take some caution in interpreting the standardisation results. Because the standardisations are made independently of one another, they do not take account of the interrelationships between the variables involved. Thus it is possible for an effect that is identified with a particular variable to arise from the influence of other variables with which it is correlated. To further complicate matters, some of the significant other variables may be absent from the analysis. They may be causally important omitted variables that have only an unidentified, reflected presence in the results through their correlations with the variables that have been included. 
For those reasons, the results do not permit unequivocal conclusions to be drawn about the reasons for the living standard differences between the subgroups. Nonetheless, the results are suggestive of the conclusion that the factors that have been highlighted (ie responsibility for children, assets, life shocks, marital break-ups, restrictions caused by health problems and housing tenure) may well contribute to the differences.

Summary
In this chapter the low-income population was broken down into three subgroups on the basis of the source of income. The three subgroups consist of people receiving income-tested benefits, people with low market incomes, and low-income superannuitants. The three subgroups had greatly differing living standards. The beneficiary subgroup had a very depressed living standard distribution (with a mean ELSI score of 24.3), while the low-income superannuitant subgroup had a distribution that was slightly more favourable than the overall population (with a mean of 42.7). The distribution for the low market income subgroup was between the other two (with a mean of 33.3).

Although there were modest income differences between the three subgroups, those differences did not substantially account for differences in living standards. 
An initial examination was made of the extent to which the differences between the subgroups, in mean ELSI scores, were associated with differences between them in various demographic, economic and social variables. This was done using a standardisation procedure. It was found that the ELSI differences between the subgroups were associated with differences in EFU type, assets, life shocks, marital break-ups, restrictions caused by health problems and housing tenure. The results do not establish unequivocally that these variables contribute to the differences but point towards that conclusion.
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� Podder and Chatterjee 1998; Krishnan, Jensen and Ballantyne 2002.


� Krishnan, Jensen and Ballantyne 2002.


� Equivalent income is introduced in chapter 3.


� Of the 2000 sample, 37.5% had real equivalent disposable incomes below the 2004 threshold.


� The population in receipt of New Zealand Superannuation and those aged 65 years and older are not exactly the same. This is because, on the one hand, a small proportion of those over 65 years do not qualify for New Zealand Superannuation. On the other hand, some superannuitants have spouses aged less than 65 years who are covered as non-qualifying spouses. The latter are more numerous than the former. Overall, the total number of people covered by New Zealand Superannuation is 9% greater than the total number of people aged 65 and older.


� Income source is defined using a prioritised classification. Some of the population here may have been in receipt of an income-tested benefit at some time during the past 12 months, but were full-time employed at the time of the survey. Similarly, superannuitants may have received an income-tested benefit before qualifying for New Zealand Superannuation during the year. Some in the income-tested benefits group may also have received income from market sources during the year but were not in full-time employment at the time of the survey.


� Krishnan, Jensen and Ballantyne 2002.


� An asterisk printed by the difference indicates that the difference in ELSI means between 2000 and 2004 is significant at the 95% confidence level, ie a p-value less than 0.05. Appendix C reports the confidence intervals for the 2004 mean ELSI, and statistical significance for changes in means, hardship and “severe hardship”.


� Proportions in hardship and differences in the mean ELSIs reported are calculated from unrounded numbers. Therefore they may differ from the sum of the proportions given in the figures.


� The effect of the income differences on the ELSI scores of the subgroups was estimated using a linear regression between ELSI scores (the dependent variable) and a set of 19 independent variables, one of which was the log of the equivalent disposable income. Other independent variables included economic factors such as the value of assets, the ratio of housing costs to income, whether the respondent was self-employed, personal characteristics (eg ethnicity, educational qualifications), and features of the EFU (eg whether it was part of a household containing other EFUs). The model was specified for the population as a whole and fitted using the weighted survey data. The regression had an adjusted R2 of 0.47 (indicating that the independent variables accounted for almost half of the variation in ELSI scores). This regression provides a relatively strong basis for estimating the effect of the income differences between the subgroups on the ELSI differences. If the procedure mis-estimates the effect of the income differences, it is likely to over-estimate them. The analysis provides a secure basis for concluding that the income differences between the subgroups account for only a small part of the large ELSI differences between them.





� Asset types include: money deposited with banks, eg savings, cheque accounts, term deposits; other investments, eg shares, unit trusts, bonus bonds, debentures, credit unions; life insurance policies, eg whole life endowment, investment-linked policies; money or investments in a family trust; money owed to respondent; residential property, eg holiday home, rented-out residential property, land; investment in commercial property; business ownership or investment, eg in farming, forestry or any other business; any other assets, eg art, antiques, collectibles. 


� As explained in chapter 3, the term marriage break-up is used in this report to refer to the break-up of a marriage or a relationship in the nature of a marriage. That is to say, the term encompasses the break-up of both de facto and de jure relationships.


� The standardisation procedure used for each of the variables applies the distribution of the low-income superannuation subgroup for each variable to each of the other subgroups, thereby producing a standardised mean ELSI score for that variable.


� Asset types include: money deposited with banks, eg savings, cheque accounts, term deposits; other investments, eg shares, unit trusts, bonus bonds, debentures, credit unions; life insurance policies, eg whole life endowment, investment-linked policies; money or investments in a family trust; money owed to respondent; residential property, eg holiday home, rented-out residential property, land; investment in commercial property; business ownership or investment, eg in farming, forestry or any other business; and other assets, eg art, antiques, collectibles. This does not include the family home.
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