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This chapter examines trends in Australian living standards, with particular focus on recent changes in the 1990s.

The ‘standard of living’ is a multidimensional concept that defies precise definition. It is interpreted differently by different people. Various approaches to monitoring living standards are examined in the next section, before reviewing a range of indicators. 
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Approaches to monitoring living standards

The terms ‘standard of living’ and ‘wellbeing’ are often used interchangeably, but are sometimes used to encompass different aspects of life. ‘Wellbeing’ and ‘quality of life’ are often used to refer to both material and non-material aspects of life. The ‘standard of living’ is sometimes, but not always, used to refer to only the material aspects of life, which are more amenable to quantitative measurement. 

There is no single, fully-defensible measure of living standards. A variety of approaches can be taken to measure living standards. These include average income, composite indicators and sets of indicators. Surveys of perceptions of living standards are often used to indicate non-material aspects as well as material aspects. 

Average income

A nation’s average income, usually measured as GDP per person, is a very common indicator of general living standards, particularly in international comparisons. It is a single indicator that is relatively easy to compile. Average income is used to provide a general indication of the economic aspects of living standards, particularly command over goods and services. 

But it has some fairly well-known limitations.
 It does not capture broader aspects of living standards, such as income distribution, and many aspects of health and environmental quality. For example, income measures do not capture the benefits of environmental amenity, such as scenic beauty and climate. 

The effectiveness of average income as an indicator of living standards depends on the context. For broad comparisons between countries, average income may be a reasonable indicator of standards on the necessities and material comforts of life. In high-income countries, other considerations besides income become more important, once basic necessities are generally available among the population. More income can provide more options and choices related to quality of life or lifestyle. Typically, these other considerations then become more important in terms of what communities give priority to and value. 

Composite indicators

Composite indexes go beyond average income measures by incorporating a range of complementary indicators, along with GDP per person, into a single index. The Genuine Progress Indicator (GPI) is an Australian example, developed in recent years.
 The GPI is based on the idea of sustainable income. It builds on GDP, addressing some of the problems identified with GDP as a measure of progress. Hamilton and Saddler (1997a, p. 2) state that the GPI:

· includes the contribution of household and voluntary work;

· distinguishes more carefully between costs and benefits of economic activity (for example, expenditures that are defences against declining social and environmental conditions are deducted);

· adjusts for income inequality;

· takes account of some social costs, such as the costs of unemployment and of crime; and

· includes a range of measures of environmental degradation and resource depletion.

The GPI is subject to some controversy. While composite indexes are more comprehensive than GDP, it has been argued that they are difficult to interpret, involve a weighting of different elements of living standards (about which there may not be universal agreement), and imply there is a single answer to the question of whether life is getting better or worse (see, for example, Castles 1998; Dowrick and Quiggin 1998; Trewin 1998). 

Sets of indicators

A further alternative is to review a range of indicators without combining them explicitly into a composite index. Numerous aspects of living standards can be included. And it is possible to include non-material aspects, such as social and political participation and family relationships. Data availability generally imposes bounds on the number of aspects included.

Comprehensive studies including objective and subjective measures are not undertaken regularly in Australia. However, the ABS does collect and report on a range of measures of living standards; and since 1994 has produced an annual report, Australian Social Trends, which brings together a number of indicators on a broad range of social policy issues.

Recent major Australian studies of a comprehensive type include the Australian Standard of Living Study conducted in 1987 (Travers and Richardson 1993) and the Australian Living Standards Study conducted by the Australian Institute of Family Studies in 1991. Both studies were based on indicators of a range of areas or ‘spheres of life’ and included both material and non-material aspects, for example family relationships and personal wellbeing. The 1991 study included more ‘spheres of life’ than the 1987 study, but focused mainly on families with dependent children (Terrill and Brodie-Reed 1998).

Most recently, the Centre for Independent Studies published State of the Nation, a collection of a large number of economic and social indicators from the early 1900s to 1999 (Sullivan et al. 1999). This study was not a survey-based study, like those mentioned above, but instead drew together existing statistics from a number of sources. 

Surveys of perceptions of the quality of life

While some of the studies based on sets of indicators include subjective measures, a complementary approach is to simply ask people how they view their quality of life. Quality of life is a broader concept than just material wellbeing. There can therefore be a difference between subjective and objective measures of living standards. 

Recent broad surveys include Pusey (1998), which examined the views of 400 ‘middle Australians’, and Eckersley (1999), which involved a national survey of 1200 Australians. Hugh Mackay regularly takes ‘soundings’ of particular aspects of life (see, for example, Mackay 1999). Newspoll also periodically conducts surveys asking Australians whether life is getting better (see, for example, Kelly 2000).
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A review of available indicators

This section provides an overview of trends in average income, composite and other readily available indicators. Where possible, overseas evidence is also provided to indicate whether the trends are particular to Australia or more widespread. The overview also highlights any changes that have become evident in the 1990s. Appendix A provides a more detailed examination of Australian and international data on living standards. 

Income, wealth and consumption

Average income

Average incomes of Australians grew strongly in the 1990s (figure 
2.1 and table 
2.1). Real GDP per person grew at a rate of 2.1 per cent a year in the 1990s compared with 1.9 per cent a year in the 1980s.
 On a real average income basis, Australians were 2.4 times as well off in 1998‑99 than in 1959‑60, with real GDP per person of around $31 000 compared with around $13 000 (1997-98 dollars).

Figure 
2.1 also presents another measure of average income, gross domestic income (GDI) per person, which is derived by adjusting the GDP series for changes in Australia’s terms of trade (the price of exports relative to the price of imports). The terms of trade affect the purchasing power of the income derived from production of goods and services in Australia. A decline in the terms of trade reduces real GDI, all other things equal. GDI per person tracks GDP per person very closely. 

Australia has been one of only a few OECD countries to show stronger growth in GDP per person in the 1990s than the 1980s. On a trend basis, Australia was one of only 8 out of 26 OECD countries to experience higher growth between 1990 and 1998 than between 1980 and 1990, and ranked seventh amongst these countries in terms of growth rate in the 1990s (Scarpetta et al. 2000). 

Figure 2
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Real GDP per person and real GDI per person, 1959-60 to 1998‑99

1997-98 dollars
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Data sources: ABS National Accounts (1998/99) database, RBA Australian Economic Statistics database and ABS Time Series Statistics Plus database on EconData (accessed 26 July 2000). 

Table 2


 REF _Separator . autotext ChapterNumber. 

 IF _HasChapterNumber = "0" "" "" \* MERGEFORMAT 
2


 REF _Separator .


 SEQ Table \* ARABIC 
1

GDP per person in Australia, 1959-60 to 1998-99

	
	
	
	Average annual growth rate
between periods

	
Year
	
GDP per person
	Multiple of 
1959-60 level
	
Actual
	
Trend

	
	$ 1997-98
	
	% per year
	% per year

	1959-60
	13 100
	1.0
	..
	..

	1969-70
	18 100
	1.4
	3.3
	3.3

	1979-80
	21 400
	1.6
	1.7
	1.9

	1989-90
	25 800
	2.0
	1.9
	1.7

	1998-99
	31 200
	2.4
	2.1
	2.2


.. Not applicable.

Sources: ABS National Accounts (1998/99) database, RBA Australian Economic Statistics database and ABS Time Series Statistics Plus database on EconData (accessed 26 July 2000). Trend rates are PC estimates based on these data sources.

Income distribution

The average income measure can mask changes occurring in the distribution of income that can affect community wellbeing. The distribution of income is important to many people’s attitudes toward fairness and, at some point, can affect social cohesion.

The measurement of income distribution is a complex area and different measures provide different results. It is important to be clear about the definition of income being used — earnings (from employment in labour markets); market income (earnings plus mainly self-employment and investment income); gross income (market income plus government cash transfers); disposable income (gross income minus income tax); or final income (disposable income plus indirect benefits minus indirect taxes). The relationship between these definitions of income is depicted in figure 5.1 in chapter 5. In addition, there is equivalent income, where an adjustment is made for the size and composition of the income unit (for example, the household) reflecting the relative income levels needed to maintain a similar standard of living. Equivalent income can apply to any of the income definitions mentioned.

Over the longer term in Australia, inequality in income (by any of these definitions) has fallen, with most of the reduction occurring before the 1980s. The picture over the 1980s and 1990s is less clear. In market income terms, there has been some increase in income inequality in the 1980s and early 1990s, but redistribution through the welfare system has had an offsetting effect, so that gross income inequality has been fairly stable (Harding 1997; Johnson, Manning and Hellwig 1995). The ABS (1999) found that gross income distribution had remained almost unchanged between 1994-95 and 1997-98, with gross income inequality increasing more in the 1980s than in the 1990s. 

However, a lack of change in overall summary measures of inequality can still mask movements in the distribution of income between certain groups. Recent analysis by the National Centre for Social and Economic Modelling (NATSEM 2000) examined disposable income over the period 1982 to 1996‑97 and found that, in terms of income increases, the bottom and top of the income distribution had fared better than the middle. As a result of these offsetting effects, the summary measure of income inequality had remained virtually unchanged.

In an international context, there is considerable debate over the presence of clear trends in income inequality. Among high-income countries, differences in features, such as labour market institutions, affect inequality outcomes. 

Trends in income inequality are also affected by the definition of income examined. Visco (1998) suggests that some analyses are too narrowly focused on the distribution of earnings across those who have jobs. Countries differ in the equality of earnings amongst those employed. However, they also differ in unemployment rates — some of those with higher earnings inequality have lower unemployment rates. When earnings dispersion is recalculated including the unemployed, earnings dispersion is more similar across countries. 

On the basis of equivalent disposable income data from the Luxembourg Income Study,
 the trend over the 1980s and 1990s was towards increased inequality in most major OECD countries.
 Australia has had a similar experience to a number of OECD countries.

Wealth

Distribution of wealth is another relevant aspect of living standards. Assets can provide income, through dividends, interest or rental income. They also have the potential to increase in value, providing the owner with capital gains. And increases in wealth can affect household spending behaviour. 

Looking at the household
 balance sheet as a whole, real household net worth increased by 47 per cent between 1988-89 and 1998‑99, from $1312 billion to $1926 billion (1997-98 dollars). The household sector has traditionally been a net provider of funds, and while this remains the case, both lending and borrowing activities have increased. 

The balance sheet for the government sector of the economy is examined in appendix A. 

The proportion of the Australian community owning shares has increased considerably over the period 1986 to 1999, from 9 to 54 per cent of the adult population, with significant growth in the late 1990s in particular (appendix A). The share of households either owning or purchasing a home has remained relatively steady since the 1960s. 

Consumption

It is sometimes argued that consumption is a more direct measure of household wellbeing than income. Income is more variable and subject to transitory fluctuations, which households may be able to smooth out through borrowing and saving (Barrett, Crossley and Worswick 2000). 

Real private consumption expenditure per person in 1998-99 was $18 273 (1997-98 dollars), around 2.2 times the 1959-60 level of $8168. Growth in the 1990s was 1.9 per cent a year, compared with 1.8 per cent a year in the 1980s (appendix A). 

Of 29 OECD countries, 10 including Australia had higher growth in real private final consumption expenditure per person in the period 1989 to 1997 than in the period 1979 to 1989 (OECD 1999b). 
In addition to average purchasing power, it is possible to examine changes in the affordability of major items. In 1998, both cars and housing were more affordable than in 1984, by around 9 and 1 per cent, respectively. However, in 1999, housing affordability fell significantly with increases in interest rates. But in both cases there was a downward trend in affordability from the mid-1980s to 1990, and an upward trend in the 1990s (appendix A). 

Relative consumer prices changed in favour of clothing, household equipment, recreation and education and housing over the 1980s and 1990s. For each of the major expenditure groups included in the Consumer Price Index (food, clothing, housing, household equipment and operation, transportation, alcohol and tobacco, health and personal care, and recreation and education), the average annual rate of growth in the 1990s was lower than in the 1980s. 

Composite indicators

GDP per person is compared with the GPI per person in figure 
2.2. GPI per person diverges from GDP per person over time. GPI per person declined from the late 1970s to the mid-1980s, before rising again to the late 1970s level by 1996.
 A slight improvement is evident from the mid-1990s. Hamilton and Saddler (1997b) argue that the divergence, and decline in the GPI since the late 1970s, is explained by the benefits of economic growth being offset by the costs. The principal factors they cite are: unsustainable foreign debt levels; the growing costs of unemployment and overwork; the combined impact of a number of environmental problems; the escalating costs of energy resource depletion and greenhouse gas emissions; and a failure to maintain investments in the national capital stock. They also note that the decline in the GPI would have been evident earlier except for the improvement in income distribution in the 1970s.

There is also a divergence internationally — the divergence of the Australian GPI from GDP in the 1970s is mirrored in indexes for Britain, US and some European countries (Hamilton and Saddler 1997b). 

Figure 2
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Real GPI per persona and real GDP per personb, 1950 to 1996

1990 dollars
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a(GPI per person is weighted for changes in income distribution, using changes in the share of total income received by the bottom quintile of taxpayers. The divergence between GDP per person and GPI per person is more pronounced when the GPI is not weighted for changes in income distribution. b(GDP in this figure is a different base year to figure 
2.1.

Data source: Hamilton and Saddler (1997b, p. 52). 

Other indicators

A number of other indicators of living standards, including working hours, health, housing and education, were examined for Australia and major OECD countries for which data were readily available (appendix A). Overall, these indicators mainly showed an improvement over the 1990s. However, in some cases, improvements in the 1990s were at a slower rate than in the 1980s.

The rates of employment and unemployment are important elements of the living standards of the community and, as noted above, should be included alongside any examination of the distribution of earnings. Figure 
2.3 presents the rates of employment, unemployment and participation in the workforce over the 1980s and 1990s. Employment grew in both the 1980s and the 1990s, but at a faster rate in the 1980s. At the end of the 1990s, the ratio of employment to the population aged 15 years and over was just below that at the end of the 1980s. The unemployment rate trended downwards for most of the 1980s before rising in the early 1990s recession and then declining from the mid-1990s. The participation rate showed an upward trend within a relatively narrow range over most of the 1980s and 1990s. 

Figure 2
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Employment, unemployment and participation ratesa, 1980 to 1999b
Per cent
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a The employment rate is the ratio of the number employed to the population aged 15 years and over. The unemployment rate is the ratio of the number unemployed to the number in the labour force (employed plus unemployed). The participation rate is the ratio of the labour force to the population aged 15 years and over. b August data. 

Data source: ABS Labour Force Statistics database on EconData (accessed 12 July 2000).
Working hours has received recent attention. There are two sides to any change in working hours — increased hours may mean more income, but they also mean less leisure. Individual’s preferences for additional income and additional leisure time are obviously important in weighing these two sides. But there is concern that, at least for some, increased hours of work may be coming at the cost of decreased quality of life. For an individual, the number of hours worked depends on the desired hours of work, opportunities to work those hours and lifestyle choices. But there is also a claim (see, for example, ACIRRT 1999) that people are directly or indirectly ‘coerced’ to work longer hours than they desire. However, Wooden (2000b) states that, based on 1995 data, the majority (about two-thirds) of those working 45 hours or more per week were happy with the hours they usually worked. There are further rounds of counter-claims and counter-arguments.

In Australia, average standard working hours for full-time workers were around 4 per cent less in 1996 than in 1980, with virtually all of this decline taking place in the 1980s. Average actual hours worked by full-time workers (including overtime and unpaid hours) rose by 1.9 per cent over the 1980s, but by 3.4 per cent over the 1990s.
 Cross-country comparisons of hours worked by full-time workers are not readily available.
 

Health is a relevant indicator of living standards but, because of the complexity of attendant issues, useful summary indicators are difficult to compile. For some aspects of health services, an increase in services cannot be judged in isolation as an improvement or a deterioration in living standards. One broad indicator of the health of the community is life expectancy — an increase in this measure is generally considered to represent an improvement in living standards. In Australia and major OECD countries, life expectancy has risen in both the 1980s and 1990s. Some other health indicators are presented in appendix A.

Participation in education affects the skill levels and career opportunities of the population. Increased participation is generally considered an indicator of improvements in living standards. In Australia, participation in school and higher education institutions increased considerably over the 1980s and 1990s. The percentage of the 15-19 year old population attending a school increased at a much faster rate in the 1980s than in the 1990s, reaching 50.8 per cent in 1999. Higher education students as a ratio to the 20-24 age group has almost doubled since 1981, reaching 50.4 per cent in 1999, with a slightly higher rate of increase in the 1990s than in the 1980s. Again, this reflects similar changes in major OECD countries.

Environmental quality is another important aspect of living standards, but it is multi-faceted and difficult to measure comprehensively. Data comparisons over time are not always readily available and the interpretation of changes in such indicators is not always clear. No attempt has been made to make an overall assessment of environmental change in this paper. 

Intergenerational aspects

Changes in some of the indicators examined above have implications for future living standards as well as current living standards. Aspects of living standards, such as environmental quality, education and debt levels, can be said to have intergenerational effects. Current impacts on environmental quality can potentially have an impact on future environmental quality. Participation in education can affect the skills of the workforce and the productiveness of the economy, as well as enhancing other aspects of community life. Debt incurred in the current period has to be serviced in the future but, if productively used, for example, for infrastructure, it can also improve the future operation of the economy. 

Subjective measures

A range of other studies of living standards in Australia have concentrated on subjective measures or views and perceptions of living standards. For example, in 1999, the Australia Institute commissioned a survey of public opinion on whether the quality of life of people in Australia is getting better, worse or staying the same. This national survey of 1200 people found that only about a quarter of Australians thought life was getting better, over a third said it was getting worse and slightly more than a third thought it was staying the same (Eckersley 1999, p. ix). In 1996, the Middle Australia Project surveyed 400 ‘middle Australians’ and found that 51 per cent of them thought that their quality of life was declining, 39 per cent thought it was improving and 10 per cent did not know (Pusey 1998, p. 185).

Hugh Mackay regularly takes ‘soundings’ of the perceptions of Australians about various aspects of life. Mackay (1999, p. 10) highlighted the sentiment that ‘the economy might be in great shape, but my life isn’t’ and noted the contradictory sense that, for many Australians, life is getting better and worse. 

Most recently, a Newspoll survey commissioned by The Australian newspaper asked respondents to think about the overall quality of life, taking account of social, economic and environmental conditions and trends, and found that 34 per cent of respondents thought life in Australia was getting worse, 34 per cent thought it was about the same and 31 per cent thought it was getting better (with 1 per cent uncommitted) (Steketee 2000). The survey also found there was a 70 per cent preference for reducing inequality instead of maximising economic growth (Kelly 2000). 
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Assessment

There has generally been an improvement in economic indicators in the 1980s and 1990s. On the basis of average income, the improvement has been more marked in the 1990s than the 1980s. Private consumption expenditure has also followed this pattern, together with house and car affordability. The Genuine Progress Indicator, an alternative composite indicator of living standards, also shows relatively better performance in the 1990s than the 1980s, with a deterioration in the 1980s, but some improvement in the 1990s. 

Income distribution became more unequal in the 1980s, on some measures, although it was relatively stable in the 1990s if redistribution through the welfare system is taken into account (see also chapter 5).

Other indicators, such as participation in education, also show an improvement in living standards. Participation in school and higher education rose in both the 1980s and 1990s, although only growth in participation in higher education continued at a higher rate in the 1990s than the 1980s.

However, not all indicators show an improvement in living standards. Average working hours of full-time workers increased in both the 1980s and 1990s, with a higher rate of increase in the 1990s. And some surveys of perceptions of quality of life in the 1990s have suggested that around a third of Australians thought the quality of life was getting worse.

It is difficult to definitively interpret the differences between general trends in economic indicators and some quality of life survey results. Generally, it is not known whether the source of the deterioration in the quality of life is related to economic factors, social trends or personal factors. However, it does mean that quality of life factors, outside of material wellbeing, are important to a sizeable proportion of the community. 

The remainder of this paper focuses on average income and its distribution. While these are important indicators of trends in living standards, they are not the only relevant considerations.




� For a discussion of these limitations see, for example, Commonwealth Treasury (1973) and Dowrick and Quiggin (1998).


� See Sharpe (1999) for a survey of composite indexes. 


� The ABS has examined various indicators of wellbeing and has indicated that over the next couple of years it may produce an alternative composite indicator to GDP (Macken 2000).


� The 1980s are calculated from 1979-80 to 1989-90 and the 1990s from 1989-90 to 1998-99. Use of 1989-90 lessens the impact of the 1990s recession and its recovery on the calculations. 


�	This study emphasises comparability of data across countries.


�	The Luxembourg Income Study data also suggest increased inequality in Australia, which appears at odds with the ABS and other studies mentioned above.


�	Including unincorporated enterprises.


� The latest data currently available are for 1996. An update is due later in 2000.


� Results for working hours are sensitive to the choice of period, for example, the month chosen. These results are based on simple averages of the monthly observations for each financial year from the ABS Labour Force Statistics (database). The 1980s are calculated as 1979-80 to 1989�90 and the 1990s are 1989-90 to 1998-99.


� Total hours worked averaged across all workers has shown a declining trend in most major OECD countries over the period 1979 to 1998, except Sweden and the US. A slowing in the decline in average hours has also been evident in most major OECD countries, including Australia. The OECD (1998, p. 156) suggests that the contribution of an increase in the share of part-time workers to the decrease in average hours varies across countries.
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