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Identifying service use measures 
An overview of the Steering Committee’s approach to prorating mainstream (that is, non-Indigenous specific) expenditure between Indigenous and non-Indigenous Australians is provided in chapter 2.
  
The Steering Committee’s method uses a service use measure to identify the Indigenous share of expenditure:

	Indigenous share of mainstream 
expenditure
	=
	Total mainstream expenditure
	×
	Service 
use 
measure
	[1]


The approach in equation [1] is extended to recognise that the service use measure may need to be adjusted for: 

· Indigenous under‑identification — the degree to which Indigenous service users are not correctly identified or recorded in data collections
· Indigenous cost differential — to account for the fact that the average cost of providing a government service to Indigenous Australians may be more/less than the cost of providing the same service to non‑Indigenous Australians.

This chapter focuses on the concepts, sources and methods for identifying the service use measure for each expenditure category. The same methods are adopted for identifying service use measures for allocating Australian Government expenditure across states and territories (chapter 7). 
A general overview of the concepts is provided in section 3.1. Section 3.2 discusses the data sources and estimation methods used for the 2012 Indigenous Expenditure Report.
3.1
Service use measure concepts

A service use measure is defined as ‘a measure of the Indigenous use of services that is closely linked with, or a proxy for, the impact Indigenous Australians have on the total cost of providing mainstream services’.

Linking service use to expenditure is difficult because of the diverse nature of government services (chapter 2). As the basis for a consistent approach to identifying service use measures, the method classifies all government expenditure under the following broad categories:

· services to individuals or their families
· collectively consumed services
· support to businesses or industry
· expenditure related to the operation of government
· a combination of the above.

Services to individuals or their families

Services to individuals or their families includes expenditure on services and programs directed to individuals or their families such as education services, health care services, and social security. The majority of services can be mapped to the National Indigenous Reform Agreement and Overcoming Indigenous Disadvantage report framework ‘building blocks’: early childhood; schooling; health; economic participation; healthy homes; safe communities; and governance and leadership. These services account for about 80 per cent of government expenditure.
The service users and cost drivers for these government services are:

· service users — in most cases an individual, family or household can be clearly identified as the service user
· cost drivers — the cost drivers of these government services are mainly associated with the people that receive the service — a clear link exists between the cost drivers and the service users. 

The service use measure for services to individuals or their families are:

· the Indigenous share of service users as measured/collected from government administrative systems or, where this is not available,
· the Indigenous share of the target population for the government service (for example, the Indigenous proportion of Australian children under 5, for early childhood services).

Recipients might be identified as individuals, families or cohorts. Some measurement issues arise where recipients are not clearly defined as Indigenous or non-Indigenous, or where data are not available.

Collectively consumed services 

Collectively consumed services includes expenditure on services such as national defence and emergency preparedness and response. 

The service users and cost drivers for these government services are:

· service users — in most cases, services of this type are for the community as a whole and therefore can not be directly linked to individual users/recipients
· cost drivers — the cost drivers of these services are mainly associated with non‑population related factors (for example, defence expenditure is mainly related to factors such as perceived international threat). Expenditure of this type is not directly related to the number of people that receive the service.
These services are received by, or provided on behalf of all Australians, so the Indigenous Expenditure Report method allocates the cost of these services equally across the population.
The service use measure for collectively consumed services is the Indigenous proportion of the resident population.
Measurement issues and adjustments may be required where it is assessed that the costs are different for providing the services in different areas (for example, fire services in heavily forested areas).

Support to businesses or industry

Support to businesses or industry includes expenditure such as business support programs (for example, production subsidies, export facilitation programs) and industry regulation (for example, industry standards and enforcement). 

The recipients and cost drivers for these government services are:

· service users — government services of this type are typically directly received by businesses (business subsidies)
· cost drivers — the cost drivers of these services are mainly related to industry factors (such as the size, complexity and competitive challenges of the industry).

Although the method does not focus on benefits, governments often justify such expenditure on the basis of the indirect benefits to the broader economy and community. As a consequence, services to business or industry are measured as collectively consumed services and the service use measure for services to business or industry is the Indigenous proportion of the resident population.
Expenditure related to the operation of government

This includes expenditure on government institutional infrastructure or general government support (such as the operation of central agencies and parliaments). 

The recipients and cost drivers for these government services are:

· service users — government services of this type are typically directly received by other government departments or parliamentarians
· cost drivers — the cost drivers of these services are mainly related to government (such as the size and complexity of the public sector). While the costs of the machinery of government are influenced by population, a large proportion of the fixed costs are determined by institutional arrangements.

To the extent that the size of government is related to population and that general government services are collectively consumed, the method assumes that all Australians are equal recipients of these services.

The service use measure for these government services is the Indigenous proportion of the resident population.
The service use measure may require adjustment where a greater share of general government operations is dedicated to delivering services to Indigenous Australians — for example, where the administration of mainstream services is predominantly provided to Indigenous Australians. 
Government expenditure on services that are a combination of the above

Some government expenditure is focused on services that contain a combination of the service user–cost driver relationships discussed above. 
3.2
Service use measure sources and methods 

Data sources

The Steering Committee has endorsed a suite of service use measures. Appendix A of this manual provides information on the service use measures and data sources selected for use in the 2012 Indigenous Expenditure Report. Data quality statements for each data source are provided in appendix D. Further information on the purpose and framework of the data quality statements are provided in chapter 8. A qualitative assessment of the reliability of the estimates for each expenditure category is provided in appendix E.

Appendix A provides a summary of:
· government services provided in each expenditure category
· service use measures selected, the corresponding data sources and their appropriateness as a  proxy for the service cost drivers.

Appendix D provides a data quality statement for each data source used in the 2012 Indigenous Expenditure Report. 
Appendix E provides a qualitative assessment of the reliability of estimates for each expenditure category published in the 2012 Indigenous Expenditure Report. 
Process of selection

In selecting the factors used to prorate mainstream expenditure, the Steering Committee consulted widely with jurisdictional and subject matter experts.

The majority of the service use measures used in the Indigenous Expenditure Report are sought from national statistical agencies (including ABS, AIHW and NCVER). The use of established collections for service use measures helps the comparability of the Indigenous expenditure estimates. Making use of established collections also ensures that the Indigenous Expenditure Report can benefit from the data expertise and existing quality improvement processes associated with each collection. 
Where an established collection is not available, some service use data will need to be sought directly from jurisdictions. 

The Steering Committee is committed to a process of continual improvement. Together with the publication of biennial results, the Steering Committee has a work plan that targets those aspects of the Indigenous Expenditure Report that are priorities for improvement. Report users wishing to contribute to this process should refer to chapter 1, section 1.4.
� 	Australian Government expenditure is allocated across states and territories using the approach described in chapter 7 before this method is applied.
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