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Australian Government expenditure by state and territory  
This chapter focuses on the definitions, concepts and methods for prorating total Australian Government expenditure across each state and territory.
 Definitions, concepts and methods for allocating expenditure to GPC categories, and for identifying Indigenous expenditure, are discussed in the 2012 Report Expenditure Data Manual.

An overview of the Australian Government expenditure is provided in section 7.1. In section 7.2, the method for estimating Australian Government expenditure in each state and territory is explained. Key interpretation issues are discussed in section 7.3. 
7.1
Australian Government expenditure in each state and territory

The Australian Government provides funding for a range of mainstream services that support Indigenous and non‑Indigenous Australians across each state and territory. Funding is also provided through programs and services targeted at individuals or groups with particular needs, including Indigenous Australians. 

Australian Government expenditure in each state and territory comprises two components:

· direct expenditure — expenditure on services and programs (including income support) that is provided directly to individuals, non‑government service providers or local governments. This also includes the operation of the machinery of the Australian Government

· indirect expenditure — payments ‘to’ and ‘through’ the State and Territory governments, including: 

· payments for specific purposes — National Specific Purpose Payments (SPPs) and National Partnership payments provided ‘to’ or ‘through’ State and Territory governments for specific purposes such as to pursue policy objectives and delivery of services in major service areas: health, education, community services, housing, infrastructure and environment. Also included are financial assistance grants to local governments 

· general revenue assistance — includes a broad category of payments, such as GST payments, which are provided to State and Territory governments without conditions, to spend according to their own budget priorities.

7.2
Estimating Australian Government expenditure in each state and territory

The Indigenous Expenditure Report employs the concept of a service use measure to identify and estimate the Indigenous share of Australian Government expenditure in each state and territory. Measures of service use provide a proxy for the distribution of costs (not benefits) among service users. 
Where possible, service use measures should be adjusted for:

· state differential — to account for funding per user differences between states and territories due to underlying economic, social and demographic conditions

· 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

· under‑identification — the degree to which Indigenous service users are not correctly identified or recorded in data collection.
In most cases, the service use measure and corresponding data source identified for prorating the Indigenous share of mainstream expenditure is also used to estimate each state and territory share of Australian Government expenditure.
A service use measure is a measure of the Indigenous use of services that is closely linked with, or a proxy for, the impact that Indigenous Australians have on the total cost of providing mainstream services.

General model for proration

Australian Government expenditure on services related to Indigenous Australians in each state and territory is the sum of:

· Indigenous specific expenditure — this expenditure is assumed to relate solely to Indigenous Australians, although there could be some use of these services and programs by non-Indigenous Australians. For example, Indigenous specific health services in remote communities. This comprises:

· Indigenous specific indirect expenditure — no estimation is required for this expenditure group because payments ‘to’ and ‘through’ each State and Territory government can be identified, and the expenditure relates solely to Indigenous Australians

· Indigenous specific direct expenditure — equals total Indigenous specific expenditure less Indigenous specific indirect expenditure. The expenditure relates solely to Indigenous Australians but the state and territory share of this expenditure must be estimated using information on the state and territory share of service users:

	State or territory share of Australian Government Indigenous specific 
direct expenditure
	=
	National Australian
Government Indigenous 
specific direct expenditure
	X
	State or territory share 
of total Indigenous specific service users
	[1]


The total Indigenous specific expenditure in a state or territory is: 
	Total Indigenous 
specific expenditure 
in a state or territory
	=
	State or territory share of Australian Government Indigenous specific direct expenditure
	(
	State or Territory
 Government Indigenous 
specific expenditure
	[2]


· Indigenous mainstream expenditure — equals total expenditure less total Indigenous specific expenditure. The state and territory Indigenous share of this expenditure is estimated in three steps: 

1. Estimate total mainstream indirect and direct expenditure:

· total mainstream indirect expenditure — this expenditure can be identified from information on payments ‘to’ and ‘through’ State and Territory governments
· total mainstream direct expenditure — equals total mainstream expenditure less mainstream indirect expenditure.

2. Estimate state and territory share of mainstream indirect and direct expenditure:

· state and territory share of mainstream indirect expenditure — no estimation is required for this expenditure because payments ‘to’ and ‘through’ each State and Territory government can be identified

· state and territory share of mainstream direct expenditure — must be estimated using information on the state and territory share of service users:
	State or territory share of Australian Government mainstream direct expenditure
	=
	National Australian Government mainstream 
direct expenditure
	X
	State or territory 
share of mainstream 
service users
	[3]


The total mainstream expenditure in a state or territory is: 
	Total mainstream 
expenditure in a 
state or territory
	=
	State or territory share of Australian Government mainstream direct expenditure
	(
	State or Territory 
Government mainstream expenditure
	[4]


3. Estimate Indigenous share of Australian Government mainstream expenditure in each state and territory — must be estimated using service use measures. Where possible, adjustments should be made to service use measures to account for under‑identification and cost differential factors: 

	Indigenous share of 
Australian Government mainstream expenditure in each state or territory
	=
	Australian Government
mainstream expenditure 
in each state or territory
	X
	State or territory 
Indigenous share of mainstream 
service users
	X
	Service use cost differential
	[5]


7.3
Interpreting expenditure estimates

The service use measures used to estimate the Australian Government Indigenous expenditure in each state and territory have their limitations and should be interpreted with care. Information on the strengths and weaknesses of the proration method are provided in section 2.2 of this manual.
Although this estimation method can be used to calculate the general government Indigenous expenditure in each state and territory, it does not allow for the identification of the Australian Government, State, or Territory government share of expenditure in a state or territory. That is, how much is contributed by the Australian Government and how much by the State or Territory government, in a state or territory. 
The estimation of the Australian Government, State, or Territory government share of all governments expenditure in a state or territory is a complex task. Significant work needs to be undertaken to estimate this expenditure, including development of an estimation method, establishment of additional data collections, and specific improvements to resolve issues associated with timing, capital transfers, and Government Purpose Classification allocation. The Working Group will investigate the feasibility of estimating this expenditure for future reporting.
�	In this manual lower case state and territory refers to the geographical boundaries of jurisdictions, and upper case State and Territory refers to the jurisdictional governments.


�	Steering Committee for the Review of Government Service Provision, 2012, Expenditure Data Manual, 2012 Indigenous Expenditure Report, Productivity Commission, Canberra.
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