	
	


	
	



1
Introduction
Despite the commitment of significant government expenditure over many years, disparities between outcomes for Indigenous and non-Indigenous Australians persist (particularly in the areas of life expectancy, child mortality, educational attainment and economic participation). The reasons for these persistent gaps are complex, arising from a mix of historical, social and economic causes. 

The Steering Committee for the Review of Government Service Provision — under the auspices of the Council of Australian Governments (COAG) — has developed a national framework for collecting and reporting government expenditure on services for Indigenous and non‑Indigenous Australians.

This manual describes the fundamental concepts, definitions and methods for prorating expenditure on mainstream services in order to identify the share of expenditure related to Indigenous Australians. 

This manual relates to the 2012 Indigenous Expenditure Report, which contains estimates of the levels and patterns of government expenditure for 2008-09 and 2010-11. The 2012 Report was released on 4 September 2012 and is available from the project website (www.pc.gov.au/gsp/ier). The third Indigenous Expenditure Report is currently under development and is planned for release in mid-2014.

A summary of the key substantive changes from the 2010 Report Service Use Measure Definitions Manual is provided in section 1.1. An overview of the Indigenous Expenditure Report method is presented in section 1.2. Information about this manual and the 2012 Expenditure Data Manual — and how to obtain copies of these — is provided in section 1.3. Information on how stakeholders can contribute to future development of the Indigenous Expenditure Report is provided in section 1.4. Section 1.5 summarises the structure of the remainder of this manual.

1.1
What’s new 
The Steering Committee is committed to continual improvement of the data and method employed for the Indigenous Expenditure Report estimates. Substantive changes from the 2010 Report Service Use Measure Definitions Manual include:

· Indigenous specific expenditure (chapter 6) — a new chapter has been included to provide better guidance for users on the purpose of collecting Indigenous specific expenditure and to improve consistency in the collection and treatment of Indigenous specific expenditure.
· Australian Government expenditure (chapter 7) — At the time of the 2010 Report publication, it was not possible to allocate Australian Government direct expenditure across states and territories. As a result, ‘total government’ expenditure in each State and Territory could not be estimated. 
The Australian Government Expenditure by State and Territory Supplement, released on 15 September 2011, details a method for allocating Australian Government expenditure across states and territories and presents estimates based on 2008-09 data. This method has been implemented for the 2012 Report.
· sensitivity analysis (chapter 8) — this chapter has been updated to provide an overview of the method adopted to develop a qualitative assessment of the reliability of Indigenous expenditure estimates presented in appendix E.
· service use measure definitions (appendix A) — This appendix has been updated to reflect changes in the GPC reporting structure and proration methods for:
· housing — a revised structure for the collection and reporting of housing expenditure has been adopted to improve the accuracy of Indigenous housing expenditure and service use data. The revised structure includes separate GPC+ categories for:
· home purchase and home ownership assistance (GPC+ 0711.1)

· social housing (GPC+ 0711.2)

· rental market assistance (GPC+ 0711.3)

· defence housing (GPC+ 0711.4)

· homeless person’s assistance for young people (GPC+ 0621.4)

· homeless person’s assistance for people other than youth (GPC+ 0629.1).

· health — a revised structure for the collection and reporting of health services expenditure has been adopted to improve the reporting to:
· link health expenditure estimates to health outcome areas and reconcile with other health expenditure publications
· allow the separate identification of expenditure related to the provision of health services, and the payments and programs provided to support these services
· distinguish between primary (or preventative) health and secondary health management services
· split Health administration nec (GPC 0590) into two new GPC+ categories to clearly identify subsidies associated with Private Health Insurance rebates:
· health administration nec — private health insurance subsidies (GPC+ 0590.1)

· health administration nec — general health administration (GPC+ 0590.2)

· cost differential adjustment methods (appendix C) — this appendix has been updated to reflect some changes in the GPC reporting structure and any changes in the cost differential adjustment methods employed by jurisdictions.
· assessment of estimate reliability (appendix E) — the 2010 Report included a qualitative assessment of the reliability of Indigenous expenditure estimates by assessing the appropriateness of the service use measures selected to prorate mainstream expenditure, the quality of the service use measure data and the reliability of cost differential data at an aggregate level. This new appendix extends this assessment to all published expenditure categories and improves the information available to interpret the estimates.
· AIHW health expenditure method and parameters (appendix F) — information on the AIHW health parameters has been updated to reflect a change in the GPC structure for health services. 

1.2
Methodology overview

Identifying government expenditure on services related to Indigenous Australians is difficult, and involves a process of estimation. The Indigenous Expenditure Report method is based on approaches used in similar exercises,
  and involves two stages (figure 
1.1):

1. identifying total expenditure by service area and, where applicable, total expenditure for Indigenous specific services and programs

2. prorating mainstream (that is, non-Indigenous specific) expenditure between Indigenous and non-Indigenous Australians.
Figure 1.
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Indigenous specific and mainstream expenditure by service area

For the purposes of the collection, expenditure is defined as expenditure by the general government sector on services for Indigenous and non‑Indigenous Australians. 

Before this expenditure can be allocated to Indigenous and non‑Indigenous Australians, it needs to be allocated to service areas (giving a measure of total expenditure for each service area). The next task is to identify (by service area) any expenditure on services that specifically target Indigenous Australians. Taking this Indigenous specific expenditure from the total provides an estimate for mainstream expenditure in each service area.

The definition of ‘expenditure’ that is used for the 2012 Indigenous Expenditure Report is presented in chapter 2 of the 2012 Expenditure Data Manual.
Service areas

The Indigenous Expenditure Report method uses the ABS Government Purpose Classification (GPC) to categorise expenditure by service area. However, data collected under the National Framework is also mapped to the outcome categories developed by the Working Group on Indigenous Reform (WGIR) as part of the Closing the Gap initiative. In some cases, the GPC framework does not provide sufficient disaggregation to map to these outcome categories. For example, the WGIR Framework defines child care services and child protection and support services as separate outcome areas, whereas the GPC groups these into one category; family and child welfare services (GPC 0621). 

The definitions and guidelines for the classification structure used in the Indigenous Expenditure Report are presented in chapter 4 of the 2012 Expenditure Data Manual.

Indigenous specific services and programs

Services for Indigenous Australians are provided through a combination of targeted and mainstream services. Expenditure on Indigenous specific services can generally be assumed to be exclusively for Indigenous Australians. There can however, be some use of services and programs by non-Indigenous Australians in particular locations (for example, health services in remote communities).
The definition of Indigenous specific expenditure used for the 2012 Indigenous Expenditure Report is presented in chapter 3 of the 2012 Expenditure Data Manual.
Expenditure on mainstream services

Indigenous Australians also receive support through services aimed at the broader community (mainstream services), such as Australian Government Vocational Rehabilitation Services. Expenditure on mainstream services for each expenditure category is calculated as the residual of total expenditure less any expenditure on Indigenous specific services that can be identified.

The definition of expenditure on mainstream services that is used for the 2012 Indigenous Expenditure Report is presented in chapter 3 of the 2012 Expenditure Data Manual.

The share of expenditure on mainstream services explicitly related to Indigenous Australians will be identified where possible (for example, the share of expenditure on Vocational Rehabilitation Services that relates to services for Indigenous Australians). However, this is often not possible because of the nature of the services (such as national defence, public transport, the operations of parliaments) or because of the limitations of existing information systems.
Where the Indigenous share of expenditure on mainstream services can not be identified, it must be estimated.
Prorating mainstream expenditure

The Indigenous share of expenditure on mainstream services is rarely explicitly recorded and must be estimated on the basis of service use. Measures of service use provide a proxy of the distribution of costs (not benefits) among service users. Where possible, the service use measures should be adjusted for:

· under-identification — the degree to which service users do not identify as Indigenous. For example, a person’s Indigenous status might not always be asked as part of the service delivery process. There might also be a disincentive for service users to identify their Indigenous status
· cost differential — the extent to which the cost of providing services to Indigenous and non-Indigenous Australians varies. The provision of services to Indigenous Australians might be more costly on average if they are disproportionately located in remote areas, or if Indigenous service users have additional service needs (such as specific language requirements) regardless of their location.

The definitions, concepts and methods for prorating expenditure on mainstream services are discussed in more detail in chapter 2. 

Australian Government expenditure by state and territory

The 2012 Report provides estimates of Australian Government direct and indirect expenditure by state and territory, which allows total government expenditure by State and Territory to be estimated for 86 expenditure categories that map to the National Indigenous Reform Agreement and Overcoming Indigenous Disadvantage report framework ‘building blocks’. 

The method for allocating Australian Government expenditure across states and territories is described in chapter 7. The method for prorating the Indigenous share of Australian Government expenditure in each state and territory is as described above.
1.3
Indigenous Expenditure Report manuals
Two manuals have been produced that represent the nationally agreed definitions, concepts, methods and data sources used to estimate Indigenous expenditure for the 2012 Indigenous Expenditure Report: 

· Expenditure Data Manual — provides a consistent set of agreed definitions and guidelines for jurisdictions to follow when providing expenditure data
· Service Use Measure Definitions Manual — documents the agreed measures used to prorate mainstream expenditure between Indigenous and non-Indigenous Australians.

These manuals are revised for each report, reflecting the Steering Committee’s commitment to continual development. Readers should ensure that the manuals they are referencing correspond to the appropriate data year. 

1.4
How to contribute to the development process
The Steering Committee is committed to a process of continual improvement to ensure that accurate and relevant data are presented in the Indigenous Expenditure Report. Users of this manual are encouraged to contribute to this process by providing feedback on this manual, and on the Indigenous Expenditure Report.
What sort of feedback is the Steering Committee seeking?
The Steering Committee would appreciate feedback on the manual, particularly in the following areas:
· appropriateness — do the definitions, guidelines and methods reflect:

· the types of services that should be allocated to each expenditure category

· a reasonable approach to prorating total expenditure on services between Indigenous and non-Indigenous Australians.
· feasibility — based on your understanding of administrative processes and systems:
· how difficult is it to allocate expenditure data according to the definitions and guidelines?
· if data can not be allocated following the definitions and guidelines:

· how difficult is it to identify the differences between actual allocations and the allocations according to the definition and guidelines of the Report?
· what changes would be needed in the longer term to assist or improve the allocation of expenditure?
· additional information — based on the service use measures, what additional information can you add or suggest regarding:

· Indigenous identification

· service delivery cost differentials

· the reliability of these data
· interpretation and reporting — factors that should be taken into account when collecting, reporting or interpreting information.

Any comments received may be circulated within the Steering Committee for future development purposes, but they will not be made publicly available without the explicit permission of the person/agency/jurisdiction that provided them.

How should comments be provided?
You should feel free to contact the Secretariat at any time if you require clarification on the information presented in this manual. Comments on the definitions and guidelines contained in this manual should be made in writing and can be posted or emailed to the Secretariat:

Indigenous Expenditure Report Secretariat
Productivity Commission
LB 2 Collins Street East Post Office
Melbourne  VIC  8003

Tel:
(03) 9653 2100 
 or Freecall:
1800 020 083
Fax:
(03) 9653 2359

Email:
gsp.ier@pc.gov.au
http://www.pc.gov.au/ier

1.5
Structure of the manual
The definitions, concepts and methods for prorating expenditure on mainstream services are discussed in the following chapters:

· prorating mainstream expenditure (chapter 2) — an overview of the theoretical basis of the proration approach and discussion of key issues
· identifying service use measures (chapter 3) — presents the concepts, sources and methods used in identifying the service use measure for each expenditure category
· adjusting for under-identification (chapter 4) — provides guidelines and methods for adjusting service use measures for Indigenous under-identification
· adjusting for cost differentials (chapter 5) — provides guidelines and methods for adjusting service use measures to account for the difference in the cost of providing services to Indigenous and non‑Indigenous Australians
· Indigenous specific expenditure (chapter 6) — an overview of the approach used to prorate mainstream expenditure between Indigenous and non‑Indigenous services 
· Australian Government expenditure (chapter 7) — an overview of the method for allocating Australian Government direct and indirect expenditure across states and territories
· sensitivity analysis (chapter 8) — a discussion of the benefits of, and approaches to, sensitivity analysis for the Indigenous Expenditure Report
The manual also includes the following appendixes that provide supporting information:
· service use measure definitions (appendix A) — details the proration method and guidelines for each expenditure category
· Indigenous under-identification adjustment methods (appendix B) — a summary of how Indigenous under-identification was addressed for each service use measure data source
· cost differential adjustment methods (appendix C) — a summary of how the service delivery cost differential factor was addressed in the estimation process
· data quality (appendix D) — data quality statements and other information for the data sources used in the estimation process
· reliability of estimates (appendix E) — a summary of the Steering Committee’s qualitative assessment of the overall reliability of the expenditure estimates for all published expenditure categories
· AIHW health expenditure method and parameters (appendix F) — an overview of the AIHW method and how it has been adapted to provide information for the Indigenous Expenditure Report.

� 	The responsibility for development and reporting of the National Framework was transferred from the Indigenous Expenditure Report Steering Committee to the Steering Committee for the Review of Government Service Provision by COAG on 13 February 2011. The members of the Indigenous Expenditure Report Steering Committee continue their involvement as the Indigenous Expenditure Report Working Group which provides advice to the Review Steering Committee. The membership of each group at 4 September 2012 is listed on pages V and VI in the preliminary section of this manual.


� 	For example, the Australian Institute of Health and Welfare (AIHW) estimates of expenditure on health services for Aboriginal and Torres Strait Islander peoples, and the Northern Territory Indigenous expenditure reviews.
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