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Patterns of household expenditure
This chapter outlines factors that influence the patterns of household final consumption expenditures. It then sets out some past trends in Australian household consumption and reports approaches to projecting household demand adopted in recent studies. Drawing on past trends and recent approaches, the chapter concludes with a scenario for the modelling reference case.
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Factors influencing patterns of household expenditure

Expenditure patterns of households can change over time for several reasons. These include changes in: disposable income; wealth; relative prices; age; health status; and consumer preferences (tastes). Patterns of household expenditure can also be influenced by changes in the provision of government services and government social security and other income and tax transfers, and the conditions under which they are provided (such as in the areas of education and health). 

Because household final consumption expenditure accounts for over half of gross national spending, household expenditure decisions can have important flow-on effects on the distribution of economic activity between industries and regions, indirectly influencing the aggregate level of economic activity. 

In an economy-wide model such as MMRF, the level and composition of household consumption spending through time would be determined by future levels of income, relative prices and the economic behavioural assumptions contained in the model. However, potential changes that may occur because of other factors such as changes in demography, taste (including between domestic and imported supplies), or institutional arrangements would need to be determined outside the model and applied exogenously.

Assessing the likely prevalence and scale of such changes is important for developing a reference case, particularly if projection periods are relatively long or the scale of such changes are large. 
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Historical perspective
This section provides a historical perspective of changes in the composition of household expenditure. It illustrates changes in household expenditure shares over time and highlights some differences in expenditure shares across different household types.
Change in household expenditure shares

There has been some change in the composition of household expenditure (in current prices) over time (table 13.1). Drawing on the ABS Australian National Accounts, there have been decreases in the shares of expenditure accounted for by food, clothing & footwear, and furnishing & household equipment. Conversely, the shares of expenditure accounted for by housing, health, communication and education services have increased. Some categories, such as transport and electricity, have remained relatively stable as a share of expenditure.

Table 13.

 SEQ Table \* ARABIC 1
Household final consumption expenditure shares in the National Accounts, current prices, 1959‑60 to 2009‑10a
Per cent

	Expenditure group
	1959‑60
	1969‑70
	1979‑80
	1989‑90
	1999‑00
	2009‑10

	Food
	18.0
	14.9
	13.4
	11.5
	10.3
	10.4

	Alcoholic beverages & tobacco
	6.3
	5.3
	4.4
	3.6
	3.8
	3.5

	Clothing & footwear
	10.2
	8.1
	6.5
	5.4
	3.9
	3.5

	Rent & other dwelling services
	8.8
	12.1
	16.2
	18.3
	17.9
	19.8

	Electricity, gas & other fuel
	2.3
	2.1
	1.8
	2.0
	1.8
	2.1

	Furnishings & household equipment
	9.3
	8.0
	7.7
	7.0
	5.7
	4.8

	Health
	3.8
	4.5
	5.1
	4.4
	4.9
	5.8

	Transport
	11.5
	13.0
	12.8
	12.4
	12.0
	10.4

	Communication
	0.6
	0.8
	1.2
	1.3
	2.3
	2.6

	Recreation & culture
	9.1
	8.9
	9.5
	10.2
	11.7
	10.8

	Education services
	1.0
	1.4
	1.4
	2.4
	3.1
	4.0

	Hotels, cafes & restaurants
	9.5
	8.8
	7.9
	6.8
	7.4
	6.9

	Miscellaneous goods & services
	9.7
	12.2
	12.1
	14.7
	15.1
	15.4


a Categories are not the same as those in the ABS Household Expenditure Surveys.

Source: ABS (Australian System of National Accounts, 2010‑11, Cat. no. 5204.0).
An alternative way to look at the change in household expenditure shares over time is to use chain volume measures rather than current price values. Chain volume measures remove the effect of price changes and provide an indication of changes in consumption volumes (real terms). For instance, food has decreased as a share of consumption in both nominal and real terms, whereas the share accounted for by housing has remained relatively stable in real terms, despite its nominal share increasing with house prices (table 13.2). Another deviation between the two sets of figures is for alcoholic beverages & tobacco, which has remained relatively constant as a share of nominal expenditure over the last two decades, but has almost halved in volume terms.

Table 13.

 SEQ Table \* ARABIC 2
Household final consumption expenditure shares in the National Accounts, chain volume terms, 1989‑90 to 2009‑10a
Per cent

	Expenditure group
	1989‑90
	1999‑00
	2009‑10

	Food
	12.4
	10.8
	10.4

	Alcoholic beverages & tobacco
	6.4
	4.6
	3.5

	Clothing & footwear
	3.6
	3.0
	3.5

	Rent & other dwelling services
	20.8
	20.7
	19.8

	Electricity, gas & other fuel
	2.5
	2.4
	2.1

	Furnishings & household equipment
	5.0
	4.5
	4.8

	Health
	5.5
	4.7
	5.8

	Transport
	10.1
	11.0
	10.4

	Communication
	0.9
	2.0
	2.6

	Recreation & culture
	7.6
	9.5
	10.8

	Education services
	4.4
	4.0
	4.0

	Hotels, cafes & restaurants
	7.9
	7.9
	6.9

	Miscellaneous goods & services
	15.3
	15.4
	15.4


a Categories are not the same as those in the ABS Household Expenditure Surveys.

Source: ABS (Australian System of National Accounts, 2010‑11, Cat. no. 5204.0).
Another source of data on changes in household expenditure over time is the ABS Household Expenditure Survey (table 13.3). The Household Expenditure Survey also allows disaggregation of expenditure patterns by household characteristics. While the categories are not directly reconcilable with those from the National Accounts, they paint a similar picture of trends. Over the period from 1984 to 2009‑10:

· the share of expenditure on food & beverages has decreased, although the category remains the second largest share of household expenditure in 2009‑10, as reported in the survey;

· clothing & footwear and household furnishings & equipment have also declined substantially in terms of their shares of expenditure, as have alcoholic beverages & tobacco; and
· expenditure on housing and medical and health expenses have increased.
Some categories, such as domestic fuel and power and transport, have remained relatively constant as a share of household expenditure.

Table 13.

 SEQ Table \* ARABIC 3
Household expenditure shares in the Household Expenditure Survey, 1984 to 2009‑10a
Per cent

	Broad expenditure group
	1984
	1988–89
	1993–94
	1998–99
	2003–04
	2009–10

	Current housing costs
	12.8
	14.3
	14.2
	13.9
	16.1
	18.0

	Domestic fuel & power
	2.9
	2.6
	2.8
	2.6
	2.6
	2.6

	Food & non–alcoholic beverages
	19.7
	19.1
	18.4
	18.2
	17.1
	16.5

	Alcoholic beverages
	3.4
	3.4
	2.9
	2.9
	2.6
	2.6

	Tobacco products
	1.6
	1.4
	1.5
	1.5
	1.3
	1.0

	Clothing & footwear
	6.5
	6.1
	5.6
	4.6
	4.0
	3.6

	Household furnishings & equipment
	7.7
	7.4
	6.6
	6.0
	5.8
	4.7

	Household services & operation
	4.3
	4.8
	5.2
	5.9
	6.1
	5.5

	Medical care & health expenses
	3.9
	4.3
	4.5
	4.6
	5.1
	5.3

	Transport
	16.3
	15.1
	15.5
	16.9
	15.6
	15.6

	Recreation
	11.9
	11.8
	13.2
	12.7
	12.8
	13.1

	Personal care
	1.8
	2.0
	1.9
	2.0
	1.9
	1.9

	Miscellaneous goods & services
	7.2
	7.8
	7.6
	8.2
	8.9
	9.4


a The expenditure categories reported are not the same as those from the National Accounts.
Source: ABS (Household Expenditure Survey, Australia: Summary of Results, 2009‑10, Cat. no. 6530.0).

Observed differences in expenditure between household types

In addition to trends in the composition of household expenditure over time, analysing expenditure differences on the basis of household characteristics — in this case, age, income and state of residence — may provide further insights about possible future directions in household expenditure. For instance, an ageing population is likely to result in increased consumption of those goods and services favoured by older age groups. 
Age 

Expenditure shares reported for some categories varied considerably across age groups in 2009‑10 (table 13.4). The most notable variation is in the cost of housing, which decreases markedly as a share of expenditure as age increases. Conversely, medical care and health expenses are reported as increasing with age. There is some increase in the share accounted for by food across older age groups. 

Table 13.

 SEQ Table \* ARABIC 4
Household expenditure shares by age group in the Household Expenditure Survey, 2009‑10

Per cent

	
Broad expenditure group
	15–24
	25–34
	35–44
	45–54
	55–64
	65 and over

	Current housing costs
	23.4
	25.5
	21.3
	15.1
	13.3
	11.7

	Domestic fuel & power
	1.9
	2.2
	2.6
	2.6
	2.8
	3.5

	Food & non–alcoholic beverages
	14.7
	14.9
	15.9
	17.2
	16.8
	18.7

	Alcoholic beverages
	4.2
	2.7
	2.3
	2.9
	2.6
	2.2

	Tobacco products
	1.2
	0.8
	1.0
	1.1
	1.1
	0.9

	Clothing & footwear
	4.2
	3.6
	3.6
	3.8
	3.7
	3.0

	Household furnishings & equipment
	3.7
	4.0
	4.8
	4.8
	5.8
	4.4

	Household services & operation
	5.0
	5.0
	6.1
	4.8
	5.5
	6.6

	Medical care & health expenses
	2.1
	3.9
	4.3
	4.9
	6.5
	9.5

	Transport
	15.2
	15.9
	14.2
	17.0
	17.5
	12.7

	Recreation
	13.2
	11.8
	12.2
	13.0
	14.2
	15.0

	Personal care
	1.9
	1.7
	1.8
	2.1
	2.0
	2.1

	Miscellaneous goods & services
	9.0
	8.0
	10.0
	10.7
	8.3
	9.7

	Mean gross weekly household income
	$1 476
	$1 855
	$2 001
	$2 150
	$1 685
	$838


Source: ABS (Household Expenditure Survey, Australia: Summary of Results, 2009‑10, Cat. no. 6530.0).

Income 

The shares of expenditure accounted for by most categories of household expenditure decrease as household incomes rise (table 13.5). The largest falls are in categories such as housing costs, food, power and household services. The largest reported increases in relative shares as incomes increase occur in categories such as clothing and footwear, recreation, transport and miscellaneous goods and services. Medical and health expenses as a proportion of total household expenditures do not change substantially with income. 

Table 13.

 SEQ Table \* ARABIC 5
Household expenditure shares by gross income quintile in the Household Expenditure Survey, 2009‑10

Per cent

	Broad expenditure group
	Lowest
	Second
	Third
	Fourth
	Highest

	Current housing costs
	20.8
	19.4
	19.6
	18.7
	15.6

	Domestic fuel & power
	4.0
	3.4
	2.7
	2.5
	2.0

	Food & non–alcoholic beverages
	18.3
	18.3
	16.8
	16.6
	15.2

	Alcoholic beverages
	1.9
	2.4
	2.7
	2.7
	2.8

	Tobacco products
	1.4
	1.5
	1.3
	1.1
	0.5

	Clothing & footwear
	2.7
	3.2
	3.3
	3.4
	4.2

	Household furnishings & equipment
	4.9
	4.9
	4.2
	4.6
	5.1

	Household services & operation
	6.6
	6.1
	5.3
	5.3
	5.2

	Medical care & health expenses
	6.9
	4.8
	5.8
	5.0
	5.0

	Transport
	12.3
	14.0
	14.6
	15.3
	17.8

	Recreation
	12.0
	12.4
	12.5
	13.7
	13.4

	Personal care
	1.9
	1.9
	1.8
	2.0
	2.0

	Miscellaneous goods & services
	6.2
	7.7
	9.4
	9.2
	11.1


Source: ABS (Household Expenditure Survey, Australia: Summary of Results, 2009‑10, Cat. no. 6530.0).

State of residence 

There do not appear to be large differences in household expenditure shares across states (figure 13.1). Some notable differences include relatively less spending on housing in Tasmania, but a higher share of expenditure on housing costs in the Northern Territory. Conversely, the share of household expenditure on food is highest in Tasmania and lowest in the Northern Territory. 

Figure 13.

 SEQ Figure \* ARABIC 1
Household expenditure shares by state of residence in the Household Expenditure Survey, 2009‑10

Per cent
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Source: ABS (Household Expenditure Survey, Australia: Summary of Results, 2009‑10, Cat. no. 6530.0).
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Projections used in other studies
It can be difficult to decompose changes in household consumption into those arising solely from changes in taste and preference (taste effects) from those attributable to other factors such as changes in household income, wealth, relative prices, age and health status.

Nevertheless, taste changes may be included in a reference case to proxy all of the other determinants of household consumption that are not explained by the other components of the reference case and the subsequent behavioural responses incorporated in the model.

Some recent studies incorporate changes in household tastes into their projections.
Strong Growth, Low Pollution (Treasury 2011) included a range of household taste shocks in its modelling reference case (table 13.6). In general, these shocks represent a continuation of the trend away from the consumption of basic commodities, such as food, towards services, with the largest increase being in the consumption of communication services. These shocks are reduced to zero between 2020 and 2050. However, it is difficult to reconcile the derivation of these shocks with the changes reported in the ABS National Accounts and Household Expenditure Survey (tables 13.1 and 13.3) owing to differences in the commodity classifications used.

The Intergenerational Report 2010 (Australian Government 2010) is another recent source of projections. Of particular note is the projected increase in government spending on health, which is projected to increase from 4 per cent of government expenditure in 2009‑10 to 7.1 per cent in 2049‑50. The increase in spending is driven by a combination of an ageing population and an assumed increase in demand for health services. While this projection deals with government spending, it is possible that similar trends could be expected in terms of household expenditure on health services. 

Table 13.

 SEQ Table \* ARABIC 6
Average annual growth in household tastes to 2050 in Strong Growth, Low Pollution
Per cent per year
	
MMRF commodity
	2010 to
2020
	2020 to
2030
	2030 to
2040
	2040 to
2050

	Biofuels
	1.0
	0.8
	0.5
	0.2

	Forestry
	-1.5
	-1.2
	-0.8
	-0.3

	Coal mining
	-0.6
	-0.5
	-0.3
	-0.1

	Paper products
	-1.0
	-0.8
	-0.5
	-0.2

	Printing
	-1.0
	-0.8
	-0.5
	-0.2

	Chemicals
	0.8
	0.7
	0.4
	0.1

	Water supply
	-0.5
	-0.4
	-0.3
	-0.1

	Trade
	0.5
	0.4
	0.2
	0.1

	Accommodation & hotels
	0.5
	0.4
	0.2
	0.1

	Air transport
	1.5
	1.2
	0.8
	0.3

	Communication services
	3.0
	2.5
	1.5
	0.5

	Financial services
	0.5
	0.4
	0.2
	0.1

	Business services
	1.0
	0.8
	0.5
	0.2

	Public services
	2.3
	1.9
	1.1
	0.4

	Other services
	1.0
	0.8
	0.5
	0.2

	Private transport
	-0.2
	0.0
	0.0
	0.0

	Private electricity
	0.5
	0.4
	0.2
	0.1


Source: Treasury (2011, p. 172).
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Towards a modelling reference case

Given the available information about changes in the composition of household expenditure over time and the difficulty in decomposing the source of those changes, the modelling reference case used for the final report does not include a comprehensive range of household taste change shocks. Nevertheless, under the parameterisation of the MMRF model, outlays on services would be projected to increase as incomes rise over time. 

Further, adjustments have been made in the modelling reference case with respect to health expenditure. As recognised in the Intergenerational Report 2010, expenditure on health care and health-related services is expected to increase as the population progressively ages. However, the scale of any increases in health-service output, the balance between public and private outlays, and the means of funding those outlays is uncertain at this stage. Therefore, for the modelling reference case, the future increase in health expenditure is modelled through an increase in government expenditure. Details of the modelling are provided in chapter 14.

� 	The commodity classification used by the Treasury in its MMRF modelling is an aggregation of that used by the ABS in its Input-Output Tables (from which the model database is derived) supplemented with some climate change-related commodities, such as biofuels.
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