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Preface

This publication defines a conceptual 'map’ relating data in the fields of household income,
consumption, saving and wealth, and as such provides a basis for improved understanding of the
issues involved in collecting and relating such data. It also lays the foundation for further
development of statistics relating to the economic well-being of houscholds and should enable
better dialogue between users and producers of statistics, nationally and inlernationally.

A Provisional Framework for Household Income, Consumption, Saving and Wealth ICW})is a
first attempt by the ABS at providing a consistent and integrated outline of the economic resources
available to households and a description of the concepts, definitions and classifications necded
when attempting to measure economic well-being. The description is designed to be internally
consistent int respect of individual households but also to relate concepts at the household level
with those at a national level. The framework has not been restricted 10 exisling measures but
discusses new measures suggesting possible definitions and classifications. Future versions of the
framework will reflect continuing changes in international guidelines relating to such areas as
household income and expenditure statistics, national accounts and statistics of labour income.
They will also reflect ongoing discussion within the ABS and the user community.

In developing this framework, the ABS has drawn on related ABS standards and on frameworks
published by several international organisations. The international standards used include the
Provisional Guidelines on Statistics of the Distribution of Income, Consumption and
Accunmlation of Households (UN 1977), the Svstemn of National Accounts 1993 (prepared under
the auspices of the Inter-Secretariat Working Group on Nalional Accounts with representatives of
the Untted Nations, Commission of the European Community, Internationat Monetary Fund, and
the Qrganisation for Economic Co-operation and Development) and various recommendations
published by the International Labour Organisation since the early 1970s. A detailed comparison
of components of the ICW framework and components of the Australian National Accounts and
the System of National Accounts (SNA9Y3) is contained in an appendix. Codifying the linkages it
identifies between macro and micro income, consumption, saving and wealth data is a necessary
prerequisite to the fulure development of soctal accounts for Australia.

We would welcome your comments on the concepts, definilions and classifications described in
this framework. and they should be addressed to:

Assistant Statistician

Social Analysis, Income and Welfare,
Australian Bureau of Statistics

PO Box 10

Belconnen, ACT 2616 Australia

W. McLennan
Australian Statistician
Australian Bureau of Statistics
Canberra ACT
June 1995
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CHAPTER 1. INTRODUCTION

1.1 A conceptual framework

A Provisional Framework for Household Income, Consumption, Saving and Wealth (1CW) has
been developed by the ABS to describe how the range of flows and stocks of household economic
resources can be brought together to provide a comprehensive measure of economic well-being
for individual households, The paper sets oul delailed descriptions of the contents, scope,
boundaries and conceptual links between each component of the framework.

The paper also provides a conceptual link between these compoenents of individual household
economic well-being and those of the national economy as a whole, This is presented in
Appendix 1 which compares the concepts and definitions used in the ICW with those used in (he
Australian National Accounts and in the international System of National Accounts (SNA93).

Where appropriate, the concepts and terminology used in the ICW framework are consistent with
those used in the national accounts. However, because the focus of the ICW is on the individual
household rather than the aggregated household sector, concepts, definitions and lerminology
have been modified where necessary.

1.2 Purpose of the framework

Within the broad purpose of measuring economic well-being. the framework is designed (o allow
for the measurement of:

(i) a household's power or command over economic resources,

(ii) the exlent to which a household is able (0 both consunie and accumulate wealth and (o make
choices between these options; and

(iii) (he changes that take place in a household's economic well-being over time.

Together, these measures constitute 2 model that reconciles the several elements of income,
consumption and net worth at the individual household level. Such a reconciliation wiil enable
the derivation of measures of both household saving and total accemulation of wealth.

1t is envisaged that the development of this framework will provide the following benefits:

»  allow for the provision of conceplially consistent information and (he iltustration of the
relationship between the components of household income and consumption flows;

*  allow ABS clients and policy makers lo place tmportant. but limiled, data available in the
conlext of the full picture of household cconomic resources;

*  encourage the development of impulation techniques, within and outside the ABS, for some
of the missing data;

®*  facilitate discussions between the ABS and clients on priorities for future development of
ABS collections;

*  ensure that future collection and processing procedures used in the ABS follow consistent
conceplual and classificatory practices; and

*  facilitate the development of improved linking between national economic aggregales
{macro data) and houschold survevs (micro data) on the income, consumption and
accumulation of households.



While occasional mention is made of operational considerations, the publication does not attempt
to provide guidance on how the concepts should be operationalised in data collections and
imputations. 1t does not discuss issues such as methods of valuation of imputed items which will
be the subject of further research both within and outside the ABS.

Similarly, the publication does not attempt to set priorities for the collection of the different data
items that go to make up the measure of economic-well-being, The setting of such priorities will
be taken in conjunction with ABS clients.

1.3 Structure of the report

The report is divided into two major parts. Part A (Chapters 1-6) presents the framework model.
In Chapter 2 the underlying concepts and scope of the main components are described. This
chapter also discusses links with other statistical frameworks such as the SNA, its Australian
counterpart the ANA, and the ILO framework to ensuse comparability wherever practicable.

Chapter 3 describes the flows and stocks used to measure econonic well-being, and develops a
model which links these together. Chapters 4 and 5 provide the definitions and descriptions of
the main elements of these flows and stocks and Chapter 6 presents summary measures of
economic well-being.

Part B (Chapters 7-18) provides detailed definitions and classifications of all components of the
ICW framework. Appendixes are attached which cover comparisen of the ICW framework with
the ANA and SNA93 (Appendix 1), a glossary of terms (Appendix 2) and a bibliography
(Appendix 3).



CHAPTER 2. SCOPE AND MAIN COMPONENTS OF THE ICW
FRAMEWORK AND INTERNATIONAL STANDARDS

2.1 Introduction

The ICW framework has been developed to describe, and provide links between, the factors that
make up the economic well-being of the household. in the past, the models provided in
international standards have often been limited to flows of cash income and some restricted
elements of income in-kind, usually those obtained via the market place. Consumption has
similarly been limited to the using up of these resources. In the ICW framework, the concept of
income has been broadened io support 2 more comprehensive measure of economic well-being
which takes into account houschold transactions that have been neglecied in the past,

One of the main restrictions of current international guidelines has been that they tended to view
the household purely as a consumption unit. The household received income, consumed some of
it in satisfying its wants and, at times, saved some of the income for the future. In the 1ICW
framework, a more complex picture of the household is developed which presents it not only as a
unit of consumption but atso as a unit that produces goods and services for its own consumption
without any intervention from the market place.

2.2 Economic well-being

Economic well-being is determined by all economic resources available to the houschold. It
encompasses the household's access to goods and services through its current income and its
capilal receipls whether they are received in cash or in-kind. It also includes the notional
dissaving value of the household's net stock of assets and liabilities, otherwise referred to as the
household's net worth, Economic well-being can be viewed either from the receipis side i.e. the
household's capacity 10 consume and save, or from the consumption side i.e. the household's
actual consumption and its method of financing this consumption.

2.3 Income

The concept of income is very broad and includes components that may not usually be included in
common usage of Lhe term, For our purposes, income consists of receipts, as money or in-kind,
that are received or accrued regularly and are of a recurring nature. Income may accrue from a
wide range of sources both from outside and within the household itself,

The notion of receipts being regular and recurring is adopted from the ILO definition of income
and is used to distinguish between capilal receipts and those ongoing receipts thal most
households come to depend on for their day-to-day living. For most households it is these
ongoing receipts (and the expectation of (heir continuance) that is the main predictor of the
houschold's consumption.

Cash income may be generated through involvement in economic production, either within the
market economy or owutside it. This form of income is received for contributing the factors of
production (labour. capital assets and knowledge) to the national economy. The concept of
income also includes transfer incomes. These can be received as benefits from government (e.g.
government pensions and benefits), from other households (e.g. gifts, child support), and from
other private organisations.

Non-cash income simitarly covers income-in-kind from the above sources. It includes non-cash

benefits reccived by emptoyees and by owners of small businesses. 1t inckudes non-cash
government benefits directed to pensioners and beneficiaries and directed to the broader
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population groups in the form of governmeni expenditure on services such as heaith, housing,
welfare, etc.

In addition. non-cash income in the ICW includes the value of the production of goods and
services provided by the household to itself. Households produce for their own consumption
services such as child care and cooking as part of their unpaid household work. They also
provide services deriving from the ownership of assets such as the family home and household
durables such as car, refrigerator and the like.

2.4 Consumption

The concept of consumption is based on the 'using up' of services and non-durable goods. In
addition to final consumption expenditure, where households purchase non-durable goods and
services, it also covers consumplion of goods and services received in-kind from government,
other households and privale organisations. It also includes the using up of goods and services
provided from within the houschold. This concept of consumption is therefore much broader
then one which is based solely on the current consumption expenditure of the household in the
market place.

Also included in the concept of consumption is the transfer of economic resources from one
household to other households and private institutions such as charities. The transfers may be
compulsory, such as some child support payments or voluntary such as gifts of money or goods.
{Transfers of economic resources o government in the form of direct taxes and compulsory fees
and fines are treated separately from consumplion.)

2.5 Net worth

Net worth is defined as the difference between the household’s siock of assets and its stock of
liabilities at a particular point in time. The concept of assets covers both financial and
non-financia! assets, including all consumer durables owned by the household. The concept of
liabilities covers all debts owed by the household whether they be to other households, private
institutions or governmeny.

1t could be argued that assets should also include the vatue of human capital held by the
household such as the education and skills of its members. For practical reasons, however, these
are excluded from the concept of net worth in this framework. (See 6.4.)

2.6 Statistical units

The main counting or statistical units which have relevance to the concepts of income,
consumption and wealth are persons, income units, families and households. These units are
defined in Chapter 7.

Although information about individuals or persons is often used to analyse aspects of social
welfare. it is not always an approptiate unit when analysing income and consumption data for
purposes of measuring economic well-being. An individual may be the preferred statistical unil
when analysing, for example, the relationship between earnings and educational attainment.
However, for analysing the distribution of income il is usually more meaningful to group people
according to the way income is commonly shared within, say families, to form single spending
units. For that reason the appropriate statistical unit is often the family or a subset of the family
such as the income unit.

When looking at consumption. it is generally the household that is the smallest unit for which
measures of consumption can be made. Except for some items of personal spending,
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consumption mainly reflects the collective decisions of individuals within the household who
share, or tive together, in the dwelling and who make commeon provisions for shelter, food and
other essentials such as heating.

Consequently, the household (including any unincorporated enterprises owned by the household)
is the smallest unit for which measures of saving and net worth can be ¢constructed when
analysing economic well-being. For this reason, the household is adopted as the defaull statistical
unit in the ICW framework. (See 7.1 for discussion and illustration of unincorporated enterprises
owned by the household.)

2.7 International standards

In the development of the ICW framework, the ABS has drawn on related frameworks published
by a number of international organisations. The United Nations has provided two frameworks
dealing with income, consumption and wealth. The most recent of these is the System of
National Accounts 1993 - published under the auspices of (he UN and other international
organisations. This System of National Accounts describes the economies of countrigs and the
linkages between the main components.

An earlier framework provided by (he UN is a sel of provisional guidelines devoted to the
coliection of data at the micro level and relaling 10 economic resources of households (UN 1977
and 1989). The ILO has also issued guidelines and recommendations for the collection of data on
income of households, with particular emphasis on income from employment (ILO 1971, 1992
and 1993). (A brief description of the main orientation of relevant work by international
organisations is set out below.)

These international frameworks are not fulty harmonised. The ABS has drawn selectively from
them in developing the ICW framework which has adopted a broader scope than that adopted in
the internationai guidelines. Where necessary, the ICW has diverged from one or more of the
international standards in creating an internally consistent framework designed to facilitate the
balancing of accounts at the individual houschold level and to meet Australian needs.

27.1 United Nations guidelines

In 1977, the United Nations published its Provisional Guidelines on Statistfcs of the Distribution
of Income, Consumption and Accunidation of Households (Studies in Methods, Series M. No
&1). These guidelines have since been used by many countries as a conceptual basis for the
development and improvement of stalistics in (his field, A later publication by the United
Nations (1989} has added more detail on (he application of these concepts in household surveys.

2.7.2 The System of National Accounts {(and the Australian National Accounts}

A second framework that has had significance for the development of the ICW is the UN System
of Mational Accounts (SNA 1968 and 1993) and its Australian counterpart, the Australian
National Accounts {ANA). The system of national accounts integrates and links the definition
and classifications of all economic flows and stocks into a coherent structure. 1t describes and
measures the economic well-being of the country as a whole. It does this via the study of key
econtornic flows such as production, income, consumption, investmment and saving.

Attempts (o increase coherence between the ICW framework and the ANA have also been
affected by the release of the revised SNA in 1994 while work was in progress on the ICW
framework. At present the ABS is still making decisions on the implementation of different
components of the SNA93 in the ANA. The SNA93 has been taken into account in the
development of the ICW but the two are not fully reconciled. Further work on implementation of
SNA93 in the Australian System of National Accounts will be taken into account in future
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verstons of the [CW. For a detailed comparison of the components of the ICW with the current
ANA and SNA93 see Appendix 1.

2.7.3 International Labour Organisation

The International Labour Organisation has also contributed to the development of theoretical
concepts in this fietd. In particular, the ILO has described itself as being "concerned with
policies, norms, measurements and the study of trends relating to living and working conditions.'
(ILO 1971). The ILO framework was set out in its 1971 publication Scope, Methods and Uses of
Family Expenditure Surveys, The Twelfth International Conference of Labour Statisticians,
Report 11,

More recently, at the Fifteenth International Conference of Labour Statisticians in Geneva in
1993. the ILO opened up discussion on the concepts and measurement of income from
emplovment in light of the changes that have taken place in the labour market over the Jast
decade. In particular, discussion is continuing on the effect of structural changes in the labour
market on forms of employment and the nature of remuneration, A discussion is contained in
reports of the conference. ( 1ILO 1992 and 1993).
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CHAPTER 3. STRUCTURE OF THE ICW - A STOCK/FLOW MODEL

3.1 Receipts and disbursements

Within a given reference period a houschold experiences continuous flows of receipts and
disbursemeitts relating to economic resources. Receipts include regular receipts (e.g. wages and
salaries, interest earned by assets), irregular receipts (e.g. an inheritance), flows generated by
selling an asset (such as a car) and income in-kind (e.g. use of a car provided by an employer),

Disbursements may be equally diverse. They include expenditure on consumer goods (¢.g. food),
purchase of consumer durables (e.g. a car), saving (e.g. cash deposited in the bank), gifis to
relatives, and tax to the government,

Together, these receipts and disbursements delermine not only a household's standard of living
but also its level of wealth. 'Living well' and ‘getting rich' are the indicators used in everyday life
to define economic weli-being, These indicators also form the basis of the measure of economic
well-being in the ICW framework.

3.2 Stock/flow model

To formally describe the components of economic wetl-being identified above, and to map their
relationships, a stock/flow model has been developed.

The model relates flows of income over a given reference period (o flows of consumption and
saving. This is done within a current account which nolionally can be constructed for each
household.

Saving and dissaving flows and capital transfers are reconciled to a measure of change in net
worth, resulting from transactions, in a capital account.

The current and capifal accounts are linked by the flows of saving and dissaving. the former
building up and the latter mnning down the stock of houschold net worth.

The transactional change in net worth, as measured in the capital account, is added to changes in
stocks resulting from other changes in volume of assets and nominal holding gains or losses in
the (hird account called other changes in stocks, This final measure gives (otal change in net
worth for the individual household during the reference period.

The current account therefore measures the 'living well’ aspect of the economic well-being of
households. The capital account and other changes in stocks account measure the 'getting rich'
aspect of economic well-being.

3.21 Flows

Most flows are transactions - L.e, they are inleractions between two units by mutual agreement or
they are interactions within the same uni( that is operating in two capacities.

For example, an inleraction takes place between two units when wages or salaries are paid to an
emplovee as a return for his/her labour. Similarly, an interaction takes place by mutual
agreement between two partics when a household purchases goods and services for consurption.

An interaction within the same unit takes place when, for example, a houschold produces goods
or services for its own consumption. In this instance, the houschold operates as both the producer
and the consumer,



Transactional flows reflect the receipt and disbursement of all economic resources in households.
They reflect the receipt of income in cash or in-kind, disbursements by way of consumption or
transfers out of the houschold, and capital transactions.

There are other flows that are not transactions. These flows are dealt with in the account dealing
with other changes in stocks and relate to changes in the volume of stocks brought about by, €.g.
catastrophic events, and changes brought about due to nominal holding gains and losses,

3.2.2 Stocks

The term stocks describes a household's holdings of asscts and/or liabilities at a given point in
time, The value of these stocks is affected by all of the flows described above.

3.2.3 Reference period

A reference period is required for measuring flows of income and consumption and the changes
in the stocks of assets and liabililies that iake place over time.

A number of factors can influence the choice of a reference period. These include:
¢  the influence of seasonal factors on ingome and consumpiion; and

*  requirements of policy makers and analysts (e.g. 'current weekly' income, annual income,
lifetime income).

Al an operational level, other factors also take on importance:

*  payment conventions {¢.g. daily piece work, fortnightly salary, monthly pension, annual
profit);

*  the need to have enough events in the sample;

*  {he problem of respondent recall.

To achieve a full reconcilialion of the elements of the ICW framework, all contributing dala need
to relate to the same reference period. For purposes of exposition, this paper adopts a reference
pertod of one year.

3.3 Current and capital accounts

For the ICW framework, a book-keeping approach is adopted which uscs a current account, a
capital account and an other changes to stocks account o describe the diverse flows of household
budgeting and to ensure a balancing of the household books.

The curren( account deals with the relationship between income, consumplion, direct taxes and
saving. The capilal account deals with the capilat ransactions that result in a building up or
running down of assets and liabilities via transaclions. The other changes in stocks account deals
with changes in the volume of stocks that are not related to transactions, and changes to the value
of stocks from capital gains or losses.

The following two chapters describe (he relationships between the transactions and other flows
and the main components of the accounts.
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Table 3.1 ICW CURRENT AND CAPITAL ACCOUNTS

3.1.1 Current Account

Disbursements

Receipts

5. Total houschold income

6. Direcl taxes, fees and fines

7. Net disposable income

8. Consumption
9. Saving

Primary income
Property income
Transfer income

Other non-markel income

A

Tolal household income

7. Net disposable income

3.1.2 Capital Account
Disbursements

Recesipts

12, Net acquisition of non-financial

assels
13. Net lending

9. Saving
10. Depreciation allowance

11. Net capital transfers received

Table 3.2

ICW OTHER CHANGES IN STOCKS ACCOUNT

Changes in assets

Changes in liabilities

Other changes in volume:

14. Non-financial assets
15. Financial assets

Nominal holding gains/losses:
17, Non-financial assets
E.____fir_;ancial assets

11

Other changes in volume;
16. Liabilities
Nominal holding gains/losses;

19. Liabilities




CHAPTER 4. THE CURRENT ACCOUNT

4.1 Overview

The current account is anchored 1o the notion of a household ‘consuming’ over a defined
reference period. Consumption is a necessary activity in the sense that a household has needs and
wants. the satisfaction of which is a condition of its existence (e.g. household members have lo
eat to stay ative). The definition of the household reflects this - i.e. a household comprises
persons 'who make common provision for food or other essentials for living’ (see Chapter 7).

Given this consumption, it is relevant to ask how it is to be 'financed’. What power or command
over economic resources does the household have that will altow it to consume?

The need for some power or command over resources gives rise (o the notion of a flow of income.
This is usually thought of as a flow of cash income resulting from a contract or claim, it might
be income from an employer/employee contract involving a wage as a return for work done or it
might be a claim for a government pension.

However, as noted above, a household may be in receipt of income in forms other than cash
receipts. For example, non-market activities such as unpaid household work generate an
income-in-kind. One of the main tasks in developing a comprehensive measure of economic
well-being has been to expand the definition of houschold income to cover a range of other
receipts which significantly affect a household’s capacity to consume and save.

Both gross income receipts and net income after compulsory direct taxes are paid to government
are therefore measured in the framework.

The fourth component of the current account, i.e. saving, is a deferral of consumption in order to
either create assets or reduce a previously incurred liability. As with consumption, saving
reguires income for its realisation.

The power over economic resources and the propensities (o consume and save are therefore in a
dynamic relationship. The extent of a household's power over economic resources limits its
capacity to consume and save.

Where a household is unable 10, or chooses not to, meet its consumption needs from ils regular

income sources it may decide to dissave (run down assets or incur a liability).

4.2 Current account dynamics

An understanding of the relationships between the diverse flows in the current account is crucial
to the formulation of a measure of economic¢ well-being.

Formally, and in very simplistic terms, income (Y). consumption (C), direct taxes (T) and saving
(S) may be expressed in a current account by the equation:

Y=C+T+5

where (Y) comprises all regular, recurring receipts (before the intervention of taxation); (C)
comprises current consumption of non-durable goods and all services; (T) comprises direct taxes,
compulsory fees and fines, and (S) comprises the difference between (Y) and (C + T).

In a strict accounting convention using an 'income and outlay account’, income equates to curren!
receipts; consumption, direct taxes and saving equate (0 current disbursements.
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(See Table 3.1.) Current receipts (Y) will always equal current disbursements (C + T + §) in the
reference period.

Gross income can be replaced by an alternative measure of a household's regular resources
available for consumption by deducting direct taxes from the receipts side of the accounts to
preduce a measure of disposable income. This disposable income (y) is then defined as:

y=Y-T=C+8S.

These measures of gross and disposable income will be useful for different analytical purposes.

Disposable income may prove to be greater or less than consuniption in any given reference
period. If disposable income is greater than consumplion, then saving is a positive flow that
moves into the capital account. Where consumption is greater than disposable income, then the
saving is negative or a dissaving, This means that, during the reference period, households have
financed some of their consumption by drawing on the capital account. This drawing may have
comprised a running down of past savings by taking cash out of the bank. or by selling financial
assets or non-financial assets. Alternatively. the extra funds may have been gained by tncurring
a liability in the form of a loan. Both the drawing on assets and the incurring of liabilities are
aclivities that take place in the capital account and are described in Chapter 5.

The following sections in this chapter discuss, in some detail, the main concepts of income.
consumptton, taxes and saving that make up the current receipis and disbursemenis model of the
current account. More format definitions and classifications of the components are set out in
Chapters 8 - 11.

4.3 Income

Income is an extremely difficult concepl to define and agree upon. The term is sometimes used
loosely o refer only to the main component of income for most households - i.e. wages and
salaries or business income. Others use (he term very widely to include all receipts including
lump sum receipts and receipts that draw on the household's capital.

Classically, income has been defined as the sum of consumption and change in net worth in a
period. This is known as the Haig-Simons approach. (See Simons (1938) in Atkinson and Stiglitz.
{1980}, p 260.) This approach has not been adopted in the ICW framework in its pure form
because it does not distinguish between current and capital receipts. This division into current
and capital receipts is crucial (o the ICW framework which aims at distinguishing between the
day-o~day 'tiving well' and the broader 'getting rich' aspects of household finances.

Therefore, for the ICW framework, a definition of income is needed that will describe those
receipts on which individuals/families/houscholds depend for their day-to-day living. It should
therefore cover only those receipts which the household sees as regular flows which it can expect
to continue to recetve at least in the short term and which do not draw down the capital of the
houschold.

In particutar. the definition of income needs to distinguish these receipts from those lump-sum,
one-off receipts that are classified as capital transfers received in this framework and which are
considered to form part of additions (o stocks of household assets. To make this distinction,
receipls that are classed as income musl be received on a regular and recurring basis.

Income receipts also need to be differentiated from money drawn from the sale of. or running
down of, houschold assets or from the incurrence of liabilities. (One exception to (his rule is the
treatment of benefits from superannuation/pension schemes as income. This is discussed in more
detail in Chapter 8.)



With these requirements in mind, and taking into account the expanded concept of income to
include income-in-kind, income is defined as follows:

Income comprises those accruing receipts (in cash and in kind) that are of a regular
and recurring nature and are reccived at least once a year. Ttexcludes any receipts that
result in a running down of assets or an incurring of a liability.

(While this definition differs from the Haig-Simon definition commonly used, il is not
incompatible with that definition in the broad schenie of the LCW Framework. The irregular
and/or non-recurring receipts that the ICW definition of income excludes are accounted for in the
Capital Account and Other Changes In Stocks Account. They are later combined with income in
the broader measure of economic well-being.} (See Chapter 6.)

Income covers both cash and in-kind receipts and these may or may not be acquired via the
market place. It comprises primary income, property income, transfer income and other
non-marke!l income.

Other non-market income includes the value of unpaid household work and other household
services inctuding those provided by the use of the owner-occupied dwelling and household
consumer durables.

Conceptually, income in (he ICW is net of expenses incurred in deriving this income. However,
for practical reasons, the deduction of these expenses may need to be limited (o siluations where
the expenses are widely recognised by taxation laws and are of a considerable size. Such limiting
operational criteria mean that, in practical terms, there will be some likelihood of being able to
collect reliable data on income afler expenses.

Therefore. operationally. it will often be easiet to collect business and rental income net of
expenses than it will be to collect, for example, wage and salary income net of employee costs
such as transport, dry cleamng. ctc.

Income is also net of depreciation of capital equipment used to generale income. Thus. income
from unincorporated enlerprises, for example, is net of both business expenses and depreciation.
Similarly, estimation of the value of services provided to the household by household consumer
durables should also take into account the depreciation of the capital items.

Income excludes inlra-household transfers. This exclusion is applied because the houschold is
the default statistical unit and the inclusion of these transfcrs would result in double-counting of
income at the household level.

4.4 Consumption

Consumption is the process of ‘using up' goods and services. However, there are different types of
goods and different types of using up.

Goods may be non-durable consumer goods which are immediately used up in the process of
satisfving needs and wants (e.g. food). They may be consumer durables that are used up over a
tonger period during which time they provide a service to (he household (e.g. car. refrigerator).

In the ICW the definition of consumption, in terms of goods. is limited to the using up of
non-durable goods that have a single use or otherwise very limited life.

In terms of services. the classification of consumer durables as capital goods allows for
recognilion of the durable goods as assets rather than consumption items. They provide services
to the household that could otherwise have 10 be purchased in the market place. These services
may contribule significantly to (he economic wel-being of the household and are included. along
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with purchased services, as consumption in the [CW framework. The services are net of
depreciation of the durable goods.

Consumption, therefore, may take the form of:

* final consumption expenditure, which describes the 'using up' of those services and
non-durable items that are acquired via the market place in return for cash;

*  in-kind consumption of services and non-durable goods which are acquired, withoul the
intervention of money, from government, other households and private organisations, or
from within the household;

*  other current regular transfers outlaid,

Final consumption expendilure inctudes the value of indirect (axes paid on the purchase of
consumption goods. For some analyses it may be destrable 10 separate out these taxes from the
rest of the purchase value of goods. (Such indirect 1axes are currently imputed in the ABS fiscal
incidence study where indirect taxes on all purchased items (both non-durables and durables) are
combined with direct taxes, direct and indirect government benefits to measure the
redistributional effects of governient taxes and benefits on household income.)

In-kind consumption encompasses services and non-durable goods acquired both via the market
place (e.g. free or subsidised car provided by employer), and without recourse to the market place
(e.g. services provided by own consumer durables, unpaid houschold work, etc.). It also covers
services and goods provided in-kind in the form of gifts, eic. from other households.

Other current (ransfers relate to compulsory inter-household transfers such as child support,
voluntary cash transfers and gifts purchased within the reference period that are given to other
households for their consumption.

4.5 Direct taxes, compulsory fees and fines

Direct taxes. compulsory fees and fines are defined as all direct compulsory transfers to
government and all compulsory fees and fines paid to government, By far the major component
of this group of outlays is the direct taxes which constitute a regular and recurring payment out of
the household that reduces the amount of income available for consumption and saving.

4.6 Net disposable income

Net disposable inconte is defined as gross income minus the value of direct taxes and compulsory
fees and fines. 1l represents that income available to the household for consumption and saving.

4.7 Saving

Saving is (hat part of current income {afier direct taxes) that is noi directly used up or {ransferred
as parl of household current consumption. Saving is therefore, in the current account, a derived
item which depends on a knowledge of income, consumption and taxes for its derivation.

Saving may be either positive or negative in any reference period. Saving is positive when
household disposable income is greater than the household consumption. In cases where
honsehold consumption is greater than the disposable income, then saving is negative i.e. a
dissaving.
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(Because of the importance given Lo the distinction between positive and negative levels of
saving. the term dissaving will often be used in this paper to denote a flow of money from the
household's capital to its current consumption.)

Households save out of current income for a number of reasons, for example:
* o creale an asset (ofien an income-producing asset};
* to reduce or liquidate a liability; or

* o provide for future consumption through future dissaving.
At present, two major uses of on-going saving for Australian households are the repayment of

mortgage principal on their home and the contributions made to superannuation funds out of
their regular income.
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CHAPTER 5. THE CAPITAL ACCOUNT AND OTHER CHANGES IN
STOCKS ACCOUNT

5.1 Overview

The components of the [CW framework defined in Chapter 4 all comprise the transactional flows
that take place regularly and on a recurring basis. They describe the day to day running of a
household with income being received on a regular basis, consumption taking place on a daily
basis and consequent saving. or dissaving, depending on (he levels of the first two flows. While
the current account deats with the day to day 'living well’ flows of the household. the capital
account and other changes in stocks account deal with the 'getting rich’ flows - i.e. changes in
the value of the household's assets and liabilities or net worth. The capital account deals with
changes in net worth (hat result from transactions that take place during the reference period.
The other changes int stocks account deals with other volume changes and revaluations.

The transactions dealt with in (he capital account are as follows:
*  saving/dissaving

*  capital transfers received and outlaid

*  acguisition and disposal of non-financial assets

*  acquisition and disposal of financial assets

*  incurrence and repavment of liabilities.

It also deals with the depreciation allowance on capital stocks used in production. Depreciation
appears in this account as a source of funds for investment.

The other changes in stocks account deals with flows that do not involve transactions:
®  other changes in the volume of stocks

*  nominal holding gains and losses.

It should be noted, however, that while some transactional flows in the capital account result in
an increase or decrease in the value of assets and liabilities (e.g. capilal transfer), some may
involve only a change in their nalure - for example where one asset is sold (e.g. a car) and
another asset of the same value is acquired (e.g. cash). Aliernatively, a capital account
transaction may result in an offsetting capital account transaction (e.g. purchase of a house offset
by incurring a mortgage as a liability). At an operational level, it will often be necessary,
however. (o account for all of these flows as it may not be clear until the end of the reference
period which Rows deal with an increase or decrease in the value of assets and liabilities and
which deal only with a change in their nature. In other words, to balance the houschold books in
the accounling system adopted, it would be necessary to collect data on all flows of economic
resources and all household (ransactions.

5.2 Measuring change in net worth

An understanding of capilal Nlows and their effect on (he household's net worth is necessary for
the formulation of a complete measure of cconomic well-being. Change in net worth can be
measured in two ways - using either a stocks modef or a flows model. Although in concept these
two approaches give the same measure of change in net worth, combining both approaches
provides a more comprehensive measure of economic well-being.
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52.1 Stocks modei

The stocks model is concerned with the value of the houschold's stock of assets and liabilities at
the beginning (S/) and end (i) of the reference period and the resulting change in net worth.
This change can be expressed as:

change in net worth = Sif - 57.

This stocks model for calculating change in net worth has (he advantage of conceptual simplicity.
It also has the advantage that it takes into account not only the effect of transactions but also of
other changes in volume of stocks and revalvations. However, it does not, by itself. give any
information on the household financial activities that lead to the change in net worth. If net
worth has increased. it does not tell us whether this increase resulted from saving during the
period or the receipt of capital transfers, A knowledge of these and other faciors contributing 1o a
change in net worth can be very useful in gauging the overall economic well-being of a family or
household.

The stocks model currently poses problems at an operational level. The ABS does not conduct a
wealth survey and (here is little other dala available on wealth holdings of individual houscholds
in Australia.

Because of this lack of information on the value of assets and liabilities, and because of the
importance of information on the nature of transactions thal result in the change of net worth,
more emphasis is placed on an alternative method of measuring change in net worth that involves
the dynamics of a flows model.

5.2.2 Flows model
5.2.2.1 Capital account transactions

The flows model of the capital account adopls a similar accounting syslem to that used in the
current account, i.€. it adopts a receipts and a dishursements book-keeping system 10 keep track
of the numerous flows involved in a household's saving and investment activities.

The receipls side of the capital account deals with net receipts of investment funds during the
reference period. The first of these net reccipts is Lhe saving or dissaving during the reference
period that links the househo!d's current and capital accounts. If a household saves during the
reference period then that money moves into the capitat account for investment. Saving is,
therefore, an internal source of finance for household investment. I the household dissaves. then
either assets are sold or liabilitics are incurred in the capital account and (he money moved 1o the
current acgount as an tnternal source of finance for houschold consumption or taxes.

The second set of net receipts into the capital account are capitat transactions that take place
between the household and outside entities. These transactions lake the form of capital transfers
received by (he household and capital transfers outlaid by the houschold. Net capital fransfers
recefved therefore constitute an exiernal source of financing investment,

An additional source of capital receipts is that provided in the form of depreciation allowances set
aside for the replacement of fixed capital used up in (he process of production. These are
allowances that have been deducted from current receipts before recording income earned by
unincorporated enterprises, rental property, and income imputed from household durables.

The disbursements side of the capital account atso deals with two major sets of net flows: net

acquisition of non-financial assets and nef lending. Net lending is defined as the net acquisition
of financial assets minus the net incurrence of liabilities.
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Net acqnisitions of non-financial assets describe the net effect of the household's acquisitions and
disposals of non-financial assets. 1t therefore represents the manner in which some (or all) of the
net receipis of the capital account are used for (his type of investment.

Net acquisition of financial assets describes the net effect of the household's acquisition and
disposal of financial assets whether these be, e.g. money deposited in the bank or the purchase of
shares or superannuation.

Net incurrence of liabilities describes the net effect of the househotd's incurrence and repayment
of loans.

The receipls and disbursements sides of the capital account therefore give alternative views of the
houschold's change in net worth over the reference period: a view from the perspective of the net
resources available for investment from saving, net capital transfers and depreciation allowance;
and a view of the manner in which these net resources are invested.

5.2.2.2 Other changes in stocks

The flows model of the vther changes in stocks account deals wilh two net flows:

*  the net effect of changes in volume of assets caused by such things as catastrophic events,
uncompensated seizures, and so on;

*  the net effect of nominal holding gains and losses.

The latter relate to changes in stocks brought about by capital gains and losses.

5.3 Capital account dynamics

From the receipts side of the capital account, saving, depreciation allowance, capital transfers and
change in net worth may be expressed by the equation:
transactional change in net worth = saving
+ net capital transfers received
+ depreciation allowance,

The disbursement side of the capital account relates to flows that involve the acquisition and
disposal of non-financial assets and net lending,

Formally, the disbursement side of the capital account in the transactions model may be
expressed as:

transactional change in net worth = net acquisition of non-financial assets
+ net lending.

5.4 Other changes in stocks account - dynamics

The model in 5.3 deals only with the transactional flows that lead to change in net worth. There
are, however. other factors affecting changes in net worth that do not require any action on the
part of the household. The other changes in stocks account gives two separate components of
this change.

The first derives the net effect of other changes in the volume of stocks. The second derives the
net effect of nominal holding gains and losses.
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When the net effects of these flows are added to the measure, (he complete change in net worth
during the reference period will, from the resources side, be depicted as follows:

totat change in net worth = saving
+ net ¢capital transfers received
+ depreciation allowance
+ other changes in stocks.

From the disbursements side, the full measure is shown as:

total change in net worth = net acquisition of non-financial assets
+ net lending
+ other changes in stocks.

The strict accounting procedures used in the capital, and other changes in stocks, accounts ensure
that the receipts and disbursements sides of the accounts balance:

saving + net capital (ransfers received + depreciation allowance + other changes in stocks
equals
net acquisition of non-financial assets + net lending + other changes in stocks.

5.5 Net worth/wealth

As stated above, the stocks of wealth held by households (and unincorporated enterprises owned
by households) are formally labelled as the household's net worth. Net worth ts defined as the
difference between a household's stock of financial and non-financial assets and its stock of
liabilities at a given poini in time.

The value of a household’s net worth plays an importand part in its economic well-being. It may
garn a return to the household in the form of income from interest, dividends. rent from
properties. and so on. Tt also affects (he broader economic power of the househotd. For example,
those households with high levels of net worth may find it easier to gain credit whether that credit
be to allow for further investment or 1o maximise the choice of timing for different types of
consumption. High levels of net worth can also affect future living standards by the potential for
dissaving for consumption at a later date. For these reasons it is important to ascertain, if
possible. the value of the househoid's net worth (o give a complele picture of a household's
command over economic resources or economic well-being.

5.6 Change in net worth

The change in the value or level of a houschold's net worth during the reference period is also an
important indicator of economic well-being. If (he fevel of net worth has increased, then this
increase will often have resulted from transactions flows i.. either from saving or from the
receipt of capital transfers. In other words, it is likely that the household has been able to save
out of its income or has had access 1o other capital resources. Such a household may be better of
than a household with a similar level of consumption that has financed this consumption by
dissaving i.e. running down assets or incurring a liability.

It should be noted, however. that information on a household's change in net worth needs 10 be
supplemented by data on level of nel worth to be useful in assessing economic well-being. Some
househoids may dissave and may have planned this dissaving by a continuous siream of saving in
the past while for others the dissaving may have been involuntary. The value of the net assets
backing this dissaving is therefore an important piece of information.
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5.7 Net capital transfers

Net capital transfers are defined as the difference between the sum of capital transfers received
by a houschold during the reference period and the sum of capital transfers vurlaid during the
reference period.

Capital transfers are defined as transactions where ownership of assets is transferred between two
households or between a household and govermunent/ private sector institution. Capital transfers
result in an addition to the stock of nel worth of the recipient unit and a depletion in the stock of
net worth of the donor unit. Capiial transfers may be in cash or in-kind.

There are considerable practical problems in operationalising the concept of capital transfers and
it may sometimes be difficult (o decide whether to classify a receipt as a capital receipt or as
income. Similarly, it may be difficult to distinguish a transfer outlaid as a current (consumption)
transfer from a capifal ransfer.

This difficulty atises because dala will often not be available to indicate whether the recipient
household sees the receipt as a source of income or as a gaining of an asset. Data will be even
less likely 10 be available on whether the donor unit paid the transfer out of its income or out of
its assets. For this reason, more practical operational definitions of capital transfers are adopted.

1t should be noted, however, that misclassification of capital transfers and current transfers will
affect the measure of saving. When capilal transfers received are misclassified as income then

the measure of houschold saving will be overeslimated. Similarly. misclassification of capital

transfers outlaid as current (consumption) oullays will underestimale household saving.

5.8 Capital transfers received

Capital transfers received are defined as the transfer of ownership of an asset to the household by
another household (¢.g. inherilance), by government (e.g. home purchase grant) or by a private
institution (¢.g. damages insurance receipt},

The capital transfers received may. however, be subsequently drawn upon by the recipient for
consumption. If this withdrawal takes place during the same reference period, then the capital
transfer is used for consumption and will not result in a change in nel worth during the reference
period for that housebold. (The measure of economic well-being will, however, reflect these
extra resources as they will show up as higher consumption. )

To distinguish capital transfers from income receipts. the transfers are operationally defined as
irregular. vsually non-recurring receipts. Capital transfers usually entail the receipt of a large
amount of cash or a large assel. They would not normally be viewed by the recipient household
as an on-going source of receipts that would allow consumpiion 1o conlinuc at an increased level
over time. Large in the definition of capital receipts is therefore defined as being large in terms
of the normal regular income of the recipient household.

Where (here is difficulty distinguishing whelher (he receipt is an income receipt or a capital
transfer, the receipt should be classified as income.

5.9 Capital transfers outlaid

Capital transfers outlaid are defined as the transfer of ownership of an asset by the household to
another household (e.g. lump sum alimony payment}, to a private institulion (e.g. large donation
lo charity) or, less frequently, to government,
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Capital transfers outlaid may be distinguished from current transfers outlaid if they are too large
to have been financed from the donor household's income during the reference petiod. The
capilal transfer outlaid will not, therefore, be a regular or recurring oudlay.

Where there is difficulty in distinguishing whether an outlay is a current or capital outlay, it
should be classified as a current (consumption) transfer.

5.10 Net acquisition of non-financial assets

Net acquisition of non-financial assets is defined as the additions of all new or existing
non-financial assets 1o the houschold's stocks, less (he disposal of non-financial assets held by the
household and by unincorporaled enterprises owned by the houschold. Houschotd non-financial
assets include durable goods such as cars and refrigerators, and intangihle assets such as patented
entitigs.

5.11 Net lending

Net lending describes the net effect on a household's wealth brought aboul by its dealings in
financial assets and liabifities. It is the excess of net acquisition of financial assets over the net
incurrence of financial liabilitics.

5.12 Other changes in stocks

Other changes in stocks comprise two components that both cover non-transactional changes in
the value of assets and liabilities. The first of these is the change in the volume. and therefore
vatue. of stocks brought about by such occurrences as catastrophic events or uncompensaled
seizures. For examnple. a house may be lost in a cyclone and not be covered by insurance. An
uninsured asset may be stolen, Stmilarly, a liability may be 'lost’' or cancelied by, for example. the
death of the lender.

The second component is that which relates to nominal holding gains or losses ( i.e. capital gains
and losscs). Nominal holding gains and losses derive from an increasc or decrease in the value of
the assels over the purchase price, resulling from an increase or dccrease in prices, changes in the
desirability of the goods on the market, and so on.

Nominal holding gains and losses may be realised or unrealised during the reference period. Net
realised capital gains represent a posilive or negative flow of funds 1o the houschold. Net
unrealised capital gains represent a notional flow - i.e. the flow is there (o be taken if the
household decides to sell the assets.

At an operalional level. neither realised nor unrealised capilal gains can be measured in the flows

model because (he value of goods purchased before the beginning of the reference pertod will not
be known.
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CHAPTER 6. SUMMARY MEASURES OF ECONOMIC WELL-BEING

6.1 Overview

Economic well-being should be measured in terms of a household's capacity to consume, its
capacity 1o accumulate wealth and the value of the wealth held by the household. This paper has
attenipted to describe the first two of these in terms of the dynamics of its three separate accounts:
current, capital and other changes in siocks. However, if the term "economic well-being’ is to
represer the total command over economic resources held by a household, all three elements
have to be brought together to derive a single index of command over economic resources,

The capacity to consume and the capacity to accumulate wealth have been described in the flows
models for the three accounts. The value of the wealth itself is, however. a stock measure. The
difficulty arises in combining a flows model with a measure of the value of the stock to the
houschold during the reference period.

The formulation of a composite measure of economic well-being will therefore be considered in
two steps: first the stmple flows model that ignores the value of the stock, and second, building on
this, a composite stocks/flows measure that deals with the value of the stock itself.

6.2 Flows measure of economic well-being

The accounts in the flows model can be brought together in a number of different ways to
measurc a honsehold's command over goods and services. 1n particular, (he option is available of
approaching the measure of economic well-being from the viewpoint of the household's receipts
ot from the viewpoint of the household's disbursements.

In approaching the measure of economic well-being from the receipts side of the accounts,
emphasis is placed on the household's capacity to consume rather than on its actual consumption.
To some extent. the choice will be determined by (he availability of data and, in the Australian
context at present, this will more often mean a receipts based measure,

Economic well-being, using the receipts approach of the flows model, can be formally described
as follows:
economic well-being = disposable income
- saving
+ (ransactional change in net worth
+ other changes in stocks.
This formula is, however, rather clumsy in that it requires (he use of saving twice - i.c. saving

must be deducted from disposable income as it is also included in the calculation of ‘(ransactional
change in net worth'.

An allernalive approach is to measure cconomic weil-being from the disbursements position,
using the relationship between disposable income and consumption described in Chapter 4
(y=C+5).

This consumption measure states that;

economic well-being = consumption
+ (ransactional change in net worth
+ other changes in stocks.
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6.3 Stocks and flows measure of economic well-being

The formulation of (he measures of economic well-being above takes into account only the
change in net worth over the period but ignores the absolute value of household net worth al any
point in time.

The value of the stocks of assets and liabitities is of great importance in any consideration of a
househeld's economic well-being, A high level of net worth can contribute a number of
advantages. [( gives sccurity against a rainy day. The consumplion patterns of the household and
the level of saving that iakes place are also affected by the value of the stock. For example. if a
household has a high level of assets then it may be more comfortable consuming all, or more than
all, of its income. The household with a low level of assets or with a high level of liabilities may
feel more consirained in its consumption. Stocks of assets may also provide for the sccurity of
future income through their capacity to generate a flow of income via interest. rent and dividends.

It is important, therefore that any comprehensive measure of economic well-being takes into
account the absolute value of houschotd net worth as weli as the value of changes 1o stocks of net
worth over the period. The question arises, therefore, as to how the value of these stocks can be
incorporated into what has so far been a flow model of economic well-being. The value of the
stocks cannot be added directly to a flow value.

The sohstion adopted is (0 create a combined stock/Mlow model by converting the stocks to a
notional annuvity for the houschold. The notional wealth annuity in this conlext can be defined as
{he transformation of the value of household net worth into a right (o bc paid a (nolional) fixed
annual sum of money for a defined lifelime.

6.3.1 Notional wealth annuities

The question then arises as to whether all wealth should be annuitised or whether the
annuitisation should be limited to fairly liquid assets. Arguments can be made, for example, (hat
the value of the owner-occupied dwelling should be excluded on the grounds that it is not
available for annuitising while the owner is still living there. A similar argument is often put
forward agains( annuitising the value of consumer durables such as the famiky car.

However, a strong argument for including all assets in annuitised income is that the nature of
wealth holdings is age-related. The exclusion of non-financial assets, and owner-occupied
dwellings in particulat. would seriousty under-estimate the full income potential of the aged.

Given these consideralions, the annuitisation of both non-financial and financial assets held by
households is recommended in the ICW framework.

Annuilisation of wealth requires that a number of olher vatue judgements and assumptions also
be made in relalion 1o, €.g. the period over which the wealth should be annuitised (life of

houschelder or spouse?) and the interest rates 10 be used. These issues will be addressed in fture
work by (hc ABS on the annuitisation of household weal(h.

6.3.2 ICW stock/flow model

In incorporating the notional annuity with the flows measures set out in 6.2 above, the choice can
again be made between the income approach or the consumption approach.
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The income approach gives the following as an improved measure of economic well-being in a
stock/flow model:

economic well-being = disposable income
- saving
+ transaciional change in net worth
+ other changes in stocks
+ notional wealth annuity.

(Note that the notional wealth annuily will include both a component comprising the running
down of the stock of wealth and a component reflecting the likely interest earned on that stock
over the owner's lifetime, It is therefore necessary, when defining the notional annuity, to deduct
the value of all property income actually received during the reference period, the value of
imputed rent from owner-occupied dwellings, and the value of services provided to the household
by consumer durables.)

The consumption approach to economic well-being that incorporates the notional wealth annuity
gives the following measure;

economic well-being = consumplion
+ transactional change in net worth
+ other changes in stocks
+ notional wealth annuity.

Given that the wealth anmuily is only a notional ftow, then the measure of economtic well-being is
also a notional measure, That is, economic well-being is measured not entirely as the level of
well-being enjoved by the houschold during (he reference period but as the level of weli-being
available to the household if it chose to use all of the economic resources available to it.

6.4 Permanent income and lifetime earnings

The income/wealth measure described above still has some shortcomings as a measure of
economic well-being. In particular, it ignores the value of human capital, In so doing, it
annuitises the accumutated economic weakth (held predominantly by the middle-aged and older
section of the populatton) while ignoring the future wealth that will be accumulaled by the young.

This omission is particularly important given that the consumption and saving patterns of (he
young may well be influenced by considerations of permanent income. For example, voung
people may feel free to consume and po into debt in the expectation that higher salaries later in
life will assist in paying for this life-style.

Despite these considerations. however, this paper does not propose the use of a permanent income
measure at this stage, This stance is (aken for a number of reasons.

First, data on life-time income is virtually non-existent for Auslralian households at present.
Very few panel surveys have been run and even these panel surveys do not provide a picture of
lifetime income.

Second, while simulation techniques for deriving permanent income are being developed, they
are heavily dependent on assumptions about garnings, consumption, changing household
composition and other life choices. Further research needs to be carried out in this field.

However, the ABS recognises the usefulness of cross-section life cyvcle data for analysis of

distribution of income and income inequality and this approach has been used in ABS analyses
such as the Fiscal Incidence Study.
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6.5 Equivalence scales

A further necessary refinement to the measure of economic well-being is to take into
consideration the differing needs for economic resources for different households. These needs,
and the econowmic well-being of the households, will differ according to the size and
socio~<lemographic characteristics of the houschold. For example, to achieve the same standard
of living, a person living alone is assumed to require less income than a married couple without
children who in turn would require less income than a married couple with, say, five children. In
addition, a person working outside (he home may incur greater costs with respect to, say, clothes
and transport than a person who is not in the labour force.

In order to take these variations into account, equivalence scales should be applied to income data
used 1o measure economic well-being. Equivalence scales are used to adjust household income to
account for (he effects that differences in sive, composition, labour force participation and other
characleristics have on a household's standard of living.

A number of different equivalence scales have been used in Awstralia for the analysis of cash
income and none of these scales is perfect. The most commonly used equivalence scales are those
derived for the Henderson Inquiry into Poverly in the 1970s. There is an extensive array of
literature on the strengths and shori-comings of these and other commonly used scales. Another
option is to adopt a more widely recognised, and internationally used, set of equivalence scales.

Most equivalence scales have been developed for use with cash income and these are often
applied to broader measures of income which include non-cash income. This may not be
conceptually correct in all cases. As wilh consumption expenditure, the equivalence scales
should take into account the differing effects of (he non-expenditure consumption on (he
household's standard of living. It is likely that several equivalence scales, used in conjunclion
with different forms of non-cash consumption and non-cash income, will be required, along with
sensilivily tests to show the effccts of choosing different sets of scales.

Al this stage the ABS does not recomumend a particular set of equivalence scales for use in
analysis of cash income and this issue will be addressed in a separaie study.
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PART B

DETAILED DEFINITIONS AND
CLASSIFICATIONS



CHAPTER 7. STATISTICAL UNITS

A statistical unit (or counting unit) is the basic entity for which information is to be collected and
analysed. The following statistical units are relevant for measures of economic well-being of the
population:

. person

*  household

¢ family

. income unit.

The following are definitions of these units. The ABS Classifications and Standards Section can
provide more detail about the definitions and describe how (he definitions are operationalised.

7.1 Person
Definition

The statistical unit person compriscs atl people in their capacity as "private’ individuals. A person
may be classified in a number of different ways - ¢.g. employee. pensioner. These different
classifications will often specify the types of people to be included. Thus, for 'employee’, only
people 15 years of age and over are included if they have a job. For 'age pensioner’, only males
65 years and over and females 60 years and over who are in receipt of government cash benefils
are included.

The statistical uait also includes persons as owners of, or partners in, unincorporated enterprises.
Ideatly. one wotild wish to separate out the income, consumption and nel worth of the persons as
members of a family or household and the income. consumption and nel worth of the businesses
they operale. In praclice. it is often not possible to distinguish between the assets and liabilities
of an unincorporated enterprisc and those of the owner in his/her private capacity.

Liabilities of unincorporated enterprises and owners are not separable. Legally, the owner and
the enlerprise constitute the same entily and owners are responsible for ali debts of (he business,
This means that a large business debt incurred during the reference period is also a debt incurred
by the owner and should therefore feature in any calculation of that private person's change in net
worth.

Many fixed assets such as buitdings and cars are used for both private and business purposes and
it may be difficult even for the owner to make this clear distinction. In addition, some goods
supposedly purchased for intermediate consumpiion in the business are used as final consumption
by the person or houschold.

7.2 Household
Deflnition

A houschold is broadly defined as a group of people who usually reside and eat together.
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Operationally, it is defined as either:

{(a) aone-person houschold, that is, a person who makes provision for his or her own food or
other essentials for living without combining with any other person (o form part of a
muiti-person houschold; or

(b) a multi-person houschold, that is, a group of two or more persons, living within the same
dwelling, who make common provision for food or other essentials for living., The persons
in the group may pool their incomes and have a common budget to a greater or lesser extent;
they may be related or unrelated persons, or a combination of both. (ABS 1994a.)

Houscholds therefore have the following characteristics;

*  ahousehold resides wholly within one physicat dwelling. A group of people who make
common proviston for food bul are living in iwo separaie dwellings are two separate
househotds;

*  the notion of pooling income may be implied by the definition but it is not an essential
criterion in defiming a houschold. That criterion is used in defining the income unit (see
below);

*  lodgers, who receive accommaodation only {(not meals), are treated as a separate househotd;

*  boarders, who receive accommodation and meals (board), are treated as part of the
household.

7.3 Family
Definition

A family is defined as: two or more related people who usually live together.

A family comprises two or more persons, one of whom is at least 15 years of age, who are related
by blood, marriage (registered or de faclo), adoption, step or fostering, and who are usually
resident in the same household. A separate family is formed for each married couple, or for each
set of parent/child relationships where only one parent is present.

Famnilies therefore have the following characteristics:
*  afamily must consist of at least two persons, one of whom is at least 15 vears of age;

*  afamily is identified only from persons who are usually resident wilhin a specific
houschold. Family members living in other houscholds are excluded from being part of the
same family for practical colleclion purposes;

* regisiered and de facto (including same sex ) marriages are accorded equal status,

*  umgelated individuals hving in (he same houschold (¢.g. friend. boarder, houseckeeper) are
not counted as family members provided they are 15 years of age or over;

*  separate familics are identified within a single household if more than one group of people
satisfy the criteria for forming a family.
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7.4 Income unit
Definition

An income unit is defined as: one person, or a group of related persons, within a household,
whose command over income is shared.

The relationships allowed for in the definition of income unit are restricted (o those of marriage
(registered or de facto) and of parent/dependant child who wsually reside in the same household.

Operationally, this means that an income unit can be defined as:
(a) a married couple (registered or de facto) or sole parent, and dependent children only; or
(b) married couple only (registered or de facto) with no dependent children present; or

(c) a person in a private dwelling who is not related to any other household meniber cither by
marriage (registered or de facto) or by the parent/dependant child retationship.

Comments

The ideal statistical unit for analyses of economic well-being is one where assumptions of sharing
of economic resources are most sustainable. Ideally, the unit should be one where an assumption
can be made that (he welt-being of any individual can be assessed on the basis of the combined
economic resources of all members.

In this regard, houselolds and familics suffer from the fact that the amount of sharing of
resources within these units is extremely variable. The household is used as a default unit in the
ICW framework, however, because of the need to aggregate to this level when dealing with data
on consumption and assets. Where income data only is available, this latter constriction is
removed.

While (here has been little work done in Australia on (he way different household and family
members share income, the ABS makes the fairly safe assumption that. in the Australian context,
the closer the relationship between the members, the more likely it is (hat income will be shared.
Therefore, where income is used as a proxy for economic well-being, the preferred unit of
analyses is the income unit.

Note that sharing of income in this context means (hal members of the unit benefit equally from
{he income. This does not mean that the same amount of money must be spent on each member.
Obviously, the needs of each member of the unit will differ according to characteristics such as
age, student status, labour force status, etc. Different neexds of members may be taken into
account by use of equivalent scales during income analysis.

It should be noted. however, that the assumptions of sharing inheren( in the statistical unit will
not apply in all cases. The extent of income sharing within income units may vary considerably
and, therefore. measures of the unit's economic well-being will serve only as proxies of individual
economic well-being.
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Figure 7.1 Multiple unit household

A household comprising a wife, husband, their employed daughter, her friend (boarder), another daughter aged
20 and studying full-time {student), husband's mother (grandmother) and father (grandfather) would be

calegorised into family and income units as follows:

Househoid Family units
type
Couple family
with children
wife, husband,
employed daughter,
Family and student daughter
non-family
household Non-family
{one or more || household member
family units + board
one or more aarcer
nen-family
members
Couple only family

grandmother, grandfathe

Figure 7.2 Single unit household

Income units

[ Couple with dependant
children income unit
wife, husband, student

N

J \ /

One person income unit
\__employed daughter

)\

( . .
One person income unit

- boarder

\

Couple only income unit
grandmother, grangfather

A household comprising a mother and 12 year old son would be categorised into family and income units as

follows;

Household
type

Family units

Family

Household

one or more mother, son

One parent family

family units
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income units

One parent income unit
mother, son




7.5 Relationship between units
In summary, the hierarchical relationship between a household, family, and income unit is
characterised by the following:
houschold - common provision for food or other essentials for living
family - related by blood, marriage, adoption, step or fostering
income unit - a pooled or shared command over economic resources.
A household may contain one or more family units, each of which may contain one or more

income unils (see Figure 7.1). Frequently the household, family and income unit are identical
(see Figure 7.2).

32




CHAPTER 8. INCOME
Definition

Tncome is defined as follows: income comprises those receipts accruing (in cash and in-kind) that
are of a regular and recurring nature, and arc received by the household or its members at annual
or more frequent intervals. It includes regular receipts from employment. own business and from
the lending of assets. 1t also includes transfer income from government, private institutions and
other households. Income also includes the vatue of services provided from within the household
via the use of an owner-occupied dwelling, other consumer durables owned by the household and
unpaid household work. Income excludes capital receipts that are considered to be an addition to
stocks, and receipts derived from the running down of assets or from the incurrence of a lability.
[t also excludes intra-household transfers.

Running down of assets

For practical and conceptual reasons, an exception is made in this definition of income with
regard (o one important source - vi the household receipts from pension funds. Under the above
definition of income. household receipts in the form of pensions from funded schemes should be
treated as a drawing on assets and therefore not income.

However, the exclusion of privale pensions and annuities from the scope of income would
severely affect analysis relating to the distribution of economic well-being. For many people,
these receipts of private pensions or annuities are the only income they have and are viewed as
income by the houschold.

Therefore, the following stance is taken:
. benefits from unfinded and funded schernes are treated as income;

¢ cmployers contributions or premiums paid to superannuation funds have been classified as
part of income as a return to abour and therefore as part of household saving in the current
account. The emplover contributions are then regarded as being immediately transferred
inlo superannuation funds, with these imputed transactions being recorded in the
household's capital account. This treatment will, however, cause a doubte counting of
income at the aggregate level and this should be kept in mind when analysing data compiled
according to this framework.

(Note that similar treatment of benefits from both funded and unfunded pension schemes has
been recommended in the SNA93. although an explicit adjustment is made in the Use of
Disposable Income Account of the SNA93 (o elininate the double counting and hence to
correctly measure aggregate household saving.)

Income in-king

Income is generally thought of as a cash or money receipt. However, important clements of the
income of persons and households are obtained in forms other than money. This is calied income
in-kind. There are two broad types.

. markel exchange

. non-market exchange.

An example of the first type is an employer who provides an employee with goods (e.g. food,
petrol) or with a service (e.g. the use of a car, a free house) in lieu of cash wages.
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An example of the second type is the services provided by an owner-occupied dwelling. The
service does not enter the market or involve money. but is nevertheless an important source of
'income’ to the owner.

In order to add or compare income in-kind with cash income, the cash equivalent of the income
in-kind has to be estimated or imputed. Also, because the transaction does not have the
intermediary of money, income and consumption are not separate events. What is received as
income is not cash but rather the right or ability to consume a particular good or service.

Therefore, in the ICW framework. a stmultaneous imputed vatue for both income and
consumption must be made.

In theory, the scope of income in-kind can be very wide, Itinay range from the consumption of
domestic services provided by a household member, to the pleasure derived from a painting or a
clean environment. Two criteria are used to define the limils to the inclusion of income in-kind:

s s there some basis for making a reasonably accurate eslimate of the money equivalent?
®  does the estimate have a practical application (e.g. in governmeni policy)?
Applying these criteria, priorily should be given to the income in-kind obtained from:
¢  cmployment benefits

*  social security in-kind concessions

®  other government in-kind transfers

*  pifts and services provided free by oiher houscholds

*  pgifts and services provided free by private organisalions (g.g. charities)

*  services provided by unpaid household work

¢ gervices provided by owner-occupied dwellings

*  services provided by consumer durables,

Classification

Income can be classified as cash income or as income in-kind and can also be classified according
(o source of income. Income may be derived from market activity, in the form of a return to
labour and entrepreneurial skills or from the ownership of assels. It may also be derived from
oulside the market place, in the form of government and private (ransfers to the household or in
the form of goods and services provided from wilhin the household.

Scurce of income;
. market income
primary income
property income
. non-markel income
transfer income
other non-markel income,
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8.1 Primary income
Definitlon

Primary income is defined as receipts accruing in cash or in-kind in the current reference period
to employees and self employed persons by virtue of the deployment of their labour and
entrepreneurial skill in productive activity, In-kind receipts are measured as an imputed cash
equivalent.

Classification

Primary income is classified as:
*  employee income

. entrepreneurial income,

8.1.1 Employee income
Definition

Employee income is defined as the sum of employee 'earnings’, as defined by ILO (see below),
and employer contributions to employee superannuation and pension funds.

The ILO defines earnings for employees as *...remuneration in cash and in kind paid to
employees. as a rule at regular intervals, for time worked or work done, together with
remuneration for time not worked, such as for vacation, other paid leave or holidays'. (ILO 1973,
quoted in Hussmanns et al, 1990).

Employer contributions to employee superannuation and pension funds (which are excluded from
the ILO definition) comprise actual contributions payable to funded schemes and an imputed
value of contributions 1o unfunded schemes.

a) Employee cash income inctudes:

*  wages and salaries

*  \ips, commissions and regular bonuses

®  other profit-sharing bonuses

*  piecework payments

*  payment for recurring odd jobs, casual work
*  penalty pavments and shift allowances

¢ directors' fees

®*  remuneration for time not worked

holiday pay
sick pay
pay for public and other holidays
other paid leave
*  worker's compensation paid by the employer

®  leave loading.
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Employee cash income excludes severance or termination pay which is classified as a lump-sum
receipt and included with capital transfers received. It excludes allowances paid by an employer
purely 1o cover the cost of work-related expenses (e.g. electoral allowance for MPs). 1t also
excludes pension payments from unfunded schemes paid to former employees which are included
in transfer income,

b) Emplovee income in-kind includes:
*  poods or services

. transport

¢  telephone

*  holiday expenses

. medical expenses

*  Thousing

*  low-inlerest subsidy on finance

¢ shares

*  union dues/professional association
*  clectricity

¢+ club fees

s child care/feducation expenses

. other.
¢) Employer contributions to pension and superannuation funds.

As noted previously, 'employer contributions to pension and superannuation funds’ differ from
other components of employee income in that they are not available for household consumption.
Instead, the contributions are seen to be immediately disbursed by the household into household
saving.

Employees comprise persons working for an employer or working for their own corporate

enterprise (limited liabitity company).

Classification
Employee income is classified according to the type of employee, and whether the income isin
cash or in-kind.
ay Employee income:
working for employer
working for own corporate enterprise.
by Employee income:
cash
in-kind
employer contributions to superannuation/pension funds.
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8.1.2 Entrepreneurial income
Definition

Entrepreneurial income is the income that accrues to persons or households as owners of, or
partners in, unincorporated enterprises.

Because the enterprises are not incorporated. the householder and the enterprise form a single
legal entity. All of the profits of the enterprise are therefore assumed to be disbursed to the
owners. Similarly, if the enterprise suffers a loss, the household, as the owner. is responsible for
(his debt. Losses incurred by unincorporated enterprises are classified as a negative income flow.

The concept of 'profit/loss' used for entrepreneurial income is different from the concept of gross
receipts used for other components of primary income. This profiv/loss, also known as nef
entrepreneurial income, consists of the value of the gross output of (he enterprise afier the
deduction of operating expenses and an allowance for depreciation of assets used in producing
goods.

Gross output comprises (he value of goods and services produced by the enterprise for the market,
for provision to employees free or at subsidised cost or for own consumption.

Operating expenses comprise the following:

®  [labour costs in the form of wages, salaries and supplements
* the valuc of raw materials purchased

+  (he repair or maintenance of equipment (including vehicles)
*  the purchése of fuel

*  indirect taxes

*  inlerest paid in connection with the business. and

*  rent paid for buildings and land used in the business.
Depreciation is the value of capital consumed in (he productive activity. An aliowance for this is
subtracted from the receipts of the business in order to allow for entrepreneurial income 1o

conform with the broad definition of income (hat defines income as receipts that exclude the
running down of capital.

Classification
Enlrepreneurial income may be classified as:

. farm income

. non-farm income,

This distinction may be useful in analysis given the added difficulty of collecting data on farm
produce consumed and given the wider fluctuations in farm income from year to year.

Comments
i) Negative income

As indicated above, the income of an unincorporated enterprise will be negalive when the
operating expenses and depreciation are grealer than the gross receipts. This means that not only
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does the enterprise not make any profit, but that even (o cover costs the enterprise must be either
drawing on assets or incurring a debl.

iy Accuracy and swilability of the measure

Data on entrepreneurial income is often the most unsatisfactory of all income ilems collected in
household surveys. This "unsatisfactory' nature of the data stems from two different
considerations:

*  whether the data is an accurate assessment of the profit or loss of the enterprise, and

»  whether this profit/loss is a good reltection of the resources available to the entrepreneur in
delermining the household's standard of living.

Accuracy

1L is often the case that the record-keeping practices of the enterprise are inadequate. Many of the
self employed are not in a posilion to provide figures for 'gross output', 'operating expenses’ and
'depreciation’. Even if adequate records arte kept, they are ofien not kept in the home where the
respondent is interviewed.

A common practice is to ask respondents for their taxable income given that they are required to
submii a 1ax return once a year and this conlains the approximate information needed.

The questions then remains as to how different is the taxable income from the ‘accounting
income’ that may be a better reflection of the enterprise’s true profit or loss.

Briefly, the two income measures differ slightly both in definittonal terms and in terms of timing
of expenses and depreciation. No quantification of these differences has been carried out by the
ABS.

Suitability of the measure

The second question is whether either of thc above measures gives an accurate reflection of the
resources available to the household for consumption and saving. Of particular importance may
be whether some of the cash receipts of the business are used for personal consumption before
they are enlered into cither set of accounts.

i} Alternative measures

Given the oflen unsatisfactory nature of the above measures of profit/loss. it is sometimes
suggested thal a better measure to coliect may be Lhe 'wilhdrawals’ that the entreprencur makes
from the enterprise. The suggestion is that this may be a better indicator of the household’s
siandard of living and may better match the household's consumption patterns, This sugpesiion
was most recently made at the Fifleenth International Conference of Labour Slatisticians in
Geneva (1LO 1992},

However, the ICLS finally concluded (hetped by the submission from the ABS) thal:

"The fact that the own-account worker might actually withdraw the
totality of that income (or even more) for consumption or retain part of it
in the enterprise for future investment and savings should not be taken
into account in measuring income from self-employment.” (TLO 1993)

The stance taken in this paper is that. conceptually, it is not appropriate to attempt to impose
separate identitics on the sclf-employcd person and the enterprise when these two identities in
fact form a single legal entity.

Therefore. where consumption of the household is higher than the income recetved, then that
household must be financing that consumption either by drawing on capital o incurring a

38



liability, Such dissavings by entrepreneurial income households are not included in the concept
of income as defined by the framework.

8.2 Property income
Definition

Property income is defined as the net receipls accruing in the current reference period as a result
of ownership of assets. It comprises returns from financial assets (interest, dividends), from
non-financial assets (rent) and from royalties. Propertly income excludes the income imputed for
services provided by owner-occupied dweilings and services provided by consumer durables
which are included in other non-market income.

Classlification

Property income is classified as:

*  interest

¢ dividends

. rent

*  rovalties

*  income on employee equily in pension funds

. other.
8.2.1 Interest
Definition

Interest consists of receipts from deposits (inctuding term deposits) with banks, building societies,
credit unions, and other financial institutions. Also included is interest received from
government bonds/loans and securilies, debentures and interest received from personal loans to
others outside the household.

8.2.2 Dividends
Definition

Dividends comprise income received from investments in corporate equities, such as ownership
of shares. Dividend income includes bonus shares received. Bonus shares are deemed to be
received and saved as one notional transaction. They add to the vatue of the household's assets
and are not available for consumption.

8.2.3 Rent

Definition

Rent comprises payments received from proper(y other than owner-occupied dwellings. It
includes income from lodgers and from others who are sub-letting parts of the dwelling, bul
excludes income from boarders who are counted as members of the household.
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Rent includes that rent received by unincorporated enterprises where it is separable from other
enterprise receipts.

Analogous with entrepreneurial income, rent is net of operating expenses such as repairs and
maintenance and interest payments, It is also nei of depreciation.

8.2.4 Royalties
Definition
Rovaities comprise payments for the use of patented or copyright materials, etc.

8.2.5 Returns on equity in pension funds
Definition

Property income includes interest and other income paid to pension funds on the employee's
equity while (hat employee is still working. This income is deemed to be received and saved as
onte notional transaction, increasing the value of financial assets during the period. It is therefore
not available for consumption.

On the practical level. this item would be very difficuit to collect in household surveys.

8.3 Transter income
Definition

Transfer income is defined as regutar and recurring receipls other than those derived from
primary or property income. They differ from primary and property income in that they do not
involve a 'quid pro quo' €.g. a return for labour, a return for use of assets. Therefore, transfer
income is classified as 'non-market' income.

Transfer incomes ofien result from an effort of redistribution, either privately (¢.g. child support
from another household, private pensions) or by government {e.g. a wide range of soctal security
pensions and benefits paid by various government departments with responsibility for income
support and welfare). They may result from a contractual arrangement e.g. in the case of
payments by a funded or defined benefit pension scheme, or on a non-contractual basts.

Iincome from (ransfers may be received either in cash or in-kind, the latter being imputed to a
cash equivalent.

Conceptually. current transfers should be distinguished from capital transfers by the criterion that
they are paid out of the income of the donor and considered to be income rather than an addttion
to capital for the recipienl. However, this critcrion would be almost impossible to implement in
household surveys.

On a practical level. current transfers will be distinguished from capitat transfers in the ICW by
the criterion that they are regular and recurring receipts rather than one off, lump sum receipts
which will be classified as capital transfers received. [1 should be remembered, however, that the
regular/recurring crilerion should be used as a rule of thumb rather than a strict distinguishing
crilerion,
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Classification

Transfer ingome is classified as:
*  social security cash pensions, benefits and allowances
*  other pension and life assurance annuity benefits

unfunded pensions paid to former employees
funded private pensions and life assurance benefits

. social security in-kind concessions
. other government in-kind transfers
*  other current transfers
cash
in-kind.
8.3.1 Social security cash pensions, benefits and allowances

Definition

Social security cash pensions, benefits and allowances are regular, recurring receipts paid by
governmenl to persons, families or households under the social security and related government
programs. They include benefits paid to veterans and their survivors, study allowances for
students, etc. They include pensions paid (o residents by overseas governments ¢.g. paid (o
former migrants who retain ¢ligibility for pensions provided in their country of origin.

They are usually a cash response by government to a specific claim or entitlement - ¢.g. age
pension, disability allowance, sole parenthood benefit. The government cash responses have
immediate income support objectives and, in Australia, are usually defined according to means
tested eligibility criteria.

Ciassification

These transfers are classified according to the purpose for which they are granted.
Social security cash pensions, benefits and allowances;

s pensions for aged persons

*  benefits for vnemployed persons

s benefils for sick and disabled persons

*  benefits for lone parents, widows and dependent spouses

*  benefits for families with children

*  gpecial benefits

*  benefits for study purposes

¢ other pensions, benefits and allowances.

These transfers should also be classified according to whether they are paid by the Australian (or
State) governments or by overseas governments, They may also be classified according 1o the
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government authority responsible for the payments €.g. Deparument of Social Security,
Department of Veleran's Affairs, Department of Employment, Education and Training.

Comments

In Australia, the butk of government cash transfers are paid by the Commonwealth Government
in the form of pensions and benefits which constitule 2 non-contributory scheme.

8.3.2 Other pension and life assurance annuity benefits
Definition

Other pensions and benefits are defined as afl pensions and regular superannuation paymexts that
are made other than under the government's social security and related schemes. They include
annuities from life insurance paid to survivors.

These pensions may be paid from funded or unfunded schemes and this distinction is important
for conceptual and practical reasons.

a} Private funded schemes

These schemes cover pension funds in which contributions are made to the insurance enterprise
or fund.

Pensions received from these schemes conslitute a mnning-down of the household's savings.
Strictly speaking, they should be excluded from the definition of income by virtue of the criterion
that states that income excludes receipts derived from the running down of assets.

The ABS, however, takes a more practical view of the pension payments (as does the SNA93).
The ABS recognises that households do not classify (hese pensions as dissaving but as income.
In addition, for many households they are the only source of income they receive.

The exclusion from income of privaie pensions from funded schemes would severely affect
analysis of the distribution of economic well-being, particularly with relalion to the elderly. For
this reason, they are classified as current income.

This practice will, however, result in double counting at the aggregate household level given that
employer contributions have also been included in current gross income. This should be taken
into account in analysis, particularly if life-cycle income is being considered.

by Unfunded pensions

These are schemes in which employers pay insurance benefits to their employees, ex-employees
or their dependents out of their own resources withoul creating a fund. These are usually
government schemes such as that provided for Commonwealth public servants by the

government.

Pensions from these schemes are trealed as current transfer income. They can be viewed as a
'deferred’ income paid out by virtue of past employment.

Classification

Congceptually, it is desirable to distinguish belween 'other pensions and benefits’ paid out of
funded or unfunded schemes, At a practical level, this may prove difficult,
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8.3.3 Social security in-kind concessions
Definition

Social security in-kind concessions refer to all in-kind concessions received by persons in special
eligibility categories e.g. recipients of social security and other related pensions and benefits, aged
persons or students. These usually comprise goods and services provided free or at subsidised
cost e.g. transpor( and pharmacentical concessions, and an impuied value of the service or goods
should be derived. The services or goods may be delivered directly by government or via private
organisations and authorities whose services are subsidised by government - €.g. subsidised
transport for pensioners delivered by private transport companies. Includes benefits provided by
all three tiers of government. These concessions are over and above the general subsidy received
by all users of the good or service under consideration. ( See 8.3 .4 for other government in-kind
transfers.)

Classification

These pensioner concessions may be classified according to the nature of the concession {¢.g.
transport, phone elc} or the government authorily subsidising the service.

8.3.4 Other government in-kind transfers
Definition

These transfers are defined as indirect benefits provided by government spending other than those
distribuled as concessions to special eligibility groups under the social security and related
schemes. They cover a broad range of benefits such as health, education, housing, welfare
services, etc. All persons and households that make use of the services , e.g. medical and hospital
benefits for the ill, schooling for children and aduits, receive these indirect benefits. The value of
the benefits received relates 1o the level of use. Special eligibility groups may be entitled to an
additional level or type of benefit in any of these broad areas. (See 8.3.3)

The scope of these benefits is very wide-ranging, embracing alt ‘individual consumption goods
and services' as defined by the SNAY3. These include goods and services. provided by
government to households, in areas such as health, education, housing and welfare. Excluded
from scope are the 'collective consumption services' such as public administralion, defence,
environmental interventions, €1c..

Classification

The classification of other government in-kKingd transfers is as follows:
*  education benefits

*  health benefits

¢ housing benefits

¢  welfare

&  other.
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8.3.5 Other current transfers

This broad category covers all other current transfers in cash or in-kind. It comprises transfers
between households and transfers from private organisations (o houscholds. It covers both
compulsory transfers (e.g. some child support) and non-compulsory transfers.

Classification

Other current transfers are classified according to whether the transfer is paid by a private
organisation or by another household:

Other current transfers:

From private organisations

* privale scholarship or study allowance
®  insurance paymenis (Tegular)

*  pambling receipts (regular)

. other

From other households

¢ child support

*  regular receipts from inheritances and trust funds
*  gifts or financial support from other households

. other.

Commaents

it should be noted that under the present system in Australia, child support may be paid on a
voluntary basis or via compulsory collection through the taxation system. It remains, however, a
transfer from household 1o household even though the payment may be backed up by law and/or
paid via the Taxation Office or some other third parly (see also 9.4).

It shouid be noted that the inclusion of iransfers between households will result in a
double<counting of household income at the aggregale level. Adjustments will therefore need to
be made to aggregated houschold income for some analyses.

8.4 Other non-market income
DPefinition

Other non-market income is defined as the imputed value of goods and services. other than
transfers, consumed by the household and provided other than via the market place. Thesc differ
from goods and services received as in-kind transfers in that they are provided from within the
household, either as a result of ownership of durable goods and dwellings or via work carried out
at home by houschold members. As for income from unincorporated enterprises and rental
property, other non-market income is net of depreciation of household assets used to produce the
income.

To be included in other non-market income, the goods and services provided must be simifar (o
those available for purchase/hire in the market place.
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Classification

Other non-market income is classified as follows:
¢ value of unpaid household work
. imputed rent of owner-occupied dwelling

. value of services provided by consumer durables,
8.4.1 Value of unpaid household work
Definition

There are considerable difficulties in giving a satisfactory definition of what constitutes unpaid
household work. These difficulties include setting the boandaries on the scope of activities to be
included and, in particular, in setting boundaries between work and leisure.

In defining unpaid household work a widely accepted principle for determining the scope of
unpaid household work has been adopted. This principle is the 'third person' or 'market
replacement’ criterion ortginally staled by Reid in 1934 and requoted by many writers:

'Household production consists of those unpaid activities which are
carried on. by and for the members, which activities might be replaced
by market goods or paid services, if circumstances such as income,
market condilions and personal inclinations permit the service being
delegated to someone outside the household group'.

The criterion of the activities being 'by and for the members' means that activities such as
volunteer and community work are excluded. (These activities are, however, included in the
broader definition of (otal unpaid work discussed in the ABS occasional paper Unpaid Work and
the Australian Economy, 1992.)

Classification

*  food and drink preparation and clean-up

Jaundry, ironing and clothes care

A other housework

. gardening, lawn care and pool care

. pel, animal care

. home maintenance, improvement and car care
. household paperwork, bills, etc

. transport and associaled travel

. child care

o purchasing goods and services, and associated travel.

45



8.4.2 Imputed rent from owner-occupied dwelling
Definition

Imputed rent from owner-occupied dwelling is defined as the imputed value of the services of
(mainly) shelter provided to the household by the household's usual residence after deduction of
expenses and depreciation.

8.4.3 Value of services provided by consumer durables

Definition

This item is defired as the value of services provided by all household consumer durables (other
than the owner-occupied dwelling), after deduction of depreciation and the cost of maintenance

and repairs.

Consumer durables are defined as those household items that are deemed 1o provide continuous

or repeated use over a period of at least one year. They include cars, washing machines,

refriperators, sic,

Classification

The classification of services provided by consumer durables will be left until further work has
been carried out on this item.

8.5 Net disposable income
Definition

Net disposable income is defined as gross income minus the value of direct taxes and compulsory
fees and fines,

Comments

For some analyses it may be destrable to deduct compulsory private transfers (along with taxes)
from the gross income of households to derive a measure of net disposable income after all
compulsory transfers have been dispersed. This would also overcome the problem of double
counting of these transfers at national aggregate fevel noted in 8.3.5.
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CHAPTER 9. CONSUMPTION
Definition

Consumption is defined as the 'using up’ of services and non-durable consumer goods that have a
single use or an otherwise limited life (i.e. less than one year).

These goods and services may be used up in a number of ways. From the household's point of
view, they may be consumed within the household or they may be transferred (in cash or in-kind)
to other households and private institutions who then undertake the actual consumption.

Consumption that takes place within the houschold is collectively termed actual final
consumption. This consists of consumption of goods and services purchased in the market place,
consumption of goods and services received as in-kind receipis and consumption of services
provided from within the household.

Consumption that is ‘consumed’ outside the houschold is termed current transfers outlaid
{excluding direct taxes). These may be outlaid either in cash or in-kind, (Note that direct taxes
conslitute a flow that is distingnished from the income and consumplion flows.)

Consumption is measured according to the market value of the goods and services consumed.
For fina! consumption expenditure, the value recorded is that paid out by the houschold in return
for the goods and services. i therefore includes the value of indirect taxes paid on purchased
goods (see 4.4).

Cilassification

Consumption is classified according to whether the consumption itcms are purchased by the
household in return for money or whether they have been received by the household as in-kind
receipts,

Consumption is also classified according (o whether the consumption takes place within the
household or whether il is undertaken indirectly -i.e. by a third party as a result of a transfer
from the household to thal party.

Household consumption therefore covers the following categories:

*  final consumption expenditure,

*  consumption of in-kind receipts from outside the household,

*  consumption of goods and services provided from within the household,
which together comprise actual final consumption; and

*  current transfers outlatd.
9.1 Final consumption expenditure

Definition

Fina} consumption expenditure is defined as the 'using up' of services and non-durable goods that
are acquired in the market place in return for money and have been purchased during the
reference period. It includes the value of indirect taxes paid on purchased goods.
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Ctassification

This final consumption expenditure is classified according to the type of goods and services
consumed. The classification used in ABS expenditure surveys is that set out in the ABS
Household Expenditure Survey Commeodity Code List (HESCCL). (Note that Lhe definition here
differs. however, from the HESCCL in that it excludes all expenditure on consumer durables that
are, in the ICW framework, classified as part of acquisition of non-financial assets.)

Since the cost to the bouschold is required. ilems are valued at the amount paid by the household
minus any rebates thal may have been paid (e.g. in the case of medical bills that are partly
refunded via Medicare.)

Final consumption expenditure includes interest paid on consumer loans, including those loans
taken out for the purchase of the owner-occupied dwelling. Interest payments are viewed as
payment for the service provided by the tending institutions or lending houscholds. Interest paid
on loans taken out for the explicit use of households as unincorporated enterprises are excluded
here as they have already been deducted as part of the calculation of net entrepreneurial income.

The broad classification of final expenditure consumption is as follows:
s current housing costs

*  fuel and power

»  food and non-alcoholic beverages
*  alcoholic beverages

*  iobacco

*  clothing and footwear

*  household services and operations
*  medical care and health expenses
*  {ransport

*  recrealion

*  personal care

. miscellaneous comunedilies and services.

Comments

Given the necessity of a common reference period for all household fiows, a decision has (o be
made as to the timing of the consumption. Should the consumption be deemed to have taken
place when the items:

(a) are actually consumed,

(by are paid for, or

(¢} are acquired.

Taken over the longer period. these occurrences of acquiring, paying for. and consuming the

goods will theoretically coincide. For shorter periods, however, these three occurrences may not
alt occur within the same reference period.

The first approach of using the time the goods and services are actuaily consumed causes
practical problems. Even non-durable goods are frequently consumed over an extended pesiod
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e.g. the flour or coffee is not all used up as soon as the packet is opened, Practical problems of
collecting data on a consumption basis rule out this approach.

The second and third approaches of payment and acquisition will coincide for many purchases
when cash is paid out for the poods and services. For example, if a newspaper is purchased and
paid for over the counter, then the two approaches will give identical results.

The approaches will not coincide, however, where goods and services are purchased using credit.
For exampte, if a household acquires newspapers daily but only pays the bill every three monihs,
then the two events will not coincide in the short reference periods used in household surveys.

The ABS recommends the payment approach wherever possible. This approach will beller serve
the balancing of household accounts in a household income and expenditure survey where clients
may wish to derive, say, a residual measure of household saving.

If. however. this approach is not practical, then the allernative acquisitions approach may be
used. The balancing of household accounts will, however, require that some adjustments will
need (o be made to the household accounts for the above purpose.

9.2 Consumption of in-kind receipts from outside the household
Definition

Consumption of in-kind receipts from outside the household is defined as the 'using up' of goods
and services that are acquired from outside the household without the intervention of money.

As explained earlier, in-kind income has an equivalent in in-Jind consumption. Thus. if a person
is paid for work done by being given food or the use of a car, the imputed value of that food and
car are simul taneously counted as both income and consumption. In-kind goods and services for
consumption may be derived from government, private organisations or other households.

Care should be taken to ensure that for every item of income in-kind, a similar entry of in-kind
consumption is counted.

Classification

In-kind consumption is ctassified in the same manner as was income in-kind, i.e. goods and
services acquired via:

¢  employment benefits

*  social security in-kind concessions

& other government in-kind transfers

*  repular gifis and scrvices provided free by other households

*  regular gifts and services provided free by private organisations (e.g. charities).

For some analyscs. classification according to categories set oul for market goods and services in
the HESCCL may also be required.
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9.3 Consumption of goods and services provided from within the
household

Definition

Consumption of services provided from within the household are defined as the services provided
by household fixed assets and by unpaid household work. Household assets are defined as all
durable goods owned or being purchased by the household, including the dwelling.

Ctassification

Consumption of household services are classified as follows:
*  services provided by urpaid household work
*  services provided by the owner-occupied dwelling

¢ services provided by other consumer durables.

9.4 Current transfers outlaid (exciuding taxes)
Definition

Current transfers outlaid relate to cash and goods disbursed to government, to other households
and private institutions or to charitable organisations for consumption by those other entities.

In the case of goods disbursed, these goods must have been both purchased and disbursed during
the reference period.

Transfers to olher households may be either compulsory, as is the case with some child support
payments, or voluntary, Voluntary transfers to other households include regular and recurring
gifts, either in cash or in-kind.

Classification

Current transfers outlaid may be classified according to the nature of the recipient and according
to whether the transfers are compulsory or otherwise:

*  cash and gifts purchased and donated to private organisations such as charitable institutions
*  voluntary transfers in cash and in-kind to other households in the form of gifis, etc.

*  compulsory transfers in cash and in-kind to other houscholds (e.g. child support).

Comments

For some analyses it may be desirable to deduct compulsory private transfers (along with taxes)
from the gross income of households to derive a measure of net disposable income after all
compulsory transfers have been dispersed. This would also overcome the problem of double
counting of these transfers al national aggregate level noted in 8.3.5,
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CHAPTER 10. DIRECT TAXES, COMPULSORY FEES AND FINES

10.1 Direct taxes
Definition

Direct taxes are compulsory unrequited transfers made by households to government, usually out
of income received during the period. The government makes no (direct) retuen to the individual
taxpayer although the revenue raised through taxation is used (o provide goods and services to
the community as a whole, or to other individuals or groups.

Direct taxes consist mainly of taxes levied on the incomes of households (and unincorporated
enlerprises owned by houscholds). They are net of rebates but may include provisional taxes paid
for fulure income.

Classification

Direct taxes:
*  income tax (including Medicare levy and associated fines/penalties).

¢ capital pains tax (including associaled fines/penallies).

10.2 Compulsory fees and fines
Definition

Compulsory fees are those which are associaled with regulatory functions of government or the
granting of a permit or privilege. Exampies are motor vehicle registration fees, drivers' or pilots'
licence fees, fishing licences, etc, Where such fees are associated with production of
entrepreneurial or property income, they are treated as indirect taxes (which conslitute part of
operating costs).

Fines are civil criminal penalties imposed on law breakers, Conceptually these include fines and
penalties imposed by taxation authorities but because of the practical difficulties involved in
separately identifying these payments they are trealed as part of direct taxes.

Classification
Compulsory fees and fines:
¢ stamp duties

. licence fees

*  civil and criminal fines (excluding tax related fines/penalties).
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CHAPTER 11. SAVING
Definition

Saving is defined as that part of current income (afier direct taxes) that is not used up or
transferred as part of household current consumption.

Saving includes current disbursements made in the form of a reduction in household liablities,
i.¢. repayment of capital on loans for housing and consumer durables. These repayments may be
made to financial institutions, governments or other houscholds.

Saving also includes regular and recurring employer and employee contributions to pension funds
and interest earned on those pension funds that is not immediately accessible to the household.

Because saving is defined in terms of flows in the current account, it excludes capital gains and
losses during the reference period.

In any given reference period, saving wilk be positive where income is greater than consumption
and taxes. Saving will be negative, or dissaving where consumption and taxes are greater than
income.

Comments

Saving is not directly affected by the receipt or consumption of income-in-kind. However, the
level of saving achieved by houscholds may be indirectly affected by the receipt of income-in-kind
which may obviate the need to purchase consumption items out of cash income.
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CHAPTER 12. WEALTH/NET WORTH
Definition

Net worth is defined as the difference between a household's stock of assets and its stock of
liabilities at a point in time. The terms ner worth and weafth are used as interchangeable terms in

this paper.

Assets are defined as entities owned or being purchased by the household from which benefits
may be derived by their owners by holding or using them over a period of ime. They comprise
financial and non-financial assets. Assets exclude the value of human capital.

Assets are divided into two categories: financial assets, and non-financial assets.

Financial assets are defined as assets (hat entitle their owners (the creditors) to receive a
pavment. or series of payments, from the other unit (the debtor) in certain circumstances, often
specified in a contract between them,

Non-financial assets are defined as all other assets whether produced or non-produced and
whether tangible or intangible.

Liabilities are defined as obligations on the part of the household to make a payment, or a series
of pavments t¢ the owner of the financial assets. These obligations are often specified in a
contact between the two parties.

Classification

Assets are classified as either or non-financial or financial.

Nen-financial assets.

*  owner-occupied dwelling (including land)

*  other buildings and land

*  household consumer durables

*  plant, machinery and stocks (of unincorporated enterprises)
*  saluables (precious metals and stones, antiques, art objects. efc)
*  intangible non-produced assets (patents, goodwill, etc).
Financial assets:

*  cash

*  deposits in financial institutions

*  securilies (shares, stocks and bonds)

*  loans to other entities

¢ equity in life insurance reserves and pension funds

. other,
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Liabilities are classified as principal and accumulated interest owing on:
. mortgage(s) on owner-occupied dwelling

. other mortgages

. other loans

. other debts and liabilities,
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CHAPTER 13. CAPITAL TRANSFERS

13.1 Capital transfers received
Definition

Capital transfers received are defined as receipts which involve the transfer of ownership of an
asset from a household, government or private organisation to the recipient household. The
receipt of the capital transfer results in an increase in the value of stocks of assets of the
houschold.

Operationally, capital transfers received are defined as irregular and non-recurring receipls.
Non-recurring in this context relates to transfers received less than annually. The condition of
irregularity/non-recurring is, however, only a secondary criterion and should be used only as a
rule of thumb, Where there is difficully in distinguishing whether a receipl is income or a capital
transfer, it should be classified as income.

Capital transfers received may be in cash or in-kind.

Classification

Capital ransfers cover a very heterogeneous group of receipts. Capital ransfers received are
classified primarily according to the donor of the transfers. A secondary classification refers to
the nature of the recetpt,

Receipts from other households:

*  inheritances and legacies

*  non-recurring gifts from other households

s capital repaymeni of loans from other houscholds
¢ Jump sum alimony or property scttlements

*  other.

Receipts from private institutions and enterprises:

. irregular winnings from lotteries and other gambling

*  maturity payments received on life insurance policies

¢ lump sum compensation for injuries

*  other casualty claims received including worker's compensation
®  lump sum termination payments

. legal damages

¢  other.

Receipts from government:

*  investment grants for unincorporated enterprises

. other.



These receipts may also be classified according to whether they are fixed or financial assets in
order to align them with the other stock/flow classifications,

13.2 Capital transfers outlaid.
Definltion

Capital transfers outlaid are defined as the transfer of ownership of an asset by the houschold to
another household, private institulion or government.

Capital transfers are usually large enough to have to have been financed from the donor’s
household stock of capital rather than from its income. The capital transfer outlaid will,
therefore, nsually not be a regular or recurring outlay. Again, however, the criterion of
irregular/non-recurring is a secondary and practical criterion that should only be used as a rule of
thumb. Where there is difficulty in distinguishing whether an outlay is a current or a capital
outlay, it should be classified as a current transfer.

Capital transfers outlaid are a fairly homogeneous group of disbursements which may be paid to
private institutions {such as charities) or to other households.

Classlication

Capital transfers outlaid are classified according (o the nature of the transfer and the nature of the
recipient:

*  donations to charities from the household's assets

*  gifts of assets to other houscholds

*  lump sum property and other settlements paid out (¢.g. as part of divorce scttlements)

. other.
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CHAPTER 14. NET ACQUISITION OF NON-FINANCIAL ASSETS
Definition

Net acquisition of non-financial assets is defined as the acquisition (through purchase or transfer)
minus the disposal {through sale or transfer) of non-financial assets held by the household and
unincorporated enterprises owned by households. Non-financial assets are defined as all assets
other than those defined as financial assets in Chapter 12 above.

The term 'nel’ refers to the fact that the acquisition is net of disposals. However, it is 'gross' in the
sense (hat deductions have not been made for the consumplion of existing assets during the
production process. (This depreciation is netted from the value of the services provided to the
household in the form of non-cash income, and from the income of unincorporated enterprises
owned by households.)

Net acquisition of non-financial assets includes the vatue of indirect laxes and this value may
need to be separately identified for some analyses (see 4.4).

Classification

Net acquisition of non-financial assets is classified according to the nature of the asseis acquired:
*  owner-occupied dwelling (including land)

s other buildings and land

¢ household consumer durables

*  plant, machinery and slocks (of unincorporated enterprises)

*  valuables (precions metals and stones/jewelry, antiques, art objects, eic.)

*  intangible non-produced assets (patents, purchased goodwill, etc.)

. other.



CHAPTER 15. NET LENDING
Definitlon

Net lending is defined as the excess of net acquisition of financial assets over the net increase in
Tabilities during the reference period. This acquisition and incurrence of liabilities may take
place between the household and government, or between the household and private enterprises
or other households. If the net acquisition of financial assets is greater than the incurrence of
liabilities then the net lending will be positive, If the incurrence of liabilities is greater, then the
net lending will be negative.

Where net lending is positive during the reference period it represents a source of funding for
houschoid investment,

Classiflcation

Net lending may be classified according to the nature of the ransactions and/or the nature of the
other party to the transactions. The primary classification will be in accordance with the nature

of the transaction as there is some interest in whether the additional assets are those that provide
a regular source of income and the degree of liguidity involved.

Net lending:
. addilion to or withdrawal from holdings of cash

®  addition to or withdrawal from holdings deposited with banks, other financial institutions
and other households

*  additions to or disposals of securities (shares, stocks. bonds)
»  deposits to and withdrawals from life insurance reserves and pension funds
* el value of incurrence and repayment of loans taken out by the household

. other.




CHAPTER 16. OTHER CHANGES IN THE VOLUME OF STOCKS

Definition

Other changes in the volume of stocks are defined as changes in assets and liabilities that are not
due (o transactions between the household and another entity, as recorded in the capital account,
or to holding gains and losses. They may be caused by unexpected events such as theft of an
uninsured asset, loss of an asset via a natural catastrophe.

Classification

Other changes in the volume of stocks may be classified as those due to:

. calastrophic events
. uncompensated seizures

. other.
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CHAPTER 17. NOMINAL HOLDING GAINS AND LOSSES
Definition

Norninal holding gains and losses are defined as those gains and losses that accrue to the value of
assets and liabilities during the reference period that are not brought about as a direct result of the
actions of the householders. They are often referred to as capital gains and losses and may be
realised or unrealised. Gains and losses are realised when the household sells off the assets or
disposes of the liabilities, They are unrealised when no transactions involving the assets or
liabilities take place.

A positive holding gain, whether due (o an increase in (he vatue of a given asset or a reduction in
the value of a liability, increases the net worth of the houschold. A holding loss, whether due to a

reduction in the value of an asset or an increase in the value of a given liability, reduces the net
worth of the household.

Classification

Nominal Holding Gains and Losses are classified as:
*  realised, or

. unrealised.

60



CHAPTER 18. NOTIONAL WEALTH ANNUITY
Deflnition

A notional wealth annuity is defined as (he transformation of the value of a household's stock of
assets/liabilities into a right to be paid a (notional) fixed annual sum of money for a defined
lifetime. All wealth, whether held as non-financial or as financial assets should be annuitised.

When using the measure of annuitised wealth, the annuity must contain a discounting for the
return from the wealth already counted in the current account. These returns comprise property
income, imputed rent from owner-occupied dwelling and the income from services provided by
consumer durables. If these items are not deducted from the full annuity they will result in
double counting of these components.

The value of the annuity is calculated vsing the value of the stock at the beginning of the
reference period.

Classlfication

Notional wealth annuity may be classified as the notional flow from:

. non-financial assets :

equity in owner-occupied dwelling
other
. financial assets.

Comments

A considerable amount of rescarch needs to be carried out to determine the most suitable method
of calculating annuitised wealth. 1n particular, consideration needs to be given to:

. the period over which the wealth should be annuitised

. notional interest rates to be nsed

. treatment of 'negative wealtl' i.e. household liabilities where these are greater than
household assets.
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TABLE A. THE ICW ACCOUNTS

CURRENT ACCOUNT

Receipts

1. Primary income
employee income
entrepreneurial income
2. Property income
interest
dividends
rent
rovalties
income on employee equity in pension funds
other property income
3. Transfer income
social security cash pensions, benefits and allowances
other pension and life assurance annuity benefits
socials security in-kind concessions
other government in-kind transfers

other current transfers

4. Other non-market income
value of unpaid household work
imputed rent from owner-occupied dwelling

value of services provided by consumer durables
5. Totat household incomse

7. Net disposable income (after taxes)
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CURRENT ACCOUNT (continued from previous page)

Disbursements

6. Direct taxes, compulsory fees and fines
direct taxes

compulsory fees and fines

8. Consumption
final consumption expenditure
consumption of in-kind receipts from outside the houschold

consumption of goods and services provided from within the household
current transfers outlaid (excluding direct taxes, fees and fines}

9. Saving

CAPITAL ACCOUNT

Net receipts
9. Saving

10. Depreciation allowance
11. Net capital transfers recelved
capital transfers received

capital transfers outlaid

Net disbursements
12. Net acquisition of non-financial assets

13. Net lending

)



OTHER CHANGES IN STOCKS ACCOUNT

Other changes in volume
14. Non-financial assets
15. Financia) assets

16. Liabllitles

Nominal holding gains/losses
17. Non-financial assets
18. Financial assets

19. Liabilities
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APPENDIX 2. GLOSSARY

Actual final consumption - comptises consumption of goods and services purchased in the market
place, consumption of goods and services received as in-kind receipts, and consnmption of services
provided from within the household. Excludes current transfers outlaid.

Assets - property of a financial or non-financial nature, owned by the household, and from which
economic benefits may be derived by holding or use over a period of time. See financial assets and
nen-financial assets,

Capital transfers outlaid - the wansfer of ownership of an asset by the household to another
household, private institution, charitable organisation or governmett.

Capital transfers received - receipts which involve the transfer of ownership of an asset from a
household, government or private organisation 1o the reciptent household.

Compulsory fees - compulsory payments made by households to government that are associated with
regulatory functions of government or the granting of a permit or privilege.

Consumer durables - household iteems which are deemed to provide continuous or repeated use over
a period of at least one vear.

Consumption - the 'using up' of services and non-durable consumer goods. i.¢. those that have a
single use or an otherwise limited life of less than one year. (See household consumption.)

Current transfers outlaid - comprise cash and goods purchased in the period and disbursed by the
houschold to povernment, to other households, to private institutions or to charitable organisations for
consumption by those other entities. Excludes direct taxes.

Dependent child - any person under 15 years of age or any full-time student aged 15-24 years who has
a parent or guardian in the household and is neither the spouse nor parent of anyone in the household.

Depreciation - the value of capital consumed in the productive activity. Depreciation allowance is
the amount allowed by the Australian Taxation Office for depreciation.

Direct taxes - compulsory unrequited transfers made by houscholds to government.

Dissaving - negative saving during (he reference period which derives from the running down of
assets ot the incurrence of a liability in order to finance cutrent consumption, current ransfers or
direct laxes.

Dividends - income received from investments in corporate equities, such as ownership of shares.

Employee income - employee earnings i.e. 'remuneration in cash and in kind paid to employees, as a
rule at regular intervals, for time worked or work done, together with remuneration for time not
worked such as for annual vacation, other paid leave or holidays' (ILO 1971). Also includes employer
contributions to superannuation funds,

Employees - persons working for an employer or working for their own corporate enterprise (limited
liability company).

Emplover contributions to superannuation funds - premiums paid by an employer direct to a
superannuation or pension funds on behalf of the employee.

Entrepreneurial income - is the profit or loss that accrues to persons or households as owners of, or
partners in, unincorporated enterprises. The measure is net of operaling expenses and depreciation
allowance.
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Family - (wo or more related people, who usually live together. One of these people must be at least
fifteen years of age. The term refated applies to relationships of blood, marriage (registered or de
factoy, adoption, step or fostering,.

Final consumption expenditure - the 'using up' of services and non-durable goods thal are acquired
in the market place in return for money and have been purchased during the reference period.

Financial assets - stocks that entitle their owners (the creditors) to receive a payment from the other
unit (the debtor) in certain circumstances. Also includes cash holdings.

Fines - compulsory payments made by households as a result of civil or criminal penallies imposed
on law breakers. They exclude fines and penalties imposed by taxation authorities which, for practical
reasons, are treated as part of direct laxes.

Household - one person living alone or a group of people who usually reside and eat together.
Includes boarders but excludes lodgers who form a separale household.

Household consumptiont - comprises actual final consumption (consumption of goods and services
purchased in the market place, consumption of goods and services received as in-kind receipts, and
consumption of services provided from within the household) and current transfers outlaid. Excludes
direct taxes, compulsory fees and fines.

Imputed rent fiom owner-occupied dwelling - the imputed valug of the services of (mainly) shelter
provided to the household after deduction of expenses and deprectation.

Income - those receipts (in cash and in-kind) that are of a regular and recurring nature. and are
received by the household or its members at annual or more frequent intervals. Includes regular
receipts from employment, own business and from the lending of assets: transfer income from
government, private institutions and other households; the value of services provided from within the
household via the use of an owner-occupied dwelling, olher consumer durables owned by the
household, and unpaid household work. Excludes intra-houschold transfers and receipts derived from
the running down of assets or from the incurrence of a liability.

Income in-kind - regular and recurring receipts oblained by the household in forms other than
money. They comprise goods and services resulting from market exchange and services resulting
from non-market exchange.

Income unit - one person, or a group of relaled persons, within a household, whose command over
income is shared. The relationships allowed for in the definition of income unit are restricted to those
of marriage (registered or de facto} and of parent/dependent child.

In-kind consumption - the 'using up' of goods and services that are acquired from oulside the
household without the intervention of money, and services provided from within the household.

Interest - comprises receipts from deposits (including term deposits) with banks, building societics.
credit unions, and other financial institutions; from government bonds/loans and securities.
debentures, and from personal loans to others outside the household.

Liabilities - are defined as all moneys a household owes to government, privale institutions or other
persons outside the household.

Negative income - the loss accrued by an unincorporated enterprise when the operating expenses and
depreciation are greater than the gross receipts.

Net acquisition of non-financial assets - acquisition ( through purchase or transfer) minus disposal
(through sale or transfer) of non-financiai assets held by the household and unincorporated enterprises
owned by the household.
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Net disposable income - gross income minus direct taxes, compulsory fees and fines,

Net lending - the excess of net acquisition of financial assets over the net increase in liabilities
during the reference period.

Net worth - the difference belween a household's stock of assets and its stock of liabilities at a point
in time. Excludes human capital.

Nominal holding gains/losses - gainsflosses that accrue to the value of assets and liabilities during
the reference period that are not due to either transactions or other volume changes.

Non-durable consumer goods - goods deemed to have a single use or otherwise limited life of less
than one vear.

Non-financial assets - those assets, other than financial assets, (hat have a lifetime of more than one
year, They may be produced or non-produced, tangible or intangible.

Notional wealth annuity - the transformation of the value of a household's stock of assets/liabilities
into a right to be paid a (notional) fixed annual sum of money for a defined lifetime.

Operating expenses - comprise all expenses involved in the running of an unincorporated enterprise
including interest, rent and indirect taxes.

Other current transfers - all current ransfers in cash or in-kind, other than those paid out under
government social security and related schemes.

Other goversment in-kind transfers - indirect benefits provided by government spending other than
those that paid out under the social security and related schemes. Excludes spending on ‘collective
services' such as public administration and defence.

Other non-marke! income - the imputed value of services, similar (o those available for
purchase/hire, that are consumed by the household and provided from within the household.

Other pensions and benefits - all pensions and regular superannuation payments that are made other
than under (he government's social security and related schemes.

Person - is defined as everybody in their capacity as private individuals. It includes individuals as
owners of, or partners in, unincorporated enterprises.

Primary income - receipts accruing in cash or in-kind in the current reference period to employees
and self-emploved persons by virlue of the deployment of their labour and entrepreneurial capacity in
productive activity. In-kind receipts are measured as an imputed cash equivalent.

Privately fitnded superannuation schemes - those funds to which contributions are made by esther
the individual members or by their employer on the employee's behalf. In contrast to government
social security pension schemes which are funded from general revenue.

Profit/loss - of unincorporaled enterprises owned by houscholds consists of the value of the gross
ouiput of the enterprise after the deduction of operaling expenses and the value of depreciation of
assets used in production.

Property income - net receipts accruing in the current reference period as a result of ownership of
assets.

Rent - receipts (after deducting operating expenses) from property other than owner-occupied
dwellings. It includes income from lodgers and from others who are sub-letting parts of the dwelling.
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but excludes income from boarders who are counted as members of the household. Rent includes that
rent received by unincorporated enterprises where it is not included as entreprencurial income.

Rovalties - payments for the use of patented or copyright materials,

Saving - thal part of current income (afier direct taxes) that is not directly used up or transferred as
part of household current consumption. Saving may be positive or negative (dissaving) during any
reference period.

Services provided from within the household - the services provided by use of household
non-financial assets (owner-occupied dwelling and consumer durables) and by unpaid household
work,

Social security pensions, benefits and allowances - regular, recurring cash receipts paid by
government to persons, families or houscholds under social security and related government
programs.

Social security in-kind concessions - all in-kind transfers received by persons, families or households
in special eligibility categories such as recipicnts of social security and other related benefits, aged
persons and students.

Superannuation find - any fund, association or organisation set up for the purpose of providing a
financial benefit to members when they retire from work.

Transfer income - regular and recurring receipts, in cash or in-kind., other than those derived from
primary or property income. They do not involve a 'quid pro quo’ - ¢.g. a return for labour, or a return
for use of assets.

Unfunded superannuation schemes are - schemes (usually run by government employers) in which
emplovers pay retirement benefits to their employees, ex-employees or their dependents out of their
own resources without creating a fund.

Falue of services provided by household consumer durables - the imputed value of services provided
by househotd items that are deemed to provide continuous or repeatex use over a period of a year or
more. Net of depreciation on consumer durables.

Value of unpaid household work - the imputed value of non-market uses of household time that
result in the production of a good or service that could be purchased in the market.

Wealth - see Nel Worth
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