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PREFACE

The accompanying analysis of household formation projections
is the result of joint work between Dennis Sams and Pamela
Williams of the IMPACT ProJect and Vin Martin, Department of
the Premier and Cabinet.

The analysis has been mﬁm@mﬁma to assist State agencies who
require long-term projections of Victorian household formation
as input to their forward planning.

To generate the household formation projections, the authors
have to assume future profiles for economic and demographic
trends.

The views expressed on these trends or the other results in
the paper do not necessarily reflect the opinions of the
participating agencies in the IMPACT Project, the Commonwealth
Government, the Department of the Premier and Cabinet or the
Victorian Government. .

D.J. Delaney, Alan A. Powell,

First Assistant Secretary, Director, .

Research and Policy Division, IMPACT Project,
Department of the Premier University of Melbourne.

and Cabinet.






PRELIMINARY PROJECTIONS OF
VICTORIAN HOUSEHOLD FORMATION
by

Pamela Williams, Dennis Sams and Vin Martin

INTRODUCTION

The aim of this paper is to present and analyse a set of
household projections for Victoria for the period 1981 to

2001 produced with the Population Projection Facility developed

by the IMPACT Project Team. Development of this Facility,
including data sources, is documented in several papers
produced by the IMPACT Team., A guide to this documentation
is contained in Appendix A.

The Projection Facility requires several major inputs
including: ’

(i} an economic scenario specifying such variables as
wage rates, government benefits and size and duration
of unemployment; and

(ii) a demographic scenario specifying the values of certain
variables such as death rates and migration levels.

The economic scenario is basically that developed by the
IMPACT Project for an earlier study of Australia‘’s household
formation, outlined in "Household Formation: Implications
for Australia‘'s Future", IMPACT Preliminary Working Paper
No. BP-28, February 1982,

This economic scenaric is also described in a further paper
which reports the results of a set of projections of the
Australian population and labour force and titled; "Some
Projections of Australian Population and Labour Force,

1980 to 2001", IMPACT Preliminary Working Paper No. BP-30,
May 1982. The analysis below is based on the assumption
that this economic scenario was suitable for the Victorian
economy, a matter discussed in more detail in Section 3 of
the ‘paper.
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APPENDIX A. A BIBLIOGRAPHIC GUIDE TO THE IMPACT POPULATION
PROJECTION FACILITY 2.

The IMPACT Population Projection Facility has been documented in a
series of IMPACT Working Papers. General descriptions of the 2.1
Facility are given in:

Sams, Dennis (1979), "The Demographic Core of the IMPACT
Project: An Overview", IMPACT Preliminary Working
Paper, BP-18, Melbourne, and

Sams, Dennis and Pam Williams (1980),- "The IMPACT Project's
Facility for Disaggregated Population Projections: A
Brief Exposition and Progress Report!, IMPACT
Preliminary Working Paper, BP-22, Melbourne.

The econometric models of fertility, marriage, divorce and female
labour force participation and of household formation are reported,
respectively, in:

Brooks, Clive, Dennis Sams and Lynne 5. Williams (1982), "An
Econometric Model of Fertility, Marriage, Divorce and
Labour Force Participation for Australian Women,
1921/22 to 1975/76"%, IMPACT Preliminery Working Paver,
BP-29, Melbourne, and

Williams, Pamela and Dennis Sams (1981)," Household Headship 2.2

in Australia: Further Developments to the IMPACT
Projectts Econometric Model of Household Headship",
IMPACT Preliminary Working Paper, BP-26, Melbourne.

The results of some simulations with the Facility are reported in:

Sams, Dennis C., Lynne S, Williams, Pamela J, Williams and
Jim Stevenson (1981), "4 Comparison between the ABS
Population Projection 1980-2001 and a Compatible
Projection Using the IMPACT Population Projection
Facility", IMPACT Preliminary Working Paper, BP-27,
Melbourne,

IMPACT POPULATION, LABOUR FORCE AND HOUSEHOLD PROJECTION
FACILITY

Introduction

The observed growth in the number of households over time
can be partitioned into the effects arising from (a) the
growth of the population and changes in its distribution
between demographic groups, and (b) the growth in household
headship ratios for each demographic group. Under the
assumption that these two components of the growth in
households are separable, we can adopt'a comparatively.
simple two-stage projection method in which population

and household headship ratios are projected and multiplied
together to determine the number ow.UoCmmdownm.

The household projections reported in this paper were
generated in this manner, using the IMPACT Project's
Population Projection Facility to project the Victorian
population, and its econometric model of household
formation to project wocmmrowa‘Smmamswﬁ ratios. In the
remainder of this section, a brief description of each
of these projection devices is given,

Population Projection Facility

The Population Projection Facility is designed to provide,
within a tightly integrated framework, projections of the
Australian population subject to the influence of a set of
economic, social and demographic variables. ubbcmw project~
ions of the population disaggregated by 101 single years

of age, four marital states, and two sexes are available.
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While not discussed in this paper, it is important to note

that the sensitivity of household formation to alternative
economic scenarios is most pronounced for unmarried males

and unmarried females, and least pronounced for traditional
groups, married men and widowed femalés. Correspondingly,

the sensitivity to economic scenarios is greatest for household
formation in younger age groups.

Implications for the Current Recession

As stated earlier in the paper, the projections analysed in
this paper do not take into direct account the depth of the
current recession. However, the low economic scenario
represents a timepath with unemployment at about 6.0% for
the whole projection period and therefore depicts an
Australian economy which does not recover from the current

recession, Alternatively the medium economic scenario indicates

some recovery of the econonmy.

The clear implication from the IMPACT models is that economic
recovery would bring with it higher rates of new household
formation than if the recession were to continue. Since

new household formation is a major determinant of housing
demand, it follows from the current analysis that sustained
econcmic recovery will lead in the long term not only to
increased household demand but also to higher levels of new
housing demand,

The use of the expression long-term in the context above
needs to be emphasised. A sudden improvement in the state
of the economy would not be accompanied by a similarly
sudden increase in new household formation and new housing
demand. On the other hand, if such higher levels of
economic activity were sustained for say, five years, then
increased household formation projected by the model could
be expected to eventuate. -

2.4 Household Headship Model

The houschold headship model (Pamela Williams and Dennis Sams,
"Household Headship in Australia: Further Developments to the
IMPACT Project's Econometric Model of Hpusehold Headship",
IMPACT Preliminary Working Paper No. BP-26, August 1981)
projects household heazdship ratios for sixty-four demographic
groups comprising all combinations of eight sex/marital status
groups and eight age groups as shown in Table 1.

In this model, changes,in household headship ratios are
related to the average expected level of income, which is
determined by two components: '

(i) past and current levels of income from different sources
in the form of:

- wages, salaries and supplements;

- unemployment benefits;

- government welfare payments, such as sickness and
invalid pensions, the old age pension, supporting
parent's benefit and the like, which are intended to
replace labour income;

~ other government transfers such as child endowment,
and health benefits, which are not intended to
replace labour income;

- unearned private income from dividends, interest and
the like,.

(1i) the distribution of income from the above sources for
each demographic group in a given year, which in turn
is related to labour force attachment as measured by:

- the labour force participation rate;

- the unemployment rate;

- the duration of unemployment;

- the fraction of the year a typical person is in the
labour force.

The model has been able to explain the development of
household headship ratios over the 1960's and 1970's and
captures not only the increase in ratios over that period
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TABLE 12 HOUSEHOLD FORMATION UNDER MEDIUM ECONOMIC SCENARIO
AND VARIOUS POPULATION SCENARIOS
Percentage
Point
Deviation
Adult Household of High/Low
Population Formation Number of from Medium
Population  Growth Growth Households Projection
Scenario 1681 to 2001 1981 to 2001(a) in 2001(a) in 2001
, (%) . (%) (1000) (%)
High 1.6 1.9 1795.3 5.1
Principal 1.4 1.7 1708.5
Low 1.0 1.3 1588.2 ~7.0
{a) Calculated by applying household headship ratios by sex and

eight age groups from the medium economic scenario to the
projected population in the relevant groups as determined by
the three population scenarios.

but also the relative sensitivity of different amsomﬁmwﬁvo
groups to the economic determinants of household headship,
In the model, household headship ratios tend to be higher
with higher levels of income and/or increases in participat-
ion rates, whilst higher levels of unemployment or longer
duration of unemployment tend to lower household headship
ratios,

In general, the sensitivity of household headship to changes

in average expected income has been lowest for older age

groups and the more traditional household heads, such as
married males and widowed females, and greatest for young
unmarried males. Young unmarried females do not respond as
much as young males to changes in their expected income but
they are more responsive than the traditional groups. Except
for older people for whom social welfare payments and unearned
incomes are more important sources of income, changes in earned
income have the greatest effect of all income sources. on
headship ratios for all groups. Similarily, in the current
situation of high youth unemployment, the headship ratios

of young unmarried persons, especially males, are sensitive

to the rate of unemployment benefits, although this wmsmwﬁw<wﬁ<
is eclipsed by the responsiveness of these ratios to earned
income. '

The sensitivity of household headship to labour force
participation is greatest for young unmarried males, and, as
expected, increases in the unemployment rate and the duration
of unemployment have their major impact on household headship
among young people. Household headship ratios are, however,
less affected by these latter varizbles than by changes in
labour force participation and in earned income.
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TABLE 11

Variables which

28

SUMMARY OF FCONOMIC SCENARIOS(a)

1981-82 1990-91 2000-01
differ between ] ]
scenarios Low Medium High Low Medium High
Real gross
State product ]
per head 2790 2790 3051 3401 2790 3371 4145
Real female . :
hourly wage rate 1.43 1.50 .A.mq 1.87 1.50 1.85 2.27
Unemployment
rate 5.44 6.00 4.00 2,00 6.00 4,00 2.00

Real old age
pension

Real widow's
pension

51.61 51.61

46,42 46,42

56.44  62.90 51.61

50.76 56.58 46,42

62.35 76.68

56.08 68.96

(a)

Footnotes as

for Table 1.

9

FIGURE 1 SCHEMATIC REPRESENTATION OF THE IMPACT PROJECT'S
HOUSEHOLD FORMATION PRCJECTION FACILITY
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7.3
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HIGH AND LOW PROJECTIONS OF HOUSEHOLD FORMATION

Introduction

The illustrative projections of household formation
discussed in the previous section were the direct result of
using the assumptions described in Sections 3 and 4.

These assumptions represented only one plausible set from

a range of alternatives.

To simplify the analysis of alternative assumptions it is
useful to specify thigh' and 'low! scenarios for both the
population and the economy. The analysis then leads to a
discussion of ‘thiglf and *low' growth rates and levels of

new household formation.

‘High' and 'Low! Scenarios

For the specificatiocn of 'high' and 'low’ scenarios for
population growth, the ‘thighl and 'low! projections from

the Forecasts Project Team's discussion paper, Preliminary
Population Projections, Victoria, 1981-2001, have been used.
Table 10 summarises the assumptions for the fhigh',*principal!
and ‘low! scenarios.

For the economic scenarios, IMPACT has also developed two
alternative economic scenarios, 'high' and *low' for its
analysis in "Household Formation: Implications for Australials
Future', Preliminary SOwwwwm Paper No. BP-28, February 1882.

A summary of the thigh', *'low® and 'medium® scenarios is set

out in Table 11, 1In the current paper this scenario is applied
to the economy of Victoria (although it was originally developed
for Australia).

Range of Household Formation Projections

The sensitivity of household headship ratios to alternative
.mﬁmowwwomdwos of economic scenarios has been analysed by IMPACT
in its study of Australian household formation referred to

- above. For ease of analysis in this paper, we

TARLE 2

11

SUMMARY OF THE ECONCMIC SCENARIO FOR THE VICTORIAN
ECONOMY FOR THE ECONOMETRIC MODEL

Variables (@) r (b) 1981 /82 1990/91 2000/01
Econonic Structure ’
- eal tat duct

me WWMMmm .m e produc 2790 3051 3%71
~ Real female hourly wage

rate 143 1.67 1.85
- Female/male relative ’

hourly wage rate 0.%4 1.00 1.00
-  Unemployment rate 5,44 4.00 4,00
- Real old age pension 51,61 56.44 62.35
~ Real widows' pension 46,42 50.76 56.08
Societal Structure
- Index of Temale .

educational attainment 32.35 35.53 37.65
- Education participation

rate of 15 - 24 year old : :

unmarried women 31.73 37.13 39.21
- Oral contraceptive usage

rate , 24,00 24,00 24,00
{a) For a listing of sources and a detailed description of these

(b)

variables see Brooks , Clive (1981). "The Database of the Eco-

nometric Model of Fertility, Merriage, Divorce and Labour Force

Participation for Australian. Females." IMPACT Research
Memorandum. BACHUROO Module,. Melbourne. )
All monetary variables are converted to rezl terms and
expressed in constant 1966/67 Australian dollers.,
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TABLE 8

MEDIUM PROJECTION OF HOUSEHOLD FORMATION BY AGE,
VICTORIA: MALE HOUSEHOLD HEADS, 1981 TO 2001 (a)
(1000) .
Average
Annual
Growth
Age Group 1981 1986 1991 1996 2001 Ratelpercent
15 - 19 6.1 9.6 9.7 9.2 10.8 2.9
(0.5) (0.7) (0.7) (0.6) (0.6)
20 - 24 55.6 63.6 71.1 71.6 71.7 1.3
(&£.5) (4.8) (4.9) (4.6} (4.2)
25 ~ 3l 2421 228.1 233.2 255.0 267 .k 0.5
(19.7) (17.2) (16.2) (16.2) {15.7)
35 - 44 214.9 254.6 278.8 284.0 302.4 1.7
(17.5) (19.2) (19.3) (18.1) (17.7)
45 - 54 183.4 185.1 209.4 251.3 280.9 2.2
(14.9) (13.9) (14.5) (16.0) (16.4)
55 - 59 87.5 88.6 82.7 92.0 107.6 1.0
(7.1) (6.7) (5.7) (5.9) (6.3)
60 - 64 66.5 78.1 80.1 75.6 84,5 1.2
(5.4) (5.9) (5.6) (4.8) (£.9)
65 Plus 133.0 14l 2 164, 2 18%.5 - 196.2 2.0
{10.8) (10.9) (11.4) (11.7) (11,5)
ADULT MALES 989.1 1052.0 1129.1 1222.2 1321.5 1.5
(80.5) (79.2) (78.3) (77.8) (77.3)

(a)

.

Figures in brackets refer to percentage of total households.

(i)

13

crude first marriage rates for males and females are
projected to rise slowly-to the early 1990's and
then fall, although not to levels below those at the
beginning of the.projection period;

crude remarriage rates for divorced and widowed males
and females are projected to fall slowly throughout
the projection period;

crude divorce rates for males and females are
projected to fall slightly and then increase to
the early 1990fs before amowwmwdw slowly for the
rest of the projection period, although not to
levels below those at the begimming of the
projection period;

there will be an increased incidence of second
marriage as increasing divorce rates increase the
population at risk of remarriage.
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TABLE 7 PROJECTED BOUSEHOLD FORMATION BY SEX AND MARITAL
STATUS VICTORIA, 1981 TO 2001(a)
Average
{no. in thousands) Annual )
= Growth percent’

Males 1981 1986 1991 1996 2001 19812001
Never Married 81.4 100.5 118.7 139.6 161.1 3.8
Married 857.5 887.8 934.4 995.9 1063.8 1.1
Divorced 2.9 36.4 47.0° 5.9 64.0 4.8
Widowed 25.3 27.3 29.0 30.7 32.7 1.3
TOTAL 989.1 1052.1 1129.1 1222.2 1321.6 3.5
Females
Never Married 47.9 55.5 65.3 75.9 88.3 3.1
Married 43.5 46,1 48.6 52.7 57.3 1.4
Divorced 34,1 49,6 64.9 79.5 92.5 5.1
Widowed 114.9 125.1 133.4 141.3 148.7 1.3
TOTAL 240.3 276.3 312.2 349.4 . 386.9 2.4
Persons
Never Married 129.3  156.0 184.0 215.5 249.4 3.3
Married wOA.O 933.9 983%.0 1048.6 1121.1 1.1
Divorced 59.0 86.0 111.9 135.4 156.5 5.0
Widowed 140.2 152.4  162.4 172.0  181.4 1.3
TOTAL 1229.4  1328.4 1441.3 1571.6 1708.5 1.7

15 -

POPULATION PROJECTIONS BY AGE, SEX AND MARITAL STATUS

As discussed in mmoﬁwms L, projections of the Victorian
population, including its sex, marital status and age
structure, from 1981 to 2001, have been derived using the
IMPACT Facility and a set of assumptions

concerning future levels of fertility, mortality, inter-
national and interstate migration, and an economic scenario
which determines marriage and divorce rates.

The assumptions made are considered to be reasocnable but
are by no means the only possible set of assumptions.
Alternative population projections could be produced, for
example, with different levels of migration, and this
should be borne in mind when analysing the projections of
households.

A summary of the population projection results is given in
Table 4. By the year 2001, Victoria's population is
projected to be 5.1 million, having grown at an average
annual rate of 1.3 per cent. As the tables indicate, the
structure of the population is projected to change
substantially. By 2001, declining death rates will have
had the effect of ageing the population such that 11.6 per
cent of all mmeonm;SMHH be aged 65 or more, compared with
10.0 per cent in 1981,

The slow increase in fertility which is assumed to occur in
this . projection is not sufficient to reverse the 'declin-
ing proportion of children in the population, which falls
from 24.8 per cent in 1981 to 23.3 per cent in 2001.

The effects of the demographic and economic assumptions,
especially those relating to marriage and divorce, on the
marital status distribution of the population are given
in Table 5. As could be expected, the proportion of the
adult population who are never married rises from 26.8 per
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17
TABLE © m:zzbmw OF MEDIUM HOUSEHOLD FORMATION PROJECTION ) . . .
VICTORIA, 1981-2001(a) TABLE 5 PROJECTION OF VICTORIAN POPUTATION FOR ADULT
MALES AND FEMALES OF EACH MARITAL STATUS(a)
1000 PERSONS
Item 1981 1986 1991 1996 2001 1931 to 2001
Average
Households Sex/Marital As at June pbbcmm
. (1000 . . 1.2 1571.5 1708. ex/Marita Growth Rate
No. ('000) 1229.4 1328.3 1441.2 1571.5 1708.5 . craine Groun 1551 Py P P 2007 (Lowth Rat
{Growth in Previous .
5 Years %) (1.6) (1.6) 1.7) (1.7) 1.7 Never Married - . .
. . Males 452.6 514.2 554.8 578.1 616.2 1.6
(15.2)  (16.0) (36.2) (15.9)  (15.9)
Females 343.3 393.4 419.3 426.8 L48.,7 1.3
. (11.6) (12.3) (12.2) (11.7)y (.S
Ep 4.6 B4 h2,0 431 4ho  0.3% Married -
. ) Males 925.9 960.2 1010.7 1075.5 1145.8 1.1
New Households in (31.2)  (29.9) " (29.4) (29.5) (29.5)
Previous Five Years Females 942.0 g75.,7 1025.8 1090.2  1160.1 1.0
(1000 per annum) 19.8 22.6 26.1 27.4

(31.7)  (30.4) (29.9) (29.9) (29.9)

Average Household Divorced -

Size 3.2 3.1 3.1 3.0 3.0 Males 41.6 60.7 -+ 78.1 91.8 102.5 4.6
(1.4) {(1.9) (2.3) (2.5) (2.6)
Percentage of Females 54.5 76.5 99.3 119.1 135.3 L7
Households Headed by: (1.8) (2.4) (2.9) (3.3) (3.5)
-~ Females 19.5 20.8 21.7 22.2 22.6 . * Widowed -
Males 9.9 43.8 L6.9 49.8 52.5 1.4
- Males Aged (1.3) (1.4) (1.4) (1.4) (1.4)
WW!WM.%mmﬁm WW.M WW‘M WW'W ww.w( wm.w Females AMO.N 186.5 200.3 212.7 223.8 1.4
~B4 years . . . . . 5.7 .8 .8 .8 .
55 + years 23.3 23.4L 22.7 22.3 22.7 ) (5-8) (5.8) (5.8) (5.8)
Adult Males 1460.0 1578.9  16890.5 1795.2  1917.1 1.4
(49.2) (49.2) (49.2) (49.3) (49.3)
Adult Females 1510.0  1632.0 1744.6  1848.8  1967. 1.
(a) Numbers of households are expressed in thousands, growth (50.8) Awo.mv (50.8) Amo.wv wmm.wv ?
rates are calculated as annual averages, and expressed as

percentages, and new household units are the annual
increments to households per year.

NOTES: (a) Marital status proportions for the total adult
population are given in brackets.
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