	
	


	
	


	
	



4
VET reforms
	Key points

	· Vocational education and training reforms are aimed at improving the overall quality of the workforce and encouraging higher workforce participation, through increased VET provision and greater flexibility in courses offered. 

· Attainment of the COAG 2020 targets has the potential to raise GDP by two per cent. 

· It would also assist in achieving COAG’s broader social inclusion goals. 

· Increased effort by governments will be required for the full potential of the COAG reform agenda to be realised.

· A number of areas offer opportunities for even better outcomes. In particular:

· initiatives to increase VET completion rates;
· ensuring VET reforms are sequenced so that the building blocks are in place for the successful transition to more contestable markets including, 

strengthening quality control through cost-effective independent validation and auditing of training organisations’ assessment practices; and 
making information available to students on the costs of training, quality and labour market outcomes for individual training organisations. 

· greater autonomy and capacity for TAFEs to compete with other providers; and
· tying payments to outcomes. 

	

	


4.1
What the Commission was asked to do
The Australian Government — following a request from the Council of Australian Governments (COAG) — asked the Productivity Commission to report on the economic impacts and benefits of COAG’s vocational education and training (VET) reform agenda and initiatives that support successful transitions from school.

In undertaking its assessment, the Commission was asked to:

· report on the economy‑wide, regional and distributional effects of reforms;
· take into account the costs incurred by governments in implementing reforms;
· comment on the time paths over which the effects of reform are likely to accrue;
· provide guidance on the sensitivity of estimated results to the assumptions used;
· draw attention to information gaps that limit approaches to reform evaluation; and
· assess, where practicable, whether Australia’s reform potential is being achieved and the opportunities for improvement.

The Commission has made many assumptions in estimating the impacts of COAG’s VET reform agenda. These are outlined in this chapter and detailed in volume 3. Sensitivity analysis undertaken indicates that those assumptions are critical. When the assumptions change, so do estimated changes in employment, productivity and broader economic activity, often quite markedly.
 The results, therefore, should be regarded as only broadly indicative of the possible impacts of policy initiatives assessed. The estimates and analysis are intended to advance understanding of the scale of effects that might occur. The estimates presented are not forecasts of the economic or fiscal impacts of the reforms. Rather, they reflect the impacts of VET policy initiatives in isolation from any other influence, including in isolation from initiatives in other parts of the education system.
Consistent with the terms of reference, the results are presented relative to a baseline to isolate the effect of the initiatives modelled relative to the outcomes that would have occurred with the previous policy settings and with the demographic momentum, which means that the education of the population is assumed to be increasing independently of the COAG policy initiatives under scrutiny. 

Although some results are expressed in terms of percentage changes relative to the baseline, others are expressed in terms of real values and are discounted to account for the long term effects of the initial expenditures (box 4.1). 

	Box 4.

 SEQ Box \* ARABIC 1
Effects of discounting 

	When economic flows occur over a long period, it is appropriate to discount them to account for the preference for the present. The discount rate reflects the trade-off between present and future consumption (or savings). The analysis in this report is in real terms, that is, it abstracts from the effects of inflation, and prices and wages are assumed to be measured in terms of 2012 dollars. 

The choice of a discount rate is complex. It depends, among other considerations, on whether the flows being discounted measure private or social, real, or nominal values. In this report, all values are expressed in real terms and both private and social values are discounted. For simplicity, a six per cent, real discount rate is applied to all values, and all values are discounted to 2012.  

The effect of discounting is illustrated with a simple example in which costs of studying (monetary and foregone income while studying) are assumed to amount to $20 000 in the first year and additional returns due to studying (the premium) are $10 000 per year over 40 years. A discount rate of 6 per cent is applied in table A. 

Table A
Illustrative example of the effect of discounting on a simplified private benefit calculation

Discount rate: 6 per cent, real
undiscounted
discounted
$

$

Initial costs

20 000
20 000
Gross returns

400 000
150 463
Net returns

380 000
130 463


	

	


4.2
The COAG VET reform agenda
COAG VET reforms are given effect through the National Agreement for Skills and Workforce Development (NASWD), and supporting national partnership agreements, such as the National Partnership on Skills Reform (NPASR), which was released on 13 April 2012. The NASWD sets out four outcomes and two broad targets for the VET reform agenda (box 4.2). The scope of the Commission’s assessment of the impacts of the COAG VET reform agenda is defined by policy initiatives that support progress towards these outcomes and targets.

States and Territories were at different points in the process of developing and implementing VET policy reforms in 2009, when they committed to pursuing the outcomes and targets set out in the main agreement giving effect to VET reforms — the NASWD. The NASWD emphasised the importance of making the VET systems more contestable and client driven.  

	Box 4.
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NASWD outcomes and targets 

	The 2009 NASWD defined four outcomes and two targets to be reached by 2020. In the more recent 2012 NASWD, COAG reiterates its commitment to the 2020 targets, noting that they are ‘ambitious’, ‘long-term’ and ‘aspirational’.

Outcomes

The working age population has gaps in foundation skills reduced to enable effective educational, labour market and social participation.

The working age population has the depth and breadth of skills and capabilities required for the 21st century labour market.

The supply of skills provided by the national training system responds to meet changing labour market demand.

Skills are used effectively to increase labour market efficiency, productivity, innovation and ensure increased utilisation of human capital.

Targets

Halve the proportion of Australians without qualifications at Certificate III level or above by 2020 (from 47.1 per cent of 20-64 year-olds to 23.6 per cent).

Double the number of higher level (Diploma and Advanced Diploma) qualification completions by 2020.

	


Progress towards an entitlement based system with greater contestability varies across the jurisdictions. At this stage, only Victoria has introduced an entitlement system within a contestable market, although South Australia will transition to its own version of this arrangement from July 2012. 
On 13 April 2012, COAG agreed to the NPASR, with the following key elements: 

· introducing a national training entitlement for a government-subsidised training place to at least the first Certificate III qualification for working age Australians without qualifications;

· income-contingent loans for government-subsidised Diploma and Advanced Diploma students for students undertaking higher level qualifications, thereby reducing their upfront costs of study;

· developing and piloting independent validation of training provider assessments and implementing strategies which enable TAFEs to operate effectively in an environment of greater competition;

· a new My Skills website to improve access for students and employers to information about training options, training providers and provider quality; and

· supporting around 375 000 additional students over five years to complete their qualifications, and improving training enrolments and completions in high-level skills and among key groups of disadvantaged students, including Indigenous Australians. (COAG 2012)

The latest agreements are silent about what might occur between 2017 and 2020, the year of the COAG targets. 
4.3
The Commission’s approach
The Commission has been asked to estimate:
· realised gains — where reforms have been implemented and impacts are already accruing;
· prospective gains — where reforms have been implemented (for example, legislated) but impacts are yet to occur; and
· potential gains — where reforms have yet to be implemented, or where there is scope for further reform to deliver additional benefits.

In estimating the impacts of the COAG VET reform agenda, the Commission has not assessed all policy initiatives affecting the VET sector, but has focussed on specific initiatives associated with the key COAG VET agreements. 

The following policy initiatives are accounted for in the scope of this project:

· The introduction of a market‑based system in Victoria from mid‑2009. Estimates of the realised impacts of this initiative are based on increases in government‑funded training activity over the period 2009–2011, relative to a baseline of 2008 activity. Prospective effects reflect qualification completions post‑2011, by government‑funded students who commenced their study between 2009 and 31 December 2012 — when the current policy statement will expire. The policy initiatives are associated with an additional 93 000 students aged 15 to 64 per year, on average, undertaking government‑funded VET in Victoria (from a base of 284 000 in 2008).
· The National Partnership Agreement on Productivity Places Program (NPAPPP), implemented by States and Territories except Victoria from July 2009. As the Agreement will conclude on 30 June 2012, the Commission has treated all of the effects of the NPAPPP as realised. An additional 129 000 government‑funded students per year, on average, are estimated to have studied in the publicly‑funded VET sector as a consequence of the NPAPPP (from a base of 701 000 per annum in the pre‑reform period — 2005 to 2007).

· Implementation by South Australia of a market‑based system. Given the 1 July 2012 scheduled commencement date for this initiative, and steps already undertaken to implement related changes to the South Australian training system, the effects of this reform effort are deemed to be prospective. The increase in the number of government‑funded VET students attributable to this initiative is estimated to be 22 000 per year, on average (relative to a base case of 95 000 government‑funded students aged 15 to 64 in 2009). Effects of increased government‑funded training effort in South Australia as part of the NPAPPP are included in the assessment of the national initiative.

· Potential reform effects. Given uncertainty about the timing and progress of the reforms, estimates of potential impacts assume the achievement of the COAG targets set out in the original NASWD and recently reiterated by COAG. While COAG has characterised these as aspirational, it has also recommitted to them.  This approach is consistent with COAG’s terms of reference for this study: that where information about specific reform initiatives is limited, the Commission’s reporting would produce broad or ‘outer envelope’ estimates of the potential benefits and costs of reform.

· Realised and prospective effects of an expansion in the Australian Government‑funded Language, Literacy and Numeracy Program (LLNP) have also been assessed. In relation to potential, the Commission has modelled the effects of achieving the National Foundation Skills Strategy for Adults target announced by COAG’s Standing Council on Tertiary Education, Skills and Employment in November 2011, that by 2022, two thirds of working age Australians will have literacy and numeracy skills at Level 3 or above.
What VET outcomes are in scope?

People enrolling in a course can follow a number of outcome paths: the completion of a qualification at a higher level than they currently have; a new qualification at the same or lower level than what they currently have (what the Commission refers to as reskilling), and not completing the course. The prevalence of these three types of outcomes from the VET sector is summarised in figure 4.1. 

Figure 4.
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Prevalence of full and partial completions and reskilling
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The first COAG target, to halve the proportion of Australians without qualifications at Certificate III level or above by 2020 is used as a progress measure in the 2009 NASWD (p. 6) and as a performance indicator in the 2012 NASWD (section 20). As a result, the Commission has focused on the impacts of qualification attainment at Certificate III and above. In addition, it has considered qualifications at a level higher than that already obtained,
 but clearly, there can be gains when people acquire competencies and skill sets, even if they do not obtain a qualification (a partial completion). Similarly, there can be gains from acquiring a new qualification at the same level or below (reskilling).

The Commission has used scenarios to illustrate the possible effects of partial completions and reskilling. Given the paucity of data relating to these training outcomes, the quality of these estimates is lower than for full completions at a level higher than already held. That said, reasonable assumptions based on available data were made to produce orders of magnitude of the possible effects of these training outcomes on the variables of interest. 

Brief conceptual framework

The VET policies that are being implemented as part of the COAG reform agenda lead to changes in engagement in education and training (figure 4.2). Consequent changes in VET and transitions outcomes influence labour market activity, including workforce participation and productivity, and social inclusion. These effects of policy change are sources of benefits, since they tend to increase people’s wellbeing. An increase in employment or productivity increases incomes and material wellbeing, while people generally benefit from participating in their communities.
Education and training also lead to non‑pecuniary benefits, for example, job satisfaction, and opportunity costs to students. The latter include the value of earnings and leisure foregone while spending time studying.

Public funding of education and training has implications for government budgets, while changes in workforce participation and productivity also impact on government tax receipts and transfer payments. Fiscal effects of this type sit outside the benefit–cost framework because they are transfers that do not result in any aggregate benefits or any resource costs, aside from any costs associated with the tax/transfer system itself. If someone pays an additional $100 in tax, that person has $100 less and the government (or, perhaps more correctly, the beneficiaries of government spending), has an additional $100. There is a positive fiscal effect from the government’s perspective, but not from a benefit–cost perspective — the cost to the taxpayer is equal to the benefit to the beneficiaries of government spending.

Figure 4.
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Conceptual framework for the Commission’s quantitative analysis of VET reforms
	
[image: image2.emf]Policy

Education / transition 

outcomes

Social 

inclusion

Consumption 

benefits

Opportunity 

costs

Labour market 

outcomes

-participation

-productivity

Fiscal effects

-public funding of   

education

-change in tax 

receipts

Distortions

-externalities

-taxes

-other

Opportunity 

costs

Net benefits and costs

GDP




Some intuition 

In choosing between education options, individuals compare the benefits and costs of each option, choosing the option which yields the highest net benefit. For an individual who elects to complete a Certificate III/IV, the net benefit of that option exceeds the net benefits of all other options. By funding part of the qualification, the government influences the private cost of education and thereby choices. The initial funding of the qualification and any taxes collected on the additional income that results from a higher qualification affect government net expenditure. 

For an individual who pursues a Certificate III/IV, the private cost is composed of $1758 in fees and $15 660 in foregone earnings (estimated as $18/hour, the wage imputed to a young person with a Year 11 qualification). Ignoring the effect of ability on wages, the estimated benefit is an increase in the hourly wage from $21/hour (the wage imputed to a person aged 25 and over with a Year 11 qualification) to $25.47. This translates to an (undiscounted) increase in lifetime earnings of $324 632,
 or about $7700 per year, over 42 years.

The government’s contribution is about $5333 and the (undiscounted) change in net government taxation revenue is about $123 000 over 42 years.

4.4
Assessment of reform impacts
Increases in employment and productivity are important because of their potential to raise GDP per capita and yield net social benefits. Given that the policy focus on employment and productivity reflects their contribution to these broader economic indicators, the Commission has adopted the Treasury’s 3Ps framework in this study. This framework decomposes GDP per capita into contributions labelled population, participation and productivity. In this framework, the concept of participation reflects employment among people aged 15 to 64, not the definition typically used in labour market statistics. The concept of an employment rate is, therefore, used in this analysis in place of participation.

Productivity is measured in terms of GDP per hour worked. Changes in this measure as a result of a policy initiative therefore reflect contributions from people already in employment, and from those who gain work. The contribution to the national indicator of labour productivity from up‑skilling by people already in employment is unambiguously positive. To the extent that people entering employment are less productive than the average person already in work, such an addition to the workforce can reduce the average productivity index. This is not to say that bringing people into employment who would otherwise not have worked is a bad thing. It is simply a reflection of the limitations of labour productivity as a measure of the benefits of a policy initiative. For this reason, the Commission uses the concepts of GDP (a measure of economic activity) and net social benefit (a measure of community welfare) as indicators of the impacts of the COAG reform agenda.

In each assessment, the Commission has estimated the effects of the initiatives modelled over and above what might otherwise have eventuated — the baseline. This baseline includes what could be expected to occur given the VET policy settings in existence before the original NASWD and what is known about changes in other parts of the education system. Individual initiatives of the States and Territories outside the COAG process are not captured by the COAG estimates, but are captured implicitly in the baseline.
 The baseline also includes an ‘autonomous’ increase in qualifications in the population, as older generations with lower qualification achievements retire and younger cohorts with higher rates of qualification achievement join the workforce.  

Estimated impacts of qualifications higher than already held

The low completion rates mentioned above are reflected in the estimated effects of the realised and prospective reforms on student and qualifications numbers relative to the baseline (table 4.1).

Table 4.

 SEQ Table \* ARABIC 1
Summary of qualification attainments at higher level than already held
	
	
	Vic realised
	Vic prospective
	SA
	NPAPPP

	Student/places
	
	170 900a
	153 900a
	60 000b
	387 000a

	Estimated qualifications
	
	
	

	Total
	
	
	
	
	

	
Dip. / Ad. Dip.
	
	3 665
	12 313
	2 366
	21 637

	
Certs III / IV
	
	21 403
	33 488
	9 013
	95 313


a( Students.  b Places. 

Source: Appendix C, volume 3.
Table 4.2 shows the estimated impact of each of the reforms. Importantly the reforms already realised, and in prospect contribute to the total estimated gains from the reforms. The column marked ‘potential estimates’ shows what has to be achieved in addition to those gains identified as realised and prospective for COAG to meet its 2020 target. The last column shows the gain from achieving the COAG target of halving the proportion of Australians aged 20 to 64 without qualifications at Certificate III level or above between 2009 and 2020. 

The 2020 targets for qualification attainment in the working‑age population are ambitious. The estimated potential gains that would result from achieving those targets are relatively large, reflecting both the substantial increase in places and completions required and, relative to the other VET scenarios modelled, the longer timeframe over which training effort is higher.

Source: 
Table 4.
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Overview of results, ‘higher qualification’ scenarios

	
	
	Victorian realised
	Victorian prospective
	SA prospective
	NPAPPP realised
	Potential
	Total gain from achieving

2020 target

	Increased highest qualificationa
	
	
	
	
	

	   Cert. III to Ad. Dip.
	no.
	25 000
	46 000
	11 000
	117 000
	1 091 000
	1 290 000

	Employment and productivity
	
	
	
	
	

	   Change in employ.b
	%
	0.02
	0.03
	0.01
	0.11
	0.88
	1.04

	   Change in productivityc
	%
	0.01
	0.02
	0.00
	0.04
	0.29
	0.35

	
GDP
	%
	
0.03
	
0.04
	
0.01
	
0.20
	
1.67
	
1.95

	Private and net social benefitd
	
	
	
	
	

	   Payments to labour
	$m
	2 063
	3 481
	999
	9 536
	92 020
	108 099

	   Net social benefit
	$m
	1 113
	1 830
	504
	5 039
	48 809
	57 295


a Estimates rounded to the nearest thousand. b Change in employment relative to the baseline expressed as a percentage of the Australian working-age population. c Change in productivity of the Australian workforce, relative to the baseline. d Present value of changes over the graduates’ working lives.

Source: Commission estimates. 

Relative to the baseline (in which 32.5 per cent of the population aged 20 to 64 do not have at least a Certificate III qualification in 2020), the increases in the profile of qualification attainment associated with attainment of the COAG VET targets by 2020 are projected to raise: 

· the number of completions by about 1.29 million over the period 2010 to 2020

· employment by 1.04 per cent by 2020

· labour productivity by 0.35 per cent

· GDP by 1.95 per cent.

These results (table 4.2) are substantially revised from those provided in the Discussion Draft, reflecting higher completion rates for South Australia and NPAPPP, correction of a number of errors, the application of a smaller discount for ability bias, and the discounting of future benefits (at 6 per cent, real). The Commission’s revised analysis in these respects benefited from feedback received on the Discussion Draft, including at a modelling workshop. 

The longer term impacts of achieving the 2020 targets over the working life of the persons achieving the higher level qualifications serve to increase labour income by more than $108 billion in 2012 dollars, over the period 2010 (when the first graduates are assumed to enter the workforce) to 2062 (when the last 2020 graduates are assumed to retire, assuming a 42 year working life for young learners). 
The initiatives are projected to produce discounted net social benefits of $57 billion over the period 2010 to 2062. These benefits are likely to be understated, given that they do not account for externalities and other potential gains (see below).

The potential scenario, which is defined as the effort to be made beyond the life of the policy statements that are accounted for in the realised and prospective scenarios contributes more than 80 per cent of the projected results. 

Figure 4.3 illustrates the relationship between the baseline numbers and proportions of 20-64 year-olds without at least a Certificate III. 
· With a continuation of pre‑reform policy settings, the COAG Reform Council projected the proportion of 20 to 64 year olds without a Certificate III or higher qualification to fall to 32.5 per cent in 2020 (equivalent to 9.8 million with a Certificate III or above, assuming 14.4 million 20–64 year olds in 2020). This is the baseline against which the effects of attaining the targets is measured.

· Realised and prospective increases in training activity to date are estimated to have produced almost 200 000 higher level completions.

· The COAG target of only 23.6 per cent of 20 to 64 year olds without at least a Certificate III level qualification is equivalent to 11.1 million with a Certificate III or above by 2020.
Other gains 

The initiatives considered in this report can be expected to also increase the numbers of partial completions and of completions at or below the level of qualification already held. A more effective VET sector will also benefit the economy and in turn improve the functioning of the labour market with a better and faster matching of skills to vacancies.

Partial completions 

The latest survey indicates that 23 per cent of students who finish without completing their qualification of enrolment nominate having acquired the skills needed for their work, or attainment of their training goals, as their main reason for leaving early.

Figure 4.

 SEQ Figure \* ARABIC 3
Proportion and numbers of 20–64 year olds without a Certificate III or above, 2001 to 2020, baseline and estimatesa,b
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a The baseline is based on an extrapolation of the trend in the reduction of the proportion from 2001 to 2009, as in CRC (2011) and on ABS Series B population projections. b The percentages represent the proportion of 20–64 year olds in the population without a Certificate III or above.

Data sources : Commission estimates based on CRC (2011); ABS (2011); Series B.
These results are comparable with those of other recent studies of VET reforms.
 

Qualification at or below current level

With the exception of the language, literacy and numeracy (LLN) analysis, the focus of the reform agenda is on Certificate III to Advanced Diploma attainment. In Victoria in 2010, for example, 36 per cent of government‑funded enrolments were at a level lower than Certificate III.

The ‘higher qualification’ scenario only assesses the economic impacts of qualifications that increase an individual’s level of attainment. This is consistent with the Victorian entitlement, where access to a government‑funded place at Certificate III level and above is constrained (with limited exceptions) to a higher qualification than the one a person currently holds. The South Australian Government has adopted a more flexible approach, allowing a person with a qualification equal to their current course to be eligible for a government‑funded place.

Of course, completing a lower qualification might maintain or improve a graduate’s productivity and employment prospects. As the South Australian Government has noted, career changers may need to start at a lower qualification than that already held. Even when people are not changing career, they may need refresher or extra courses because of regulatory requirements.

Nationally, over one‑third of Diploma and Advanced Diploma graduates in 2009 had previously completed a qualification at or above that level. The corresponding figure for Certificate III and IV students was 45 per cent. 

While evidence on the relationship between up-skilling and labour market outcomes is not conclusive, presumably individuals perceive a benefit in this form of VET activity, or they would not be prompted to invest time, money and effort in it. Intuitively, reskilling could be expected to assist individuals in retaining employment or enhance their employment prospects. This hypothesis is borne out in data collected on training motivations by the National Centre for Vocational Education Research (NCVER 2010, 2011c). The most frequently nominated motivations for reskilling by mature learners are that ‘It was a requirement of my job’ and ‘I wanted extra skills for my job’. 

Scenarios for partial completions and reskilling

This analysis is limited to mature learners, who constitute the majority of the VET students in these categories.

Partial completions represent about 32 per cent of completions at a level higher than already held. The Commission assumed in this scenario that part completers benefit from 50 per cent of the gains that are available to completers; the benefits therefore add up to about 15 per cent of those obtained from the ‘higher qualification’ scenario (table 4.3). 

Those completing a qualification at the same or lower level as the one previously held represent more than three quarters of completions at a level higher than the one already held. These graduates are assumed to benefit from a 6 per cent addition to the wage premium attached to their original qualification and 75 per cent of the employment premium (in recognition of the potentially large employment effect that reskilling can have). There is therefore a strong employment effect, and economic benefits are estimated to be in the order of 50 per cent of the benefits from the potential ‘higher completion’ scenario for mature learners. 
Table 4.

 SEQ Table \* ARABIC 3
Potential effects of qualification completions at higher level than held, partial completions and re‑skilling scenarios, mature learners, by 2020

Potential scenario

	
	Unit
	Higher
than held
	Part  
completionsa
	Same or lower
qualification

	Increased completions/partial completionsb

	   Cert. III to Ad. Dip
	no.
	
	731 000
	237 000
	
	570 000

	Employment and productivity

	   Change in employmentc
	%
	
	0.69
	0.11
	
	0.46

	   Change in productivityd
	%
	
	0.27
	0.04
	
	0.14

	Private and net social benefite

	Payments to labour
	$m
	
	67 793
	10 499
	
	38 645

	Net social benefit
	$m
	
	41 655
	6 466
	
	20 314


a Assuming 50 per cent of the premiums from full completions. b Estimates rounded to the nearest thousand. c Change in employment relative to the baseline expressed as a percentage of the Australian working-age population. d Change in productivity of the Australian workforce, relative to the baseline. e Present value of the change for the cohort over their working lives (assumed to be 18 years for mature learners).

Source: Commission estimates. 

Gains from improving literacy and numeracy

Estimated changes in employment and productivity stemming from realised and prospective changes in LLN skills in the working-age population are very small, reflecting the small number of additional places under the policy initiatives modelled. The Australian Government has committed funding for an additional 43 570 places in the Language, Literacy and Numeracy Program over four years from 2010‑11. When completions and the effectiveness of the program are taken into account, the Commission estimates that about 13 700 people aged 25 to 64 achieve a skill improvement sufficiently large to move them up a skill level.

Potential reform impacts could be much larger, but achieving these outcomes would require commensurately larger effort to address LLN skill gaps.

Given the extent of surveyed LLN skill gaps in the population, and the positive productivity gains associated with LLN skill improvements, it would suggest that significant improvements in skills are achievable if sufficient resources are directed to this task.

In terms of potential impacts, the Commission has modelled a 6 percentage point increase in the proportion of people at skill level 3 by 2022. Achievement of this National Foundation Skills Strategy (NFSS) target implies declines in the proportions of people at both levels 1 and 2. Some of those affected by initiatives introduced in response to the target will only progress from level 1 to 2. The Commission’s estimates include the effects of this skill acquisition. The New Zealand experience, in achieving a 7 percentage point improvement in adult reading literacy between 1996 and 2006, suggests that an improvement of the magnitude targeted under the NFSS is feasible.

If these improvements were achieved in practice, the Commission estimates that a 0.16 per cent increase in employment for men and a 1.03 per cent rise for women could ensue. Average productivity of men could rise by about 0.82 per cent and by 0.91 for women. An increase in GDP of 0.7 per cent is estimated as a consequence of these changes.

Social inclusion also benefits
Adult literacy, and participation in the labour market, are two indicators of social inclusion. Estimated improvements in these measures as a consequence of the COAG VET reform agenda indicate the scope for assessed policy initiatives to improve social inclusion. 

But the assumptions matter
While all the reform scenarios modelled are estimated to have positive economic impacts, and to result in net social benefits, the point estimates presented must be interpreted with caution. Sensitivity analysis was conducted by varying a number of key parameters. It shows that small changes in the assumptions can change the results markedly (see appendices D and E, volume 3).

An improved VET sector and labour market

The Commission anticipates that, over time, there would be a gain in moving from a regulated and supply driven system to a demand driven contestable market, provided quality is maintained. In fact, with improved information to prospective students and employers, and stronger auditing and validation of course outcomes, improved quality should result over time. And there could be cost savings at constant quality. For illustrative purposes, assuming a 2 per cent improvement in the efficiency of delivering services in the publicly‑funded VET sector (estimated to be about $7.5 billion in size), this would be equivalent to about $150 million in 2010 dollars.

A more efficient and flexible VET sector would be expected to also improve the functioning of the labour market (through faster retraining and better matching of people to vacancies). 
4.5
The Commission’s analysis of youth transitions
In this study, the notion of a successful transition is considered from the perspective of COAG’s goals for the reform agenda: increases in workforce participation, productivity and social inclusion. A successful transition, therefore, is deemed to occur when a young person reaches an ‘end point’ consistent with a high probability of employment and social inclusion later in life. The Commission has assumed that a person’s employment status in the period before he or she turns 25 is a reasonable predictor of his or her future outcomes. Successful transitions, therefore, are defined with reference to a person’s employment status in the period before they turn 25. Some people who are not employed at this point in their lives are either studying or engaged in child rearing. Their transition outcome is unclear, and they are not included in the Commission’s assessments of the prevalence and characteristics of successful transitions.

COAG initiatives that aim to improve transitions tend to focus on people in the early stages of the transition process. It will be some years before the impacts of this effort are visible in measures of successful transitions. The Commission has, therefore, focused on identifying the incidence of, and characteristics associated with, successful transitions.

When employment, of any type, in four of the preceding seven months before someone turns 25 is used as the identifying criterion, 7 per cent of the cohort that turned 25 in 2008 is deemed not to have made a successful transition. Under the more restrictive criterion of any employment in all seven months, 13 per cent of the cohort is found not to have made a successful transition. Characteristics like higher measured ability and educational attainment are associated with successful transition.

Young people classified as having made a successful transition under this definition differed significantly from their peers who had not, in a number of ways. They are less likely to have no post-school qualification, slightly more likely to have a university educated mother and much less likely to have a disability (table 4.4).

Table 4.

 SEQ Table \* ARABIC 4
Selected characteristics of young people who do, and do not, make a successful transition, per cent of cohorta
	
	Success
	Failure

	No post‑school qualification
	30.8
	41.7

	Bachelor degree or higher qualification
	32.9
	24.9

	High measured ability at age 15
	25.5
	17.5

	Mother’s education — University
	22.1
	16.3

	Disability
	1.6
	8.8


a All differences between success and failure are significant at the 95 per cent level, except for mother’s education for which the difference is significant at the 90 per cent level.
Source: Commission estimates. 

The incidence of unsuccessful transitions underscores the importance of policy activity in this area. Using either identifying criterion, a significant proportion of young people reach the age of 25 with relatively poor prospects for economic and social engagement.

4.6
Achieving effective VET reform
There are several areas with potential to improve VET reform efforts.

The information available to prospective students could be improved. Although many websites provide information about course content, data on post‑completion employment rates by course and provider are not available. It is also difficult to compare the prices of courses on offer from different providers. The My Skills website, to be fully operational in 2015-16, has the potential to improve information availability. However, valid and reliable data on employment outcomes at a provider and course level are not currently collected and it is unclear if these will be included in the labour market information available on My Skills.
Concerns about the quality of VET delivery have emerged in recent Commission reports on aged care, early childhood development, and the VET workforce (box 4.3). The Victorian Essential Services Commission also raised concerns in a report published in September 2011. While the national VET regulator arrangements will address a number of points of weakness, independent auditing and validation could substantially strengthen quality controls and public assurance in the VET system. In that regard the Commission notes the NPASR commitment to developing and piloting independent validation represents a first step down this important path. Cost effective independent auditing and validation would represent a substantial reform. 

	Box 4.

 SEQ Box \* ARABIC 3
Recent Productivity Commission conclusions on the quality of delivery in the VET sector

	In a study of the VET workforce, the Commission reported that:

… concerns about the quality of delivery by some providers [of the Certificate IV in Training and Assessment] are well founded … (VETAB 2008, cited in PC 2011a, p. 259)

The study into the provision of aged care services concluded that:

While the delivery of many training courses is of high quality, there are some registered training organisations that are not delivering accredited courses to the standard required … (PC 2011b, p. 347)

Most recently, the study on the early childhood development workforce found that:

Study participants report that the quality of ECEC [early childhood education and care] training … is highly variable. While there are examples of excellence, concerns about poor quality training from [registered training organisations] are widespread. (PC 2011c, p. 203)

	

	


As discussed above, completion rates in VET are currently low. The greater availability of income-contingent loans and payments to providers on completions (with quality checks) would be expected to increase completions. Some level of non‑completion is consistent with optimal training decisions by individuals. For example, if a highly skilled worker only needs a unit or two of training, it could be wasteful of his or her time and resources, and public funds, for them to complete a full qualification. However, a significant proportion of those who do not complete (about 60 per cent) report that they leave because of a change in their circumstances; for example, job loss or change, ill health, a change in plans or time pressures. Given the positive association between qualification attainment and labour market outcomes, initiatives to support learners at risk of non‑completion would enhance the effectiveness of VET reforms. The South Australian Government has a number of initiatives including a pilot program, Learner Support Services, to improve completion rates. The NASWD commits COAG to ‘strengthening the capacity of public and private providers [...] to support people in training’. This is supported in the NPASR. 

Once an individual has a higher–level qualification, further skills might efficiently be gained by undertaking specific modules only. The design and analysis of VET reform effort would be assisted by the collection and analysis of data on completions of skill sets. As some types of partial qualification completion are likely to deliver positive outcomes to students, future reform efforts could include progress measures relating to this VET activity.

Finally, a successful move to a more competitive system requires a number of ‘building blocks’, including:

· regulatory systems that can identify and respond to poor performance;
· mechanisms for timely information collection and data analysis;
· provision of adequate information about employment outcomes to potential VET clients; and
· governance arrangements that allow public providers greater autonomy and capacity to compete with other providers.
Systems to pay providers on outcomes achieved, including progressive payments (for example, on module completions) rather than input measures, might also need to be developed.

� 	Consistent with the goal of the reform agenda to lift economic activity, a measure of employment is used in preference to the traditional concept of participation in this study (see chapter 2 in volume 3).


� 	The Victorian and South Australian reforms include some form of this feature. In addition there are data limitations for estimating the effects of other outcomes. Employment and wage premium estimates are typically derived only with reference to the highest qualification that an individual has gained. Few studies have estimated premiums for partial qualification completion, or qualification attainment at or below the highest level already achieved. Further research in this area would strengthen the analysis of the potential benefits of such outcomes.


� 	The conceptual framework is detailed in chapter 2, volume 3. 


� 	$140 664 discounted (6 per cent, real).


� 	$53 452 discounted (6 per cent, real).


�	Chapter 1, volume 3, provides examples of the types of initiatives included in the baseline.


� 	See appendix A, volume 3. 
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