	
	


	
	



3
Impacts of COAG reforms
This chapter summarises the results from the Commission’s assessment of the impacts of the Council of Australian Governments’ (COAG) Vocational Education and Training (VET) reform agenda drawn from:

· ‘higher qualification’ scenarios for the Victorian, National Partnership Agreement on Productivity Places Program (NPAPPP) and South Australian policy initiatives, and an ‘Australia potential’ scenario in which it is assumed that the COAG VET targets set out in the 2009 National Agreement for Skills and Workforce Development (NASWD) for attainment at or above a Certificate III level are achieved. These scenarios model the impacts of individuals increasing their level of qualification attainment to a Certificate III to Advanced Diploma level

· ‘partial completion’ and ‘reskilling’ scenarios, complementary to the Australia potential scenario. These capture the potential impacts of partial completions and reskilling activity that are consistent with the potential scenario. Given the lack of data and evidence on this activity, discussed in chapter 2, and the more speculative nature of these results, they are presented separately to other results from the Australia potential scenario
· a ‘foundation skills’ scenario which reflects improvements in the language, literacy and numeracy (LLN) abilities of the working‑age population.

Discussion of the importance of the assumptions underlying the modelling, related research and key themes from the results precedes presentation of the results.

3.1
The importance of assumptions

The Commission has made many assumptions in undertaking this assessment, detailed in appendix C. Sensitivity analysis of the estimates indicates that those assumptions are critical (appendices D and E). When the assumptions change, so do estimated changes in employment, productivity and broader economic activity, often quite markedly.

A particularly strong assumption is that the effects of policy initiatives have small enough impacts on prices, including on wages (aside from the modelled productivity impacts), that these impacts can be ignored for the purpose of this analysis. Increases in the supply of workers in different occupational labour markets are assumed, therefore, not to reduce wages. For larger changes, such as those in the potential scenario, this is consistent with assuming that the relevant demand curve is flat over the relevant range. It is also consistent with assuming that the demand for workers with VET skills is increasing as their supply grows.

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. This means that the education of the population is assumed to be increasing independently of the COAG policy initiatives under scrutiny. 
Given the many assumptions underlying the point estimates presented in this chapter, the results 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 the impacts of the initiatives under consideration. The estimates 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.

From discussion draft to final report
The process of consultation has led the Commission to reconsider some of the assumptions made in the context of the discussion draft.
 As a result of reviewing its processes, feedback on the discussion draft from various study participants in the form of submissions and discussion at the April 2012 workshop the Commission has:

· expanded the scope of the study to include the potential effects of partial completions and of completions at or below the qualification level already held 

· reviewed its assumptions and modified the magnitudes of some parameters

· corrected some errors 
· benchmarked results against projections described by Skills Australia (Bullock, P., Chair, Skills Australia, Canberra, pers. comm., 14 February 2012) as well as against estimates in KPMG Econtech (2010b). This benchmarking is presented in appendix A. The estimates in this report are comparable with those in the other reports included in this analysis
· modified the presentation of results to make it easier to understand the main effects.
Changes since the discussion draft are explained in various parts of this report. The following have had the largest influence on results:
· a decrease in the factor used to discount for ability bias inherent in econometric estimates. Econometric results typically overstate the wage and employment premiums from obtaining a qualification by attributing to the qualification an effect that relates to the individual’s inherent ability. The discount factor was decreased from 24 per cent in the discussion draft to 10 per cent in the Commission’s final analysis — this increased estimates of productivity especially, as well as all other results that depend on this variable (for example, gross payments to labour, net social benefits and gross domestic product (GDP)), relative to the discussion draft
· discounting of dollar values by 6 per cent, real — this decreased the magnitude of reported gross payments to labour and net social benefits, relative to the discussion draft. The order of magnitude of the effect of discounting over long periods is illustrated in box 3.1
· an increase in assumed completion rates, which increased the effects for the South Australian and NPAPPP scenarios.
	Box 3.1
Effects of discounting over long periods

	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 2011 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 6 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


	

	


3.2
Results of previous research

The Commission has not located another study that assesses the effects of the Victorian, South Australian and NPAPPP policy initiatives along with attainment of the COAG VET targets, but four reports are relevant: 
· Potential benefits of the National Reform Agenda (PC 2006)

· Economic modelling of skills demand (Access Economics 2009)
· Mid‑term Review of the National Partnership Agreement for the Productivity Places Program (ACG 2010b)
· Measuring the Impact of the Productivity Agenda (KPMG Econtech 2010b).
The Commission evaluated the benefits potentially available from the National Reform Agenda (NRA) (PC 2006) — preliminary COAG thinking about a new reform initiative. That analysis had a wider scope than the current study — the combined effects of four indicative outcomes capturing COAG’s goals in the area of education and training were estimated. Three of these focused on children and young people. The fourth is particularly relevant to the current VET reform agenda — ‘an increase in the proportion of adult workers who have the skills and qualifications needed to enjoy active and productive working lives’ (COAG 2006, p. 7).

In the NRA report, the Commission projected that improvements in educational attainment over and above baseline levels by Australians aged 25–64 could result in an increase in participation of 0.22 percentage points by 2030, and a productivity increase of 0.43 per cent. However, that work has a number of characteristics that limit comparability with this study. Key among these are that, in PC (2006):

· effects are assumed to emerge over a longer period — to 2030

· in the absence of information on policy initiatives, an outer‑envelope approach to estimating potential effects was adopted, in which it was assumed that all policies were applied with maximum effectiveness, and that effects across different parts of the education system cumulated

· Degrees, which are associated with larger participation and productivity effects than VET qualifications, were included, contributing to larger increases in attainment

· the possibility that people obtaining qualifications as a consequence of the reforms might have had lower unobserved ability than those projected to obtain a qualification in the baseline was not taken into account.

Skills Australia released modelling by Access Economics of future skills demand in Australia (Access Economics 2009). In the course of that work, Access Economics concluded that attainment of the COAG target of halving the proportion of people aged 20–64 without a qualification at the Certificate III level or above by 2020 could lead to an increase in the workforce participation rate to 68.3 per cent. This represents an increase of around 3 percentage points on the level in June 2009 (65.4 per cent (ABS 2009b)). When this analysis is benchmarked against the Commission’s research there are no major differences between the Commission’s results and those put forward by Skills Australia (appendix A).
In November 2010, the Allen Consulting Group (ACG 2010b) completed a mid‑term review of the NPAPPP. ACG concluded that the agreement had not been in force long enough to support an evaluation of the employment and productivity effects of the initiative.

KPMG Econtech (2010b) analysed the potential impacts of COAG reforms on labour force participation, productivity and the Australian economy from 2010 to 2070. The report complements and extends the analysis in PC (2006), and devotes a section to VET reform. The analysis was set up in terms of the additional numbers of 25–34 year olds with a Certificate III or higher qualification required to achieve the target of halving the proportion of the 20–64 year old population without a Certificate III or higher qualification. The authors observe that ‘… people already expected to obtain a Certificate III–Advanced Diploma or equivalent education will be unaffected by the reforms to raise the share of people with Certificate 
III–Advanced Diplomas’ (p. 25). The authors find that the VET reforms designed to reach the COAG 2020 target have the potential to:

· increase labour force participation for 15–64 year olds by 1.1 percentage points (from 59.3 per cent to 60.4 per cent) in 2070

· increase productivity of 15–64 year olds by 1.65 per cent.

3.3
Overview of results 
The Commission’s point estimates of the effects of all policy initiatives attributable to the COAG VET reform agenda suggest that significant economic benefits could be achieved. In this section, results are summarised for ‘higher qualification’ scenarios in terms of realised, prospective and potential outcomes, as well as scenarios for partial completions scenarios and for completions at or below the level already held. All scenarios are presented and analysed in more detail in the following sections and in appendices D and E. 
Higher qualifications
Relative to the baseline, increases in the profile of qualification attainment (the higher qualification scenarios) associated with attainment of the COAG VET targets by 2020 are projected to increase (table 3.1): 

· 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.

Table 3.1
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 (table C.6).  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 the change for the cohort over their working lives (assumed to be 18 years for mature learners and 42 years for young learners).
Sources: Appendices C, D, E and H.
The longer term impacts of achieving the 2020 targets over the working life of the persons achieving the higher-level qualifications increase gross payments to labour by more than $108 billion 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 net social benefits are likely to be understated, given that they do not account for externalities and other items (appendix C). 

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

Along with increasing levels of qualification attainment, pursuit of the COAG VET targets is likely to result in some students meeting their training needs through a partial completion, or reskilling by studying at or below the level of their previous highest qualification. VET activity of this type is associated with further increases in employment and productivity, and positive net social benefits (section 3.8).

One characteristic of the policy initiatives modelled is that many of the qualifications attained require significant taxpayer subsidies. For the NPAPPP, for example:

For each payment for an existing worker, the Commonwealth will contribute 50 per cent, the State or Territory will contribute 40 per cent and the individual/enterprise will contribute a minimum of 10 per cent. The Commonwealth will contribute 100 per cent of each payment for a job seeker. (COAG 2008c, p. 12)
One explanation for these levels of subsidisation is a large difference between the perceived private benefits of VET qualifications and the net benefits perceived by governments (attributable to myopia (underestimate of private benefits) and externalities discussed in chapter 2). Another is that individuals are credit constrained, and do not have the means to pay upfront for VET fees. The provision of income contingent loans (ICLs) for students undertaking government-funded higher-level VET qualifications suggests that this is a concern. Loans of this type are in effect in Victoria, and are planned for South Australia (subject to the passage of legislation (PM&C 2012)). In the National Partnership Agreement on Skills Reform (NPASR), COAG has agreed to expand the availability of ICLs.
Partial completions and reskilling

The initiatives considered in this report can be expected to produce outcomes in addition to higher numbers of completions. In particular, numbers of partial completions and of completions at or below the level of qualification already held can be expected to increase. As noted earlier (chapter 2), partial completions and acquiring a qualification at the same or lower level are commonplace in the VET system. Information about such outcomes is of lower quality than that available for constructing the scenarios presented in the previous section. Nonetheless, the Commission has constructed four scenarios for mature learners, based on existing ratios of partial completions and same or lower qualification and assuming wage and employment premiums, to illustrate the possible effects. Two scenarios are compared to the higher completions potential scenario in table 3.2. The four scenarios are described in detail in appendix E. 
Table 3.2
Potential effects of full completions, partial completions and reskilling scenarios, mature leaners, by 2020
	
	Unit
	Higher
completions
	Partial  
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: Appendix E. 
3.4
Market-oriented reforms in Victoria

In August 2008, the Victorian Government released Securing Jobs for Your Future, a policy statement committing $316 million over four years for a number of initiatives in the training system, and an additional 172 000 training places over four years. The statement notes that:

To stay competitive and keep creating sustainable jobs in Victoria, we must reform and refocus our skills system to best meet the emerging needs of those who depend on it. (Victorian Government 2008, p. 1)

The reform agenda was motivated by concerns about unmet demand for skills (particularly in higher‑skilled occupations), the requirements of an innovation‑focused economy, and addressing the goals of COAG.

Phased implementation of the initiatives began in 2009, with full operation from 1 January 2011. Changes that are particularly important for the analysis presented in this report include:

· the Victorian Training Guarantee — an entitlement to a government-subsidised place for people who meet the eligibility criteria, that is

· for people aged under 20 years — training at any level

· for people aged 20 years and over — for

· foundation skills level courses

· any qualification at a higher level than qualifications already held

· greater contestability — delivery of government‑subsidised training on demand by approved, private registered training organisations, aiming to increase competition in the VET market.

Increases in government‑funded enrolments and student numbers under Victoria’s policy initiatives have been large. Enrolments are estimated to have been about 542 000 in 2011, up 160 000 (42 per cent) on 2008 (the year before reform implementation began). This represents significantly higher growth than the 3 to 6 per cent per annum that the Victorian Government anticipated (Hall 2011).

Growth in student numbers has been similarly strong. About 122 000 students are estimated to have undertaken government‑funded training in 2011, relative to 2008 — the policy baseline.

In response to a report by the Essential Services Commission (ESC 2011a) that identified quality issues with the reforms, the Victorian Government announced reduced subsidies for government‑funded students in the fastest growing fields of delivery (business and clerical studies, finance, hospitality, property services, tourism, wholesale, and retail and recreation), commencing from 1 January 2012 (Hall 2011).

Data on additional training effort in Victoria up to the third quarter of 2011 are used to estimate the realised and prospective effects of the policy initiatives set out in Securing Jobs for Your Future. Estimates of realised effects are based on the additional number of students who commenced and completed training over the period 2009 to 2011, relative to 2008.
 An estimate of completions post‑2011, by students who commence between 2009 and 2012 as a consequence of the policy initiatives, is used to derive prospective effects. The new subsidy levels that will apply from 1 January 2012 are assumed to slow growth in training activity to 5 per cent in 2012.

Effects stemming from increased VET effort

The Commission estimates that the Victorian reforms led to a realised increase in student numbers of about 171 000 in 2009 to 2011 relative to 2008 (table 3.3). Prospective increases are estimated to be about 154 000. This growth in student numbers is estimated to translate into an additional 25 000 Victorians with a highest level of qualification attainment at a Certificate III to Advanced Diploma level between 2009 and 2011, and about 46 000 achieving this outcome after 2011.
,
 The higher level of completions in the prospective period reflects the phased introduction of the reforms between 2009 and 2011, and the fact that some students who commenced during the realised period did not complete until post‑2011.

Table 3.3
Point estimates of the realised and prospective effects of the Victorian policy initiatives on educational attainment, economic activity and net social benefit

	
	Realised change
	Prospective change

	Additional students — relative to 2008a
	171 000
	154 000

	Additional completions — Cert. III to Ad. Dip.a
	25 000
	46 000

	Employment (%)b
	0.10
	0.16

	Productivity (%)c
	0.02
	0.04

	Gross state product (%)d
	0.25
	0.29

	Gross domestic product (%)d
	0.03
	0.04

	Gross payments to labour ($ bn)e
	2.1
	3.5

	Net social benefit ($ bn)e
	1.1
	1.8


a Estimates rounded to the nearest thousand (table C.6).  b Change in employment relative to the baseline expressed as a percentage of the Victorian working-age population.  c Change in productivity of the Victorian workforce, relative to the baseline.  d Percentage changes from baseline; comparative static result for one year.  e Present value of the change for the cohort over their remaining working lives (assumed to be 18 years for mature learners and 42 years for young learners). 

Sources: Appendices C, D, E and H.

As a consequence of these increases in attainment, it is estimated that employment in Victoria could have increased by 0.1 per cent, with a further gain of 0.16 per cent in prospect.
 Productivity is estimated to be slightly higher, in both the realised and prospective scenarios, relative to the baseline. 

The changes in occupational structure modelled under the realised and prospective scenarios are projected to increase Victorian gross state product (GSP) in the order of 0.25 and 0.29 per cent annually, respectively. This translates into economy-wide increases in economic activity (GDP) in the order of 0.03 and 0.04 per cent in each case. A net social benefit of around $1.1 billion (in present value terms, over 42 years) is estimated from the realised scenario. The prospective scenario produces further benefit of around $1.8 billion.

Overall, the point estimates indicate that Victoria’s policy initiatives are associated with positive economic impacts. As discussed in section 3.1 and appendices D and E, the confidence intervals for these results are large.

Effects of greater contestability

Two scenarios illustrating the possible impacts of greater contestability were also modelled for Victoria. Because the results have implications for all of the policy initiatives modelled, they are discussed separately, in section 3.9.

Raising qualification levels in Victoria

One feature of the Victorian policy initiatives is that the eligibility criteria discourage churning through lower-level qualifications. This has been identified as an issue of particular relevance to disadvantaged learners:

… there is evidence to suggest that disadvantaged learners in low level Foundation Skills programs are frequently referred back into low cost, low level courses without any clear vocational outcomes. This problem, often referred to as ‘churn’, sees some groups of learners repeating programs at the same level. (Roberts and Wignall 2010, p. 12)

In the case of Indigenous learners, it has previously been suggested that VET participation rates, to some extent, reflect churning of the same people through low‑level training (Young, Guenther and Boyle 2007).

However, in Victoria, enrolment growth has been relatively fast in qualifications above a Certificate I and II level — a positive given the greater improvement in labour market outcomes associated with higher‑level qualifications.

The Commission’s quantitative analysis assumes that students use their newly acquired skills in employment. Data from the Student Outcomes Survey, show that the percentage of Victorian graduates employed in May of the year after completing their qualification increased from 76.3 per cent in 2010 to 78.6 per cent in 2011 (NCVER 2010, 2011c). The extent to which this might be attributable to increases in qualification attainment versus changing economic conditions is unknown.
 However, analysis by Skills Victoria indicates that ‘the vast majority of government‑subsidised training is either aimed at improving literacy and numeracy or is focused in areas of skills needs’ (2011c, p. 38), an indication that the qualifications that students acquire are likely to be used. The numbers of enrolments in training assessed to be of little vocational benefit is relatively low (figure 3.1).

Figure 3.1
Victorian Government subsidised training, 2008 and 2011

Excludes courses that are not Australian Qualification Framework qualifications and at the foundation level
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Source: DEECD (2011).

3.5
National Partnership Agreement on Productivity Places Program

The Productivity Places Program (PPP), which was a 2007 election commitment, aimed to reduce skill shortages and increase the productivity of Australian enterprises.

The PPP has three components — the New Enterprise Incentive Scheme PPP, the Enterprise Based PPP and the National Partnership Agreement on Productivity Places Program (NPAPPP). Responsibility for administration of the first two elements sits with the Australian Government, and the number of training places involved is small (about 20 000 over three years for the New Enterprise Incentive Scheme PPP, and 14 000, also over three years, for the Enterprise Based PPP). As part of the COAG reform agenda, States and Territories (excluding Victoria) committed to the delivery of places through the NPAPPP.

The NPAPPP commenced on 1 July 2009, and concludes on 30 June 2012. States and Territories committed to delivering an additional 403 000 new places (qualification commencements) over this period, in qualifications on a national priority list.
 The list ‘refers to national priority industries, occupations and qualifications in areas of current skills shortages and emerging skills needs’ (COAG 2008c, p. 5).

About 133 000 places at Certificate II to Diploma level were allocated to job seekers, and 270 000 to existing workers for study at a Certificate III to Advanced Diploma level. The Australian Government undertook to meet the full costs of each job seeker place, and 50 per cent of the costs of an existing worker place. State and Territory governments committed to meet 40 per cent of the costs of existing worker places, and individuals/enterprises were to contribute the rest.

In a mid‑term review of the NPAPPP, ACG (2010b) reported that actual enrolments under the agreement in 2009 were about 71 000, considerably less than the target of 103 000 contained in the agreement. However, training delivery under the national partnership did not begin in some jurisdictions until after the intended start date of 1 July 2009.

The COAG Reform Council in its most recent progress report to COAG on the NASWD, reported actual enrolments under the agreement for 2010 of about 176 000, just over targeted levels (CRC 2011). This growth in enrolments correlates strongly with increased student numbers reported in National Centre for Vocational Education Research (NCVER) data. The Commission has based its estimates of increases in qualification attainment in 2009 and 2010 due to the NPAPPP on the NCVER data. Enrolment commitments for 2011 and 2012 (196 000 and 105 000, respectively) have been used in deriving estimates for those years. Because the agreement concludes on 30 June 2012, the Commission has treated all of the effects of the NPAPPP as realised. Consistent with the NPAPPP, the baseline for this scenario is set at the annual average level of government‑funded training activity in States and Territories excluding Victoria over the period 2005 to 2007.

A characteristic of the NPAPPP was a requirement that students only be enrolled in full qualifications, a reflection of the Australian Government’s desire to encourage completions of qualifications through the agreement (ACG 2010b, p. 21). This feature possibly explains the relatively high completion rates reported for the agreement (New South Wales Department of Education and Communities, sub. V6, South Australian Department of Further Education, Employment, Science and Technology (DFEEST), sub. DR-V7).

Effects of the NPAPPP

The Commission estimates that by the end of the agreement, about 117 000 people will have obtained a qualification above their previous highest level as a consequence of the NPAPPP (table 3.4).
 This additional educational attainment is estimated to translate into a 0.15 per cent increase in employment in States and Territories excluding Victoria. Productivity increases slightly. Economic activity in these jurisdictions (and nationally) is projected to increase by 0.2 per cent annually. Net social benefit is estimated to increase by about $5 billion (in net present value terms) over the working lives of the cohort affected by the NPAPPP.
Table 3.4
Point estimates of the realised effects of the NPAPPP on educational attainment, economic variables and net social benefit

	
	Realised change

	Additional students — relative to the average of 2005, 2006 and 2007
	387 000

	Additional completions — Cert. III to Ad. Dip.a
	117 000

	Employment (%)b
	0.15

	Productivity (%)c
	0.04

	Gross domestic product (%)d
	0.20

	Gross payments to labour ($ bn)e
	9.5

	Net social benefit ($ bn)e
	5.0


a Estimate rounded to the nearest thousand (table C.6).  b Change in employment relative to the baseline expressed as a percentage of the working-age population outside Victoria.  c Change in productivity of the workforce outside Victoria, relative to the baseline.  d Percentage change from baseline; comparative static result for one year.  e Present value of the change for the cohort over their remaining working lives (assumed to be 18 years for mature learners and 42 years for young learners). 

Sources: Appendices C, D, E and H.

Evidence on NPAPPP outcomes

The ACG mid-term review of the NPAPPP (ACG 2010b) concluded that the data needed to assess the effectiveness of the agreement were not readily available. While data on outcomes for students who finished studying in 2011 are available, it is not possible to isolate students who studied under the NPAPPP in the national data. However, South Australia managed their PPP in a way that does enable tracking of participants, and commissioned the NCVER to assess outcomes for its PPP students. That analysis indicates positive outcomes from the program, for example:

· an estimated 67% of job seekers whose primary motivation was employment and completed study found employment, and 12.9% of job seekers found employment before the training was completed. (South Australian Government, sub. G1, p. 7)

· 95% of respondents [employers] said that their organisation benefited from the training and the employee benefited from the training. (DFEEST, sub. DR-V7, p. 7)

Other study participants also reported positive PPP effects:

By encouraging Registered Training Organisations to apply for funds in partnership with employment services providers, PPP facilitated better matching of job seekers and training provision, and ensured job seekers were supported during and after participation in the program. (Department of Premier and Cabinet, Tasmania, sub. G3, p. 3)

The Productivity Places Program has been a successful model enabling enterprises in the forest, wood, paper and timber products industry to engage with the National Training System in workforce development activities and increase their skill base. (ForestWorks Industry Skills Council, sub. V3, p. 2)

3.6
Market-oriented reforms in South Australia

In a 2010 election commitment, the South Australian Government promised to spend an extra $194 million on training places over six years. Together with expenditure under the NPAPPP, this funding was to cover an additional 100 000 places from 2010‑11. A total of 37 000 places were allocated to the NPAPPP (DFEEST, sub. DR-V7, p. 7).

In February 2011, the South Australian Government released Skills for All, a policy statement that sets out the strategic direction for VET in South Australia for 2011 to 2014 (Government of South Australia 2011). The aim of the policy initiatives is to:

… create a vocational education and training (VET) system that responds quickly and flexibly to the needs of individuals and industry — a system which is simpler to access and navigate, and supports more people to enter training, progress to higher qualifications and employment. (Government of South Australia 2011, p. 1)

Among a number of policy initiatives, Skills for All includes (South Australian Government, sub. G1):

· an entitlement to a subsidised training place for all eligible South Australians aged 16 years and over in identified courses:

· Pre‑vocational and Certificate I and II places will be fully subsidised.

· Higher level courses that align with industry demand and the State’s strategic priorities will be partly subsidised.

· People with an existing qualification will be able to access a training subsidy for a qualification at or above the level of the one that they hold, and the subsidy at the same level will be available for two separate qualifications at Certificate II level or above.

· greater contestability.

Based on information provided by South Australia, the Commission has assumed that Skills for All results in an additional 60 000 training places over the period 1 June 2012 to 30 June 2016 (DFEEST, sub. DR-V7, p. 7 and pers. comm., 2 March 2012). Of these, an estimated 41 000 will be at the Certificate III to Advanced Diploma level. Given the 1 July 2012 scheduled commencement date for this policy initiative, and because of the steps already undertaken to implement changes to the South Australian training system, the effects of these additional places are deemed to be prospective.

The Commission estimates that, as a consequence of the prospective increase in training activity in South Australia, about 11 000 people will obtain a qualification (Certificate III to Advanced Diploma) above their previous highest level.

Prospective changes in educational attainment in South Australia are projected to lead to an increase in employment of 0.16 per cent. Productivity is estimated to be increase slightly.

The changes in occupational structure modelled for this prospective scenario are projected to translate into an increase in GSP of 0.23 per cent and GDP of 0.01 per cent. A prospective increase in net social benefit of $500 million (in net present value terms, over 42 years) is estimated (table 3.5).

Table 3.5
Point estimates of the prospective effects of the South Australian policy initiatives on educational attainment, economic variables and net social benefit

	
	Prospective increase

	Additional places — 2012 to 2016
	60 000

	Additional completions — Cert. III to Ad. Dip.a
	11 000

	Employment (%)b
	0.16

	Productivity (%)
	0.05

	Gross state product (%)c
	0.23

	Gross domestic product (%)c
	0.01

	Gross payments to labour ($ bn)d
	1.0

	Net social benefit ($ bn)d
	0.5


a Estimate rounded to the nearest thousand (table C.6).  b Change in employment relative to the baseline expressed as a percentage of the working-age population in South Australia.  c Percentage change from baseline; comparative static result for one year.  d Present value of the change for the cohort over their remaining working lives (assumed to be 18 years for mature learners and 42 years for young learners). 

Sources: Appendices C, D, E and H.

Overall, the point estimates for South Australia are positive. However, as discussed in section 3.1, the confidence intervals for these results are large.

3.7
Foundation skills

Results from a 2006 survey by the Australian Bureau of Statistics (ABS) suggested that over 40 per cent of the Australian working‑age population have language, literacy and numeracy (LLN) abilities below the level regarded by the survey designers as the ‘minimum required for individuals to meet the complex demands of everyday life and work in the emerging knowledge‑based economy’ (2008a, p. 5).

In reality, many individuals with low measured LLN skills have good labour market outcomes. That said, research by Shomos (2010) reveals a strong association between both workforce participation and productivity (measured as wages), and LLN abilities (figure 3.2).
 Efforts to enhance LLN skills in the working‑age population have the capacity to improve labour market outcomes.

Figure 3.2
The association between LLN skills and workforce participation and productivity, females, 2006a, b
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a Predicted average participation rates and hourly wages by level of LLN skills, other characteristics being equal.  b LLN skills are a composite of prose and document literacy and numeracy skills.
Source: Productivity Commission estimates based on Shomos (2010).

To date, LLN policy activity attributable to the COAG reform agenda has been limited. In analysing realised and prospective effects of initiatives, the Commission has considered:

· the expansion of the Australian Government‑funded Language, Literacy and Numeracy Program (LLNP) and the Workplace English Language and Literacy (WELL) program

· changes in LLN student numbers as a consequence of policy initiatives under the new skills system implemented in Victoria and South Australia.

LLN skills are the primary focus of a National Foundation Skills Strategy for Adults, to be launched during the first half of 2012. Section 3.8 presents results from a scenario of the effects of meeting the target associated with the strategy — that by 2022, two thirds of working-age Australians have literacy and numeracy skills at Level 3 or above. The target was announced by COAG’s Standing Council on Tertiary Education, Skills and Employment in November 2011 (SCOTESE 2011).

The 2010‑11 and 2011‑12 Australian Government budgets committed funding for an additional 43 570 LLNP places to 2014‑15. After adjustments for assumed completion rates and the program effectiveness, the Commission estimates that these places will translate into about 13 700 people achieving an increase in their LLN skill level. The budgeted expansion in the LLNP is estimated to result in very small changes in the LLN skills profile of the population aged 25–64 years, and small employment and productivity effects (appendix F).

The labour market effects are so small that related impacts on GDP have not been estimated. Similarly, given the small estimated realised and prospective effects of the LLNP expansion, and the fact that the WELL program is expected to grow by only 22 500 places as a consequence of new budget initiatives, the Commission has not modelled the effects of this program. Realised and prospective impacts of the Victorian and South Australian initiatives are also estimated to be small.

3.8
Potential reform effects

Effects of increased Certificate III/IV and Diploma/Advanced Diploma attainment — the higher qualification scenario

As discussed in chapter 1, the potential effects of the COAG VET reform agenda will flow from policy initiatives that have yet to be implemented, or where there is scope for further reform to deliver additional benefits. The Commission has assumed that potential effects of initiatives will begin to accrue when the current Victorian and South Australian policy statements expire, and the NPAPPP concludes. In the case of Victoria, this means that the period from 1 January 2013 onwards falls into the category of potential effects. For South Australia, the period of potential effects begins on 1 July 2016.
 Other States and Territories, will enter a period of potential reform effects when the NPAPPP concludes on 30 June 2012. 

In its 2011‑12 budget, the Australian Government committed funding through a new National Partnership for Vocational Education and Training for States and Territories that ‘make a genuine commitment to achieving reforms which complement the objectives of the revised National Agreement for Skills and Workforce Development which is expected to be in place by 1 July 2012’ (Australian Government 2011, p. 145). A total of $1.75 billion was flagged for expenditure over five years from 2012-13. Detail on the types of reform sought by the Australian Government through the partnership were announced on 19 March 2012, with the launch by the Prime Minister of the policy document Skills for All Australians (box 3.2). The proposal includes an entitlement to a government‑subsidised place at a Certificate III level for all people of above compulsory school age, and below age pension age, who do not already have a qualification at or above this level. The entitlement is accompanied by access to subsidised Certificate I and II qualifications where these are components of the Certificate III, and foundation skills training, where a person requires it in preparation for training at the Certificate III level.

	Box 3.2
Key elements of the Australian Government’s skills reform proposal

	The Commonwealth has committed $1.75 billion over five years to achieve key reforms to be negotiated with the States and Territories through the Council of Australian Governments (COAG) [in 2012]:

· a national entitlement to training at a minimum of the first Certificate III qualification so working age Australians have the opportunity to gain the skills needed to get a decent, sustainable job in Australia’s new economy

· wider access to student loans to reduce upfront cost barriers to study at the Diploma and Advanced Diploma level

· increased availability of information about courses, costs and training provider quality through a new My Skills website so students and business can make well informed choices about their training options, linked to their own needs and the needs of the economy; and choose a high quality training provider to help them develop the skills they seek

· support for quality teaching and assessment, including trialling models for independent validation of training provider assessments so students and employers can have confidence in the quality and consistency of training they purchase

· support for a strong public training provider network through the implementation of the reforms to ensure a high quality training system is accessible to all Australians

· incentives to achieve improved completion of full qualifications, particularly at higher levels and for disadvantaged students, to deliver the qualified workers that business needs and give all Australians the opportunity to develop skills and participate in the workforce.

	Source: PM&C (2012, p. 8).

	

	


While Skills for All Australians indicates that expenditure, and VET activity, will continue to be higher when the current Victorian and South Australian policy statements expire and the NPAPPP concludes, relative to the pre‑reform period, the precise shape of future VET activity over and above the baseline is not clear. As is noted in Skills for All Australians, with respect to the Certificate III entitlement:

States and territories may choose to go beyond this minimum guarantee, for example, to expand the entitlement beyond certificate III or make the entitlement available to people who already have a certificate III or higher. (PM&C 2012, p. 40)

At the time of writing (April 2012), the likely shape of future policy initiatives in many jurisdictions was uncertain. States and Territories other than Victoria and South Australia were at different points in developing new policy initiatives (box 3.3). 

The key elements of the new NPASR released on 13 April 2012 are: 

· 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)
This will condition State and Territory policy initiatives, but does not provide guidance on how they will be implemented.
In analysing potential effects of the reform agenda, the Commission has, therefore, adopted the targets set out in the current NASWD (these targets have been reiterated by COAG):

· halve the proportion of Australians aged 20 to 64 without qualifications at Certificate III level or above between 2009 and 2020

· double the number of higher‑level (Diploma and Advanced Diploma) qualification completions between 2009 and 2020.

	Box 3.3
Reform progress by Australian States and Territories

	New South Wales released a consultation paper, Smart and Skilled: Making New South Wales Number One, on 28 September 2011. Key areas being considered include the introduction of a training entitlement to increase participation in VET, increasing contestability and further improving VET completion rates (New South Wales Department of Education and Communities, sub. V6, p. 4).

In 2011, the Queensland Government committed to introducing an entitlement system and greater student choice of provider, but a date for reform implementation was not announced:
The new long term strategic vision for the tertiary education and training sector will include a five year plan for system reform which will be developed in consultation with stakeholders and industry and is expected to be released in 2012. (DET Qld 2011, p. 1)
Information on potential reform directions in other jurisdictions is not in the public domain.

	

	


Given the lack of detailed information about the shape of VET policy initiatives in the future, estimates from this work are even more subject to uncertainty than others discussed in this report. They should be viewed as projections of what is achievable (with large confidence intervals), and not forecasts of what necessarily will be achieved. To some extent, the potential scenario shares some of the outer-envelope characteristics of projections in the NRA report mentioned earlier.
If these targets are met, the percentage of Australians without a qualification at Certificate III level or above is projected to be 23.6 per cent in 2020, down from 47.1 per cent in 2009, and higher‑level qualification completions would have to double to 108 230 per annum (CRC 2011).

Some progress towards these targets will occur without any change in policy settings. Younger cohorts have much higher levels of educational participation and attainment than older cohorts. Therefore, as older cohorts leave the workforce, the qualifications profile of the population will increase. A continuation of pre‑reform trends is projected to result in the proportion of the working-age population without at least a Certificate III level qualification falling to 32.5 per cent in 2020 (CRC 2011). (This figure represents the Commission’s baseline in assessing the potential effects of the reform agenda.)

Will the targets be met with current and planned increases in training activity attributable to the COAG VET reform agenda? In its most recent assessment of performance of governments against the NASWD, the COAG Reform Council concluded that the targets are ambitious, and achieving them might require additional effort. This view was shared by other participants in this study:

… unless additional investment in the VET sector is made by government, individuals and enterprises … [Australia will] fall short in meeting the aspirational COAG targets for the transformation of the Australian qualification profile. (Skills Australia, sub. V4, p. 3)

… work on the COAG targets undertaken by Skills Queensland in 2010 … revealed that the targets would not be met without considerable additional investment from all jurisdictions. (Department of Premier and Cabinet, Tasmania, sub. G3, p. 5)

The Commission does not dispute the COAG Reform Council’s conclusion. Taking into account realised and prospective efforts, future Australian Government budget commitments and recent trends in training activity, the Commission projects that 31 per cent of the working‑age population will not have completed at least a Certificate III qualification by 2020. In terms of future activity, this projection assumes that:

· Victorian training activity continues at the level projected for 2012

· South Australian activity is consistent with the level projected for 2014

· activity in other States and Territories is consistent with the levels achieved under the NPAPPP in 2011.

In summary (figure 3.3):

· With a continuation of pre‑reform policy settings, the COAG Reform Council projected the proportion of 20–64 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.
· A level of effort above current commitments will be required to achieve the COAG target of only 23.6 per cent of 20–64 year olds without at least a Certificate III level qualification (equivalent to 11.1 million with a Certificate III or above by 2020).

Figure 3.3
Proportion and numbers of 20–64 year olds without a Certificate III or above, 2001–2020a,b
Baseline and estimates
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a The assumptions underlying these estimates are detailed in the adjoining text.  b The percentages represent the proportion of 20–64 year olds in the population without a Certificate III or above.
Sources: Productivity Commission estimates based on CRC (2011) and ABS (2011a, Series B).

Consistent with this, the Commission has estimated that an additional 1.1 million higher-level completions are required. This is modelled by assuming that, in each of the seven years following 2013, an additional:

· 32 000 people increase their highest level of education attainment to Diploma or Advanced Diploma level

· 124 000 increase their highest level of education attainment to Certificate III or IV.

Assuming a continuation of pre‑reform trends, the COAG Reform Council (CRC 2011) projects that annual completions of Diplomas and Advanced Diplomas will be about 80 000 in 2020 — short of the target of 108 230. The level of additional effort at these qualification levels modelled by the Commission is consistent with attainment of the relevant target.

The analysis isolates the effects of changes in government‑funded training in the VET sector attributable to the COAG VET reform agenda from any other influences. It assumes, therefore, that highest qualification completions at or above Degree level do not increase beyond trend levels — a strong assumption given the potential effects of the move to a demand‑driven system in the higher education sector from 1 January 2012:

In regard to both [COAG] targets, early indications are that the demand led system in higher education is resulting in significantly increased enrolments, which will contribute to the targets. (Skills Australia, sub. V4, p. 21)

It also ignores the effects of possible changes in VET attainment that are not associated with government-funded training attributable to the COAG VET reform agenda.
The incremental effects of meeting the COAG 2020 targets over and above the realised and prospective changes estimated
Attainment of the COAG targets implies a significant increase in the qualifications profile of the working‑age population (the total impact is presented in table 3.1). Some of the initiatives to achieve those gains are already in place and are prospective as a result of the NASWD, but others will be required. At the time of writing the NPASR had just been agreed. To achieve the 2020 target there will need to be further efforts beyond this agreement. This sections sets out the estimated incremental gains from moving from the South Australian, Victorian and NPAPPP initiatives to the target (this is what the Commission has called the potential gains, in keeping with the terms of reference).
Moving from the realised and prospective gains to achieving the target is estimated to see employment rise by about 0.88 per cent, and productivity by 0.29 per cent. GDP is estimated to be 1.67 per cent higher than in the baseline. The incremental increase in net social benefit is estimated to be $48.8 billion (in net present value terms) over the working life of the affected cohort (table 3.6). 

Table 3.6
Projected incremental effects of achieving the COAG 2020 targets over and above that estimated from realised and prospective reforms 
‘Higher qualifications’ scenario
	
	Potential change

	Employment (%)a
	0.88

	Productivity (%)
	0.29

	Gross domestic product (%)b
	1.67

	Gross payments to labour ($ bn)c
	92.0

	Net social benefit ($ bn)c
	48.8


a Change in employment relative to the baseline expressed as a percentage of the Australian working-age population.  b Percentage change from baseline; comparative static result for one year. Effect of achieving the target, less the effect of other initiatives modelled.  c Change for the cohort over their remaining working lives (assumed to be 18 years for mature learners and 42 years for young learners). 

Sources: Appendices D, E and H.

To the extent that attainment of higher education qualifications grows at above trend rates, the incremental economic benefits of achieving the COAG targets are likely to be larger, given the stronger employment and productivity effects associated with qualifications at those levels.

Readers should note that table 3.6 only shows the incremental impact. The total estimated impact of the COAG reforms realised, in prospect and potentially available from attaining the 2020 target for those obtaining higher qualifications is set out in table 3.1. 

Effects of increased partial completions and attainment at or below the level of an individual’s previous highest qualification

It is unlikely that individuals who report having achieved their training aims with a partial completion, and those who attain qualifications at or below the level of their previous highest, would have engaged in VET unless they anticipated a net benefit. Estimates of the economic impacts of skill acquisition via these types of VET activity are presented in this section.

Partial completions

Study participants drew the Commission’s attention to the value of partial qualification completions:

The decision to cease training, albeit part way through a broader qualification, is a specific choice and not so much a matter of circumstance. It is recognized as best suited to the way in which a modern worksite operates for residential building trades. (Housing Industry Association, sub. DR-G7, p. 9)

The productive value of acquiring specific additional competencies has also been attested to by employers, an increasing number of whom are encouraging employees to complete designated sub‑qualification ‘skill sets’. (TAFE Directors Australia, sub. 
DR-V12, p. 6)

In response to this feedback, two partial completion scenarios were modelled. In the first, the probability of employment and productivity of partial completers was assumed to be 25 per cent of the levels they might expect from a full completion and the associated private and public funding was assumed to be 25 per cent of the cost of a full completion. In the second, the modelled increases in the probability of employment and productivity were 50 per cent of those assumed for full completion, and the cost of this was assumed to be 50 per cent of that a full qualification.

These scenarios were run for mature learners (aged 25–64), using an estimate of the level of partial completions at a Certificate III to Advanced Diploma level associated with the level of upskilling needed to attain the COAG VET targets. As discussed in appendix E, this estimate represents partial completions by people who reported that their main reason for not completing was having met their training goals. A projection of 237 000 people fitting this description was derived.

Partial completions are likely to be associated with increases in employment, productivity and net social benefits (table 3.7). The relatively modest effects are a function of the fact that only 17 per cent of Certificate III to Advanced Diploma partial completers are projected to have met their training goals on leaving the VET sector (chapter 2), and the associated benefits (employment and productivity premiums) are modest. While the Commission has not added either of these scenario figures to its estimated totals, the figures below are on the same terms as those in table 3.1. 
Table 3.7
Projected effects of partial completions associated with the achievement of the COAG targets on economic variables and net social benefit

Estimates for mature learners

	
	25%a
	50%a

	Employment (%)b
	0.05
	0.11

	Productivity (%)c
	0.02
	0.04

	Net social benefit ($ bn)d
	3.1
	6.5


a Assumed share of the cost, probability of employment and productivity premiums of a full qualification. b Change in employment relative to the baseline expressed as a percentage of the working-age population. c Change in productivity of the Australian workforce, relative to the baseline.  d Present value of the change for the cohort over their remaining working lives (assumed to be 18 years).
Source: Appendix E.

Qualification attainment at or below an individual’s previous highest level

Study participants also suggested that the Commission should consider the impacts of completions at or below the level of an individual’s previous highest qualification:

Increasingly, lifelong work patterns and skill development can be expected to include not only vertical movement within an occupation, but lateral and tangential movements across occupations and industry sectors. A different skill mix and/or qualifications at the same level or even a lower level are often essential for the job mobility required to respond to structural shifts or cyclical fluctuations in the economy, particularly for workers in occupations at the Certificate III level and below. For the economy as a whole, the inability to respond to such shifts in employment opportunities will clearly have a negative impact on participation and, although additional productivity from these qualifications might be negligible, the impact of not facilitating these lateral movements in employment is likely to be negative. (TAFE Directors Australia, sub. DR-V12, p. 7)

In response to this feedback, the Commission modelled two ‘reskilling’ scenarios, the first assuming places were funded only for study at the same level as individuals’ previous highest qualifications, the second assuming funding was available for qualifications at the same or a lower level. As discussed in chapter 2, VET activity of this type might be prompted: by a need to reskill; to support a career change; to gain complementary skills; as a consequence of regulatory requirements; as a step to further study; or for personal interest reasons. Activity consistent with the first four motivations was modelled in these scenarios, and the short‑hand term ‘reskilling’ is used to represent this form of VET.

Again, the scenarios were run for mature learners, and were based on reskilling commensurate with attainment of the COAG targets. It was estimated that 418 000 mature learners will reskill at a Certificate III to Advanced Diploma level (the same level as their previous highest qualification) as a consequence of the COAG VET reform agenda between 2013 and 2019. An estimate of around 517 000 reskillers was used in the second scenario (table 3.8).

Table 3.8
Potential effects of reskilling associated with the achievement of the COAG targets on economic variables and net social benefit

Estimates for mature learners

	
	Places funded

	
	At the level of an individual’s previous highest qualification
	At or below the level of an individual’s previous highest qualification

	Employment (%)a
	0.33
	0.46

	Productivity (%)b
	0.08
	0.14

	Net social benefit ($ bn)c
	14.1
	20.3


a Change in employment relative to the baseline expressed as a percentage of the Australian working-age population.  b Change in productivity of the Australian workforce, relative to the baseline.  c Present value of the change for the cohort over their remaining working lives (assumed to be 18 years).  
Source: Appendix E.

While the Commission has not added either of these scenario figures to its estimated totals, the figures below are on the same terms as those in table 3.1. It is once again stressed that the estimates presented in this section are experimental. The information on which they are based is less well-founded than that used in other parts of the study.

Effects of improved foundation skills

The Australian Government has developed a National Foundation Skills Strategy for Adults, which includes the target ‘that by 2022, two thirds of working age Australians will have literacy and numeracy skills at Level 3 or above’ (SCOTESE 2011, p. 1). To illustrate the potential effects of an improvement in LLN skills, the Commission modelled, as an outer‑envelope exercise, the impacts of achieving this target (resulting changes in the LLN skills profile are presented in table 3.9). The New Zealand experience, in achieving a 7 percentage point improvement in adult reading literacy between 1996 and 2006 (Skills Australia 2010), suggests that an improvement of this magnitude could be feasible.

Table 3.9
Projected baseline and potential foundation skills profile, 2022

Per cent

	
	Men
	Women

	
	Baseline
	Potential
	Baseline
	Potential

	Level 1
	12.3
	9.3
	14.1
	9.4

	Level 2
	25.8
	24.0
	26.9
	23.9

	Level 3
	38.7
	43.5
	41.0
	48.7

	Level 4/5
	23.2
	23.2
	18.0
	18.0


Source: Appendix F.

If the targeted improvements in LLN skills were achieved, 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 (table 3.10). It is also estimated that average productivity of men could rise by 0.82 per cent, and for women by 0.91 per cent. These changes are estimated to translate into a GDP increase of 0.7 per cent.
Table 3.10
Point estimates of potential employment and productivity impacts of improved LLN skills in 2022

Relative to 2022 baseline results, per cent
	
	Employment
	Productivity 

	Men
	0.16
	0.82

	Women
	1.03
	0.91


Source: Appendix F.

The relatively high productivity effects associated with improvements in LLN skills reflect the fact that:

· wage premiums for LLN skills are not discounted for unobserved ability because these skills are assumed to reflect an individual’s cognitive ability. Recapping, the argument for discounting the effects of qualifications on wages is that they reflect both the skill acquired through study, and unobserved abilities, including cognitive (chapter 2)

· a fixed-coefficients approach was adopted for this analysis. Use of an optimisation model would probably have produced smaller point estimates, especially given the large increases in skills implied by the targets.

Nonetheless, given the potential improvements in employment and productivity from increasing LLN skills, and the apparent success of LLN programs such as the LLNP, significant increases in investment in LLN skills delivery might result in marked productivity and employment increases. Opportunity exists to significantly improve the population’s LLN skills. However, it will likely require a significant increase in investment on current levels. Intervening earlier, such as through early childhood education and care or during school years, might be more cost effective and lead to better long-term outcomes.

3.9
Effects of contestability on the quality of VET outcomes

Concerns about the quality of VET outcomes in an environment of greater contestability, were raised by a number of study participants. Concerns of this type tend to be more pronounced during periods of rapid growth in VET activity. Victoria’s recent experience provides an example of this phenomenon. The Essential Services Commission (ESC) review, for example, received many comments about the issue (ESC 2011a). Concerns raised tended to relate to private registered training organisations (RTOs). As a result of greater contestability in the Victorian VET market, private RTOs were responsible for over 90 per cent of the increase in enrolments in Victoria between 2008 and 2011. Given private RTOs’ success in increasing their market share, questions have arisen about the possible effects of contestability on quality.

In some ‘mixed markets’ where services are supplied by private and public providers, contestability has been introduced under the assumption that private providers can produce better outcomes for the same cost. In the case of VET, this might occur, for example, with an expansion in the choices available to students. It is also sometimes argued that private providers have more incentives to innovate and can provide services of a given quality at a lower cost. Both of these outcomes would represent improvements in productivity. 

Others argue that contestability risks decreasing the quality of service provision. In VET, it might be argued that private providers reduce the quality of teaching or produce lower quality qualifications as a consequence of efforts to push down costs and maximise profits. That said, quality is a variable that is subject to optimisation. ‘Gold plating’ or the production of a service at a very high standard can use resources that would be better used in other ways. Furthermore, low quality outcomes are less likely to emerge if adequate regulatory settings, monitoring and enforcement are in place, and VET clients have good information on which to base their training choices (chapter 4).
The quality of a VET outcome can be considered from two perspectives. First, does a student assessed as competent actually have the skills implied by that assessment? Concerns that some private providers move students through courses in inappropriately short timeframes and incorrectly deem them to be competent, have been raised in many fora. The Commission, for example, reported on this concern in its inquiries on the aged care (PC 2011b) and early childhood development (PC 2011c) sectors.

Second, has a competent student developed skills in demand in the labour market? A concern with greater contestability is that profit‑driven private providers might seek to increase enrolments in areas of limited labour market need through marketing campaigns. Skills Victoria raised this possibility in an analysis of potential skills mismatch for sports and personal service workers (2011b). Activity of this type would be inconsistent with the NASWD objective that ‘skills are used effectively to increase labour market efficiency, productivity, innovation, and ensure increased utilisation of human capital’ (COAG 2008b, p. 6). There is some evidence that VET Diploma graduates employed in higher paid jobs, and whose skills are under‑utilised, earn in the order of 6 per cent less than their peers whose skills are fully utilised (Mavromaras et al. 2012). No evidence of a link between skills under‑utilisation and wages was found for Diploma graduates in lower paid roles, and Certificate III / IV graduates.

In its analysis of young learners (aged 15–24 years), the Commission modelled the effects in the Victorian realised scenario of assuming improved or reduced quality (appendix D). An improvement in quality was represented by a 5 per cent increase in the premiums for the probability of employment and wages, relative to the baseline; a reduction in quality, by a 5 per cent decrease.

Improving the quality of outcomes increases the value of VET qualifications relative to the baseline and increases the number of students seeking VET qualifications. The flow-on effects for employment, productivity, labour incomes and net social benefits are all positive and are large relative to estimated realised effects (table 3.11).
When lower quality of outcomes is assumed, fewer students undertake VET qualifications than when assuming constant quality. Moreover, for those who do attain VET qualifications, these qualifications translate into lower employment and productivity outcomes, which translate into lower labour incomes and net social losses, relative to the baseline.
Table 3.11
Illustrative effects of changes in quality
Relative to the baseline, annual effects

	
	
	Lower
 quality
	Victorian  
 realiseda
	Higher 
 quality

	Employment and productivityb
	

	   Change in employment
	%
	-0.05
	0.05
	0.11

	   Change in productivity
	%
	0.01
	0.01
	0.04

	Private and net social benefitc
	

	   Payments to labour
	$m
	-277
	322
	857

	   Net social benefit
	$m
	-361
	138
	572


a Victorian realised effects divided by three to convert to annual effects.  b Relative to Victorian 15–24 year olds.  c Changes are present value terms, discounted at 6 per cent (real) over 42 years. 

Source: Appendix D.

3.10
Youth transitions

In the Commission’s analysis of youth transitions, success is defined with reference to a person’s employment status in the period before they turn 25. Estimates of the prevalence of successful transitions depend on how the requirements for employment outcomes are set. Appendix G presents estimates based on three possible employment outcomes over the seven months before someone turns 25:

· employment in at least four of the seven months 

· continuous employment of any kind 

· continuous full‑time employment.

About 66 per cent of young people who turned 25 in 2008 were employed full‑time in the seven months prior to their birthday. When success is defined using this criteria, just over 20 per cent of the cohort are classified as having failed to make a successful transition. Remaining members of the cohort were either engaged in study or child‑rearing. With the inclusion of people working part‑time, the percentage of young people deemed to have made a successful transition rises to nearly 80 per cent. The percentage classified as having failed falls to 13 per cent.

When success is defined as employment, of any type, in four of the seven months prior to turning 25, 88 per cent of the cohort is estimated to have made a successful transition, and 7 per cent to have failed.

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 3.12).

Table 3.12
Selected characteristics of young people who do, and do not, make a successful transitiona

Per cent of cohort
	
	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: Appendix G. 

� 	Released in December 2011. 


�	Although the marginal ability effect was noted, it was not quantified because of lack of information and of a model to account for it.


� 	Changes in employment and productivity are relative to the relevant Australian population for comparison across the scenarios. Figures in the state-based analyses presented below (Victoria, South Australia and NPAPPP) are relative to the relevant state-based population to understand the local effects. The state-based effects are larger than those reported for the economy as a whole (table 3.1). 


�	Funding of $10 million was reserved for a limited number of government-subsidised places for people aged 20 years and over who needed training at or below their existing qualification level.


�	Data for the last quarter of 2011 are projected based on realised growth to the end of the third quarter of 2011.


�	People who commence a traditional trade apprenticeship in 2012, for example, might not complete it until 2016.


�	Assumptions underlying the derivation of these figures are presented in appendix C.


� 	Changes in employment and productivity in this section are reported relative to Victorian base employment and productivity to facilitate an understanding of Victorian effects (similarly for following sections).


�	These data are based on a sample of graduates. As such, they might not exactly reflect the experiences of the relevant populations of Victorian graduates.


�	By moving to an entitlement-based system, Victoria became eligible to receive funding outside the terms and conditions of the NPAPPP. Using this funding, Victoria agreed to deliver an additional 138 000 places over four years under the Victorian Training Guarantee.


�	The average level of enrolments in Certificate III to Advanced Diploma qualifications in a State or Territory between 2005 and 2007 represents the base against which additionality is measured.


�	Assumptions underlying the conversion of student numbers to numbers of additional higher qualifications are presented in appendix C.


�	In preparation for the commencement of delivery under Skills for All, for example, an Office of TAFE SA and an interim TAFE board have been established as a transitional arrangement until TAFE SA becomes a statutory authority.


�	Levels 1 and 2 of LLN skills are defined as being below the minimum required to meet the complex demands of everyday life (ABS 2008a).


� 	For simplification, the potential scenario is assumed to cover the period 2013 to 2020, although the South Australian prospective scenario ends in 2016. Double-counting was avoided in the modelling.


� 	In the discussion draft, projecting the realised and prospective completions forward resulted in a proportion of 20–64 year olds without a Certificate III or higher qualification of 28 per cent. This proportion in the final report is closer to 31 per cent.


�	Progress towards the COAG target is measured using the ABS Survey of Education and Work. This survey is collected in May of each year. It is therefore assumed that students will need to have completed qualifications by the end of 2019 to be counted towards the target in May 2020.


�	The assumptions used in deriving these figures are discussed in appendix C. Rounded to the nearest thousand.


�	 Assumptions underlying the derivation of these figures are presented in appendix E.


�	The assumptions underlying these estimates are presented in appendix E.
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