	
	


	
	



1
Introduction
For over two decades to the mid‑2000s, Australian governments pursued wide‑ranging reforms that contributed to the productivity, competitiveness and flexibility of our economy.
National Competition Policy (NCP), agreed to by the Council of Australian Governments (COAG) in April 1995, was a key element of that reform program, and delivered substantial benefits to the Australian community (PC 2005).
In 2005, COAG concluded that:
While the benefits of NCP reforms are significant, gains from a broader economic reform agenda have the capacity to deliver much more to the community. (COAG 2005, p. 4)
At that time, the challenges of demographic change and intensifying global competition were of particular concern. Responding to those challenges, COAG agreed in February 2006 to pursue a new reform agenda encompassing three streams — human capital, competition and regulatory reform. In a study of the potential benefits of this agenda, the Commission concluded that the proposed reform directions for infrastructure and regulatory burdens could increase gross domestic product (GDP) by nearly 2 per cent (PC 2006). Human capital reforms, through improvements in workforce participation and productivity, were projected to deliver even larger gains, albeit over a longer time horizon.
COAG agreed to the details of the new reform agenda in March 2008. Higher workforce participation, productivity and mobility, and improvements in the quality of public services are key objectives. The agenda also seeks to contribute to the broader goals of improving social inclusion, closing the gap on Indigenous disadvantage and environmental sustainability.

With details about individual reforms, their costs and implementation plans now becoming available, assessments can be made of actual reforms and the extent to which Australia is reaching its reform potential.
1.1
Request to the Commission

The Australian Government — following a request from COAG — has asked the Commission to report every two to three years on the economic impacts and benefits of COAG’s reform agenda. This work is to provide governments with up‑to‑date information about what has been achieved, and an assessment of potential future gains. Terms of reference are provided in the preliminary section of this report. In preparation for its inaugural report, the Commission was asked to provide a broad ‘framework’ report to COAG, outlining its proposed approach. This was published in December 2010 (PC 2010).
The Commission’s analysis complements the work of the COAG Reform Council. While the COAG Reform Council measures progress against the reform agenda, the Commission’s role is to assess the impacts of that progress — and potential future reforms — on the Australian community.
For its first full report, the Australian Government directed the Commission to focus on the impacts of two reform areas:
· the ‘seamless national economy’ deregulation priorities
· vocational education and training (VET) reforms and initiatives that support successful transitions from school.
The letter of direction for this work is provided in the preliminary section of this report. More information about the study is available from the Commission’s website.

This report presents the Commission’s analysis of the impacts of VET reforms and youth transitions initiatives. Analysis of the seamless national economy deregulation priorities has been published in a companion volume to this report, and an overview of the two pieces of work is also available.
1.2
What the Commission was asked to do

In undertaking its assessment of the impacts of COAG reforms, the Commission was asked to:

· report on the economy-wide, regional and distributional effects of reforms (box 1.1)

· take into account the costs incurred by governments in implementing the reforms

· comment on the time paths over which the effects of reforms 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

· assess, where practicable, whether Australia’s reform potential is being achieved and the opportunities for improvement.

	Box 1.1
Definitions of key concepts

	Estimates of changes in national economic activity, employment and income capture the economy-wide effects of reforms. Regional effects are captured in State and Territory level estimates of these indicators. The distributional effects of reforms are estimated, where appropriate, through impacts on different population subgroups and occupations.

	

	


Reform impacts are classified into three broad groups:

· realised — where reforms have been implemented and impacts are accruing

· prospective — where reforms have been implemented, but impacts are yet to accrue

· potential — where reforms have yet to be implemented, or where there is scope for further reform to deliver additional benefits.

Conduct of the study
In keeping with the Productivity Commission Act 1998 (Cwlth), the Commission conducted this study using open, transparent and public processes, and with an overarching concern for the wellbeing of the Australian community as a whole.

Members of the study team met with a range of individuals and organisations with an interest in matters contained in the terms of reference and letter of direction, including industry bodies, unions, researchers and Australian, State and Territory government officials. Roundtable discussions and modelling workshops were held with invited stakeholders in Melbourne and Canberra to further inform the analysis. A background paper setting out the Commission’s task and key information needs relating to VET reforms and youth transitions initiatives was published on the Commission’s website, and in December 2011, a discussion draft presenting preliminary research results was released. 
Written submissions with content relating to VET were used in the analysis.
1.3
The Commission’s approach to youth transitions
The letter of direction refers to ‘successful transitions’, but does not define the concept. Nor is there a universally accepted definition in the extensive literature on youth transitions. Most studies examine transitions from education (of all levels) to work, and tend to adopt a very broad definition of success — regular employment within a given period after leaving education.

In this study, ‘success’ is considered from the perspective of COAG’s goals for the reform agenda — increased workforce participation and social inclusion. A successful transition, therefore, occurs when a young person reaches an ‘end point’ consistent with a high probability of employment and social inclusion later in life. This definition implies that a successful transition might take time and involve a number of different activities. In this study, therefore, it is assumed that the youth transitions window closes when a person turns 25. The majority of young people will have made a successful transition well before that point. But for those who have not, it is assumed that they are much more likely to experience adverse labour market and social outcomes over the rest of their lives.

COAG initiatives that aim to improve transitions tend to focus on people in the early stages of the transition process. For example, the School, Business and Community Partnerships Program aims to improve community and business engagement with schools. It will be some years before the impacts of this effort are visible in changes in the proportions of young people who can be deemed at age 25 to have made a successful transition.

Because reform impacts will take so long to emerge, the Commission has focused on identifying the incidence of, and characteristics associated with, successful transitions.

1.4
The COAG reform agenda — VET and transitions

Not all VET policies are in scope

Development of VET policy is the domain of many different agencies. State and Territory government VET agendas are set out in policy statements — for example, the Tasmanian Skills Strategy 2008–15. Australian Government VET initiatives take many forms including, for example, the establishment of the National Standards Council. In this study, the Commission has been asked to report on the impacts of COAG VET reforms. The reform agenda accounts for only a subset of total VET policy activity. 
In all of the analysis presented, the Commission’s focus is on ‘additionality’ — what impacts might the reform agenda have had, or could potentially have, over and above what might otherwise have eventuated (the baseline). Any policy that is assumed to occur independently of the reforms under scrutiny is included in the baseline. This includes, for example, any:

· policies that predate the agreements relevant to the study
· policies developed after those agreements, but likely to have been adopted anyway

· policies in other parts of the education system that might impact on the VET reforms under scrutiny (such as policy changes flowing from reforms in higher education).
What is the COAG VET reform agenda?
The guiding framework for the agenda is provided by the Intergovernmental Agreement on Federal Financial Relations (IGA) (CRC 2011).

Within the IGA, the main COAG agreement giving effect to VET reforms is the National Agreement for Skills and Workforce Development (NASWD). Four national partnership agreements are also particularly relevant:

· National Partnership Agreement on Productivity Places Program (NPAPPP)
· National Partnership Agreement on Pre-Apprenticeship Training (NPAPAT)
· National Partnership Agreement on Youth Attainment and Transitions (NPAYAT)
· National Partnership Agreement on Training Places for Single and Teenage Parents (NPATPSTP).
On 13 April 2012, COAG released a revised NASWD
 which includes a recommitment to the quantitative targets. It also refers to a new National Partnership Agreement on Skills Reform (NPASR), which defines ‘structural reforms and other actions carried out under this Agreement [that] are directed to achieving the reform directions agreed under the National Agreement for Skills and Workforce Development (NASWD)’ (p 3).
All these agreements define the scope of the Commission’s focus in this study. In addition to these agreements, COAG has agreed to a range of VET-related initiatives since March 2008 including:

· work by the Australian Apprentices Taskforce (established in April 2009)

· the Compact with Retrenched Workers (July 2009)

· introduction of a Unique National Student Identifier (December 2009)

· initiatives to strengthen the apprenticeship system (December 2009)

· the Green Skills Agreement (December 2009)

· the National International Student Strategy (April 2010).

Although these initiatives are VET‑related and might have important economic effects, they have been negotiated outside the COAG VET reform agenda, and fall outside the IGA. The Commission has, therefore, excluded them from its analysis.

Two initiatives have been concluded as a consequence of the NASWD:

· establishment of the National VET Regulator (December 2009)

· amendments to the Australian Quality Training Framework (December 2009).
While these do not affect the level of training activity, they potentially impact on the quality of additional effort under the COAG VET reform agenda, and are referenced in the study in that context. In particular, scenarios representing an improvement and a reduction in quality are presented (chapter 3).
Transitions initiatives primarily are given effect through the NEA, and the NPAYAT (box 1.2). The Commission’s approach to initiatives supporting successful transitions is described in section 1.3. Progress towards the NEA target relating to Year 12 or equivalent attainment has not been modelled in this study (box 1.2).

In estimating the realised and prospective impacts of the reform agenda, the Commission has focused on publicly announced policy initiatives designed to support progress towards the outcomes and targets set out in the key COAG agreements, and that have been negotiated through COAG prior to April 2012 in the context of the VET reform agenda. Therefore, any budget measures that support that progress, and for which details are publicly available, are within scope.

In particular, in assessing the impacts of potential reforms in the area of language, literacy and numeracy, the Commission has referenced the National Foundation Skills Strategy for Adults (NFSS) — development of which was flagged in the 
2010-11 Budget. The strategy ‘will form the framework for future national foundation skills work in the context of the National Agreement on Skills and Workforce Development’ (DEEWR nda, p. 1). As of April 2012, the strategy had not been launched. However, in November 2011, the COAG Standing Council on Tertiary Education, Skills and Employment announced that the strategy included a target that two thirds of working‑age Australians will have literacy and numeracy skills at Level 3 or above by 2022. This target has been adopted in estimating the potential effects of language, literacy and numeracy (LLN) skill development.

	Box 1.2
COAG initiatives relating to youth

	Transitions initiatives

Supporting successful transitions is one element of the NPAYAT. The agreement transferred responsibility for youth, career and transitions programs from the Commonwealth to the States and Territories. Initiatives were streamlined into four elements:

· maximising engagement, attainment and successful transitions — encompassing reforms in the areas of multiple learning pathways, career development and mentoring

· school business community partnership brokers — to improve community and business engagement with schools and registered training organisations

· youth connections — involving the provision of tailored case management and support to help youth at risk reconnect with education and training

· national career development — funding for projects and resources relevant to career development.

Year 12 or equivalent attainment

The NEA includes the target to lift the Year 12 or equivalent attainment rate to 90 per cent by 2020.

Under the NPAYAT, that target was brought forward to 2015. Equivalence was defined as a Year 12 Certificate, an equivalent qualification, such as the Certificate of General Education for Adults (Certificate II level or above) or an Australian Qualifications Framework (AQF) Certificate II or higher qualification.

As this target was established within the NEA, and relates to Year 12 or equivalent attainment, it is best considered as part of an analysis of schools reforms. It has not been included within the scope of this study.

	Source: COAG (2008d, 2009).

	

	


Budget measures that have not been negotiated through COAG, including the National Workforce Development Fund (NWDF), and apprenticeship and traineeship initiatives are not part of the scope of this study. One exception to this definition of scope is made. Realised and prospective effects of a budgeted expansion in the Language, Literacy and Numeracy Program (LLNP), and the Workplace English Language and Literacy (WELL) program are assessed in conjunction with increases in Victorian and South Australian LLN activity.
 It is noted that the Australian Government has flagged a possible expansion of the NWDF if agreement to the skills reform proposals within the new national VET partnership is not reached at COAG (PM&C 2012). To the extent that this occurs, the NWDF might form part of the scope of future analysis of the impacts of the COAG VET reform agenda.

Emerging reform directions associated with the negotiation of the revised NASWD and the National Partnership on Vocational Education and Training, have not been considered in the context of realised and prospective reform impacts, but are relevant in the context of the Commission’s analysis of potential reform impacts based on the 2020 targets.

Effects of the COAG agreements on the study’s scope
Outcomes and targets set out in the COAG agreements particularly relevant to VET have further refined the scope of the Commission’s analysis.
The NASWD sets out four outcomes:

· Gaps in the foundation skills of the working-age population are 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 changing labour market demand.
· Skills are used effectively to increase labour market efficiency, productivity and innovation, and ensure increased utilisation of human capital (COAG 2008b).
Two broad targets for the VET reform agenda contained in the NASWD are:

· to halve the proportion of Australians without qualifications at Certificate III level or above by 2020

· to double the number of higher level (Diploma and Advanced Diploma) qualification completions by 2020 (COAG 2008b).
In addition to the focus on higher‑level VET in these targets, COAG established the proportion of 20–64 year olds who do not have qualifications at or above a Certificate III as the progress measure for the second NASWD target. The Commission has, therefore, focused primarily on the economic impacts of VET at Certificate III to Advanced Diploma level.

The impacts of attainment of lower‑level qualifications are included in the Commission’s assessment, to the extent that those qualifications:
· are associated with LLN skill acquisition

· act as a pathway to higher‑level qualification completions.

While the targets and progress measures in the NASWD are cast in terms of qualifications and graduates, the agreement is about skills — which can be obtained through completion of only part of a qualification. Furthermore, while the targets suggest a focus on increasing levels of qualification attainment, many people reskill, or gain complementary skills, in the VET sector by studying at a level at or below their previous highest qualification.

There is very little empirical evidence about the effects of this type of activity on labour market outcomes (chapter 2). Much more is known about the outcomes for people who increase their level of qualification attainment. This study has therefore included some scenarios on the effects of reskilling activity. Estimates of the possible effects of partial completions and qualification attainment at or below the level of a person’s previous highest qualification are also presented. Given the paucity of data relating to these training outcomes, the quality of these estimates is lower than those for full completions that involve increases in attainment.

1.5
Key policy initiatives assessed
In summary, this study focuses on policy initiatives implemented as a consequence of the COAG VET reform agenda that translate into, and shape the nature of, additional VET activity over the baseline. The following measures are assumed to represent the key policy initiatives attributable to that agenda:
· increased VET activity due to the NPAPPP
· increased activity under the entitlement model with greater contestability adopted in Victoria
· increased places, together with an entitlement model with greater contestability to be introduced in South Australia

· development of the NFSS.
All of these measures have been assessed. Two relatively small partnership agreements have not (box 1.3).
To illustrate the effects of LLN effort, additional places in the LLNP and the WELL program have also been modelled.
Furthermore, the potential effects of future COAG VET reform are assessed through a scenario based on achievement of the COAG targets relating to attainment at or above a Certificate III level and higher level qualification completions.
	Box 1.3
COAG VET agreements not assessed in this study

	Efforts under the NPAPAT and NPATPSTP are not separately assessed. These are relatively small scale initiatives. The NPAPAT, which ran until 30 June 2011, involved expenditure of $20 million. The NPATPSTP, agreed in early 2012 and with effect from March 2012, involves expenditure of $80 million. It has a narrow focus — places are targeted to single and teenage parents in receipt of Parenting Payment. Places are being made available at a Certificate II to Advanced Diploma level. To the extent that the agreement results in increased attainment, its effects are captured in the assessment of the potential effects of the COAG VET reform agenda.

	

	


1.6
Related Commission publications

This report is one of many by the Commission relating to COAG reforms and human capital. In addition to those mentioned above, Commission research has included analysis of: workforce participation (Abhayaratna and Lattimore 2006, Cai 2010, Gilfillan and Andrews 2010, Lattimore 2007); the effects of education on labour force participation (Laplagne, Glover and Shomos 2007); the links between education and health and labour productivity (Forbes, Barker and Turner 2010); and the relationship between literacy and numeracy skills and labour market outcomes (Shomos 2010). In addition, the Commission in 2011 published a study of the VET workforce (PC 2011a).
1.7
Structure of the report
The remainder of this report presents:

· a detailed description of the framework and methodology adopted in assessing the impacts of COAG’s VET reforms and youth transitions initiatives (chapter 2) —this framework builds on the one published by the Commission in 2010 (PC 2010)
· a summary of the Commission’s estimates of the impacts of COAG VET reforms and the characteristics of successful transitions (chapter 3), based on more detailed analyses presented in supporting appendices
· discussion of whether Australia’s reform potential is being met and opportunities for improvement (chapter 4)
· supporting appendices.
� 	www.pc.gov.au/projects/study/coag-reporting


�	South Australia’s current policy statement, Skills for All, postdates the agreements and includes many initiatives of this type. Examples include investment in VET infrastructure, partnerships with industry and improved information and tools for users of the training system.


� 	The original NASWD is dated 2008, was revised in 2009, and once again in April 2012.


�	The Commission did not have data on additional LLN effort in Victoria and South Australia when much of the initial modelling for this project was undertaken. Expansions in the LLNP and WELL program were modelled as an illustration of the effects of extra effort in this area. That analysis has been retained.
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