	
	


	
	



	
	


Overview

	Key points

	· This study assesses the impacts of COAG reforms in two areas:

· aspects of the ‘Seamless National Economy’ regulatory reform priorities; and

· vocational education and training (VET).

· As most of the reforms being assessed have only just been implemented or are to be implemented, most benefits are yet to occur. 

· Forward looking (ex ante) assessments of potential changes, together with information obtained during this study, have been the starting point for determining likely impacts.

· Given the early stage of most reforms, judgements have had to be made. This is particularly the case in estimating the progress and impact of the OHS reforms, given the uncertainties, including the dynamic effects.
· The Commission’s assessment is that the reforms being considered could raise output and income in all jurisdictions. 
· Seamless National Economy reforms are aimed at reducing the regulatory burden imposed on firms that operate in multiple jurisdictions. Full implementation could ultimately provide cost reductions to business of around $4 billion per year.
· After a period of adjustment, national output (GDP) could be increased by nearly one half of a per cent (around $6 billion per year). 
· Based on current plans, the majority of these gains could accrue by 2020. 
· Guided by achievement of reform milestones, reform reward payments should, as far as practicable, be linked to the achievement of reform outputs and outcomes. 
· Vocational education and training reforms are aimed at improving the overall quality of the workforce and encouraging higher workforce participation, through increased VET provision and greater flexibility in courses offered. 

· Attainment of the COAG 2020 targets potentially could raise GDP by two per cent. 
· It would also assist in achieving COAG’s broader social inclusion goals. 

· Increased efforts by governments will be required if the potential of the COAG agenda is to be realised.

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

· a more systematic approach to identifying and implementing business regulation reforms;
· initiatives to increase VET completion rates; and
· ensuring VET reforms are sequenced so that the building blocks are in place for the successful transition to more contestable markets including: 

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

	

	


Overview
Effective economic reform promotes productivity growth and improvements in living standards. The implementation of Australia’s National Competition Policy (NCP) provided important underpinnings to recent economic growth. Many of the reforms initially agreed by the Council of Australian Governments (COAG) are in place. However, an ageing population, global competition and ongoing technological change mean that further reform is needed if Australia is to achieve its potential for higher living standards in the future. 

These needs have been recognised by COAG which, in March 2008, agreed to:

… a comprehensive new microeconomic reform agenda for Australia, with particular emphasis on health, water, regulatory reform and the broader productivity agenda. (COAG 2008, p. 1)

The reforms are intended to boost:

… productivity, workforce participation and geographic mobility, and support wider objectives of better services, social inclusion, closing the gap on Indigenous disadvantage and environmental sustainability. (COAG 2008, p. 2) 

The scope of reforms analysed in this report are set out in the relevant GOAG agreements. 
What the Commission has been asked to do
At its March 2008 meeting, COAG agreed that the Commission be requested to report to it on the economic impacts and benefits of its agreed reform agenda every 2 to 3 years. The letter of direction for this inaugural report directs that the Commission focus on the impacts of two reform areas:

· aspects of the ‘Seamless National Economy’ deregulation priority areas; and

· the vocational education and training (VET) reforms and initiatives that support young people to make successful transitions from school to further education, training and employment.

For each of these areas, the Commission is required to provide information on: 

· the economy-wide impacts of reforms, including estimates of the regional and distributional effects of change; and
· where practicable, assessments of whether Australia’s reform potential is being achieved and opportunities for improvement. 

The analysis is to recognise the different nature of regulatory and human capital reforms and the likely time paths over which benefits are to accrue. 

The study complements a parallel study by the Commission on the Identification and Evaluation of Regulation Reforms. That study reported on frameworks and approaches to identify areas of reform and methods for evaluating reform outcomes. The Commission is also examining the role of local government as a regulator as part of a series on performance benchmarking of Australian business regulation, and undertaking a study of Commonwealth, State and Territory regulatory impact analysis processes.
Difficulties in estimating impacts
Achieving meaningful estimates of the likely impacts of the reforms being assessed is demanding, and made more difficult by the largely prospective nature of the study. The study has required judgements to be made about the impacts of reforms that have just been implemented or are in the process of implementation. It has also required judgements to be made of the timescale over which benefits of these reforms may accrue. There is a significant degree of imprecision arising from:

· the need for judgement in identifying activities or population groups that are directly affected by the reforms;

· lack of detailed information about the extent to which actual reforms are likely to affect target groups across jurisdictions and the scale of these effects; 

· absence of robust ex post evidence of changes to productivity, prices and workforce participation arising from the reforms and the exact nature and timing of any change;
· difficulties in separating the effects of reforms from ongoing economic change;

· difficulties in accounting for the influences of other actions by government that may complement or detract from the anticipated effects of reform; and
· difficulties in accounting for the risk that implementation may depart from announced intentions and uncertainties concerning responses of businesses and consumers to regulatory changes. 
In reporting on the impacts of reforms within the scope of this assessment, the Commission has drawn attention to these issues and information gaps, and, to the extent possible, the sensitivity of results to alternative judgements. It has also drawn attention to implementation gaps, emerging concerns about the reforms in progress and opportunities for improvement that may bear on the interpretation of results.
The results are exploratory and should be regarded as only broadly indicative of the impacts and benefits that could accrue from the reforms assessed or related opportunities for improvement. The estimates and analysis are intended to advance understanding of the scale of benefits that could accrue from the business regulation and VET reforms being assessed. The estimates presented are not forecasts of the economic or fiscal impacts of the reforms. 
The Commission’s approach
Reporting framework

As in earlier assessments of the impacts of national reform, the Commission has adopted an economy-wide approach for its assessments. Under this approach, the direct impacts of reforms on activities, industries, the workforce or consumers, and wider flow-on effects are recognised (figure 1). 
Figure 1
Analytical framework 
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As far as practicable, transitional and ongoing costs incurred by government and business to achieve reform objectives and outcomes are also taken into account. 

Where the Commission has identified additional ongoing administration and compliance costs, those costs are included in the estimates of the longer-run impacts of reform. In its assessments of the timescale over which impacts accrue, transition costs are also included. In addition to these costs, increased outlays by government on education services required to achieve VET education objectives are also included in the Commission’s assessments. 

The Seamless National Economy and VET reforms differ in some respects.

· The Seamless National Economy deregulation priority areas — part of the broader regulation and competition stream — are a diverse range of stand-alone measures that focus on productivity and economic efficiency of activities and industries within national markets, and the cost of doing business across jurisdictional boundaries. 
· In contrast, the VET stream of reforms — part of the broader human capital stream — focuses on individuals and their potential to contribute to workforce participation and productivity. 
Because of these differences, the estimates of the impacts of the regulation reform and VET reform streams, and assessments of reform potential and opportunities for improvement, are considered separately. Further, the stand alone nature of individual regulatory reforms requires that information be gathered for each reform. However, while the individual impacts are typically not large in a national context, and in some cases likely to accrue over extended periods, the measures combined are likely to afford future national benefits. 
Estimating direct impacts
As the reforms being assessed have only been implemented in the past two to three years or are at implementation, few gains have been realised to date. Most benefits therefore are in prospect and empirical data is not available on actual impacts. 
Accordingly, ex ante assessments of potential gains have been used as a starting point for the Commission’s assessments. These assessments are typically drawn from regulatory impact statements (RISs) or business cases related to the reforms. For VET, the Commission has drawn on policy documents and data on actual training activity and undertaken new modelling. To complete assessments of impacts, the partial analyses have been combined with: assessments of the activities, industries and household groups likely to be directly affected by reforms; assessments of the nature of the impacts; and mainly qualitative information provided in submissions and feedback from consultations undertaken in the course of this study. 
Reflecting that reforms are being implemented progressively, in its assessment, the Commission has treated the ex ante estimates as either realised or in prospect where implementation is either complete, or at completion. Where elements of reforms within the scope of the Seamless National Economy agenda or the COAG VET reform area are yet to be implemented, but ex ante estimates are available, the associated impacts are treated as potential. 
Regulatory changes and reform possibilities are likely to differ between jurisdictions, including because of the regulatory environment in the jurisdictions, the size and complexity of local economies, and flow on effects of changes in other jurisdictions. Information about direct impacts by jurisdiction, however, is typically not available. In its assessment, the Commission has treated benefits as accruing to jurisdictions in proportion to the scale of affected activities, industries or demographic groups within those jurisdictions. 
The ex ante assessments are ‘outer-envelope’ in nature. That is, they assume full implementation of the measures included in the current agenda will be achieved and complete adjustment by business, government and consumers to the effects of those measures. 

Further policy development could afford potential gains above those implied by available ex ante estimates of the impacts of the current Seamless National Economy reforms. Possibilities for further gains from these opportunities are reported qualitatively. 

Assessing wider impacts

The economy-wide and fiscal impacts of each stream have been estimated using a general equilibrium model that has been specially updated for this study (box 1). The Commission has used this model in two modes. In the first (the comparative static) mode, the model is used to estimate the longer-run impacts of reform after full adjustment to reform-induced change. In the second (dynamic) mode, the model is used to trace out the time path over which the benefits of reform are likely to occur. It is inclusive of the impact of transition costs (where relevant information is available) in the implementation of reform. 

The COAG reforms, particularly in the VET area, are intended to affect human capacities and capabilities, and social outcomes. In this regard, improving economic opportunities and labour force outcomes will be an avenue for achieving COAG’s objectives of social inclusion and closing the gap on Indigenous disadvantage. Measures of social inclusion include reported increases in workforce participation, as well as literacy and numeracy. Changes in these measures are also reflected in the Commission’s economy-wide analysis. 
	Box 1
Economy-wide modelling framework

	The Commission has used economy-wide general equilibrium modelling to quantify the economic and revenue implications of COAG reforms. Similar frameworks have been used by the Commission on four previous occasions to illustrate the impacts of widely-based national reform — in 1995 for Hilmer (NCP) and related reforms, in 1999 for a smaller range of National Competition Policy reforms of particular relevance to rural and regional Australia, in 2005 to report on the consequences of National Competition Policy reform, and in 2006 to estimate the potential benefits of COAG’s National Reform Agenda. 

This study uses an updated version of the model adopted in the 2006 exercise. The model — referred to as the Monash Multi-Regional Forecasting-CR12 model (MMRF) — treats each State and Territory as a separate economic region with potentially over 60 industry sectors in each jurisdiction. 

For this study, the MMRF model was updated to include: 

· differentiation of products produced for export and domestic markets; 

· a cohort based demographic module; and
· mobility of the labour force between nine occupational groups. 

These developments are most relevant to applying the model in the dynamic mode. 

	


Business regulation reforms 
Unnecessary red tape and the associated cost of regulation is an ongoing theme in discussions of national reform. That theme is revisited in this study from the perspective of the cost of doing business, particularly across jurisdictions. 

There are substantial gains available from regulatory reform. These gains accrue to businesses, households and government from more effective regulation and/or improved targeting of regulation, as well as reducing ‘red tape’. The Commission’s 2006 report on the potential benefits of the COAG National Reform Agenda (NRA) estimated that NRA-consistent reforms had the potential to reduce regulatory compliance costs by as much as 0.8 per cent of GDP based on estimates of the total compliance costs faced by Australian businesses. 

Inevitably, achievement of all or part of such cost reductions and associated efficiency improvements would entail individual actions across the many government regulations applying throughout the economy. The actual impact of any action would depend on the: 

· scope for improvement in any reform area; 

· actual changes in regulation implemented; and 

· scale of activity affected. 

In this setting, individual actions, if well designed and executed, are likely to be worthwhile and valued from a sectoral and consumer perspective. However, the economy-wide (aggregate) impact will be incremental and can be modest for individual reforms. Nevertheless, reflecting overall reform potential, reform across a range of areas taken together can make a material impact on aggregate output and incomes. 

The assessed Seamless National Economy reforms, collectively, cover a significant part of national economic activity. They bring together a very diverse collection of measures (box 2). A common link is that individual measures require, to varying degrees, cross-jurisdictional action and greater national ‘coherence’ — harmonisation or uniformity — to be beneficial. 
In this vein, the Seamless National Economy reforms are aimed at providing net benefits by reducing the regulatory burden imposed on firms operating in multiple jurisdictions. The reforms broadly fall within the scope of the Commission’s previous analysis. 
The reforms are intended to:

· provide businesses with greater flexibility in shifting resources between jurisdictions;

· provide smaller firms with greater access to interstate markets; and 

· reduce the cost of doing business. 

Some of the reforms are also intended to improve the effectiveness of market regulation and achieve health and safety outcomes. 

If effective, the reforms would lower the costs of goods and services to producers and consumers. The reforms are often incremental in nature and, in many cases, were already the subject of an ongoing reform process (including though unfinished business in COAG’s National Competition Policy program of legislative reviews). COAG’s reform agenda provided a framework to advance reforms that required coordinated action between jurisdictions.  

Do not delete this return as it gives space between the box and what precedes it.
	Box 2
Regulatory reforms examined in this report

	The Commission has been asked to examine the impacts of Seamless National Economy reforms in the following areas:

· Consumer law and product safety — the reforms seek to create a national consumer policy regime, establish a single national consumer law and increase protection afforded to consumers; 

· Mortgage brokers, margin lending and non-deposit taking institutions (collectively referred to hereafter as the ‘consumer credit’ reforms) — the reforms seek to create a single national approach to consumer protection regulation in relation to the use of credit; 

· Personal properties securities — the reforms seek to create a national system for the regulation and registration of security interests in personal property;

· Trustee corporations — the reforms seek to established a national approach to the regulation of trustee corporations;
· Standard business reporting — the reforms seek to establish a multi-agency program to provide consistent and streamlined government financial reporting requirements; 

· Payroll tax — the reforms seek to reduce legislative and administrative differences in payroll tax across jurisdictions;

· Occupational health and safety — the reforms seek to establish a harmonised approach to occupational health and safety regulation; 

· Rail safety — the reforms seek to reduce the burden on rail operators of complying with a number of different rail safety regimes within and between jurisdictions; 
· Health workforce — the reforms seek to create a national health practitioner registration and accreditation system for specified health professions;
· Trade measurement — the reforms seek to ensure that nationally consistent and equitable practices and standards are used for all transactions based on measurement;
· Food regulation — the reforms seek to reduce the regulatory burden on businesses and not-for-profit organisations in relation to food regulation, without compromising public health;
· Wine labelling — the reforms seek to harmonise labelling requirements so that one common label (of the two usually found on wine bottles) can be used for both domestic and export markets; 

· Development assessment — the reforms seek to improve processes for development assessment across Australia and reduce building costs; and

· National Construction Code — the reforms seek to achieve a nationally consistent approach to building and plumbing regulation in Australia. 

	

	


Progression towards the realisation of benefits varies

Even though all regulatory reforms assessed in this study have been agreed by COAG, progress toward the realisation of benefits varies 
· For some reforms, available information suggests benefits are accruing in line with expectations. For example, trade measurement and wine labelling are affording measurable but small gains at the national level. 

· Some reforms have achieved implementation milestones as assessed by the COAG Reform Council, but there is some doubt about whether the gains identified in the RISs or businesses cases will be realised without further action by government. For example, the impact of Standard Business Reporting is largely dependent on take-up and, at this stage, this is not assured without concerted action. Recent announcements by the Australian Taxation Office (ATO) have improved prospects, but take-up at present is negligible.
· Achievement of implementation milestones is not necessarily a good guide concerning whether, and to what extent, benefits are likely to accrue from a reform. For example, the National Construction Code has met its implementation milestones; however, differences in the administration of the code between jurisdictions can erode the intent of the reform. Other regulatory differences between jurisdictions are being codified into model or national legislation and regulation (for example, rail safety). 

· In some areas, achievement of implementation milestones is at risk and reform potential as initially envisaged, although substantial, is unlikely to be achieved under current policy settings (for example, development assessment). 
· There is also evidence of unilateral reform activity by the States, including measures that originated from earlier national reform initiatives. For example, a follow-on from the NCP legislative review program was cited in consultations as leading to selective state-based development assessment reforms. 

· The possible benefits from some reforms are contested by key interested parties (for example, rail safety and occupational health and safety (OHS)). In other cases, benefit estimates in publicly available ex ante studies are considered to significantly understate actual potential (for example, development assessment). 

· The lack of political ‘buy in’, changes in government and unrealistic implementation deadlines have been cited in consultations in relation to a number of reforms (for example, OHS, consumer credit and development assessment). 

· The transition to the new regulatory environment can be disruptive to business, particularly when the change involves the introduction of new large scale computer systems. For example, referring to the initial stages of new applications, some health professionals have reported disruptions arising from the new system of registration and accreditation, while representatives of credit providers have reported substantial ‘teething problems’ with the implementation of the harmonised system regulating consumer credit. There can also be significant lags between systems development and take-up (such as for standard business reporting). In this context, participants drew the Commission’s attention to the need for new IT systems and harmonised data sets to be tested before going live and for there to be effective short term workarounds if teething problems are expected.  
· Some reforms are largely of an administrative nature and, while desirable, would be expected to have modest aggregate effects (for example, centralisation of trade measurement). In a similar vein, other reforms represent unfinished business from earlier regulatory changes (for example, the harmonisation of rail safety regulation follows from the introduction of standard gauge interstate rail links). 

Assessment of direct impacts

Progress towards implementation of reforms varies. In the Commission’s assessment, if full implementation of the 17 Seamless National Economy reforms being assessed is achieved, business costs could be lowered by around $4 billion per year, in the longer run. The achievement of these gains involves some transition costs and in some cases additional ongoing costs.  
Realised and prospective business cost reductions 

Of the estimated reduction in business costs, around $3 billion relates to reforms for which measures have been implemented (or are at the implementation stage) (table 1). Because Seamless National Economy reforms are in the early stage of implementation, only a small fraction of this total is likely to have been realised to date. Available information suggests that some of the largest benefits are likely to accrue from reforms affecting development and construction — that is, implementation of the National Construction Code and streamlining development assessment processes. Because of the potential for the consumer policy and product safety reforms to span a large part of household consumption activities, prospective benefits in these areas are estimated to be substantial in value terms. 
Table 1
Estimated reductions in business costs from the 17 COAG business regulation reforms assesseda
$ million per year (2010-11 dollars)
	Reform
	Realised
benefits
	Prospective
benefitsb
	Realised and prospective benefits
	Potential
benefitsc

	Consumer law and product safety
	60
	820
	880
	..

	Consumer creditd
	10
	35
	45
	..

	Personal property securities
	..
	70
	70
	..

	Trustee corporations
	..
	4
	4
	..

	Standard business reporting
	2
	58
	60
	500

	Payroll tax
	20
	10
	30
	..

	Occupational health and safety
	..
	480
	480
	..

	Rail safety
	9
	7
	16
	..

	Health workforce
	..
	160
	160
	..

	Trade measurement
	5
	..
	5
	..

	Food regulation
	..
	1
	1
	..

	Wine labelling
	12
	17
	29
	..

	Development assessment
	25
	200
	225
	125

	National Construction Code
	..
	1 050
	1 050
	..

	Total direct impacts quantified
	143
	2 912
	3 055
	625


.. zero, less than $500 000, or not estimated. a Longer-run direct impacts per year. b Reforms have been implemented, but reform-induced reduction in business costs yet to occur. c Agreed reforms to be implemented. d Mortgage brokers, margin lending and non-deposit taking institutions.

Available information suggests that some benefits in the form of productivity improvements are likely to accrue over the short to medium term (within five years of implementation). Such benefits come from reforms that focus in particular on streamlining administrative procedures and reducing compliance and administrative costs (such as in the areas of OHS, payroll taxation and wine labelling). Other benefits are likely to accrue more gradually over the medium to longer terms. The reforms that yield such benefits are likely to involve more interactive responses on the part of government, producers and consumers (such as the Australian Consumer Law). 

Potential business cost reductions 
Some agreed reforms being assessed are yet to be implemented. Ex ante estimates and the Commission’s investigations to date indicate that the full implementation and take-up of the reforms being assessed could reduce business and other costs by, at least, a further $0.6 billion per year, mainly in the areas of Standard Business Reporting and development assessment (table 1).

Transition and ongoing costs

It should be noted that, in some of these areas, the government has incurred substantial costs to develop and commence implementing reforms, in the expectation of future benefits. The largest single cost identified relates to Standard Business Reporting, for which around $170 million has been outlaid by government to fund systems development. At this stage, take-up for a key component is negligible, although the intention to migrate major reporting systems to Standard Business Reporting to widen its application is expected to lift take-up substantially. The changes in regulations also involve one-off transition costs for business. The main cost identified relates to training and other adaptation costs associated with the introduction and compliance with the new OHS system. These are estimated to amount to about $75 per worker, or around $850 million across the economy. 

In addition to transition costs, it is recognised that additional costs are likely to be incurred by business to meet ongoing reporting and compliance requirements of the new regulatory frameworks. Although the full effect of new frameworks cannot be easily ascertained until new frameworks are bedded down, available information indicates that the main area of additional compliance costs to business is in the area of OHS, where it is recognised that businesses operating in a single state would incur costs of the new harmonised system but will not be able to avail themselves of offsetting benefits. Available benchmark estimates indicate that the ongoing additional costs to single-state businesses could be about $14 per worker or around $110 million across the economy. 
Some changes in ongoing government administrative expenditures have also been identified. Some of these changes relate to the transfer of program responsibilities from the States to the Australian Government and should have negligible impact on overall outlays (for example, in trade measurement). Others involve some net increase in outlays associated with increased monitoring or service provision (such as OHS, consumer policy and consumer credit reforms). In other cases, there is likely to be a net reduction in government service requirements (for streamlined development assessment procedures). 

Overall, the Commission has identified transitional costs to business and government amounting to around $1.7 billion. Additional ongoing costs to business of around $145 million per year, and a possible net increase in government outlays of around $70 million, have also been identified. 
Assessment of economy-wide impacts of 17 regulation reforms
Commission modelling suggests that if full implementation of reforms ultimately occurs and businesses and consumers respond in accordance with expectations, the assessed reforms could raise GDP by around 0.4 per cent in the longer run (or over $6 billion). These are ‘outer envelope’ estimates — they represent the potential maximum longer-run impacts of the Seamless National Economy reforms being assessed. The projections take into account the impact of identified additional on-going costs to government and business. 
Of this total, about four fifths (or nearly $5 billion) relates to benefits from reforms that have been implemented (that is ‘realised’ and ‘prospective’ benefits) while the remainder are assessed as pertaining to reforms yet to be implemented, at this stage (that is, ‘potential’ benefits) (table 1). 
Based on information about timing of implementation and the nature of reforms, the Commission’s assessment is that the majority of the economy-wide effects of reforms implemented would be felt by 2020 (figure 2). These estimates of the timescale over which the realised and prospective benefits are likely to accrue take into account identified ongoing and transition costs associated with all of the 17 Seamless National Economy reforms assessed. As can be seen from the figure, the concentration of transition costs at the early stages of the reform process is projected to impose a temporary cost on the national economy (that is, a lower GDP from levels that may otherwise apply) in the transition period. The scale and duration of this economy-wide cost would be sensitive to actual transition costs incurred by business and government and the timing of those costs.  
State implications

Under the modelling scenarios, all jurisdictions are projected to achieve higher output levels from the combined effects of the Seamless National Economy reforms assessed (table 2). The projected benefits for each jurisdiction reflect both the dividends from reform within jurisdictions and flow on (or indirect) effects of reform in other jurisdictions on the competiveness of industry. Improved productivity is also projected to raise real wages in all jurisdictions, which in turn raises real consumption per person. 

Figure 2
Timescale over which the economy-wide benefits from reforms implemented are likely to accruea,b
Per cent of the change in real GDP
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a The negative impact on GDP in the early stages of the reform period reflects the temporary effects of one-off transition costs of reforms assessed. b The analysis assumes that all projected cost reductions and productivity improvements relating to reforms implemented are ultimately realised.
Table 2
Indicative output implications of the 17 COAG business regulation reforms assessed

Per cent

	
	NSW
	Vic.
	Qld
	SA
	WA
	Tas.
	NT
	ACT
	Aust.

	
	
	
	
	
	
	
	
	
	

	Real GSP/GDP
	0.3
	0.3
	0.4
	0.4
	0.8
	0.4
	0.5
	0.2
	0.4

	Output per person employed
	0.4
	0.4
	0.4
	0.4
	0.4
	0.4
	0.4
	0.3
	0.4


Fiscal impacts
The projected outer-envelope increase in Australia’s GDP and national income with the full accrual of the benefits of reforms implemented could raise the combined net revenue of Australian governments by over $1 billion per year. Of this prospective increase, nearly two thirds is estimated to accrue to the Australian Government through (mainly) company and personal income taxation. The remainder is estimated to accrue to State, Territory and local governments, mainly in the form of property taxes and GST receipts. 
Opportunities for improvement
Achieving the reform potential of agreed reforms
The Commission’s assessment is that there are a number of areas where there is a real risk that prospective benefits will, in fact, not be achieved. In particular:

· The full realisation of potential benefits from standard business reporting requires its adoption as the core reporting framework by key participating agencies including the ATO and Australian Securities and Investments Commission (ASIC). During the study, the ATO advised the Commission, in writing, of its commitment to transition to the SBR framework as its primary channel for its electronic interaction with business. Prior to the finalisation of this report, the ATO also announced its intention to transfer current systems to the SBR framework and to commence decommissioning some existing systems. 

· The full realisation of prospective benefits from the National Construction Code requires, amongst other things, uniform interpretation of building standards by administering authorities (mainly local governments). The Commission was informed during the study that there can be significant differences in interpretation between administering authorities, not related to climatic and other recognised environmental factors. 

· The achievement of available benefits from the development assessment reforms requires, amongst other things, the extension of code assessment to commercial and industrial developments. It also would benefit from the maintenance of an effective inter-jurisdictional coordination framework. In this regard, the implementation of more efficient and harmonised development assessment procedures appears to have been put at risk by the winding up of the key reform council — the Local Government and Planning Minister’s Council — and separate regulatory reviews across jurisdictions. 
· The achievement of the full benefits of harmonisation across jurisdictions requires that jurisdictions adopt common legislative provisions. However, the Commission was informed that jurisdictional differences have been codified (or consolidated) in some cases into model legislation and codes of practice, effectively eroding the original intent of harmonisation (for example, in the areas of OHS, rail safety and National Construction Code). 

Further gains could be expected to be realised from the effective implementation of the other areas of Seamless National Economy reforms not assessed in this study. 
Broader opportunities for improvement 

Most Seamless National Economy reforms assessed in this study are a next step in a progression of reforms intended to improve the operational efficiency of business and government, and reduce the cost of doing business across jurisdictions. 

The Commission notes a number of other regulatory reform and policy developments that have been identified, including: 
· extension of the coverage of the National Construction Code to additional construction services (gas fitting, electrical work, telecommunications and engineering have been mentioned in consultations as possible priorities); 
· with regard to the broader operation of the construction industry, at its April 2012 meeting, COAG noted that Heads of Treasuries have been asked to undertake analysis of construction industry costs and productivity, and agreed to consider the outcomes of this work through Senior Officials;
· further harmonisation of food safety regulation and food labelling requirements; 
· further development of code-based development assessment and planning approval processes, and the use of cost-effective electronic systems; 
· also with regard to development assessment processes, at its April 2012 meeting, COAG agreed to a proposal to benchmark Australia’s major project development assessment processes against international best practice and to report to COAG; and
· extension of standard business reporting to other administrative reporting (such as to Centrelink and Medicare). 
There would also appear to be scope for more fundamental reforms in some of the Seamless National Economy areas being assessed. For example, the Henry review of Australia’s taxation system recommended that payroll taxation be replaced by an even more efficient tax. 

Overall, in the Commission’s assessment there are opportunities for achieving further benefits by continuing or extending traditional reform approaches (including harmonising legislation and adopting common codes of practice). There would also appear to be opportunities for more fundamental change. 
Some broader issues and governance
This study has highlighted gaps that can exist between initial aspirations, milestones being ‘ticked’ and impacts on the ground. It also suggests that there are opportunities for improvements both within the frameworks of current reform approaches and more broadly. 

Flexibility of arrangements

As regional markets become more integrated through interstate trade and investment and through with the movement of people, the advantages of harmonisation of regulatory frameworks across jurisdictions also increases. Such harmonisation is frequently directed at lowering compliance costs for national firms. Such firms are relatively few in number, although they are much more significant in economic terms. 
In this context, the gains from harmonisation may be eroded to the extent that some firms bear additional transition and ongoing costs not matched by benefits to them. There are many small firms operating in only one state that may face increased regulatory compliance costs in order for a smaller number of large firms to have greater ease of access to interstate markets and lower costs in operating across state boundaries. 
Given this, adoption of more flexible arrangements (including opt-in arrangements for firms as an alternative to ‘universal’ harmonisation) may afford more cost effective opportunities for improvement.

In addition, while there has been an emphasis on the concept of harmonisation in Seamless National Economy reforms, the application of the framework through national laws, model laws, codes of practice and other arrangements has not, to date, afforded full harmonisation across a number of areas assessed. The adoption of more targeted regulatory changes, including alternative harmonisation models, such as cross-jurisdictional opt-in arrangements and interpretative services where appropriate, may help achieve greater harmonisation where it is commercially important and administratively feasible. 

Reform payments 

Because of the ‘vertical fiscal imbalance’ in the Australian Federation, reform payments have evolved through National Competition Policy reforms to be part of Australia’s reform architecture. In relation to the Seamless National Economy reforms, reform payments are being made by the Australian Government to the States and Territories in two tranches. In the first tranche, ex ante reform payments have been made to facilitate reform. In the second tranche, reward payments are to be made on the achievement of agreed milestones based on the advice from the COAG Reform Council. In its monitoring, the COAG Reform Council has observed that achievement of reform milestones does not necessarily reflect effectiveness in achieving reform objectives. 

In the Commission’s assessment, while there may need to be some initial payments to assist with up-front costs, ex post reform reward payments should be linked, as far as practicable, to the actual achievement of agreed outputs and outcomes.
Closing the gap between realised and potential reform benefits 
There is evidence that substantial further government action is required to achieve anticipated reform potential. The Commission’s assessment is that the scale of unfinished business would be reduced, and realised reform benefits increased, though a better matching of reform objectives with the scale of available review and implementation resources, and more effective stakeholder participation.

Because the cost-reducing and productivity enhancing benefits of the reforms will accrue over a number of years, realisation of the full potential from the reforms assessed will require continued commitment and sustained effort by government.
Achieving effective Seamless National Economy reform 
Economic reform in the Australian Federation occurs in the context of the Australian Constitution, which assigns a small range of exclusive powers to the Australian Government and a range of matters on which the Australian Government can exercise powers concurrently with the States. In this system, effective national economic reform of the type being undertaken in the Seamless National Economy stream requires cooperation between jurisdictions. Each reform typically extends the boundaries, to varying degrees, of previous reform efforts and other economic and social changes. 
This study suggests effective ongoing regulatory reform in this context requires: 

· agreement about the nature and extent of the problems to be addressed;

· agreed goals in selected priority areas that are practical and achievable rather than aspirational; 

· tractable and cost-effective solutions commensurate with the scale of the problems and reform goals;

· strong leadership at the implementation level to ensure accountability and real momentum for change, with implementation arrangements resting with institutions that have an interest in and clear responsibility for successful outcomes;

· an effective allocation of reform responsibilities between COAG and its members;
· pressure from industry to deliver real gains; and
· an effective monitoring process with real accountability — the COAG Reform Council process of checking milestones does create some pressure for action, but it does not go to outcomes on the ground and some milestones are little more than steps in a long process. 

In a similar vein, the Commission’s recent research report on Identifying and Evaluating Regulation Reforms, amongst other things, emphasised that there remains scope for improvement in ‘prioritisation and sequencing of reviews and reforms — with greater attention paid to the costs of developing and undertaking reforms …’ (p. x).  

Concerning reform reward payments, the current study also suggests that any ex poste reward payments be tied to actual outputs and outcomes, rather than process milestones or projected outcomes. 
VET reforms and youth transitions initiatives

States and Territories were at different points in the process of developing and implementing their own VET policy reforms in 2009, when they committed to pursuing the outcomes and targets set out in the main agreement giving effect to a new set of VET reforms — the National Agreement for Skills and Workforce Development (NASWD) (box 3). NASWD emphasised the importance of making the VET systems more contestable and client driven.  

Progress towards an entitlement-based system with greater contestability varies across the jurisdictions. At this stage, only Victoria has introduced an entitlement system within a contestable market, although South Australia will transition to its own version of this arrangement from July 2012. 
Do not delete this return as it gives space between the box and what precedes it.
	Box 3
NASWD outcomes and targets 

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

Outcomes

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

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

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

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

Targets

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

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

	


On 13 April 2012, COAG agreed to the National Partnership Agreement on Skills Reform (NPASR), with the following key elements: 

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

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

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

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

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

The latest agreements are silent about what might occur between 2017 and 2020, the year of the COAG targets. 

The Commission’s approach

The Commission has been asked to estimate:

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

· prospective gains — where reforms have been implemented (for example, legislated) but impacts are yet to occur; and

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

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

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

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

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

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

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

People enrolling in a course can follow a number of outcome paths: the completion of a qualification at a higher level than they currently have; a new qualification at the same or lower level than what they currently have (what the Commission refers to as reskilling), and not completing the course. The prevalence of these three types of outcomes from the VET sector is summarised in figure 3. 

A striking feature of the present system is the low completion rate. Low VET completion rates mean that increases in training effort can translate into a relatively small increase in qualification attainment.

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

Figure 3
Prevalence of full and partial completions and reskilling
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The Commission has used scenarios to illustrate the possible effects of partial completions and reskilling. Given the paucity of data relating to these training outcomes, the quality of these estimates is lower than for full completions at a higher level. That said, reasonable assumptions based on available data were made to produce orders of magnitude of the possible effects of these training outcomes on the variables of interest. 

Assessment of reform impacts

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

Productivity is measured in terms of GDP per hour worked. Changes in this measure as a result of a policy initiative therefore reflect contributions from people already in employment, and from those who gain work. The contribution to the national indicator of labour productivity from up‑skilling by people already in employment is unambiguously positive. To the extent that people entering employment are less productive than the average person already in work, such an addition to the workforce can reduce the average productivity index. This is not to say that bringing people into employment who would otherwise not have worked is a bad thing. It is simply a reflection of the limitations of labour productivity as a measure of the benefits of a policy initiative. For this reason, the Commission uses the concepts of GDP (a measure of economic activity) and net social benefit (a measure of community welfare) as indicators of the impacts of the COAG reform agenda (see chapter 2 of volume 3).

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

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

 Table 3
Overview of results, higher qualification scenarios

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

2020 target

	Increased highest qualificationa
	
	
	
	
	

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

	Employment and productivity
	
	
	
	
	

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

	   Change in productivityc
	%
	0.01
	0.02
	0.00
	0.04
	0.29
	0.35

	
GDP
	%
	
0.03
	
0.04
	
0.01
	
0.20
	
1.67
	
1.95

	Private and net social benefitd
	
	
	
	
	

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

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


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

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

Relative to the baseline (in which 32.5 per cent of the population aged 20 to 64 do not have at least a Certificate III qualification in 2020), the increases in the profile of qualification attainment associated with attainment of the COAG VET targets by 2020 are projected to raise (table 3): 

· 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; and

· GDP by 1.95 per cent.

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

The longer term impacts of achieving the 2020 targets over the working life of the persons achieving the higher level qualifications serve to increase labour income by more than $108 billion (2012 dollars) over the period 2010 (when the first graduates are assumed to enter the workforce) to 2062 (when the last 2020 graduates are assumed to retire, assuming a 42 year working life for young learners).

The initiatives are projected to produce discounted net social benefits of $57 billion over the period 2010 to 2062. These benefits are likely to be understated, given that they do not account for externalities and other potential gains (see below).

Figure 4 illustrates the relationship between the baseline numbers and proportions of 20-64 year-olds without at least a Certificate III. 

These results are comparable with those of other recent studies of VET reforms (see appendix A in volume 3). 

Other gains 

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

Partial completions 

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

Figure 4
Proportion and numbers of 20–64 year olds without a Certificate III or above, 2001–2020, baseline and estimatesa,b
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a The baseline is based on an extrapolation of the trend in the reduction of the proportion from 2001 to 2009, as in CRC (2011) and on ABS Series B population projections. b The percentages represent the proportion of 20–64 year olds in the population without a Certificate III or above.

Qualification at or below current level

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

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

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

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

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

Scenarios for partial completions and reskilling

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

Partial completions represent about 32 per cent of higher completions. The Commission assumed in this scenario that part completers benefit from 50 per cent of the gains that are available to completers; the benefits therefore add up to about 15 per cent of those obtained from the higher qualification scenario (table 4). 

Those completing a qualification at the same or lower level as the one previously held represent more than three quarters of completions at or above Certificate III. These graduates are assumed to benefit from a 6 per cent addition to the wage premium attached to their original qualification and 75 per cent of the employment premium (in recognition of the potentially large employment effect that reskilling can have). There is therefore a strong employment effect, and economic benefits are estimated to be in the order of 50 per cent of the benefits from the potential higher completion scenario for mature learners. 
Table 4
Potential effects of higher completions, partial completions and re‑skilling scenarios, mature learners, by 2020

Potential scenario

	
	Unit
	Higher
completions
	Part  
completionsa
	Same or lower
qualification

	Increased completions/partial completionsb

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

	Employment and productivity

	   Change in employmentc
	%
	
	0.69
	0.11
	
	0.46

	   Change in productivityd
	%
	
	0.27
	0.04
	
	0.14

	Private and net social benefite

	Payments to labour
	$m
	
	67 793
	10 499
	
	38 645

	Net social benefit
	$m
	
	41 655
	6 466
	
	20 314


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

Gains from improving literacy and numeracy

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

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

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

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

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

Social inclusion also benefits

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

But the assumptions matter

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

An improved VET sector and labour market

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

A more efficient and flexible VET sector would be expected to also improve the functioning of the labour market (through faster retraining and better matching of people to vacancies). 
The Commission’s analysis of youth transitions

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

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

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

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

Achieving effective VET reform

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

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

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

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

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

· regulatory systems that can identify and respond to poor performance;

· mechanisms for timely information collection and data analysis;

· provision of adequate information about employment outcomes to potential VET clients; and

· governance arrangements that allow public providers greater autonomy and capacity to compete with other providers.

Systems to pay providers on outcomes achieved, including progressive payments (for example, on module completions) rather than input measures, might also need to be developed.

� 	Completion rates vary across States and Territories. The National Centre for Vocational Education and Training estimates that about 32 per cent of students who commenced a qualification at a Certificate III to Advanced Diploma level in 2007 completed their study. Higher completions rates have been reported for trade apprentices (56.6 per cent) and participants in the NPAPPP (55 per cent, from commencements in New South Wales). South Australia also report recent completion rates that exceed 50 per cent.


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