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What are the COAG reforms?

	Key Points

	· COAG reforms include:

· changes to financial relations between the Australian Government and the States; and

· an extensive series of specific reforms.

· The latter reforms are diverse, spanning the economy. They fall into three broad streams: competition and regulation; human capital; and environment. The reforms seek to:

· boost productivity, workforce participation mobility; and 

· support wider social and environmental objectives.

· The broad implementation architecture which COAG reforms sit within includes measures that vary in nature, with some focusing on longer-term, nationally significant objectives, while others deal with short-term objectives or regional concerns. 

· Other measures involve a continuation of existing initiatives or government expenditures and are not strictly ‘reforms’.

· Two of the key changes to Commonwealth-State financial relations involve:

· rationalising Specific Purpose Payments (confined to the human capital stream) giving the States more autonomy in how they can be spent; and

· introducing narrower, more focused National Partnership Payments to support the delivery of specified outputs or projects, facilitate reforms, or reward those jurisdictions that deliver on nationally significant reform across all reform streams.

	

	


At its 26 March 2008 meeting in Adelaide, COAG committed to the ‘COAG reform agenda’ which it described as:

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

The objective of the agenda is to:

… improve the well-being of all Australians through improvements in the quality, efficiency and effectiveness of government service delivery. (COAG 2008n, p. 4)

COAG announced that it would seek to achieve this objective through two distinct types of reform:

· through changes in the operation of financial relations between the Australian Government and the States (referred to hereafter as changes to Commonwealth-State financial relations); and

· an extensive series of specific reforms.

The basic structure of the COAG reform agenda, which drew on the National Reform Agenda broadly agreed to in 2006, is outlined in the 26 March 2008 communiqué (COAG 2008b). Subsequent COAG meetings have filled out this structure, as COAG has agreed to a range of new initiatives, many of which support or complement the formal agreements that make up the core of the agenda. The ‘core’ of the reform agenda consists of:

· the Intergovernmental Agreement on Federal Financial Relations (COAG 2008n);

· six National Agreements; and

· 24 National Partnership Agreements.

The Intergovernmental Agreement on Federal Financial Relations also covers numerous other, mostly smaller, National Partnership Agreements (hereafter referred to as National Partnerships) that could contribute to the achievement of COAG objectives and goals. 

The evolving nature of COAG reforms means that any listing of them will also evolve. In determining which of the matters considered by COAG encompass ‘reforms’, for present purposes, the Commission has been guided by whether an initiative:

· falls under the auspices of the Intergovernmental Agreement on Federal Financial Relations;

· was considered by COAG on or after the reform agenda was outlined in March 2008;

· has given rise to a publicly available formal agreement indicating endorsement by COAG (although this may not necessarily result in a signed formal agreement); and

· makes reference to, supports or complements any of the signed formal agreements identified. 

In listing and categorising measures according to the nature of agreement and reform theme, the Commission has relied on published information about the measure. In particular, where a measure appears to span a number of subject matter areas, it has been classified to one area on the basis of published information. 

This chapter outlines the coverage of COAG reforms and processes with reference to the main Intergovernmental Agreements and the associated Commonwealth payments to the States that accompany the reform agenda. Section 2.1 provides an overview of COAG reforms, while section 2.2 describes the architecture for the implementation of the reforms. Section 2.3 then outlines the associated changes in Commonwealth-State financial relations. Section 2.4 summarises the chapter.

This chapter is supported by an annex which provides additional details about the COAG reform agenda by broad reform area and a catalogue of identified agreements and other initiatives.
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Overview of COAG reforms

The COAG reform agenda builds on a series of microeconomic reforms that commenced in the mid-1980s. The agenda seeks to boost:

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

The reform agenda is wide ranging (box 
2.1). It can be combined into three broad reform streams and a miscellaneous group of other reforms:

· a competition and regulation stream (consisting of reforms in the areas of: business regulation and competition; and infrastructure provision);

· a human capital stream (consisting of reforms in the areas of: education and training; health, ageing and disability; housing; and Indigenous reform); and

· a environment stream (consisting of reforms in the areas of: water; and climate change).

Other reform matters include areas of national security, community safety and emergency management.

	Box 2.
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The COAG reforms at a glance

	· Business regulation and competition reforms include measures to create a seamless national economy, particularly through the establishment of national or harmonised regulatory systems. Other areas include implementing previously agreed energy, national transport and other infrastructure reforms, as well as establishing more effective regulatory review and evaluation processes.

· Education and training reforms include measures to improve early childhood development, school and vocational education outcomes, including through improvements in literacy and numeracy and in teacher quality and accountability. Vocational education and training reforms seek to increase skill levels and provide additional training places for job seekers and existing workers.

· Health, ageing and disability reforms focus on improving the quality of, and access to, health services and the effectiveness of the health workforce, as well as policies to prevent disease and illness, by addressing levels of obesity, smoking, diabetes, physical activity and healthy eating and measures to enhance the quality of life for people with a disability and their carers.

· Housing reforms are aimed at improving access to affordable housing, improving access to housing by Indigenous people, enhancing the capacity of the community housing sector and improving housing supply.

· Indigenous reforms are intended to close the gap on Indigenous disadvantage, particularly by increasing access to early childhood education, schooling, vocational education and health services and promoting safe communities and improved governance arrangements.

· Water and climate change reforms include the establishment of new governance arrangements for the Murray-Darling Basin, the facilitation of national water markets and the introduction of a National Renewable Energy Target scheme.

· Other reforms include measures to improve national security, community safety, emergency management and other initiatives.

Associated with these specific reform areas, the COAG reforms also include changes to Commonwealth-State financial relations to facilitate long-term policy development, to clarify the roles and responsibilities of each level of government, to improve public accountability, and to improve the quality and effectiveness of government service delivery. The reforms:

· rationalise the number of Specific Purpose Payments from over 90 to five; 

· remove restrictions on how those payments can be spent; and

· introduce National Partnership Payments to support the delivery of specified outputs or projects, facilitate reforms, or reward those jurisdictions that deliver on nationally significant reform.

	Sources: COAG (2008n); and Australian Government (2010b).

	

	


Generally speaking, the reform agenda consists of a series of agreements and other initiatives between the Australian Government and the States that target particular policy concerns. The different types of agreements set out the higher level policy objectives, outcomes and targets of reform in particular subject areas. In some cases, such as in the regulatory reform area, the agreements also set out the reforms themselves. In other cases, especially for many human capital reforms, individual jurisdictions identify the reforms that they will implement to achieve the higher level objectives, outcomes and targets set out in the agreements. Consequently, jurisdictions may address the same policy objectives, outcomes and targets using different policy measures.

The nature and scope of these objectives, outcomes and outputs vary between agreements as do the associated performance benchmarks and targets. For instance, one of the objectives of the National Partnership Agreement to Deliver a Seamless National Economy is to ‘reduce the level of unnecessary regulation and inconsistent regulation across jurisdictions’ (COAG 2009p) whereas the objective of the National Partnership Agreement on Indigenous Economic Participation is to ‘aspire to halving the gap in employment outcomes between Indigenous and non-Indigenous Australians within a decade’ (COAG 2009l).

Reforms in a particular area may involve a number of different agreements (usually National Partnerships and, in the case of human capital, National Agreements), Implementation Plans and other initiatives. 

At their most basic level, reforms agreed to by COAG consist of changes in:

· the regulation of certain occupations, industries or activities; and

· the level, composition or funding of government expenditure.

Reforms typically would have a longer-term focus and represent a change in policy. Nevertheless, the nature of the reforms varies.

· Some reforms, such as those in the competition and regulation stream, address economic objectives, while others, such as those in the areas of affordable housing, Indigenous disadvantage and the environment, target broader social or environmental objectives, although they could also have economic effects through productivity and workforce participation.

· Some reforms focus on particular concerns, such as differences in the way an activity or occupation is regulated across States and, in the areas of preventive health and ageing, the incidence of chronic disease risk factors and the sustainability of existing service delivery models into the future.

· Some initiatives focus on delivering nationally significant infrastructure, such as the infrastructure priority list.

Many reforms identify priority areas for government expenditure (either new expenditure or a change in priorities) or areas where potential efficiency improvements can be made. Such measures are intended to help to reduce the regulatory imposts that governments place on producers and consumers or enable government services to be delivered at a lower overall cost (including placing less demand on taxation) or to provide a higher standard or range of services. 

As noted, there are also a range of matters considered by COAG or covered by the new financial architecture that would not ordinarily be considered longer-term, national ‘reforms’, including:

· existing (business as usual) measures that have been recast within the new financial framework set out in the Intergovernmental Agreement on Federal Financial Relations, such as essential vaccines and legal assistance services;

· funding to address local issues, such as insulation at Fort Street High School and rehabilitation of the former Rum Jungle mine site; and 

· responses to the global financial crisis and measures that address short-term imperatives or are short term in nature, such as macroeconomic stabilisation policies. 
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The architecture for the reform agenda

The reform agenda is built around a policy and financial architecture that consists of three elements:

· the policy arrangements that give authority to and oversee the reforms;

· the framework of agreements and initiatives that implement the reforms (that make up the core of the reform agenda); and

· the financial payments that accompany all of the agreements, many providing incentives for the States to meet their reform commitments (figure 
2.1).

Figure 2.
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The COAG policy and financial architecturea
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a Stylised representation. The direction of the arrows indicates the broad ordering of arrangements. For example, National Agreements are schedules to the Intergovernmental Agreement on Federal Financial Relations, while the financial arrangements specified in the National Partnership Agreements fall under the auspices of the Intergovernmental Agreement on Federal Financial Relations.
Policy

The reform agenda is set by COAG, comprising the Prime Minister, the six State Premiers and the Chief Ministers from the Northern Territory and the Australian Capital Territory. The President of the Australian Local Government Association is also a member of COAG.

Many of the key reforms that make up the COAG reform agenda have been agreed to, and signed, by all jurisdictions. The Australian Government is signatory to all of the agreements.

While all jurisdictions have signed the main agreements, not all jurisdictions have signed all agreements. Each jurisdiction can elect to sign or not sign any agreement and many have opted not to sign particular agreements, either because the agreement is not relevant to their jurisdiction or, as was the case with Western Australia for the National Health and Hospitals Network Agreement (COAG 2010g), because it did not support the reforms or the conditions attached. This has given rise to a series of bilateral and multilateral agreements between members of COAG. For example, the Agreement on Murray-Darling Basin Reform (COAG 2008h) is an agreement between the Commonwealth and those States in the Murray-Darling Basin (the ‘Basin States’) — New South Wales, Victoria, Queensland, South Australia and the Australian Capital Territory.

COAG is supported in its role by a range of Working Groups and appropriate Ministers. The Ministerial Council for Federal Financial Relations, which consists of the Treasurers of the Australian Government and the States (or their designated representatives), oversees the operation of the Intergovernmental Agreement on Federal Financial Relations (COAG 2008n).

The COAG Reform Council independently advises COAG on the performance of governments in achieving the agreed outcomes and performance benchmarks for reform, the progress of individual jurisdictions in implementing the agreed reforms and on the aggregate pace of reform. The COAG Reform Council reports on:

· whether predetermined performance benchmarks have been achieved under the six National Partnerships;

· the performance of the Australian Government and the States in achieving the outcomes and performance benchmarks specified in 24 key National Agreements;

· the performance of the Australian Government and the Basin States under five bilateral Water Management Partnerships under the Agreement on Murray-Darling Basin Reform;

· the aggregate pace of activity in progressing COAG’s agreed reform agenda; and

· the consistency of capital city strategic planning systems with the new national criteria.

National agreements and initiatives

The structure of the agreements that make up the core of the reform agenda is primarily set out in the Intergovernmental Agreement on Federal Financial Relations (COAG 2008n). It outlines two of the main types of agreement that make up the reform agenda — National Agreements and National Partnership Agreements — and their roles, objectives and basic structure. The agenda also includes selected other intergovernmental agreements and related initiatives.
 The reform agenda is designed to be consistent and integrated.

These agreements are not legally binding. They represent an intention to undertake the agreed reforms and contain procedures for handling any disputes that might arise between the jurisdictions in the development and implementation of reforms.

The agenda also consists of numerous Implementation Plans that outline how the objectives and outcomes set out in the relevant National Partnerships are to be achieved and a range of other specific initiatives that support the partnerships.

The agreements that make up the reform agenda generally set out the mutually agreed objectives, outcomes and outputs to be achieved through reform (box 
2.2). Some agreements, most notably (but not always) those with reward payments attached, also set out the associated performance indicators and targets against which progress towards achieved reform objectives, outcomes and outputs can be gauged.

The framework outlined in the Intergovernmental Agreement on Federal Financial Relations has been applied to most of the agreements that make up the COAG reform agenda. However, some agreements, such as the National Health and Hospitals Network Agreement (COAG 2010g), apply separate, although related, frameworks.

Intergovernmental Agreement on Federal Financial Relations

The Intergovernmental Agreement on Federal Financial Relations (COAG 2008n), which is underpinned by the Federal Financial Relations Act 2009 (Cwlth), sets out the framework that underpins the COAG reform agenda as well as the associated changes to Commonwealth-State financial relations (discussed in section 2.3).

National Agreements

National Agreements fall under the auspices of the Intergovernmental Agreement on Federal Financial Relations. National Agreements operate on an ongoing basis and do not have an expiry date.

A National Agreement is:

An agreement defining the objectives, outcomes, outputs and performance indicators, and clarifying the roles and responsibilities, that will guide the Commonwealth and the States and Territories in the delivery of services across a particular sector. (COAG 2008n, Schedule A)

	Box 2.
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Broad structure of the main COAG agreements

	The Intergovernmental Agreement on Federal Financial Relations sets out the architecture for the main agreements that make up the COAG reform agenda. While the terminology and structure of each agreement may vary, the agreements generally specify the objectives, outcomes and outputs of reform and, if relevant, some also set out agreed performance indicators, targets for these indicators (termed performance benchmarks) and the timeframe over which these targets are to be achieved.

Objectives

The objectives describe the mutually agreed, overarching aspirations of the agreement.

Outcomes

The outcomes describe the direct effects a government activity is expected to have on community wellbeing. Outcomes should be strategic, high level and observable goals expressed in clear, measurable and achievable terms.

Outputs

The outputs describe the services being delivered by governments to achieve outcomes. Alternatively, they may be used as a proxy for outcomes where outcomes are not readily observable. Outputs can also help to define roles and responsibilities. Outputs should be high level, as detailed outputs run the risk of constraining States’ responses to changing demand, cost drivers, priorities and service delivery models.

Performance indicators

The performance indicators are data which inform the community about how governments are progressing towards achieving the objectives, outcomes and outputs.

Performance benchmarks

The performance benchmarks are a quantifiable change in a performance indicator, usually expressed in respect of a period of time — for example, an X per cent increase in X by 20XX. Where necessary to inform the community, performance benchmarks should be few in number, high-level and reflect the highest order, most challenging goals toward attainment of outcomes.

	Source: COAG (2008n, Schedule A).


All National Agreements fall within the human capital stream. There are no National Agreements covering the competition and regulation or environment streams, which primarily consist of National Partnerships.

There are six National Agreements:
· National Healthcare Agreement (COAG 2008o);
· National Education Agreement (COAG 2008p);
· National Agreement for Skills and Workforce Development (COAG 2008q);
· National Disability Agreement (COAG 2008r);
· National Affordable Housing Agreement (COAG 2008s); and
· National Indigenous Reform Agreement (Closing the Gap) (COAG 2008t).
Each agreement seeks to clarify the roles and responsibilities of the Australian Government and the States to improve service delivery and reduce duplication within the sectors covered by the relevant agreement.

These National Agreements have been signed by all jurisdictions and are schedules to the Intergovernmental Agreement on Federal Financial Relations (collectively they constitute Schedule F of that agreement). 

The COAG Reform Council has been tasked to report on the performance of all jurisdictions against the National Agreement outcomes and performance benchmarks. Under the Intergovernmental Agreement on Federal Financial Relations, the payments to the States that relate to National Agreements are not conditional on the agreed outcomes and performance benchmarks being met.

National Partnerships and Implementation Plans

National Partnership Agreements also fall under the auspices of the Intergovernmental Agreement on Federal Financial Relations and, in some cases, are linked to National Agreements.

A National Partnership is:

An agreement defining the objectives, outputs and performance benchmarks related to the delivery of specified projects, to facilitate reforms or to reward those jurisdictions that deliver on national reforms or achieve service delivery improvements. (COAG 2008n, Schedule A)

Currently there are 51 National Partnerships, of which eight have reform performance reward payments attached to them.

The basic structure of National Partnerships is broadly similar to that of the National Agreements (box 
2.2), although the agreements are narrower and more targeted in their focus.

Unlike National Agreements, most National Partnerships have an expiry date, typically between one and four years after signing, or end when the agreed initiatives are completed. The agreements do not specify what will happen to the initiatives being progressed after the agreements expire. Some National Partnerships that have expired, such as the National Partnership Agreement on the First Home Owners Boost(COAG 2008l), have given rise to new National Partnerships, while others have not.

Each National Partnership sets out:

· the mutually agreed objectives, outcomes and outputs for reform;

· the reform goals expressed in terms of performance indicators and a target for that indicator (performance benchmark);

· the timeframe over which the targets are to be achieved; and

· the amount and conditions attached to any accompanying financial payments.

Many National Partnerships are supported by detailed Implementation Plans that outline how the agreed objectives, outcomes and outputs are to be achieved. Where the reforms being progressed seek to ensure a nationally consistent approach, a single Implementation Plan covers all signatories. Single Implementation Plans are most common in the competition and regulation stream.
 However, where jurisdictions decide on how the agreed objectives, outcomes and outputs are to be achieved, the Implementation Plans are often jurisdiction-specific. This may mean that the States implement different policies in response to the same reform goals. State-specific Implementation Plans are most prevalent in the human capital, environment and other streams. The COAG reform agenda currently consists of around 230 Implementation Plans.

As mentioned, the COAG Reform Council is tasked with reporting progress in implementing the agreed reforms and on the aggregate pace of reform. These assessments are generally undertaken annually.

Progress on implementing COAG reforms varies widely. Available evidence suggests that some reforms are well advanced or have been completed, most notably some of the 27 deregulation priorities set out in the National Partnership Agreement to Deliver a Seamless National Economy (for example, BRCWG 2010a, 2010b, Emerson 2010). These include environmental assessment and approvals processes, wine labelling, standard business reporting, national system of trade measurement, health professional registration and accreditation, rail safety regulation and national regulation of trustees. Progress in implementing the remaining deregulation priorities is mixed. Some reforms are in the process of being developed and implemented, and, in isolated instances, some jurisdictions have backtracked on initial commitments. Progress in other reform areas is also mixed, though generally with a lower degree of implementation.

Other intergovernmental agreements and initiatives

In addition to the Intergovernmental Agreement on Federal Financial Relations, the reform agenda includes five other intergovernmental agreements:

· Intergovernmental Agreement for a National Registration and Accreditation Scheme for the Health Professions (COAG 2008a) (part of the competition and regulation stream);

· Intergovernmental Agreement for Regulatory and Operational Reform in Occupational Health and Safety (COAG 2008d) (part of the competition and regulation stream);

· Intergovernmental Agreement for Business Names Agreement (COAG 2009aa) (part of the competition and regulation stream);

· Agreement on Murray-Darling Basin Reform (COAG 2008h) (part of the environment stream); and

· Intergovernmental Agreement on a National Water Initiative (COAG 2004) (part of the environment stream).

Some of these agreements, most notably those on the regulation of health professions and occupational health and safety, have arisen from detailed public examinations by the Productivity Commission (PC 2004, 2005). Three of the associated reforms — national registration and accreditation for the health professions, nationally uniform occupational health and safety systems and nation registration of business names — are also included in the 27 deregulation priorities in the National Partnership Agreement to Deliver a Seamless National Economy (COAG 2009p). 

A range of other initiatives support or complement the National Agreements and National Partnerships that make up the COAG reform agenda. For example, the development of a national curriculum is a responsibility shared between the Australian Government and the States under the National Education Agreement (COAG 2008p). 

Of the over 60 different initiatives listed in COAG communiqués and elsewhere that support or complement the formal agreements that include COAG reforms, sufficient detail is available to report on 30. These ‘other initiatives’ cover the breadth of the reform agenda, are highly varied in nature and are generally narrowly focused on specific issues of concern (appendix A).

In accordance with Treasury conventions, the National Health and Hospitals Network Agreement is reported as an ‘other’ intergovernmental agreement or initiative. This agreement was signed by all jurisdictions except Western Australia in April 2010 (COAG 2010g). It augments the existing National Healthcare Agreement and requires amendments to the National Healthcare Agreement and the Intergovernmental Agreement on Federal Financial Relations, which have not, as yet, been agreed. This agreement involves material changes to the health system in general and public hospitals in particular. The three primary objectives of this agreement are:

· fundamental reform of the health and hospital system, including funding and governance, to provide a sustainable foundation for providing better services now and in the future;

· changing the way health services are delivered, through better access to high quality integrated care designed around the needs of patients, and a greater focus on prevention, early intervention and the provision of care outside of hospitals; and

· providing better care and better access to services for patients, through increased investments to provide better hospitals, better infrastructure, and more doctors and nurses.

Under the agreement, the Australian Government will become the major funder of Australian public hospitals by funding 60 per cent of the ‘efficient price’ of all public hospital services delivered to public patients. Responsibility for hospital management will be devolved to new local hospital networks, to increase local accountability and to improve performance. The Australian Government will also assume funding and policy responsibility for general practitioners, primary health care services and aged care services. In return, the participating States agreed, among other things, to give up a share of their Goods and Services Tax (GST) revenue to partly fund the new arrangements.

This agreement complements, rather than replaces, the National Healthcare Agreement.
The National Health and Hospitals Network Agreement contains greater specificity concerning the disposition of funds than does the National Healthcare Agreement. From 1 July 2011, the National Healthcare SPP for jurisdictions that have signed the National Health and Hospitals Network Agreement will be directed towards funding the new arrangements.
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Changes to Commonwealth-State financial relations

The financial payments that accompany many of the agreements that make up the reform agenda constitute the third element of the reform architecture.

The COAG reforms involve changes to the nature and operation of Commonwealth-State financial relations. These reforms seek to provide:

… the platform for wide ranging policy reforms to improve economic, social and environmental outcomes. (COAG 2008b, p. 4)

The potential for changes to Commonwealth-State financial relations is illustrated by the distribution of government revenues and outlays between levels of government. In broad terms, Commonwealth-State financial relations in Australia are characterised by vertical fiscal imbalance. In 2008‑09, the Australian Government raised two-thirds of all government revenue, but only undertook half of all government expenditure. The States funded roughly two-thirds of their expenditure from their own sources of revenue (table 
2.1).

Table 2.
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Government sources of revenue and outlays, 2008‑09

	Level of government
	Own-source revenuea
	Own-purpose expenditureb
	Ratioc

	
	$b
	Per cent
	$b
	Per cent
	

	Australian Government
	310.0
	66
	255.6
	52
	1.21

	State, Territory & local
	161.3
	34
	236.7
	48
	0.68

	Total
	471.4
	100
	492.3
	100
	0.96


a Australian Government: GFS Revenue. State, Territory & local: GFS Revenue less revenue from Current grants and subsidies. b Australian Government: GFS Expenses less revenue from Current grants and subsidies received by State, Territory & local governments. State, Territory & local: GFS Expenses. c Own-source revenue divided by Own-purpose expenditure.

Source: Commission estimates based on ABS (2010).

This vertical fiscal imbalance makes the States reliant on revenue transfers from the Australian Government to fund many of the services that they provide.

The Australian Government transferred almost $100 billion to the States in 2009‑10 (left-hand panel of figure 
2.2). The single largest payment involved a $44.5 billion transfer of untied revenue from the GST (45 per cent of all Australian Government payments to the States in that year). Collectively, NPPs and National SPPs, the two payment types that fall within the scope of the COAG reform agenda, accounted for just over half of the payments — $29 billion (29 per cent) and $24 billion (25 per cent), respectively. All other payments from the Australian Government totalled $717 million in 2009‑10 (1 per cent).

Overall, just under 40 per cent, or $20 billion, of National SPPs and NPPs in 2009‑10 was spent on education. This in large part, reflects the importance of the Building the Education Revolution component of the National Partnership Agreement on the Nation Building and Jobs Plan (COAG 2009i) — which was introduced to stimulate the economy in response to the global financial crisis. The next biggest areas funded by the Australian Government were health ($12 billion or 23 per cent), affordable housing ($7 billion or 13 per cent) and infrastructure ($6 billion or 11 per cent) (right-hand panel of figure 
2.2).

Figure 2.
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Australian government payments to the States, 2009‑10

	By payment typea
	Total National SPPs and NPPs
by broad subject matter areab
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a(All other payments consist of general revenue assistance (non-GST revenue sharing arrangements; compensation for Australian Government policy decisions; and payments for national capital influences). b(All other consists of all payments classified by the Commonwealth Treasury in the areas of skills and workforce, environment, contingent payments, other NPPs and local government.

Source: Commission estimates based on Australian Government (2010b).

Changes under COAG reforms

The COAG reforms involve changes to the nature and operation of financial transfers between the Australian Government and the States (box 
2.3). The new arrangements are outlined in the Intergovernmental Agreement on Federal Financial Relations (COAG 2008n).

Prior to reform, these financial arrangements were controlled by the Intergovernmental Agreement on the Reform of Commonwealth State Financial Relations (COAG 1999).

The new Intergovernmental Agreement is central to the reform agenda and spans all of the other agreements, initiatives and associated financial payments. The Intergovernmental Agreement on Federal Financial Relations sets out the framework for all intergovernmental financial transfers from the Australian Government to the States other than for Australian Government own-purpose expenses (COAG 2008n, p. 6). The agreement is overseen by the Ministerial Council for Federal Financial Relations.

The main changes to Commonwealth-State financial relations introduced as part of the COAG reform agenda include:

· shifting from SPPs that tied expenditure on particular projects to SPPs that are untied within the sector to which they relate;

· introducing a new type of Australian Government payment to the States called National Partnership Payments (NPPs) to support the delivery of specified outputs or projects, facilitate reforms, or reward those jurisdictions that deliver on nationally significant reform;

· changing the quantum of funds made available to the States and the mix of funds across policy areas; and

· streamlining administrative arrangements associated with Australian Government payments to the States.

	Box 2.
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Reform of Australian Government payments to the States

	The COAG reform agenda involves changes in the Intergovernmental Agreement on Federal Financial Relations to the operation of Commonwealth-State financial relations, including the conditions under which SPPs to the States are made.

Australian Government payments to the States can be classified as being ‘untied’ or ‘tied’, depending on whether conditions accompany the payment.

The States have full autonomy over the use of untied payments. Prior to the signing of the National Health and Hospitals Network Agreement in April 2010, the transfer of revenue from the GST to the States, the largest of all the Australian Government payments to the States, was untied.

Nearly all of the remaining payments to the States, including all of the National SPPs and NPPs that form part of the COAG reform agenda, are tied payments. The precise nature of the conditions attached varies between payment types and between individual payments within a particular type of payment (such that the conditions for one SPP may differ from another SPP).

At a minimum, the conditions may require the States to spend the payment in a broadly specified area, such as on health or education. Most payments also require the States to account for how the funds have been expended. Many also require the States to detail any accompanying expenditure that they have undertaken. Agreements may also require the States to provide matching funding or, to disallow States substituting Australian Government expenditure for their own, to maintain their expenditure levels. Some conditions go further by specifying actions that the States are required to undertake. For example, among a range of conditions placed on the States, the Building the Education Revolution component of the National Partnership Agreement on the Nation Building and Jobs Plan requires the States to ‘accept and adhere to required branding and recognition of all projects, as determined by the Australian Government’ (COAG 2009i, s. D14(i)). Other conditions go further still by specifying how much the States are required to spend and on what.

These conditions are often referred to as ‘input controls’ or ‘output controls’, as they impose constraints on the inputs to be used or the outputs produced.

Tying of grants can be made for a number of reasons:

· they enable the Australian Government to account for how the revenue collected has been spent;

· they are also one way of achieving national objectives or addressing issues that have implications for other jurisdictions; or

· they enable the Australian Government to direct government expenditure.

	(Continued next page)

	

	


	Box 2.
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(continued)

	Tied grants can also impose economic imposts. They give rise to administrative expenditure by each government to account for the financial flows and, through the conditions attached to each grant, direct State expenditure and potentially the mix of government services delivered.

Recent Commonwealth-State financial reforms set out in the Intergovernmental Agreement on Federal Financial Relations seek to reduce the number and type of constraints applying to National SPPs. At the same time, the reforms included a new class of tied payment, National Partnership Payments.

	Sources: Australian Government (2008a); and COAG (2008n).

	

	


Changes to Specific Purpose Payments

Prior to the reform agenda, the Australian Government provided Specific Purpose Payments (SPPs) to the States. SPPs were defined as:

… a financial contribution to important areas of state responsibility which the Australian Government makes in pursuit of its policy objectives. Typically, the states need to fulfil specified conditions in order to receive these payments, which cover most functional areas of state and local government activity, including education, health, social security, housing and transport. (Australian Government 2007, p. 5)

The reform of SPPs as part of the reform agenda involved reducing the number of SPPs from over 90 to five, renamed, National Specific Purpose Payments (National SPPs) (Australian Government 2010b). The effective reduction in the number of SPPs is not quite as large as these figures suggest, as some of the initiatives previously funded through separate SPPs are now funded through separate NPPs. For example, Australian Government funding of essential vaccines was funded as a SPP under the Australian Immunisation Agreements for Inclusion in the National Vaccine Schedule ($396 million in 2007‑08) but is now funded as a NPP under the National Partnership Agreement on Essential Vaccines ($326 million in 2009‑10).
National SPPs currently accompany five of the six National Agreements. There is no National SPP linked to the National Indigenous Reform Agreement, with the other National SPPs funding the associated Indigenous reforms. A National SPP is now defined as:

A Commonwealth financial contribution to support State and Territory delivery of services in a particular sector. (COAG 2008n, Schedule A)

The States are required to spend each National SPP in the service sector relevant to that National SPP.
 For example, the National Education SPP must be spent on education. However, the States have autonomy as to how the National SPPs are to be spent within these sectors to achieve the mutually agreed objectives.

The arrangements for all National SPPs are broadly similar. The Intergovernmental Agreement on Federal Financial Relations sets out the base level of funding for each National Agreement in highly specific terms (COAG 2008n, Schedule D, Table D1). This base level of funding is indexed on 1 July each year according to National SPP-specific growth factors set out in Schedule D.
After a transition period of five years, the overall quantum of funds available for each National Agreement will be distributed across States according to population shares, with no adjustment for other demographic or socio-economic differences across jurisdictions.

The receipt by each jurisdiction of its National SPP is not dependent on the achievement of the agreed objectives or performance benchmarks that are set out in those National Agreements.

National SPPs totalled $24 billion or roughly one-quarter of all Australian Government payments to the States in 2009‑10 (table 
2.2). The main National SPPs were directed towards the healthcare and education sectors ($11 billion and $10 billion, respectively), with these two sectors accounting for 86 per cent of all National SPPs in 2009‑10. The three remaining National SPPs — skills and workforce development, affordable housing and disability — are all similar in size. 

While the changes to SPPs under the reform agenda involve distinct elements of reform (such as streamlining the number of payments, reduction in the conditions attached and the associated administrative arrangements), the new system of SPP payments has many similarities to the previous one. The sectoral coverage of the new payments is broadly similar (although the old arrangements also included a raft of small payments in areas such as public law and order, fuel and energy, recreation and culture, and transport and communication that are not included in the new arrangements). The quantum of funding is also similar ($26 billion under the old arrangements in 2007‑08 compared to $24 billion under the new arrangements in 2009‑10), as is the focus on the health and education sectors (collectively, 78 per cent of SPPs in 2007‑08). Thus, in some respects, the new arrangements involve a continuation of existing arrangements.
Table 2.

 SEQ Table \* ARABIC 2
Overview of Australian Government National Specific Purpose Payments and National Partnership Payments to the States, 2009‑10a
	
Broad area of expenditure
	National
SPPs
	
NPPsb
	Total
payments
	Share of total payments

	
	$m
	$m
	$m
	Per cent

	Health
	11 224.0
	1 183.0
	12 406.0
	23.3

	Education
	9 760.2
	10 445.8
	20 206.1
	37.9

	Skills and workforce
	1 317.9
	442.2
	1 760.0
	3.3

	Disability
	903.7
	1 598.4
	2 502.1
	4.7

	Affordable housing
	1 202.6
	5 842.4
	7 045.0
	13.2

	Infrastructure
	
	5 919.7
	5 919.7
	11.1

	Environment
	
	488.7
	488.7
	0.9

	Contingent payments
	
	722.2
	722.2
	1.4

	Other NPPs
	
	271.2
	271.2
	0.5

	Local government
	
	1 979.8
	1 979.8
	3.7

	Total
	24 409.0
	28 893.4
	53 300.8
	100.0


a National Partnership Payments as published in the Budget Papers and may include expenditure not related to the COAG reform agenda such as $5.3 million for film and literature classification. b Temporary fiscal stimulus spending undertaken to maintain macroeconomic stability during the global financial crisis accounted for roughly $13 100 million in 2009‑10 (Australian Government 2010c, p. 11).

Sources: Australian Government (2010b, 2010c).

The introduction of National Partnership Payments

The changes to Commonwealth-State financial relations that form part of the reform agenda introduced a new type of Australian Government payment to the States called a National Partnership Payment (NPP).

NPPs accompany many, but not all, of the National Partnerships. They are:

A Commonwealth payment to the States and Territories, in respect of a National Partnership Agreement, to support the delivery of specified projects, to facilitate reforms or to reward those jurisdictions that deliver on national reforms or achieve service delivery improvements. (COAG 2008n, Schedule A)

The Intergovernmental Agreement on Federal Financial Relations sets out three types of NPP:

· project payments;

· facilitation payments; and

· incentive payments (also called reward payments).

The number and amount of each NPP is set out in the relevant National Partnership as are the conditions attached to payment.

Project payments support the delivery of particular outputs or projects. For example, the Australian Government paid the Northern Territory Government $2 million in 2009‑10 to develop and conduct environmental monitoring activities and to develop management and rehabilitation strategies under the National Partnership Agreement on the Management of the Former Rum Jungle Mine Site (COAG 2009aj). These payments are typically made when agreed milestones have been reached.

Facilitation payments made to support reform, are typically paid early on in the reform process and may be conditional on the achievement of agreed milestones through the course of the agreement. For example, the National Partnership Agreement on Literacy and Numeracy allocated $150 million over two years to:

… facilitate reform delivering accelerated literacy and numeracy improvement and progress towards the COAG target, with a priority focus on those primary aged students most in need of support, especially Indigenous students. (COAG 2009b, p. 12)

Facilitation payments may also be paid in advance of the States implementing reform, in recognition of administration and other costs of undertaking reform.

Reward (or incentive) payments are made to those jurisdictions that achieve agreed performance targets and generally occur when reform is well advanced or after completion. For example, $250 million in reward payments in 2012‑13 is available under the National Partnership Agreement to Deliver a Seamless National Economy to States that achieve the key milestones as set out in the Implementation Plan for the 27 deregulation priorities (COAG 2009p). Reward payments are provided to those States that deliver reform progress and are contingent on the achievement of the agreed performance benchmarks. The achievement of performance benchmarks for reward payments will be monitored by the COAG Reform Council.

The States are required to report annually to the Ministerial Council for Federal Financial Relations detailing total expenditure under the relevant National Partnership. Details are also required on how project and facilitation funding payments from the Australian Government were spent and, where required by the National Partnerships, State contributions.

Unlike National SPPs, NPPs are tied to the objectives and outcomes specified in the relevant National Partnerships and reward payments are conditional on jurisdictions making substantial progress or achieving agreed performance benchmarks. 

NPPs are generally smaller, more targeted and much more numerous than National SPPs. The 2010‑11 Budget Papers list over 100 different NPP payments in 2009‑10, although the same agreement is often listed as having more than one NPP (Australian Government 2010b).
 This is particularly the case in health, where funding may cover the purchase of an individual piece of capital equipment, such as a PET scanner in a particular hospital. These individual payments are aggregated by jurisdiction prior to payment by the Australian Government.

Some of the previous SPPs were recast as NPPs to fit within the new framework set out in the Intergovernmental Agreement on Federal Financial Relations. For example, Australian Government payments to the States for legal aid were classified as a public order and safety SPP before the Intergovernmental Agreement on Federal Financial Relations but are now NPPs under the National Partnership Agreement on Legal Assistance Services (Australian Government 2008a, 2010b, COAG 2010n).

Australian Government expenditure on NPPs totalled $29 billion or roughly 30 per cent of all payments to the States in 2009‑10 (table 
2.2). These payments were concentrated in the areas of: education ($10 billion); infrastructure ($6 billion); and affordable housing ($6 billion). Although there is considerable overlap with the sectoral coverage of National SPPs, NPPs also apply to infrastructure, the environment and to a range of miscellaneous areas that are not covered by National SPPs.

Other changes to Commonwealth-State financial relations

The changes to Commonwealth-State financial relations that form part of the reform agenda also involve some other miscellaneous changes.

The Intergovernmental Agreement on Federal Financial Relations streamlines the administrative arrangements surrounding Australian Government payments to the States. The changes include:

· rationalising the number of payments;

· removing conditions attached to many SPPs;

· reducing the reporting requirements placed on State Governments; and

· clarifying areas of Australian Government, State and shared responsibility to reduce uncertainty and duplications.

Furthermore, the administration of these payments has been centralised to simplify payments to the States, aid transparency and improve the States’ budget processes. Previously, payments were made from Commonwealth portfolio departments to the relevant State agencies, and each payment had its own payment and administrative arrangements. All payments are now centrally administered and processed, with the Australian Treasury making the payments directly to each State treasury. State treasuries are responsible for distributing the funding within their jurisdiction (Australian Government 2008a, p. 16).

The changes to Commonwealth-State financial relations also involve changes to the quantum of funds made available to the States, the mix of these funds across policy areas, and, for National SPPs, details of how the Australian Government funding will be indexed in the future and how the funds will be distributed across States to provide greater certainty to the States.
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� 	The six National Agreements and 24 National Partnerships are to be monitored by the COAG Reform Council and are denoted by the symbol † in appendix A.


� 	All of the agreements that make up the reform agenda are ‘intergovernmental agreements’, in the sense that each is an agreement between governments in the Australian Federation. Parties to an agreement include the Australian Government and at least one State.


�	The eight National Partnerships with reward payments are: National Partnership Agreement to Deliver a Seamless National Economy; National Partnership Agreement on Improving Teacher Quality; National Partnership Agreement on Essential Vaccines; National Partnership Agreement on Literacy and Numeracy; National Partnership Agreement on Preventive Health; National Partnership Agreement on the Elective Surgery Waiting List Reduction Plan; National Partnership Agreement on Youth Attainment and Transitions; and The National Health and Hospitals Network — National Partnership Agreement on Improving Public Hospital Services.


� 	A single national Implementation Plan, which is periodically updated, accompanies the National Partnership Agreement to Deliver a Seamless National Economy (COAG 2009p).


� 	An exception is reporting on progress in the National Partnership Agreement on the Elective Surgery Waiting List Reduction Plan (COAG 2009aq), which is undertaken six monthly in keeping with the assessment periods set out in the agreement (CRC 2010f, 2010j).


�	The precise share of GST revenue that each State will be required to give up has not, as yet, been determined or agreed, but is reported to be, on average, around 30 per cent.


�	Even after the signing of the National Health and Hospitals Agreement, approximately 70 per cent of the GST revenue for States that signed the agreement (that is, all but Western Australia) remains untied.


�	The States are free to allocate their own funding across or within sectors.


�	The section of the 2010-11 Budget Paper no. 3 covering NPPs is over 100 pages long (Australian Government 2010b).


�	The Budget Papers group NPPs into the nine broad categories listed in table � LINK Word.Document.8 "\\\\NCH1\\groups\\COAGFramework\\AAreport\\Chpt 2 The COAG reform agenda.doc" OLE_LINK3 \a \t �2.2� (Australian Government 2010b), although Australian Government payments to local government are not covered by a National Partnership.
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