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The Productivity Commission

The Productivity Commission is the Australian Government’s independent research and advisory body on a range of economic, social and environmental issues affecting the welfare of Australians. Its role, expressed most simply, is to help governments make better policies, in the long term interest of the Australian community.

The Commission’s independence is underpinned by an Act of Parliament. Its processes and outputs are open to public scrutiny and are driven by concern for the wellbeing of the community as a whole.

Further information on the Productivity Commission can be obtained from the Commission’s website (www.pc.gov.au) or by contacting Media and Publications on (03) 9653 2244 or email: maps@pc.gov.au

Foreword

The COAG reform agenda is wide-ranging and ambitious. It has its genesis in the recognition, following completion of the National Competition Policy process, that further reforms – and notably a focus on human capital – would be needed to meet the challenges for Australia of an ageing population and other pressures.

The reform architecture established in 2008 includes a prominent role for the COAG Reform Council, to monitor progress in implementation of the agenda and thereby to enhance accountability and help maintain reform momentum. Complementing the Council’s central role, the Productivity Commission was asked by COAG to report to it periodically on the economic ‘impacts and benefits’ of the reforms. This is desirable to verify that COAG reforms are having the anticipated benefits and to indicate their extent, and also to reveal opportunities for further gains.

This initial ‘framework’ report sets out for COAG’s consideration the broad approach and a sequence that the Commission could follow in its substantive reports. It highlights the need to look at both the direct and indirect impacts of any reform, and to recognise that not all of the impacts in some areas will be measureable in economic terms. Assessments will also require varying degrees of judgement, and these will need to be informed by effective consultation processes.

In preparing its report, the Commission has benefitted greatly from advice and feedback from senior officials across all governments, including at three workshops, one of which was devoted to modelling issues and approaches. The Commission is grateful for this assistance and looks forward to further responses to its proposed assessment framework.

Gary Banks AO

Chairman

December 2010

Terms of reference

I, Nick Sherry, Assistant Treasurer, pursuant of Parts 2 and 3 of the Productivity Commission Act 1998 hereby request that the Productivity Commission undertake reporting on the impacts and benefits of COAG reforms.

Purpose of the study

The Council of Australian Governments (COAG) is committed to addressing the challenges of boosting productivity, increasing workforce participation and mobility and delivering better services for the community. This reform agenda will also contribute to the goals of improving social inclusion, closing the gap on Indigenous disadvantage and improving environmental sustainability.

At its March 2008 meeting, COAG agreed that, to assist the COAG Reform Council in its role of helping to enhance accountability and promote reform, and monitoring the progress of the COAG reform agenda, the Productivity Commission (the Commission) would be requested to report to COAG on the economic impacts and benefits of COAG’s agreed reform agenda every two to three years. In doing so, the Commission should be guided by COAG reform objectives and goals identified in the Intergovernmental Agreement on Federal Financial Relations, COAG communiqués and related documents, particularly as they relate to addressing the challenges stated above.

The reporting will cover, as appropriate, the realised and prospective economic impacts and benefits of the different reform streams, including regulation, infrastructure and human capital issues of workforce productivity and participation. Each report to COAG will give priority to informing governments of the nature of reform impacts and benefits and the time scale over which benefits are likely to accrue, given COAG’s reform framework and implementation plans. Where information about specific reform impacts or initiatives is limited, the Commission’s reporting would produce broad or ‘outer envelope’ estimates of the potential benefits and costs of reform.

The reporting program should enable governments to have up-to-date information with which to evaluate what has been achieved through the reform agenda and provide an assessment of potential future gains.

Scope of reports

Each report should cover reform developments, impacts and benefits in each COAG reform area. At the commencement of each reporting cycle, the Assistant Treasurer will provide directions concerning particular reporting priorities to be addressed within this broad framework. Without limiting the scope of matters to be considered, determination of reporting priorities could take into account:

· the fiscal impact of reform on each level of government

· the availability of new material on COAG's reform agenda or implementation plans

· the implementation of a significant body of reform over a sufficient period to enable a meaningful review of the likely impacts and benefits of that reform

· any emerging concern about the potential impacts or benefits of a reform.

The Commission's reports to COAG should provide information on:

· the economic impacts and benefits of reform and outcome objectives, including estimates of the economy-wide, regional and distributional effects of change

· assessments, where practicable, of whether Australia's reform potential is being achieved and the opportunities for improvement. The analysis should recognise the different nature of sectoral productivity-based and human capital reforms and the likely time paths over which benefits are likely to accrue.

In preparation for its inaugural full report, the Commission should also provide a ‘framework’ report to COAG outlining its proposed approach to reporting on the impacts and benefits of COAG’s reform agenda.

Methodology

The Commission will develop and maintain analytical frameworks appropriate for the quantification of the impacts and benefits of reform, and the provision to government and the community of assessments of the economy-wide, regional and distributional effects of COAG’s reform agenda. The frameworks should be transparent, and subject to independent assessment. As far as practicable, the frameworks should be made available for wider use.

The Commission should provide an explanation of the methodology and assumptions used in its analysis. The Commission should also provide guidance concerning the sensitivity of results to the assumptions used and bring to COAG’s attention informational limitations and weaknesses in approaches to reform evaluation. The scope for improvement should be identified.

Consultation and timing

In the course of preparing each report, the Commission should consult the COAG Reform Council, relevant Ministerial Councils, any relevant COAG working groups, Commonwealth Ministers, State and Territory Treasurers and more widely, as appropriate. While these consultations would inform the Commission's assessment, responsibility for the final report would rest with the Productivity Commission.

The Commission's framework report should be submitted to COAG by 31 December 2010. The Commission will then complete full reports at 2-3 year intervals dated from 1 January 2009, in accordance with directions for individual reports from the Assistant Treasurer.

Final reports will be submitted by the Productivity Commission to the Assistant Treasurer for conveyance to COAG. The Assistant Treasurer will advise the Commission of the timing for individual reports. The reports will be published.

Nick Sherry
Assistant Treasurer
[Received 18 June 2010]
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Abbreviations 

ABS
Australian Bureau of Statistics 

ACT
Australian Capital Territory

BER
Building the Education Revolution

BGSP
Boom Gate Safety Program

BRCWG
Business Regulation and Competition Working Group

BSSP
Black Spot Safety Program

CASAS
Connected – Any Student, Any School

COAG
Council of Australian Governments

CoPS
Centre of Policy Studies

Cwlth
Commonwealth

DALYs 
Disability-adjusted life years

GDP
Gross Domestic Product

GFS
Government Finance Statistics

GP
General Practitioner

GSP
Gross State Product

GST
Goods and Services Tax

GWh
Gigawatt hour

HILDA
Household, Income and Labour Dynamics in Australia

HVSPP
Heavy Vehicle Safety and Productivity Program

ICT
Information and Communications Technologies

LRET
Large-scale Renewable Energy Target

MDBA
Murray‑Darling Basin Authority
MMRF
Monash Multi-Regional Forecasting (model)

NCP
National Competition Policy

NPP
National Partnership Payment

NSW
New South Wales

NT
Northern Territory

OHS
Occupational health and safety

PAYG
Pay As You Go

PET
Positron Emission Tomography

QALYs
Quality-adjusted life years

QLD
Queensland

REC
Renewable Energy Certificate

RET
Renewable Energy Target

SA
South Australia

SES
Socio-Economic Status

SPP
Specific Purpose Payment

SRES
Small-scale Renewable Energy Scheme

TAFE
Technical and Further Education

TAS
Tasmania

VET
Vocational education and training

VIC
Victoria

WA
Western Australia

