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Government services reform options
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Nature of problem and case for reform
The provision of services to the community by governments is pervasive and ranges from infrastructure to regulation-making and policing. Apart from the political influence over government service delivery, there is usually little competition and an inherent lack of incentives to promote cost effective outcomes. The Commission has noted that reform in this area has considerable potential to improve the efficiency of service delivery without undermining service quality. 
Overall expenditures on government services such as defence; public order and safety; education and training; health and residential care and social assistance services (but excluding regulatory services and social security payments) in Australia are significant, and in 2007-08 amounted to 8.4 per cent of GDP (ABS 2011b). This suggests that even modest productivity improvements in this area could deliver material gains. 

The Report on Government Services indicates that governments deliver services with varying levels of efficiency. For instance, the total recurrent cost per separation (casemix adjusted) varies considerably for public hospitals across Australia, with some jurisdiction spending over 25 per cent more per separation than others (SCRGSP 2012). While there could be a number of reasons for these differences, they suggest that scope exists to improve efficiency. Indeed, analysis undertaken as part of the Commission’s research into Public and Private Hospitals suggested that in both sectors, average ‘output’ was estimated to be around 10 per cent below best practice levels (PC 2010d). 
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Potential reform and possible gains

Further work could be undertaken to investigate options in progressing reforms to government services. While specific reform areas are yet to be identified, approaches to reform identified by COAG officials in supplementary material provided to the Commission include:

· the extension of pro-competitive reforms into the government service sector

· better use of technology to reduce transaction costs between government and business and citizens

· improving the mechanisms used to more efficiently allocate government services both where economic and non-economic criteria are relevant. 

The second approach is consistent with the ‘overlaps in reporting obligations including standard online reporting’ stream and is not (re)considered here. Further, as many of the other reform areas identified in the ‘directions letter’ could fall under this reform category, they have also not been considered here. 

In general, the gains from reform could be characterised as efficiency improvements in the delivery of government services (delivering the same level of services for a lower cost) and gains from greater choice or improved quality for consumers of those services. 
Such gains can be significant. For example, in 2006 the Commission estimated that a 4 to 5 per cent improvement in total factor productivity in the delivery of health care services was possible over the long term (PC 2006a). If this were to be achieved, it would represent a cost saving of around $3 billion. 
Pro-competitive reforms

A number of Commission reports have made recommendations relating to adopting a more market-based approach to government service delivery. For example, The Commission’s inquiry into Disability Care and Support (PC 2011d) made several recommendations to extend pro-competitive reforms to disability-related service delivery. (Similar themes were also explored in the Commission’s Contribution of the Not-for-Profit Sector report (PC 2010b).) Recommendations were made to introduce market disciplines on service delivery by developing a system that moved away from ‘block’ funding for services towards self-directed funding. 

While jurisdictions were already pursuing greater consumer choice (to varying degrees), disability care and support services continued to be underpinned, in large part, by some form of block funding. The Commission noted that the block funding model had considerable disadvantages compared to self-directed funding or other ways of giving people choice. And, as a result, service providers deliver services in response to the government rather than the specific needs of their clients. Block funding was also found to create a link between provider viability and their relationship with the funding agency (rather than with their customers). These factors were found to impede consumer choice and incentives for providers to deliver high value instead of low cost services. 
The Commission (PC 2011d) found the block funding was warranted only in very specific circumstances to fund disability services. It was estimated that a change to supplier-centred delivery combined with complementary reforms to resourcing, employment policy and the Disability Support Pension would yield significant net benefits. Overall, the package of reforms would have welfare benefits of the order of $8 billion annually when fully implemented and, over the long-run, increase workforce participation, potentially adding around 1 per cent to GDP.
The Commission’s study into the aged care system (PC 2011c) made similar recommendations. Central to creating better incentives for aged care service provision, including addressing the under provision of services, was a  recommendation to remove caps on place numbers and shift funding from providers to individuals (thereby creating an entitlement system for individuals to operationalize choice). 
The Australian Government’s response to the report (DoHA 2012) noted that it would review, after five years, the option of adopting the entitlement principle.

Allocating government services

Over time, governments have increasingly outsourced the delivery of the services they fund under the presumption that non-government providers should be more efficient. Competitive tendering models have been adopted as a means of allocating service funding to deliver services at the lowest cost to government. 

The Commission has noted, however, that such arrangements can have teething problems and may not be straightforward in all instances. The review of the Job Network (PC 2002) found competitive tendering had driven efficiency gains, but difficulties in assessing the quality of the services delivered ex ante, given the heterogeneous client base, meant it was not possible to determine tenders that generated the greatest net benefits. 

Allied to this, in the Commission’s study into the not-for-profit sector, not-for-profit organisations (NFPs) argued that for-profit providers were more likely to ‘cherry-pick’ contracts, leaving the more costly to service clients with the NFP (or government). In addition, where NFPs provide complementary services to clients in what can be an effective as well as efficient approach, there is little scope within competitive tendering arrangements to recognise this additional ‘value’ (PC 2010b).

In some instances, governments have also taken on funding services that had been provided by NFPs through supporting grants. Through this process governments have tended to impose greater reporting and performance requirements on NFPs. The Commission found that such requirements often raised costs of service delivery without any commensurate benefit, reduced the scope for innovation through prescription, and on occasion put the NFP supplying partially funded services under financial stress (PC 2010b). 

The Commission found that greater attention needed to be paid to choosing the service delivery mode and the contracting arrangements that best suited the nature of the service and the availability of potential non-government providers. The study provided some guidelines to assist agencies in determining the most suitable approach for outsourcing social services (PC 2010b).
Further issues arise where the line agency is both regulator and provider of services. The Commission’s report on the Schools Workforce (PC 2012f) found that in most jurisdictions, the same government department is responsible for service provision and regulatory roles (including funding decisions). While not making specific recommendations, the report suggested that structurally separating the two functions should be examined to address potential or actual conflicts of interests.

14.

 SEQ Heading2 3
Reforms implemented to date

National Competition Policy (NCP) resulted in a number of pro-competitive initiatives being implemented for government service delivery. Many of these focused on the provision of services by Government Business Enterprises, with the Competition Principles Agreement setting in place principles for competitive neutrality policy and reforms to public monopolies. Overall, the Commission estimated that, in 2005, NCP and related reforms increased Australia’s GDP by around 2.5 per cent (PC 2005d). However, recent reports by the Australian Government Competitive Neutrality Complaints Office indicate that for two newly established government businesses — NBN Co and PETNET Australia — their business models would need to be adjusted to ensure compliance with competitive neutrality policy (AGCNCO 2011, 2012).
There have also been a number of reforms to other areas of government service delivery. For example, employment search and placement services were reformed under the Job Network — a managed market for the provision of subsidised employment services (PC 2002). While some refinements were recommended, the Commission found that the introduction of pro-competitive reforms such as these had improved the efficiency of service delivery and improved outcomes:
The effects of Job Network programs on net employment outcomes are small, similar to past programs. However, the total costs are much less than previous programs. Competition between providers and the use of outcome payments have created incentives for improved efficiency and better outcomes. Job seekers have some choice of provider, and employers are more satisfied. (PC 2002, p. XX)

Individual jurisdictions have also completed reforms in various areas of government service delivery. Although dated, the 1997 and 1998 reports by the Steering Committee for the Review of Commonwealth/State Service Provision on Implementing Reforms in Government Services detailed a number of reform case studies. Reforms ranged from devolving decision making in Victorian Government schools to pricing court reporting services in federal courts. The common element for all was the change in the relationship between the government (as purchaser) and the agencies delivering services. Governments focused on specifying the appropriate set of services and monitoring service providers to ensure that high quality services are provided, with providers being left to choose the mix of inputs employed. 
More recent examples include reforms to introduce demand driven funding for undergraduate university (DIISRTE 2012) and vocational education and training (VET) places (PC 2011g). For undergraduate places, public universities will decide how many places they will offer and in which disciplines. The purpose is to create a more responsive tertiary education system as universities will now be able to respond to student and employer demand. Demand driven places in the VET sector have initially been used in Victoria from 2009 and will be implemented in South Australia in 2012. However, in Victoria the Commission (PC 2012c) noted that a review of the system identified quality issues in some fields, prompting the Victorian Government to alter funding arrangements. This highlights the importance of the need to measure outputs. 
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Achieving effective reform

Continued reforms to promote more efficient and effective government service delivery have the potential to deliver substantial cost savings and benefits to clients. However, setting in place market disciplines or their equivalents can be difficult, requiring changes to both legislation and the way consumers of government services interact with service providers (PC 2011c). These may necessitate additional government outlays. Such factors can put at risk the implementation of such reforms. In relation to the recommended reforms to aged care (PC 2011c), the Commission accordingly suggested a staged implementation process. 
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