
COAG MEETING: 3 JUNE 2005

A NEW GENERATION OF REFORM – PROSPERITY, PRODUCTIVITY

AND PARTICIPATION

1. GOVERNMENTS WORKING TOGETHER

Australia has been transformed over the past 20 years as governments have pursued
sustained economic and social policy reform.

The COAG agreement of ten years ago to implement National Competition Policy
(NCP) was a key part of this reform. These measures were pivotal in boosting the
competitiveness and growth of the Australian economy. That agreement shows what
can happen when Commonwealth, State and Territory Governments have a common
purpose and collaborate to implement major reforms.

The dismantling of over protected and institutionalised economic structures has seen
the nation enjoy an unprecedented run of growth and prosperity.

The dividend to Australians in terms of employment, income, wealth creation and
government services has been great.

However, these improvements in our quality of life are under threat as national
demographic trends begin to bite and global competition intensifies.

An ageing population, slowing productivity growth and weak non-mineral export
performance are signals that a second wave of reform is required to sustain and grow
the good work already undertaken.

Our future prosperity will depend on the ability of all Governments - Commonwealth,
State and Territory - to embrace reform that addresses the key areas of participation
and productivity.

Preliminary Victorian estimates suggest that a refreshed reform agenda that achieves a
1.5 percent lift in labour productivity over the next decade, and a 2.7 percentage point
increase in labour force participation, would potentially add 5.6 percent to aggregate
GDP by 2015.

The effect on government revenues and expenses would also be considerable. It is
estimated that the Commonwealth Government would gain about $9.4 billion in its
operating balance, having passed on its increased GST revenue. The States and
Territories would share a more modest $3.4 billion in increased operating balances,
having received the increased GST payments.

The reforms pursued over the past decade under the framework of NCP have proven
the ability of governments to cooperate effectively in the national interest.

The challenges facing Australia over the next decade are no less significant. They are
structurally based and a sustained and cooperative effort is again required to meet
them.

Victoria urges the Commonwealth, States and Territories to embrace a new generation
of collaborative reform as outlined in this Communiqué.



1.1 THE ACHIEVEMENTS OF NATIONAL COMPETITION POLICY

A collaborative national approach was the cornerstone of successful implementation
of the NCP reform agenda. It drew together the reform priorities of the
Commonwealth, States and Territories, to improve Australia’s overall
competitiveness and raise living standards – with Australian income per head rising
from 17th in the OECD in 1990 to 10th in 2003.

Effective governance arrangements have been a critical part of NCP’s cooperative
approach, through which States and Territories were paid dividends in return for their
contributions to national reform initiatives.

While the benefits of NCP reforms are significant, gains from a broader economic and
social policy reform agenda have the capacity to deliver much more to the
community. Collaborative action on issues of national importance is again required,
as a fragmented reform agenda will not achieve the momentum and commitment
required for sustainable reform.

1.2 REFORMS MUST CONTINUE

It is important not to be complacent about the continued performance of the
Australian economy. Resting on the achievements of the last decade will cost the
Australian community opportunities for greater prosperity.

Australia’s productivity performance is under threat, with further reform essential if
the economic expansion of the last 14 years is to continue. There remains potential for
labour force participation rates to improve to match leading OECD nations.

The Australian economy is operating in an intensely competitive international
environment. As a small trading nation, Australia will drive its economic growth by
minimising barriers to trade and maximising its business flexibility. However, there
are signs that infrastructure constraints could limit growth of Australia’s export
volumes. Education and training systems are not keeping pace with the educational
requirements of a successful international economy.

By addressing these issues through a national reform effort, the future outlook is
positive. Introducing reforms to steadily increase labour productivity by 0.15
percentage points per annum over the next 10 years will mean that by 2015, labour
productivity would be 1.5 per cent higher. This will lead to a potential additional
improvement in Australia’s GDP of 1.4 per cent by 2015.

Reforms to increase participation rates by an additional 2.7 percentage points will lift
GDP an additional 4.2 percent.

These productivity and participation-based reforms would enhance Australia’s
international competitiveness and by 2015 result in a net increase in export volumes
of approximately 10 per cent.

Over this time the ageing of Australia’s population along with rising costs of health
care will be causing significant budgetary pressure. This would be ameliorated by the
effect of this new reform agenda on participation, productivity and as a result on
governments’ budgetary positions.

The case for continuing reforms on a collaborative basis has never been clearer.



1.3 PRINCIPLES FOR REFORM

This new reform agenda is both challenging and exciting. It involves all levels of
government guided by key principles.

Collaborative federalism will see the Commonwealth, States and Territories pursuing
a shared vision to deliver economy-wide benefits, with each jurisdiction determining
the means to achieve continuous improvement.

Reforms will be expanded to include social policy initiatives. Competition policy-
based reform will be only one component of the new reform agenda.

Economic and social reforms will occur where there is a clear net benefit to the
community. Inevitably, additional government expenditure on health, education and
training will be required. It also is desirable that the distribution of potential benefits,
and adjustment mechanisms, are considered when designing reform initiatives.

Under a genuine and equal partnership between the Commonwealth, State and
Territory Governments, the reform agenda, timeframes, assessment and governance
arrangements will be agreed upfront by COAG. During this process, COAG will
determine whether and when financial incentives are appropriate and explore possible
funding and distribution models.

We seek agreement of these principles by all Australian jurisdictions.

2. A NEW REFORM AGENDA

The future prosperity for all Australians depends upon a collaborative reform program
with all jurisdictions achieving a nationally agreed program of change.

Nevertheless, jurisdictional responsibilities will differ.

The Commonwealth Government will play a lead role in supporting Australia’s
performance through maintaining stable macroeconomic conditions. The increase in
the current account deficit, weak growth in non-mineral exports and shortage of
skilled workers highlight the need to improve the economy’s capacity and
productivity. This is particularly so, if in addition to mineral exports we want to
support high value-add manufacturing and services exports.

All Governments will maintain responsibility for microeconomic and social policy
reforms. Here the focus will be on investments in education to increase workforce
participation and productivity, improving health care arrangements, encouraging a
more coordinated approach to the governance of infrastructure across jurisdictions
and reducing the regulatory burden on business, and less distortionary taxation.

The combination of these reforms will facilitate a more innovative culture, securing
further export opportunity and serve to raise standards of living and enhanced
community welfare.

2.1 WORKFORCE SKILLS

Australia is experiencing skills shortages in key sectors of the economy, with a recent
business survey finding that almost 20 percent of respondents had difficulty finding
suitable labour. Governments, businesses and individuals recognise that a suitably
skilled workforce is important in enhancing Australia’s economic and social
prosperity.

A new model for delivering Vocational Education and Training (VET) is proposed to
improve the system’s effectiveness and enhance its accountability. Ensuring that the



VET system is responsive to market needs is also important. Addressing skills
shortages in totality, including through higher education, is necessary.

Australian Governments will collaborate to meet upcoming skills shortage challenges
to bolster Australia’s productive and human capital potential.

2.2 PARTICIPATION

Evidence suggests there are up to 1.5 million Australians who could potentially add to
the supply of available labour. The ageing of Australia’s population over the next 40
years will further limit the availability of labour supply.

Increasing workforce participation rates through policies that attract skilled migrants,
promote flexible working arrangements and provide opportunities for people to either
re-enter or remain longer in the workforce will become key policy priorities for
governments.

While the Commonwealth Government can enhance workforce participation through
its tax, social security, retirement incomes and migration policy and macroeconomic
management, all governments have a responsibility to improve labour market
participation rates.  State and Territory Governments can have a significant impact on
labour force participation by increasing educational participation and improving
education outcomes. This will require additional resources.

Stronger economic growth fostered by higher labour force participation will ensure
the community enjoys higher living standards.

2.3 EDUCATION

Ensuring access for all Australians to high-quality education services will enhance
overall community welfare through increased social mobility and cohesion.
Improvements in national education and training outcomes will boost labour force
participation and create a better-educated workforce, improving productivity.

While Australia enjoys high standards of educational attainment and outcomes in
general, there are worrying signs. In particular, there are greater disparities in
educational achievement between social groups than in comparable OECD nations.
Governments have clear responsibilities to ensure any barriers to opportunity are
addressed.

The Commonwealth, State and Territory Governments share the goal of creating a
lifelong high quality education and training system that leads to better outcomes for
all learners, provides meaningful choices, and caters for diversity. To achieve this
goal, collaboration will occur to promote consistent approaches to enhancing teacher
quality, supported by improved reporting requirements to provide information on
outcomes to students and parents, and drive school performance.

Improved coordination will also occur between levels of government in funding
decisions concerning investment in the infrastructure and assets of educational
institutions.

2.4 HEALTH

Health care costs continue to rise as a result of advances in medical technology,
changing community expectations and the policy choices of governments. The ageing
of Australia’s population will further compound health care demands.  There is scope



to improve the quality, appropriateness and cost-effectiveness of current health care
arrangements. But leadership is urgently required from governments.

Collaboration by all jurisdictions in developing a shared long-term vision for health
system reform is essential.

Action on reform needs to start now with clearly stated commitments on overarching
goals and outcomes. Significant improvement should be expected within 3 years and
major reform within 10 years.

The reform agenda must embrace the whole health and aged care system, not just
jurisdictional funding issues. The aim should be to create a more ‘holistic patient-
oriented’ health care system with prevention a key focus.

The community benefit from health care reform will be significant. The manner in
which Australia supports its aged and ill provides a measure of its prosperity and
national decency.

2.5 INFRASTRUCTURE

Governments need to invest in nationally significant infrastructure projects on the
basis of agreed national priorities.

The first task would be for heads of government to develop an action plan to evaluate
and, if appropriate implement, nation-building opportunities such as road, rail and
port developments in the Melbourne-Sydney-Brisbane corridor. The task for heads of
government would be to develop and implement a rolling five-year investment
program in infrastructure projects of national significance.

The Commonwealth should be invited to join with the States and Territories in
designing and implementing a greenhouse gas emissions trading system to apply after
2012. A major objective of the scheme would be to transmit signals to investors in
long-lived assets in energy markets, mainly new electricity generation.

The Productivity Commission should be invited to review the effects of the horizontal
fiscal equalization (HFE) process on investment, and consequent efficiency and
productivity gained in Australian States and Territories. Recommendations should
include a consideration of whether HFE should be modified or abolished. If the latter
is recommended, alternatives should be provided about how adequate financial
capacity through the federation could be achieved.

2.6 TAXATION ARRANGEMENTS

Progress has been made in eliminating inefficient business taxes. But reform of the
personal income tax system remains an important challenge. Inefficiencies arise at
both ends of the personal income tax spectrum.

To date, personal income tax reform has been an ad hoc and piecemeal process. The
Commonwealth should take the opportunity presented by the current public debate to
simplify and reform the personal income tax system. This would improve the pattern
of incentives to work and reduce the costs of compliance. Fundamental reform is also
likely to reduce levels of avoidance and evasion.

2.7 UNFINISHED BUSINESS

Victoria proposes unfinished regulatory reform from the first decade of NCP should
continue. The sectors most in need of reform are energy, water, transport and
communications.  To improve investment certainty, further work will be required to



ensure access, regulatory and pricing regimes are appropriate and, where relevant,
nationally consistent.

3. GOVERNANCE

Australians need to debate these issues. Our nation has always worked best when
following a pluralist approach, where ideas and solutions compete with each other.
The Victorian Government has released two papers written to stimulate this debate.
No one government can or should seek to dictate what we discuss or the solutions that
Australia as a community wants.

A collaborative, federalist approach for governance is envisaged, based on an equal
partnership between State, Territory and Commonwealth Governments.

COAG will retain responsibility for setting the reform initiatives, determining what
should be achieved and how this will be assessed, including funding and incentive
options. Each jurisdiction will determine the means to achieve the reforms agreed by
COAG.

Fundamental to the proposals in this Communiqué is the idea of continuous
improvement in the wellbeing of Australians. Importantly, reform is not something
that is just done once. It requires ongoing efforts to make Australia a more prosperous
place.

Governments and citizens need to know whether reforms are achieving their aims.
COAG should develop a relatively small number of measures (and associated
indicators) to show whether jurisdictions are making progress towards agreed goals.
These indicators would focus on the areas for reform and may include relevant
measures such as productivity, workforce participation, educational achievement and
skill formation, and health status.

An assessment of progress against these measures, designed to reflect the reforms
agreed upon, will be undertaken for COAG by a small independent body. This
organisation will have transparent working arrangements to improve upon the
experience of institutions used for NCP.



PROPOSAL

Victoria calls on the Commonwealth and other State and Territory Governments

to:

(a) agree on the priority areas for reform needed to build a more prosperous
Australia, including:

• a new model for delivering Vocational Education and Training, in
response to market needs;

• addressing skill shortages in total, including higher education;

• improved labour market participation rates;

• creating a more holistic patient-oriented health care system, embracing the
whole health and aged care system, not just jurisdictional funding issues;

• an action plan to evaluate and implement substantial nation-building
infrastructure opportunities;

• developing a rolling five-year investment program for infrastructure
projects of national significance;

• the Productivity Commission to review the effects of horizontal fiscal
equalization on investment, efficiency and productivity;

• designing and implementing a greenhouse gas emissions trading system to
apply after 2012;

• a simplified and reformed personal income tax system; and

(b) agree to collaborate in a partnership that will determine and assess the those
reforms, through:

• COAG setting the initiatives, assessment, funding and incentives;

• COAG setting a small number of measures and associated indicators on
progress to agreed goals; and

• COAG to set up a small independent body with transparent working
arrangements to assess progress against these measures.

GOVERNMENT OF VICTORIA

MAY 2005



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


