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OFFICIAL: SENSITIVE 

 

THE HON JOSH FRYDENBERG MP 
TREASURER 

Parliament House Canberra ACT 2600 Australia 
Telephone: 61 2 6277 7340 | Facsimile: 61 2 6273 3420 

OFFICIAL: SENSITIVE 

 

  
Ref:  MS22-000606  

Council on Federal Financial Relations (CFFR) 
The Hon Mark McGowan BA LLB MLA 
Premier and Treasurer of Western Australia 
13th Floor Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 
  

Dear Premier/Treasurer  

I am writing to you regarding your annual endorsement of the GST administration budget. This is 
the funding given to the ATO to administer the GST on behalf of the states.  

The 2022-23 GST administration budget is to be endorsed by the state and territory Treasurers by 
30 June 2022. Accordingly, I am seeking your endorsement by correspondence. 

I am requesting that you: 
• endorse the 2022-23 Schedule B estimate of the GST administration budget of 

$677.2 million (including Department of Home Affairs funding of $56.3 million) and  

• note the outcome of the 2021-22 GST administration budget for 2021-22 of 
$675.7 million. 

The GST administration budget was endorsed by state and territory officials through the GST 
Administration Subcommittee in February 2022 and will be presented to CFFR later this year.  

Please reply and confirm your endorsement of the GST administration budget by 6 May 2022, 
copying Geoff Francis, Assistant Secretary of Indirect, Industry and State Tax Branch, 
Commonwealth Treasury at @treasury.gov.au. 

Yours sincerely 

 
THE HON JOSH FRYDENBERG MP 
06 / 04 / 2022  
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THE HON JIM CHALMERS MP 
TREASURER 

Parliament House Canberra ACT 2600 Australia 

Ref:  MS22-000876

Wednesday, 29 June 2022 

The Hon Mark McGowan BA LLB MLA 
Premier and Treasurer of Western Australia 
13th Floor Dumas House 
2 Havelock Street 
West Perth 6005 

Dear Premier 

I am writing to you regarding the Commonwealth Grants Commission’s (CGC) Report on GST Revenue 
Sharing Relativities: 2022 Update (2022 Update Report) which you received on 17 March 2022. 

Consistent with the Federal Financial Relations Act 2009, I am consulting you and the other states and 
territories prior to determining the GST revenue sharing relativities for 2022-23. I would be grateful if you 
could provide your comments on the 2022 Update Report by 8 July 2022. 

If I do not receive a response from you, I will assume that you have no further information for me to consider 
when making my final determination. 

I have written in similar terms to all state and territory Treasurers. 

Yours sincerely 

The Hon Jim Chalmers MP 
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AUSTRALIAN COMPETITION AND CONSUMER COMMISSION:  as at 30/06/2022

NAME GENDER POSITION
(previous term/s in italics)

FT/PT
(previous 
term/s in 
italics)

STATE OF 
RESIDENCE

DATE APPOINTED
(previous term/s in 

italics)

EXPIRY DATE
(previous term/s in italics)

1. Current members:

Ms Gina CASS-GOTTLIEB F Chairperson FT NSW 21.03.22 20.03.27

Mr Mick KEOGH OAM M Deputy Chairperson and Member
Associate Member

       FT
       PT

NSW 30.05.18
23.02.16

29.05.23
29.05.18

Ms Delia RICKARD PSM F Deputy Chairperson and Member
“
“

FT
“
“

ACT
“
“

27.07.22
27.07.17
04.06.17
04.06.12

26.10.22
26.07.22
26.07.17
03.06.17

Ms Anna BRAKEY F Member FT NSW 10.12.20 09.12.25

Ms Liza CARVER F Member FT NSW 01.03.22 28.02.27

Mr Peter CRONE M Member FT VIC 10.12.20 09.12.25

Mr Stephen RIDGEWAY M Member FT VIC 27.06.19 26.06.24

Ms Nerida O’LOUGHLIN F Associate Member (ACMA) PT ACT 06.04.19 13.10.22

Mr James COX PSM * M Associate Member (AER)
“
“
“

PT
“
“
“

NSW
“
“
“

26.06.22
26.06.20
26.06.17
26.06.14
09.09.13

25/06.24
25.06.22
25.06.20
25.06.17
08.09.14

Mr Eric GROOM PSM * M Associate Member (AER) PT NSW 03.02.20 02.02.25

Ms Catriona LOWE * F Associate Member (AER) PT VIC 03.02.20 02.02.25

Mr Justin OLIVER * M Associate Member (AER) PT QLD 03.02.20 02.02.25



Current Gender and Geographic composition Future Gender and Geographic composition
Gender balance Geographic balance Gender balance Geographic balance
Males:
Females:

3 (37%)
5 (63%)

NSW:
VIC:
SA:
NT:

4
2
0
0

WA:
QLD:
TAS:
ACT:
Other: eg

0
0
0
2
Overseas: 0

Males:
Females:

3 (37%)
5 (63%)

NSW:
VIC:
SA:
NT:

4
3
0
0

WA:
QLD:
TAS:
ACT:
Other: eg

0
0
0
1
Overseas: 0

Note: Individuals marked with an asterisk (*) are exempt from gender and geographical reporting due to the following reason – ex-officio members 

^ Future Gender Balance will not change as Ms Lowe will replace Ms Rickard. Geographical composition will change when Ms Lowe takes over the role – VIC 3; ACT 1 

Ms Clare SAVAGE * F Associate Member (AER) PT VIC 14.10.19 13.10.24

2. Proposed Appointments

Ms Delia RICKARD F Deputy Chairperson FT ACT 27.10.22 26.01.23

Ms Catriona LOWE ^ F Deputy Chairperson FT VIC 27.01.23 26.01.28



 

THE HON JIM CHALMERS MP 
TREASURER 

 
Parliament House Canberra ACT 2600 Australia  

Telephone: (02) 6277 7340 

 
Ref:  MS22-001428  

 
 

Wednesday, 20 July 2022   
   
  
  
The Hon Mark McGowan BA LLB MLA 
Premier and Treasurer of Western Australia 
13th Floor Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 
 
 
Dear Premier 
 
I am writing to inform you that following consultation with the states and territories, I have decided to accept 
the GST revenue sharing relativities recommended by the Commonwealth Grants Commission in its Report 
on GST Revenue Sharing Relativities – 2022 Update.  

These relativities, which is the second year of the transition to the new equalisation arrangements, will be 
used to calculate state and territory GST entitlements for 2022-23 in a manner that is consistent with the 
principle of horizontal fiscal equalisation.  

I have attached a copy of the Federal Financial Relations (GST Revenue Sharing Relativities for 2022-23) 
Determination 2022 for your reference, which is also available at www.legislation.gov.au.  
 
 
Yours sincerely 
 
 
 
 
 
The Hon Jim Chalmers MP 
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Federal Financial Relations (GST Revenue 

Sharing Relativities for 2022-23) 

Determination 2022 

I, Jim Chalmers, Treasurer, make the following determination. 

Dated   18 July 2022 

 

Dr Jim Chalmers 

Treasurer 
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Preliminary  Part 1 

   

 

Section 1 

 

 Federal Financial Relations (GST Revenue Sharing Relativities for 2022-23) 

Determination 2022 

1 

 

Part 1—Preliminary 
   

1  Name 

  This instrument is the Federal Financial Relations (GST Revenue Sharing 

Relativities for 2022-23) Determination 2022. 

2  Commencement 

 (1) Each provision of this instrument specified in column 1 of the table commences, 

or is taken to have commenced, in accordance with column 2 of the table. Any 

other statement in column 2 has effect according to its terms. 

 

Commencement information 

Column 1 Column 2 Column 3 

Provisions Commencement Date/Details 

1.  The whole of this 

instrument 

The day after this instrument is registered.  

Note: This table relates only to the provisions of this instrument as originally made. It will 

not be amended to deal with any later amendments of this instrument. 

 (2) Any information in column 3 of the table is not part of this instrument. 

Information may be inserted in this column, or information in it may be edited, in 

any published version of this instrument. 

3  Authority 

  This instrument is made under the Federal Financial Relations Act 2009. 

4  Definitions 

Note: Paragraph 13(1)(b) of the Legislation Act 2003 has the effect that expressions have the same meaning in 
this instrument as in the Federal Financial Relations Act 2009 as in force from time to time. 

  In this instrument: 

the Act means the Federal Financial Relations Act 2009. 

Authorised Version F2022L00997 registered 20/07/2022



   

Part 2  Determination of GST revenue sharing relativities for 2022-23 

   

 

Section 5 

 

2 Federal Financial Relations (GST Revenue Sharing Relativities for 2022-23) 

Determination 2022 

 

 

Part 2—Determination of GST revenue sharing relativities 

for 2022-23 
   

5  GST revenue sharing relativities for the 2022-23 payment year 

  For the purposes of subsection 8(1) of the Act, each item of the following table 

sets out a factor that is the GST revenue sharing relativity, for the 2022-23 

payment year, for the State specified in the item: 

 

Item For this State: The GST revenue sharing relativity for 

the 2022-23 payment year is: 

1 New South Wales 0.95065 

2 Victoria 0.85861 

3 Queensland 1.03377 

4 Western Australia 0.70000 

5 South Australia 1.28411 

6 Tasmania 1.85360 

7 Australian Capital Territory 1.09250 

8 Northern Territory 4.86988 

 

Authorised Version F2022L00997 registered 20/07/2022
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Whilst states have developed initiatives to help alleviate these shortages in their 
respective jurisdictions, we need the Commonwealth to complement these efforts in 
areas where there is shared or limited state responsibility. The Jobs and Skills 
Summit will no doubt be a valuable exercise. With skills shortages affecting most 
industries in all jurisdictions, states and territories are keen to work with the 
Commonwealth. 

3.  Productivity 
 
The Board acknowledges the need for states and territories to embark on meaningful 
productivity-enhancing reforms both individually and collectively with the 
Commonwealth at CFFR. We look forward to removing barriers that block 
productivity and collaborating with you and considering the recommendations of the 
Productivity Commission in the development and implementation of the five-yearly 
productivity review due in 2023. This may include options to incentivise productivity 
reforms.  Treasurers are also looking to engage on productivity matters stemming 
from the Ministerial Council review underway through National Cabinet.  
 
4.  Housing affordability 
 
This area is being led by Housing Ministers and the Board agrees that Treasurers 
also have a significant role via CFFR. In addition to the priorities outlined in the Work 
Program the focus could be on ensuring both levels of government are supporting 
affordable housing opportunities, social and community housing, build to rent, rent to 
buy, shared equity, land supply and an examination of Commonwealth Rent 
Assistance settings. The focus should be on those with high need including 
indigenous Australians, those with a disability and the aged. 
 
5.  Climate change 
 
The Board would like to focus on the energy sector and identifies that a key priority 
continues to be realising an orderly transition that ensures emissions targets are met, 
while putting downward pressure on power prices and maintaining energy security. 
Effective collaboration and coordination across Australian governments will be critical 
to achieving these aims.  
 
I understand the Board’s priorities have already been communicated to 
Commonwealth Treasury at officer level and that Deputy Heads of Treasury will 
progress CFFR priority areas. 
 
 
Yours sincerely 

 
 
Andrew Barr MLA 
Chief Minister and Treasurer of the Australian Capital Territory  
Chair of the Board of Treasurers 
 
       August 2022 
 
 
 
 



 

   

cc. Hon Matt Kean MP, Treasurer of New South Wales 
 Mr Tim Pallas MP, Treasurer of Victoria 

 Hon Cameron Dick MP, Treasurer of Queensland 
Hon Mark McGowan MLA, Premier and Treasurer of Western Australia 
Hon Stephen Mullighan MP, Treasurer of South Australia 
Hon Michael Ferguson MP, Treasurer of Tasmania 
Hon Eva Lawler MLC, Treasurer of Northern Territory 



 

THE HON JIM CHALMERS MP 
TREASURER 

SENATOR THE  

HON KATY GALLAGHER 
MINISTER FOR FINANCE 

Parliament House Canberra ACT 2600 Australia 
Telephone: (02) 6277 7340 

Ref:  MS22-001645 

The Hon Mark McGowan MLA 
Premier and Treasurer of Western Australia 
13th Floor Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 

Dear Premier 

As you would recall, at the recent Council on Federal Financial Relations (CFFR) meeting on  
22 July 2022, a number of Commonwealth election commitments where there may be opportunities for states 
and territories to be involved or consulted to influence their delivery were discussed.  

Further to that discussion, we write with a list of commitments of likely interest to all states, and to invite 
you and your officials to engage with Commonwealth counterparts as required. 

At the CFFR meeting, it was noted that the Commonwealth is already engaging on implementation across a 
range of areas, including through relevant portfolio ministers.  

This approach will continue moving forward, and several matters identified in this table are best placed to be 
progressed via portfolio ministers.  

We look forward to working with you as we develop these important proposals to deliver a better future for 
all Australians. 

Yours sincerely Yours sincerely 

The Hon Jim Chalmers MP Senator the Hon Katy Gallagher 

Enc: Election commitments: Examples where implementation relates to states 

Friday, 26 August 2022
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THE HON JIM CHALMERS MP 
TREASURER 

 
Parliament House Canberra ACT 2600 Australia  

Telephone: (02) 6277 7340 

Ref:  MC22-008513  
Friday, 30 September 2022 
 
The Hon Mark McGowan MP 
Premier of Western Australia 
Treasurer  
Minister for Public Sector Management, Federal-State Relations 
2 Havelock Street  
WEST PERTH WA 6005 
 
 
Dear Premier 
 
Thank you for your correspondence on 21 July 2022 concerning the Western Australian Native Forestry 
Transition – Workforce Transition Programs and the taxation of payments to native forestry workers. 
 
I note your request for payments to workers provided under the Workforce Transition Programs be 
considered Non-Assessable, Non-Exempt income (NANE). I also note from your correspondence that the 
Australian Taxation Office (ATO) has provided initial advice that these payments should be considered 
employment termination payments (ETPs). 
 
ETPs are a broad group of payments that are made to a person on termination of employment and attract 
significant tax concessions. The concession depends on the size of the payment, the nature of the payment 
and the recipient’s age. ETPs can have up to three parts – a tax-free component (available for genuine 
redundancy and early retirement scheme payments paid to those under Age Pension qualifying age), a 
concessionally taxed component and a final component taxed at marginal tax rates. 
 
Making these payments tax-free would create a precedent to make all employment termination payments tax 
free, including similar payments made to other industries. In addition, I understand that payments made by 
other State Governments to forestry workers have been taxable, including payments made by the then 
Tasmanian Government in 2013. As such, the Commonwealth does not support your request to make these 
payments NANE.  
 
However, I note many of the workers in receipt of these payments are likely to be able to access significant 
tax concessions under the current ETP rules. I am advised that, given the size of the payments being made in 
this case, if the payments are considered genuine redundancy payments then they could receive generous tax 
concessions, depending on an individual’s circumstances. I encourage the Western Australia Department of 
Jobs, Tourism, Science and Innovation to continue working with the ATO, who will be best placed to further 
advise on the tax treatment of these payments.  

Thank you again for your letter. 
 
 
Yours sincerely 
 

 
The Hon Jim Chalmers MP 
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THE HON JIM CHALMERS MP 
TREASURER 

 
Parliament House Canberra ACT 2600 Australia  

Telephone: (02) 6277 7340 

Ref:  MB22-000409  
 
 

1 October 2022 
 
 

The Hon Mark McGowan MLA 
Premier and Treasurer of Western Australia 
13th Floor Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 
 
 
 
 
Dear Premier  
 
I am writing to seek your agreement to upgrade the Indirect Tax Concession Scheme (ITCS) package for the 
Nepalese Embassy and their current and future Consulates-General, which would have a cost to goods and 
services tax (GST) revenue.  

Subject to your agreement, Nepal’s existing package will be upgraded to include concessions for 
construction and renovation costs.  

The ITCS is important to Australia’s diplomatic relations, as it provides refunds of GST, wine equalisation 
tax, luxury car tax and excise and excise-equivalent customs duty to diplomatic missions, consular posts and 
international organisations in Australia. Access to similar concessions is provided on a reciprocal basis for 
Australian missions in other countries. When new or upgraded ITCS packages involve changes to the GST 
base, State and Territory approval is required in accordance with the Intergovernmental Agreement on 
Federal Financial Relations.  

The proposed upgrade to Nepal’s ITCS package is estimated to have a total cost to GST revenue of 
$0.6 million over the forward estimates.  

Your agreement will help Australia meet its international obligations under the Convention on the Privileges 
and Immunities of the United Nations 1946 and the Vienna Convention on Diplomatic Relations 1961.  
I would be grateful if you could consider and respond to this request as soon as possible. 

The Commonwealth Treasury will continue to update State and Territory officials on the cost of 
GST refunds provided under the ITCS, on an annual basis.  

 
Yours sincerely 
 
  

 
The Hon Jim Chalmers MP 
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OFFICIAL: Sensitive 

Table 1: Estimated financial contributions for Fee Free TAFE places  

($ million) 2022-23 2023-24 Total 

Estimated total budget 597.76 256.22 853.98 

Less estimated National Partnership payments 298.88 128.11 426.99 

New South Wales 94.02 40.30 134.32 

Victoria 77.46 33.20 110.66 

Queensland 61.29 26.27 87.56 

Western Australia 31.37 13.44 44.81 

South Australia 20.57 8.82 29.39 

Tasmania 6.29 2.70 8.99 

Australian Capital Territory 5.01 2.15 7.16 

Northern Territory 2.87 1.23 4.10 

Non-Commonwealth contributions 298.88 128.11 426.99 

 

Table 2: Estimated financial contributions for ancillary funding 

($ million) 2022-23 2023-24 Total 

Estimated total budget 59.80 25.60 85.40 

Less estimated National Partnership payments 29.90 12.80 42.70 

New South Wales 9.40 4.03 13.43 

Victoria 7.75 3.32 11.07 

Queensland 6.13 2.63 8.76 

Western Australia 3.14 1.34 4.48 

South Australia 2.06 0.88 2.94 

Tasmania 0.63 0.27 0.90 

Australian Capital Territory 0.50 0.21 0.72 

Northern Territory 0.29 0.12 0.41 

Non-Commonwealth contributions 29.90 12.80 42.70 

 

Table 3: Estimated financial contributions for additional student support 

($ million) 2022-23 2023-24 Total 

Estimated total budget 47.26 0.00 47.26 

Less estimated National Partnership payments 23.63 0.00 23.63 

New South Wales 7.44 0.00 7.44 

Victoria 6.11 0.00 6.11 

Queensland 4.84 0.00 4.84 

Western Australia 2.48 0.00 2.48 

South Australia 1.63 0.00 1.63 

Tasmania 0.50 0.00 0.50 

Australian Capital Territory 0.40 0.00 0.40 

Northern Territory 0.23 0.00 0.23 

Non-Commonwealth contributions 23.63 0.00 23.63 
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OFFICIAL: Sensitive 

Table 4: VET Data Infrastructure Reforms  

($ million) 2022-23 2023-24 Total 

Estimated total budget 3.89 2.94 6.83 

New South Wales 0.75 0.57 1.32 

Victoria 0.53 0.40 0.93 

Queensland 0.53 0.40 0.93 

Western Australia 0.53 0.40 0.93 

South Australia 0.53 0.40 0.93 

Tasmania 0.36 0.27 0.63 

Australian Capital Territory 0.33 0.25 0.58 

Northern Territory 0.33 0.25 0.58 

 

Table 5: Estimated financial contributions TAFE Technology Fund  

($ million) 2022-23 2023-24 Total 

Estimated total budget 28.20 21.80 50.00 

New South Wales 7.50 ~ ~ 

Victoria 4.20 ~ ~ 

Queensland 5.80 ~ ~ 

Western Australia 8.20 ~ ~ 

South Australia 0.00 ~ ~ 

Tasmania 2.50 ~ ~ 

 Australian Capital Territory 0.00 ~ ~ 

 Northern Territory 0.00 ~ ~ 

 

 

Additional 

terms 

The Parties agree to implement this Schedule in accordance with the funding principles set out 

under the Appendices of this Schedule, and bilateral Implementation Plans.  

Implementation Plans for Fee Free TAFE will be agreed by the Commonwealth and each state 

individually, with finalisation triggering Milestone Payment 1 for that state  

Changes to the appendices of this Schedule may be agreed in writing between the state and 

Commonwealth Skills Ministers, either multilaterally or bilaterally where the changes will not 

affect other States. 

Given the importance of addressing key skills shortages in the economy, regular reporting is 

considered necessary. 

The parties also agree to share the costs of the debt-not-expected-to-be-repaid for 

Government Subsidised students under the VET Student Loans Program set out in Appendix D. 

 

 

  





 

 

5 

Performance Milestone 2 

The State has provided quarterly reporting consistent with Part 3 of 

this Schedule which shows that enrolments in eligible training 

places have committed a minimum of 40 per cent of the total of the 

Fee Free Places and Ancillary Purposes funds for expenditure.   

State funding for ancillary purposes will count toward meeting this 

milestone on a pro-rata basis. For example: To meet the 40 per cent 

committed funding utilisation milestone, a minimum of 36 per cent 

utilisation must be met through enrolments, with a maximum of 

4 per cent met through ancillary funding. 

 

May 2023  

(Estimated) 

The total of: 

• 30% of the State’s allocation of Fee Free TAFE places; and 

• 30% of the State’s allocation of funding for Ancillary Purposes. 

Performance Milestone 3 

The State has provided quarterly reporting consistent with Part 3 of 

this Schedule which shows that enrolments in eligible training 

places have committed a minimum of 70 per cent of the Fee Free 

TAFE Places and Ancillary Purposes funds for expenditure.  

State funding for ancillary purposes will count toward meeting this 

milestone on a pro-rata basis. For example: To meet the 70 per cent 

committed funding utilisation milestone, a minimum of 64 per cent 

utilisation must be met through enrolments, with a maximum of 

6 per cent met through ancillary funding. 

 

November 2023 

(Estimated) 

The total of: 

• 30% of the State’s allocation of the Fee Free TAFE places: and 

• 30% of the State’s allocation of funding for Ancillary Purposes. 
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End of Fund Report 

The States will provide an End of Fund Report which provides a stocktake and acquittal, including a 

review of the Fund and an assessment of its effectiveness in meeting the needs of the target 

cohorts within , each jurisdiction.  

The Commonwealth will collaborate with States on the evaluation of the outcome of the initiative. 

• 31 July 2024 

For the TAFE Technology Fund, the responsible jurisdiction will provide: 

- quarterly progress reports against the individual Project Plan(s) 
- a final acquittal report on completion of the project. 
 

• By the 15th day of the month following the end of 

the quarter for the life of the agreement On 

completion of the project. 

For VET Student Loans, the Commonwealth will: 

- consult States on the development of the draft 2024 course list; and  

- provide the States with more data on the courses and profile of learners participating in VSL in 

their jurisdiction.  

• From July 2023 (with the list to take effect  

1 January 2024) 

• April 2023 and April 2024 

 

  



 

 

9 

 

The Parties have confirmed their commitment to this schedule as follows: 

 

Signed for and on behalf of the Commonwealth 

of Australia by 

________________________________ 

The Honourable [insert name] MP 
Minister for [insert title]  

[Day]  [Month]  [Year] 

  

   
Signed for and on behalf of the  

State of New South Wales by 

________________________________ 

The Honourable [insert name] MP 
Minister for [insert title]  

[Day]  [Month]  [Year] 

 Signed for and on behalf of the 

State of Victoria by 

 _______________________________  

The Honourable [insert name] MP 
Minister for [insert title]  

[Day]  [Month]  [Year] 

   
Signed for and on behalf of the 

State of Queensland by 

________________________________ 

The Honourable [insert name] MP 
Minister for [insert title] 

[Day]  [Month]  [Year] 

 Signed for and on behalf of the 

State of Western Australia by 

 _______________________________  

The Honourable [insert name] MP 
Minister for [insert title] 

[Day]  [Month]  [Year] 

   
Signed for and on behalf of the 

State of South Australia by 

________________________________ 

The Honourable [insert name] MP 
Minister for [insert title] 

[Day]  [Month]  [Year] 

 Signed for and on behalf of the 

State of Tasmania by 

 _______________________________  

The Honourable [insert name] MP 
Minister for [insert title] 

[Day]  [Month]  [Year] 

   
Signed for and on behalf of the Australian 

Capital Territory by 

________________________________ 

The Honourable [insert name] MP 
Minister for [insert title] 

[Day]  [Month]  [Year] 

 Signed for and on behalf of the Northern 

Territory by 

 _______________________________  

The Honourable [insert name] MP 
Minister for [insert title]  

[Day]  [Month]  [Year] 
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Appendix A: Funding Principles for the Fee Free TAFE Fund (FFT Fund) 

Priority Learners 

1. States will administer learner eligibility for Fee Free TAFE, prioritising groups including First Nations 
Australians, young people (17-24), people out of work or receiving income support, unpaid carers, 
women facing economic insecurity, women undertaking study in non-traditional fields, people with 
disability and certain categories of visa holders. 

a. In this context, States will outline how priority groups will be incorporated in local eligibility 

arrangements in their Implementation Plans and how Fee Free TAFE will be marketed in the 

first instance to the priority groups.  

b. States will outline the proposed learner eligibility in the Implementation Plan and advise on 

any changes in quarterly progress reports. 

Training in scope of funding 

2. Commencing 1 January 2023, the national target for the Fund is 180,000 Fee Free TAFE places, 

including 15,000 aged care places (see definitions for Fee Free and TAFE below). The total indicative 

numbers of Fee Free TAFE places, and aged care places, in each jurisdiction in 2023 will be outlined in 

the State’s Implementation Plan.  

3. States will determine the courses (accredited qualifications and short courses) to be funded under this 

Schedule, to deliver national and/or State-based priorities. National areas of priority include: 

a. care (aged care, childcare, health care, disability care);  
b. technology and digital; 
c. hospitality and tourism;  
d. construction; 
e. agriculture; and  
f. sovereign capability (for example manufacturing, and Defence).   

 
4. The States will specify an initial list of courses (qualifications and short courses) covered by this 

Schedule in their Implementation Plan, which will also address the indicative aggregate of full 

qualifications and short courses (including micro-credentials), how the list will address national and/or 

State priority areas, and how the list may be updated.  

5. Fee Free TAFE will be delivered by a registered training provider that is recognised as a TAFE or public 

dual sector higher education provider, including TAFE auspicing or partnership arrangements. In limited 

circumstances delivery may also include community training providers or Indigenous training providers 

where they are better placed to deliver specialist training, as agreed with the Commonwealth in the 

Implementation Plan. 

6. To deliver priority training in the care sector (including 15,000 places nationally in aged care), State 

delivery may include broader eligibility and qualifications, as agreed with the Commonwealth in the 

Implementation Plan. 

7. The Commonwealth and States may, by exception, agree to specific bilateral training delivery 

arrangements in the Implementation Plan. 

8. Commonwealth Government payments under this Schedule will be directed to State Governments, 
which will manage the distribution of funds in line with this Schedule and according to their policies and 
procedures. 
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Enrolment Period 

9. Enrolments for, or delivery commenced from the time of signing this Schedule to 31 December 2023 

will be eligible for this Fund, unless varied in the Implementation Plan. 

Course Pricing 

10. States will use their current pricing policies for VET places in their jurisdiction for setting the price of 

Fee Free TAFE training places. In doing so, they will be informed by advice from Commonwealth 

Government and State and Territory Government agencies. States’ current pricing policies are subject 

to change and the price set for the training places under this Schedule may be adjusted through a 

revised Implementation Plan. 

Reporting Arrangements 

11. The States will provide reports in accordance with Part 3 aligned with the templates attached to this 

Schedule. 

12. The Commonwealth may share the reports set out in Part 3 with any Commonwealth entity for 

information, reporting and promotion purposes. 

Ancillary Purposes and Student Support Services 

13. The State may use up to 10 per cent of the Commonwealth funding contribution for Fee Free places on 

(ancillary) costs on a cost shared basis to support the delivery of Fee Free TAFE and student outcomes. 

States will not use the Fund for wage subsidies, or major capital works. States will match the ancillary 

amount and may count existing commitments. 

14. The State will also match its (per-capita) allocation of Student Support Services and may count existing 

commitments.  

Unused funding 

15. Where a student enrolls in a training place funded through the Fund and then withdraws after the State 

has received the related milestone payment, the State agrees to redirect that amount back into the 

Fund to support additional places and associated student supports. 

16. Where there is unallocated funding left over from a Commonwealth contribution received by the State 

at the end of this Fund, States agree to spend any such amount in the TAFE sector. 

Promotion of the Fund 

17. All governments will take steps to promote access to Fee Free TAFE training.  

18. States and the Commonwealth will make best efforts to ensure they consult on the nature and content 

of any events, announcements, promotional activity or publicity related to the Fund. 

Baseline and matched funding arrangements 

19. Consistent with the cost shared arrangements for Fee Free TAFE, States agree to match the 

Commonwealth's funding commitment in the 2023 calendar year and not to use FFT Funds to 

substitute existing expenditure.   

20. State contributions may be met through the allocation of funding under existing program streams but 

must be in addition to the agreed Baseline Funding commitment. States further agree to ensure a 

proportional increase in funding provided to TAFEs relative to pre-COVID (2019) levels, with this to be 

agreed with the Commonwealth in the Implementation Plan. 

21. The Baseline Funding commitment has been determined by reference to 2019, based on the 2019 

NCVER Funding Collection, with adjustments for agreed one-off spending and State funding 

contributions under Fee Free TAFE (Table 1 refers).  
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22. If the Baseline Funding commitment is not met in 2023, Commonwealth payments to States under the 

new long-term skills funding agreement may be reduced to offset the shortfall in funding. The 

Commonwealth will not seek to offset shortfalls in funding driven by factors outside the control of 

States and where States have demonstrated best endeavors to fulfil the Baseline Funding commitment. 

Table 1: State and Territory Baseline funding commitments and additional contributions under the Fee 

Free TAFE Fund ($m)  
 

Level of baseline funding Additional Fee Free TAFE funding 

New South Wales 1,099.7 155.2 

Victoria 798.3 127.8 

Queensland 618.3 101.2 

Western Australia 355.7 51.8 

South Australia 174.0 34.0 

Tasmania 106.2 10.4 

Australian Capital Territory 79.8 8.3 

Northern Territory 76.6 4.7 
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Definitions:  

23. For the purposes of this Appendix: 

a. Ancillary funding is up to 10 per cent of the value of the Fund, to support the delivery of Fee Free 

TAFE and student outcomes.  This may include wraparound support services to help disadvantaged 

learners to access training, promotion of Fee Free TAFE, funding support to assist students in 

accessing required work placements, or support for learners to access training that is best suited to 

their needs and the local jobs market and to transition from learning to employment. 

b. Baseline Funding commitment means the agreed financial baseline for which additional 

contributions under the Fund is assessed in 2023.  

c. Cost shared means 50:50 cost sharing between the Commonwealth and the States to deliver Fee 

Free TAFE places (including student support) and meet ancillary costs.   

d. Existing Training Place means a training place identified by the State as a current place (in agreed 

priority qualifications and/or for priority learners) where the fee component is met from the 

Fund. States will outline their approach to managing existing places bilaterally.   

e. Eligible Visa Holders means a student who holds an eligible visa as agreed between the State and 

Commonwealth.  

f. Fee Free means the learner will not be charged a fee for the tuition component of training funded 

through this Fund. Any other fees (e.g., Administration fee or material costs) will be minimal and 

agreed with the Commonwealth in the Implementation Plan. 

g. Fee Free TAFE Fund includes the Fee Free TAFE Places fund, ancillary funding and funding for 

additional support.  

h. Implementation Plan is a bilateral plan outlining how Fee Free TAFE will operate in practice, to be 

agreed with the Commonwealth. The Implementation Plan template will be provided by the 

Commonwealth.  

i. New Training Places are those where the price of training is fully met from the Fund.  

j. Student Support Services means services that enhance student access to training and supporting 

completions. These will be agreed bilaterally and included in State Implementation Plans.  

k. TAFE means a training provider that is recognised as a TAFE, public dual sector higher education 

provider, a TAFE auspicing or partnership arrangement. 

  



 

 

14 

OFFICIAL: Sensitive 

Appendix B: The TAFE Technology Fund 

Overview 

1. The States acknowledge the Commonwealth has announced a $50 million TAFE Technology Fund, 

including a number of specific projects across the country to be delivered as a priority.  

2. The States agree to work bilaterally with the Commonwealth on the administration of the Fund.  

3. In respect of Committed Projects, Implementation Plans will be agreed with the Commonwealth from   

31 March 2023. 

4. In relation to access to the remaining TAFE Technology Funding Pool, TAFE infrastructure project 

proposals (projects) will be assessed by the Commonwealth on a competitive basis against the 

following:  

Criterion A: Value for money.  

Criterion B: Contribution to improving training delivery standards expected by industry.  

Criterion C: Evidence of industry support.  

Criterion D: Demonstrable need identified in the State or Territory TAFE sector.  

Criterion E: Ability to deliver. 

Criterion F: History of capital support for addressing the need.  

5. Comprehensive Fund Guidelines and templates will be provided to States (and published).  

Cost Sharing Arrangement 

6. There is no requirement for States and Territories to match TAFE Technology Funding. 

Definitions  

7. For the purposes of this Appendix: 

a. The TAFE Technology Fund is a $50m Australian Government fund to improve IT facilities, 

workshops, laboratories, and tele-health simulators across the country.  

b. Committed Projects are 14 projects valued at $28.2 million which will be delivered as a priority 

from the TAFE Technology Fund. 

c. The TAFE Technology Funding Pool is $21.8 million which States can apply to access. 
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Appendix C: Provision of seed funding for VET data Infrastructure Reforms.  

Overview 

1. $6.85 million has been allocated nationally to support jurisdictions with a funding contribution to 

undertake impact assessment and cost planning, technical design, sector coordination, implementation 

and rollout activities associated with implementation of the VET Data Streamlining (VDS) Program 

during 2023. 

2. These funds are a contribution toward the State undertaking VDS transition planning by the end of 

2023. 

3. Funding has been notionally allocated to jurisdictions as outlined in Table 3.  

4. Milestone payments will be made in accordance with Part 2.  

Cost Sharing Arrangement 

5. There is no requirement for States to match this funding.  

Definitions  

6. For the purposes of this Appendix: 

a. The VET Data Streamlining Program is focussed on improving the collection and use of VET 

activity data. The program aims to introduce: 

i. a modern technology that enables near real-time submission of VET activity data; 

ii. a VET Information Standard to replace the existing Australian Vocational Education and 

Training Management Information Statistical Standard (AVETMISS); and 

iii. updated regulatory and governance settings. 
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Appendix D: Principles for cost sharing under the VET Student Loans Program  

Overview 

1. The Commonwealth and the States agree to the VET Student Loans (VSL) Program cost sharing 

arrangement (below) from 1 January 2023 to 31 December 2023, unless alternative arrangements are 

bilaterally agreed. 

2. This arrangement will cover enrolments from 1 July 2022 to 31 December 2023. 

3. This arrangement is limited to loans provided to State subsidised students for courses at the Diploma 

and Advanced Diploma level. 

Cost Sharing Arrangement 

4. Each jurisdiction will contribute 50 per cent of the cost of the: 

a. Debt Not Expected to be Repaid (DNER). The DNER rate will be set at 22 per cent of the value of 

loans issued in a jurisdiction to its State-subsidised students; and 

b. Deferral Adjustment Costs for those loans, arising from the concessional treatment that applies to 

VSL.  

5. The Commonwealth will waive the 20 per cent loan fee for State subsidised students who access a VSL. 

6. The Commonwealth will issue invoices in April each year for the calendar year prior. 

7. At the time of invoicing, the Commonwealth will provide data on the jurisdiction’s subsidised loans 

issued by each provider in their jurisdiction for the calendar year prior, including enrolments and loan 

values. 

Definitions  

8. For the purposes of this Appendix: 

a. Debt Not Expected to Be Repaid (DNER) means loans that are not expected to be repaid due to the 

income contingent nature of the VSL program. The AGA has modelled the rate of DNER for VSL and 

advised that a DNER rate of 22 per cent be used for the purposes of cost sharing until the modelling 

is reviewed again in 2024.  

b. Deferral Adjustment Costs means the represented cost of deferring the repayment of the debt and 

recognises that debts are charged interest broadly in line with the change in the CPI each year, 

which is different to the underlying cost of government borrowing. The Australian Government 

Actuary will determine the deferral adjustment rate. 
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Appendix E: Fee Free TAFE Reporting Schedule  
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AUSTRALIAN COMPETITION AND CONSUMER COMMISSION:  as at 6/09/2022

NAME GENDER POSITION FT/PT STATE OF 
RESIDENCE

DATE APPOINTED EXPIRY DATE

1. Current members:

Ms Gina CASS-GOTTLIEB F Chairperson FT NSW 21.03.22 20.03.27

Mr Mick KEOGH OAM M Deputy Chairperson and Member        FT       NSW 30.05.18 29.05.23

Ms Delia RICKARD PSM F Deputy Chairperson and Member FT ACT 27.10.22 26.01.23

Ms Catriona LOWE F Deputy Chairperson and Member FT VIC 27.01.23 26.01.28

Ms Anna BRAKEY F Member FT NSW 10.12.20 09.12.25

Ms Liza CARVER F Member FT NSW 01.03.22 28.02.27

Mr Peter CRONE M Member FT VIC 10.12.20 09.12.25

Mr Stephen RIDGEWAY M Member FT VIC 27.06.19 26.06.24

Ms Nerida O’LOUGHLIN F Associate Member (ACMA) PT ACT 06.04.19 13.10.22

Mr James COX PSM * M Associate Member (AER) PT NSW 26.06.22 25/06.24

Mr Eric GROOM PSM * M Associate Member (AER) PT NSW 03.02.20 02.02.25

Ms Catriona LOWE * F Associate Member (AER) PT VIC 03.02.20 02.02.25

Mr Justin OLIVER * M Associate Member (AER) PT QLD 03.02.20 02.02.25

Ms Clare SAVAGE * F Associate Member (AER) PT VIC 14.10.19 13.10.24

* Membership of the ACCC is 
required by legislation 
because of AER membership.
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THE HON JIM CHALMERS MP 
TREASURER 

 
Parliament House Canberra ACT 2600 Australia  

Telephone: (02) 6277 7340 

 
Ref:  MC22-014686 

 
 

22 October 2022 
 
 

The Hon Mark McGowan MLA 
Premier and Treasurer of Western Australia 
2 Havelock Street 
WEST  PERTH  WA  6005 
 
 
 
Dear Premier 
 

I am writing to express my sincere appreciation for the Western Australian Government’s efforts to reach 
agreement on the proposed Housing Accord within the requested timeframe. 

As you know, the Housing Accord is an important mechanism for improving social and affordable housing 
for Australians. I value your Government’s support for collaborating through the Accord to drive better 
outcomes in this important policy area.  

I look forward to continuing to work with you through the Council on Federal Financial Relations to deliver 
the Housing Accord and improve social and affordable housing to enhance the wellbeing of Australians. 

Please contact Vera Holenstein, Assistant Secretary, Housing Branch at @treasury.gov.au or 
on if your officials wish to discuss this matter.   
 
 
Yours sincerely 
 

 
The Hon Jim Chalmers MP 
 
CC: The Hon Julie Collins MP, Minister for Housing, Minister for Homelessness and Minister for Small 
Business 

s 22
s 22
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UNDER EMBARGO UNTIL 7:30PM ON TUESDAY, 25 OCTOBER 2022 

 

         

         

 

Housing Accord 2022 
 



UNDER EMBARGO UNTIL 7:30PM ON TUESDAY, 25 OCTOBER 2022 

Housing Accord 2022 

 Last updated: 22 October 2022 |  1 

UNDER EMBARGO UNTIL 7:30PM ON TUESDAY, 25 OCTOBER 2022 

Introduction 
Housing supply challenges need to be addressed to ensure Australians have 
access to safe, stable and affordable housing, as well as better housing choices 
that are close to work, schools and transport. The residential building industry is 
facing capacity constraints; looking forward, building activity is expected to 
decline from recent peaks, further exacerbating supply and affordability 
pressures. 

Affordable housing is critical for the well-being of Australians and the productivity of the 
Australian economy. However, Australia is facing acute housing pressures and too many 
Australians do not have access to affordable housing. The national rental vacancy rate is at a 
record low of 0.9 per cent, with advertised rents 10.2 per cent higher in capital cities and 
9.7 per cent higher in regional areas over the 12 months to September 2022. 

The Accord brings together all levels of government, investors, and the residential 
development, building and construction sector to unlock quality, affordable housing supply over 
the medium term. Relative to comparable countries, Australia has a low level of institutional 
investment in housing. At the same time, we have the world’s third largest pool of capital in our 
superannuation system, which is hungry for investments that will deliver stable returns over the 
long term for the benefit of members. 

The Accord lays the groundwork to improving affordability by addressing Australia’s housing 
supply challenges and enabling the delivery of more social and affordable housing.  

The Housing Accord includes:  

• an initial, aspirational national target of delivering one million new, well-located homes 

over 5 years from 2024, and 

• immediate and longer-term actions for all parties to support the delivery of more 

affordable homes.  
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THE HON JIM CHALMERS MP 
TREASURER 

THE HON MARK BUTLER MP 
MINISTER FOR HEALTH 

AND AGED CARE 

Ref:  MS22-001522 

2 November 2022

The Hon Mark McGowan MLA  
Premier 
Treasurer 
Minister for Public Sector Management; Federal-State Relations 
13th Floor  Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 

Dear Premier 

We write with further information on the BreastScreen Australia Program and its interaction with the 
Australian Government’s Minimum Funding Guarantee (MFG) for 2021-22. 

We appreciate Western Australia has provided in principle agreement to transfer the Project Agreement for 
the Expansion of the BreastScreen Australia Program (BreastScreen) into the public health component of the 
National Health Reform Agreement (NHRA) but seeks clarification on these arrangements.  

We confirm that inclusion of BreastScreen in the NHRA will be on the same terms as other public health 
services. This includes consistency with clause A15 of Schedule A, which provides that “States will have 
full discretion over the application of public health funding to the outcomes set out in the National 
Healthcare Agreement 2012.” The Australian Government is not proposing any revisions to the NHRA 
schedule to reflect the inclusion of BreastScreen.  

Funding amounts for BreastScreen were determined by the previous Government by indexing the  
2020-21 Project Agreement entitlements against the NHRA public health indexation factor.  
Under this arrangement, Western Australia is entitled to receive an additional $1.7 million for public health 
activity delivered under the NHRA in 2021-22.  

MFG payment amounts were set by the previous Government based on each jurisdiction’s estimated NHRA 
entitlement as published in the 2021-22 Budget. The additional $1.7 million in funding for BreastScreen was 
not included in these estimates. We confirm Western Australia’s MFG amount for 2021-22 is 
$2,690.5 million. 

Parliament House Canberra ACT 2600 Australia 
Telephone: (02) 6277 7340 
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As you have previously provided in principle agreement to transfer BreastScreen into the NHRA, we 
consider this letter finalises this agreement. If you seek to amend your agreement to the transfer, we ask you 
write to us by 11 November 2022. This will allow the Commonwealth Treasurer to finalise his advice to the 
Administrator of the National Health Funding Pool on BreastScreen funding for all states in a timely manner. 

We look forward to working collaboratively with your Government to deliver breast screening services to 
improve women’s health and to address other challenges in the health system.  

Yours sincerely Yours sincerely 

The Hon Jim Chalmers MP The Hon Mark Butler MP 



THE HON JIM CHALMERS MP 
TREASURER 

Parliament House Canberra ACT 2600 Australia 
Telephone: (02) 6277 7340 

Ref:  MB22-000450 

The Hon Mark McGowan MLA 
Premier and Treasurer of Western Australia 
2 Havelock Street  
WEST PERTH  WA  6005  

Dear Premier 

Thank you for your correspondence of 27 September 2022 requesting that the Commonwealth provide state 
and territory business grants relating to economic diversification with non-assessable, non-exempt (NANE) 
tax treatment for income tax purposes. 

You would be aware some state and territory grant programs relating to certain natural disasters or 
COVID-19 lockdowns have been declared eligible for NANE income tax treatment, changing the normal tax 
treatment of those grants. However, I do not generally favour the approach of making business grants tax 
free as it complicates the normal operation of the tax system.  

The Commonwealth income tax system, whilst generally including grants in a business’ assessable income, 
allows tax deductions for genuine business expenses, including expenses paid for from grant funding. This 
means that Western Australian businesses will receive the full benefit of the grant programs you referred to 
in your letter as well as other Western Australian Government grants.  

For these reasons, I am not inclined to make legislative changes to provide state and territory grant programs 
with NANE income tax treatment. 

Thank you again for your letter. 

Yours sincerely 

The Hon Jim Chalmers MP 

Thursday, 10 November 2022
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THE HON JIM CHALMERS MP 
TREASURER 

 
Parliament House Canberra ACT 2600 Australia  

Telephone: (02) 6277 7340 

 
Ref:  MB22-000468  

 
 

Friday, 6 January 2023 
 
 

The Hon Mark McGowan MLA 
Premier and Treasurer of Western Australia 
13th Floor Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 
 
 
 
Dear Premier  
 
I am writing to seek your agreement to upgrade the Indirect Tax Concession Scheme (ITCS) package for the 
Saudi Arabian Embassy and their current and future Consulates-General, which would have a cost to goods 
and services tax (GST) revenue.  

Subject to your agreement, the Embassy of Saudi Arabia will be upgraded from a ‘Standard’ package to a 
‘Standard Plus’ package, and their current and future Consulates-General will be designated ‘Standard Plus’. 

The ITCS is important to Australia’s diplomatic relations, as it provides refunds of GST, wine equalisation 
tax, luxury car tax and excise and excise-equivalent customs duty to diplomatic missions, consular posts and 
international organisations in Australia. Access to similar concessions is provided on a reciprocal basis for 
Australian missions in other countries. When new or upgraded ITCS packages involve changes to the GST 
base, State and Territory approval is required in accordance with the Intergovernmental Agreement on 
Federal Financial Relations.  

The proposed upgrade to Saudi Arabia’s ITCS package is estimated to have a total cost to GST revenue of 
$0.3 million over the forward estimates.  

Your agreement will help Australia meet its international obligations under the Convention on the Privileges 
and Immunities of the United Nations 1946 and the Vienna Convention on Diplomatic Relations 1961.  
I would be grateful if you could consider and respond to this request as soon as possible. 

The Commonwealth Treasury will continue to update State and Territory officials on the cost of 
GST refunds provided under the ITCS, on an annual basis.  

 
Yours sincerely 
  
 
 
 
 
 
 
The Hon Jim Chalmers MP 

SPL
Text Box
FOI 3332Document 26



SPL
Text Box
FOI 3332Document 27





   

  
  

    
 

 
  

 

                
            

   

               
              

  

 

  
 

   

       
           

SPL
Text Box
FOI 3332Document 28



SPL
Text Box
FOI 3332Document 29



   

  

     

 
  

                
             

  

        

         
         

         
           

          
           

    
  

   

       
           

SPL
Text Box
FOI 3332Document 30



   

  
  

   

        
      

                  
         

     

            
             

         

                
           

      

  
 

   

       
           

SPL
Text Box
FOI 3332Document 31



 

THE HON JIM CHALMERS MP 
TREASURER 

 
Parliament House Canberra ACT 2600 Australia  

Telephone: (02) 6277 7340 

Ref:  MS23-000498  
 
 

16 March 2023   
 
The Hon Mark McGowan BA LLB MLA 
Premier 
Treasurer  
13th Floor Dumas House 
2 Havelock Street 
WEST PERTH  WA  6005 
 
 
 
Dear Premier 
 
I am writing in relation to the Productivity Commission’s 5-year Productivity Inquiry, Advancing Prosperity.  
 
The Inquiry will be published on the Productivity Commission’s website on 17 March 2023. I have enclosed 
volume 1 which is provided under embargo until it is publicly released.  
 
The Inquiry is an extensive piece of work consisting of 71 recommendations under 29 Reform Directives 
that cover a wide range of portfolios. At least half of the recommendations are partially or wholly within the 
remit of state and territory governments, but others would also benefit from consideration by states and 
territories.  
 
As you are aware, National Cabinet tasked CFFR with driving productivity and regulatory reforms and 
advising National Cabinet annually on productivity priorities in addition to those already tasked to other 
Ministerial Councils. This will be on the agenda for our 23 June 2023 CFFR meeting.  
 
I look forward to collaborating with you to lift Australia’s productivity.  
 
For more information, please contact Melissa Bray, Assistant Secretary, Commonwealth-State Relations 
Branch, on @treasury.gov.au.  
 
Yours sincerely 

 
The Hon Jim Chalmers MP 
 
Enc: EMBARGOED-Volume 1 - Advancing prosperity

s 22
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5-year Productivity Inquiry: Advancing Prosperity Inquiry report 

iv 

Terms of reference 

I, Josh Frydenberg, Treasurer, pursuant to parts 2 and 3 of the Productivity Commission Act 1998, hereby 
request that the Productivity Commission undertake an inquiry into the Australia’s productivity performance 
and provide recommendations on productivity-enhancing reform. This inquiry is the second of a regular 
series, undertaken at five-yearly intervals, to provide an overarching analysis of where Australia stands in 
terms of its productivity performance. The first report, Shifting the Dial was completed in 2017. 

Background 

Australia’s economy has performed strongly in recent decades enjoying robust growth in incomes and living 
standards following 28 years of consecutive economic growth interrupted by the COVID-19 pandemic. 
Australia’s economic recovery from the pandemic has been world leading however to ensure Australians 
continue to enjoy higher living standards, we need to continue to focus on the task of lifting productivity. 

Productivity growth is vital for Australia’s future, particularly as the Australian and global economies emerge 
and begin to recover from the economic impacts of COVID-19. The 2021 Intergenerational Report makes it 
clear that future growth in income and living standards will be driven from productivity growth as the 
participation effects of young migration are offset by an ageing population. Global and domestic productivity 
growth in recent decades however has slowed. Changes brought about by the COVID-19 pandemic and the 
global and domestic policy responses will also provide a unique historical context for this Review. 

Given the scale and nature of the economic shock caused by the COVID-19 pandemic, it is expected to have 
an enduring impact on Australia’s productivity challenge. The acceleration in the uptake of technology by 
business and individuals has stimulated growth in remote work, online commerce, businesses’ digital 
presence and innovative delivery of public services like health and education. The pandemic has affected 
business models in some key sectors and underscored the need for labour mobility across the economy. 

In this environment, Australia needs policy settings that foster a flexible and dynamic economy, that is able 
to adapt in the face of economic challenges and opportunities. Policy settings should encourage the 
economy to adapt to the growing importance of digital technologies, including through developing a skilled 
labour force. They must also be forward looking and support an environment that promotes economic 
dynamism, entrepreneurship and appropriate risk-taking, and innovation and technological adoption. 

Against this background, the Review can play a critical role in making high-value and implementable 
recommendations to support Australia’s productivity growth. Lifting Australia’s productivity growth will involve 
a combination of economy-wide and structural reforms, in addition to targeted policies in particular sectors to 
push Australian industries closer to the global frontier. 

Scope of the inquiry  

The Commission is to review Australia’s productivity performance and recommend an actionable roadmap to 
assist governments to make productivity-enhancing reforms. Each recommendation should qualitatively and 
quantitatively estimate the benefit of making the reform and identify an owner for the action and a timeframe 
in which it might occur.  
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Terms of reference 
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Without limiting related matters on which the Commission may report, its report to the Government should:  

1. Analyse Australia’s productivity performance in both the market and non-market sectors, including an 
assessment of the settings for productive investment in human and physical capital and how they can be 
improved to lift productivity. 

2. Identify forces shaping Australia’s productivity challenge as a result of the COVID-19 pandemic and 
policy response.  

3. Consider the opportunities created for improvements in productivity as a result of Australia’s COVID-19 
experience, especially through changes in Australia’s labour markets, delivery of services (including 
retail, health and education) and digital adoption.  

4. Identify priority sectors for reform (including but not limited to data and digital innovation and workforce 
skills) and benchmark Australian priority sectors against international comparators to quantify the 
required improvement.  

5. Examine the factors that may have affected productivity growth, including domestic and global factors 
and an assessment of the impact of major policy changes, if relevant.  

6. Prioritise and quantify the benefit of potential policy changes to improve Australian economic 
performance and the wellbeing of Australians by supporting greater productivity growth to set out a 
roadmap for reform.  

7. Revisit key recommendations and themes from the previous five yearly review in light of the above, 
where relevant.  

The Commission should have regard to other current or recent reviews commissioned by Australian 
governments relating to Australia’s productivity performance and include comparisons of Australia’s 
productivity performance with other comparable countries. The Commission should support analysis with 
modelling where possible and qualitative analysis where data is not available, and this is appropriate. 

Process 

The Commission should consult widely and undertake appropriate public consultation processes, inviting 
public submissions. The Commission should actively engage with Commonwealth, and state and territory 
governments. The final report should be provided to the Government within 12 months of receipt of these 
terms of reference. 

 

The Hon Josh Frydenberg MP 
Treasurer 

[Received 7 February 2022] 
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Foreword 

There has been a vast improvement in average human well-being over the last 200 years: measured in 
longer lives, diseases cured, improved mobility, safer jobs, instant communications and countless 
improvements to comfort, leisure and convenience.  

Will our living standards continue to improve at the same rate they did in the past? 

We measure and aggregate those improvements into a single number — the rise in GDP per hour worked 
across the economy. It is an imperfect measure but has enormous value if we interpret it carefully. One 
important message is that the average rate of productivity growth in Australia has slowed in the last 
20 years, as it has in much of the developed world. 

But it is also important to move beyond thinking about productivity growth in terms of a single number — an 
economy-wide percentage growth rate. In fact, there has always been great variability in productivity 
performance across the economy. Some sectors have seen huge technological transformation and 
innovation, with bursts of rapid productivity growth — with products becoming radically cheaper and better, 
and a steady flow of new offerings. Other sectors, not so much. 

Globally, agriculture, manufacturing, mining, energy, transport and communications have seen this sort of 
transformation. Other sectors, including many service industries, have not.  

It turns out that this variation really matters.  

When productivity growth in different sectors consistently diverges, then (perhaps counter-intuitively) the 
sectors with high productivity growth tend to shrink as a share of the economy while low productivity sectors 
grow. It is as though we collectively spend more effort (resources) on what is hard but necessary, and less on 
that which is getting easier. But if maintained, this pattern can lead to an ever-growing share of low productivity 
sectors — an ever-growing drag on overall future productivity growth. This is known as ‘cost disease’. 

This has a big implication: productivity policy has to focus on the areas that have proven hardest; not those 
areas where past progress has been most readily achieved. As US economist Ben Jones put it: 

GDP and future progress depend less and less on the sectors we have found relatively easy to 
advance ... and increasingly on the sectors that continue to be hard, which make up a growing 
share of the economy.1 

In many ways, that is the key theme of this report — how we might adjust productivity policy to focus more 
on the hard areas.  

Productivity improvement in services is hard. Services tend to be labour intensive, many are delivered in 
person, often bespoke and hence not amenable to mass production. They can be hard to automate. But they 
have grown to make up 80 per cent of the economy and 90 per cent of the workforce. Future productivity 
growth in Australia relies crucially on getting better productivity across the services sector. In Australia, 
services sector productivity has lagged that of the goods sector. Government services, in particular, have 
seen very low productivity growth. Our performance relative to other economies is typically weaker in 
services than in goods.  

 
1 Jones, B.G. 2020, Where Innovation Happens, and Where It Does Not. 
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Having highly skilled and adaptive workers will be critical to address this challenge. A skilled and flexible 
workforce is a broad enabler — it militates in favour of balanced growth across all sectors of the economy, 
including in the hard areas. If we get policy right — in education, skilled migration and labour market 
regulation — this could be Australia’s most significant and enduring source of comparative advantage.  

Education is a critical area of focus. First because it represents perhaps the greatest and most enduring 
general-purpose technology known to humankind — the ability to transfer knowledge in a concentrated form; 
and to build in people a general capability for future learning. As human strength and speed, and routine 
tasks in general, have been replaced by technology, the focus of jobs shifts towards higher order skills. A 
highly skilled workforce is necessary to use technology, and to add more value in the distinctly human areas 
that technology cannot replace.  

Second, education is one of those government services that has itself seen very low productivity growth. We 
have achieved huge gains in economy-wide productivity by adding additional years of education. There is 
some scope for this to continue but, overwhelmingly, future gains will have to come from higher quality 

education from the resources (including years of student time) we put into it. That means productivity.  

We also need to re-think the emphasis of innovation policy. Existing policy instruments reflect traditional 
channels of innovation — tax incentives for research and development, patent protections for new 
inventions, commercialisation of new ideas. These remain important but are only a small part of the 
innovation story. They (again) provide a continued path for those sectors where innovation and advance 
have been most readily achieved in the past. The bigger story is where innovation has not happened, or has 
happened differently. 

Some 98 per cent of Australian businesses do not produce new-to-the-world innovations. They are adopters, 
adapters, incremental improvers. For productivity, they are the main game. Supporting them to take up new 
technology or adopt a business innovation could have profound and broad productivity benefits. But 
facilitating the flow of ideas is hard. There are fewer existing policy levers that have broad application. The 
role for government has to be thought through. The combination of many small things, on multiple fronts, is 
likely to be the optimal policy mix.  

The adoption of digital technology, artificial intelligence and data use by business is a key example. These 
are vital enablers of productivity — perhaps even more so in service industries where they can augment human 
input and, in some cases, generate scale. Government actions in improving data availability, promoting 
regtech, and facilitating secure use of technology all create an environment for increased uptake by business.  

Stepping back, the most effective diffuser of ideas is a dynamic economy, in which knowledge spreads 
through competition, labour mobility, and trade and investment links. Some indicators suggest the Australian 
economy has become less dynamic in the last two decades. But the solutions are complex. Broad policy 
enablers like tax and land use regulation play an important role in fostering business entry, competition and 
investment. In many areas (such as insolvency law or access to finance) progress is already being made. In 
other areas it is important for policy makers to tread carefully to avoid unintended harms.  

The non-market economy — mainly government services — is different in many respects. Prices, 
competition and entry and exit are less salient (if at all).  

Innovation can be more limited in the non-market economy. Moreover, it has proven hard to spread those 
innovations that do arise — sometimes because of regulations, sometimes funding models, and often 
culture. In many cases, the innovation eco-system is lacking, and needs to be developed from the ground 
up. The creation of the Australian Education Research Organisation is a standout example of new 
‘infrastructure’ to support innovation and the use of evidence across the school system. 
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If we are to focus attention on the hard areas, then there are none harder than the non-market economy. 
Productivity growth in this sector could look different — perhaps it will manifest more in better quality 

services than in cheaper ones. But in the absence of productivity growth, the ‘cost disease’ will worsen and 
spread. Government services will expand as a share of the economy, requiring ever faster productivity 
growth elsewhere to ‘fund’ it.  

The productivity challenge comes into stark relief in respect of climate policy. Decarbonising the economy 
in the next three decades will be a huge transformation. The difference between doing it efficiently and doing 
it poorly will be a major determinant of the living standards of all Australians. It is a productivity challenge — 
how to harness investment, innovation and shape incentives to reduce cost (albeit a cost we do not currently 
count in GDP or business profits).  

Reflecting these priorities, this report, complemented by its other volumes, is organised around five key 
reform pillars:  

1. Building a skilled and adaptable workforce, through education reform, skilled migration and modern, 
fit-for-purpose labour market regulations. 

2. Harnessing data, digital technology and diffusing new ideas, focused particularly on the adoption 
of ideas by the 98 per cent of businesses who are not cutting-edge innovators.  

3. Creating a more dynamic economy, through a range of levers — from competition policy and sector 
specific regulation to broad enablers of business entry and investment. 

4. Lifting productivity in the non-market sector, reflecting its unique structure, incentives and culture.  
5. Securing net-zero at least cost, as well as fostering efficient adaptation to a changing climate.  

Across these areas, there are 29 reform directives and 71 specific recommendations. Some are significant 
policy changes with a potentially large individual impact. Others are a collection of smaller changes that 
collectively contribute to the goal of supporting productivity growth, particularly in hard-to-reach areas. Some 
recommendations deal with a single decision, while others set out a direction for ongoing change, requiring 
multiple steps. 

This work builds on the Shifting the Dial report from 2017. That report refocused the reform conversation, 
highlighting the importance of cities, data policy, the working of the Federation and health policy. The themes 
from Shifting the Dial, and the recommendations from that report are, if anything, increasingly relevant 
following COVID-19 disruptions, and Australia’s data and digital progression. 

As the second 5-yearly review into productivity, this report is a product of its policy and macro-economic 
context. These include the lasting impacts of the COVID pandemic, a very different macro-economy to five 
years ago, new fiscal pressures and a clearer policy commitment to decarbonising the economy.  

One additional piece of context is the changing global order. A combination of war, inflation, strategic 
tension, new concerns about supply chain resilience and an escalation of production subsidies and local 
content rules by large economies like the United States create a different — and fast-changing — backdrop 
for Australian policy. It is a challenge for productivity, which was aided by increased global trade and 
investment flows in the decades following the Second World War.  

Australia can navigate these challenges, but should do so with a clear-eyed view of our distinct economic 
structure and comparative advantages. Openness could look different, but it will be just as important. 

A final point concerns uncertainty. We can never predict future rates of productivity growth nor its precise 
sources: we cannot know what technological changes or innovations will transform which industries. Policy is 
not about accurate prediction, so much as positioning. There are big technological opportunities out there 
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1 

1. An agenda to lift Australia’s 

productivity 

1.1 Australia faces a productivity predicament 

Productivity growth is the key to long-term prosperity. 

It is the process by which people get more from less: more and better products to meet human needs 
produced with fewer hours of work and fewer resources. In many cases this growth occurs with lighter 
environmental impact. 

Historically, productivity growth has given Australians higher living standards and more leisure time — 
compared to Federation, the average Australian full-time employee now works 14 fewer hours per week, 
while real wages have increased more than six-fold. 

But Australia, along with most other advanced economies, is facing a productivity predicament: a seemingly 
entrenched slowdown in the rate of productivity growth.2  

Over the decade to 2020, average annual labour productivity growth in Australia was the slowest in 60 years, 
falling to just 1.1 per cent compared to 1.8 per cent over the 60 years to 2019-20 (figure 1.1).  

This seemingly small difference — just 0.7 percentage points — has an outsized effect on the long-term 
future prosperity of Australians. It means that the economic pie, and accordingly the welfare of Australians, 
will be smaller than it might otherwise be. For example, the time it takes for economic output per person to 
double increases by 25 years — approximately the length of a generation — from about 39 to 64 years. So 
Australians would have to work relatively more hours to afford fewer goods and services than would 
otherwise be the case; it means the rate at which higher quality goods and services and wholly new products 
are introduced will be slower, and their prices higher than otherwise.  

The Australian Government has officially acknowledged this productivity slowdown, reducing the productivity 
assumption underlying its annual economic forecasts from 1.5 per cent to 1.2 per cent. This seemingly trivial 
downgrade implies that, on average, the income of Australians in 40 years are projected to be almost 
20 per cent lower than they would otherwise be. And compared to the average over the past 60 years 
(1.8 per cent), 1.2 per cent productivity growth implies that the increase in projected future incomes will be 
close to 40 per cent lower and the working week almost 5 per cent longer (see volume 2). And the 
cumulative sum of year after year of slower productivity growth — the consumption and leisure opportunities 
lost forever — is significantly larger. 

Simply put, entrenched, slow productivity growth leads to a much smaller productivity dividend in the long 
run (box 1.1). Not only does it take longer to achieve a given level of prosperity, but the cost — in terms of 

2 Average productivity growth among OECD economies since 2005 was roughly one percentage point per annum below 
the historical average (see figure 2.3 in volume 2). 
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of a service. Digital communications can provide scale (say in university education) allowing for expansion of 
services at low marginal cost.  

And indeed, although we think of them as distinct, the service sector is closely linked to the goods sector. In 
many cases, service sector productivity growth will occur because of new and improved physical products 
(goods) that are used to deliver a service. Many goods are valuable because of their capacity to deliver 
higher quality or lower cost services — modern coffee machines can allow access to a wider variety of 
barista services, for example. In addition, many goods are differentiated based on their attached 
wrap-around services, rather than solely the physical characteristics of the good itself — think of Apple 
hardware, that is largely generic but aesthetically pleasing, and its bundled proprietary software.5 

Figure 1.4 – Australian mining and agriculture have very high productivitya,b  

a. Goods sub-sectors b. Services sub-sectors 

  
a. Distribution services are transport and postal, IT and telecommunications and retail and whole trade; industrial 
services are construction and utilities; personal services are food and accommodation and arts and recreation; and 
professional services are professional, scientific and technical services, real estate, finance and administration and 
support services. b. See notes c and d in figure 2.7 of volume 2. 

But in many cases, productivity gains in services — particularly non-market services — take the form of 
quality improvements and greater variety of novel products more so than real cost reductions. Recent history 
has borne this out: 

• The productivity improvements of expanding health, education and public administration non-market 
services are typically realised as improved quality (e.g. a modern doctor is better able to improve patient 
health outcomes in a single hour than they could in the 1980s).  

• Many digital services deliver benefits by improving the quality of the user experience rather than just 
reducing the inputs required to provide the service (e.g. in the case of Amazon or Netflix, much of the 
value-add comes through the increased convenience of the online experience). 

 
5 Standard National Accounting methodologies mismeasure or do not count some of the benefits associated with quality 
improvements and the introduction of new products, it is difficult to empirically estimate and assign the contribution of 
those benefits to goods and services respectively. 

1995 2000 2005 2010 2015

0

5

10

15

20

25

R
an

k 

Labour productivity rank (out of 25)

Agriculture Manufacturing Mining

1995 2000 2005 2010 2015

0

5

10

15

20

25

R
an

k 
Labour productivity rank (out of 25)

Distribution services Industrial services
Business services Personal services

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

SPL
Cross-Out

SPL
Cross-Out



SPL
Cross-Out

SPL
Cross-Out



SPL
Cross-Out

SPL
Cross-Out



An agenda to lift Australia’s productivity 

11 

CO2 abated). The higher the cost effectiveness of abatement strategies, the more successful will be 
Australia’s efforts for any given budget. 

Meeting the challenge of climate change will require coordination across all levels of Australia’s 
governments, policy settings that encourage wise investments in least-cost abatement and adaptation and 
multilateral oversight of the abatement contributions of other countries. 

Global barriers to trade are rising 

The period following the Second World War provided large tailwinds to global productivity growth for many 
subsequent decades, through the diffusion of new technologies and the expansion of trade, underpinned by 
a global rules-based order. This has had benefits for small economies like Australia, particularly as we 
reduced our own barriers to trade, notably in manufactured goods. 

Recent global trends — including heightened strategic concerns in our region, war in Europe, COVID-related 
supply chain disruptions and high global inflation — have stalled the momentum of multilateral trade and 
investment liberalisation and prompted some reappraisal of supply risks. There has been a shift in policy 
among key trading partners, including the United States, with a much greater emphasis on supporting 
domestic production in key sectors (such as semiconductors and green technology) through subsidies and 
local content rules.  

These developments are a challenge to global prosperity. They re-shape the supply chain strategies of local 
businesses and create policy dilemmas for governments around the world, including Australia. Nonetheless, 
we are arguably well positioned to navigate them. Policy transparency and a clear sense of our comparative 
advantages will be key to managing this evolving global order. 

More generally, there are strong arguments against Australia joining a global ‘arms race’ of industry 
subsidies. This is particularly so when other large economies are subsidising sectors that are not necessarily 
in Australia’s traditional areas of comparative advantage (as a resources exporter and aspiring high 
productivity services economy).  

Australia has a big opportunity from finding ways to open more to the world, even in this changing global 
context, particularly given our proximity and links to large, rising income economies in southeast Asia and 
India. The movement of goods, capital and people will continue to be important pathways for sharing 
knowledge and innovation in the global economy.  

This reflects future sources of productivity growth, but also our history. Australia’s policy experience with a 
‘fortress Australia’ mindset (including high tariff walls, and restrictive immigration policies) led to Australia’s 
economic performance falling well below peer countries in the decades leading up to the 1980s.6 

 
6 Australia’s average GDP per capita growth between 1970 and 1980 was about 1.3 per cent compared to 2.7 per cent in 
the G7 (based on an unweighted average of growth rates across the G7 countries).  
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Responding to Australia’s productivity growth challenges involves action on many fronts. The need to foster 
productivity in some hard-to-reach areas (services and the non-market economy) requires some 
broad-based enablers as well as some new thinking. 

The reform agenda centres on five key themes: 

1. Building an adaptable workforce to supply the skilled workers for Australia’s future economy.  

A highly skilled and adaptive workforce could be one of Australia’s most important competitive advantages. It 
is an enabler of balanced growth and is particularly salient in those parts of the services sector that are 
traditionally labour intensive. Skilled labour can work with, and adapt to, technology; but also add greater 
value in performing the tasks that only people can do.  

2. Harnessing data, digital technology and diffusion to capture the dividend of new ideas.  

Policy should broaden beyond traditional channels for the generation of new ideas (including public and 
private research and development) and focus on the 98 per cent of businesses which do not introduce new 
to the world innovation. The diffusion of ideas, their adoption and adaptation by the broad mass of Australian 
businesses is the main game in productivity policy. The uptake of digital technology is a key example of this, 
being supported by government data policy, infrastructure provision, use of regulatory technology (regtech) 
and cyber regulation. 

3. Creating a more dynamic economy through fostering competition, efficiency and contestability in markets.  

A dynamic economy is arguably the most effective diffusion machine, spreading new ideas through 
competition, trade, investment and labour mobility. Multiple policy areas can help foster business entry, 
expansion of efficient businesses and create incentives for productive investment. Some of these policy 
levers are general enablers like tax or land use regulation; others deal with barriers to competition which are 
specific to a particular sector. 

4. Lifting productivity in the non-market sector to deliver high quality services at the lowest cost.  

Innovation can be hard to achieve in parts of the non-market sector, as can the diffusion and spread of good 
practice. In some cases, building the right innovation ‘infrastructure’ is a key part of driving a greater culture 
of productivity growth in government. Even identifying modest ways to economise on labour in the delivery of 
some core services will be an important direction for reform.  

5. Securing net-zero at least cost to limit the productivity impact caused by climate change.  

Decarbonising the economy will require a large economic transformation over the next three decades as 
Australia pursues its 2050 Net Zero Emissions Target. Having the broad-based policy frameworks to reduce 
emissions and adapt to climate change at the lowest possible cost is a high priority for productivity growth. 

These five enablers bring together 71 recommendations, resulting in a wide-reaching agenda for reform. 
Some recommendations are about bringing a hitherto underappreciated issue to greater prominence. Others 
are about changing the emphasis of existing policy approaches. 

Our recommendations are geared towards the productivity challenges outlined in section 1.2, as well as the 
emergent opportunities for productivity growth.  
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Figure 1.6 – Non-routine roles are on the risea 

Job types in the labour force (share of total)

 

a. Based on a mapping from ABS labour force to Australian and New Zealand Standard Classification of Occupations job 
classifications. Non-routine, cognitive: Managers, Professionals; Non-routine, manual: Community and Personal Service 
Workers; Routine, cognitive: Clerical and Administrative Workers, Sales Workers; Routine, manual: Technicians and 
Trades Workers, Machine Operators and Drivers, Labourers.  

These trends imply a premium on adaptability. As jobs evolve, workers must too.  

Australia’s education and labour market settings have served us well until now, but meeting the needs of the 
modern economy means catching up to these realities.  

In a world requiring broad capabilities and adaptability, some policy settings still focus on narrowly defined 
occupations. Vocational training, industrial awards and occupational licensing have traditionally been 
premised on an ability to define the precise roles and competencies of occupations. Skilled migration has 
relied on occupation-based lists to define the economy’s needs. 

But a productivity lens sees the role of human capital differently. Skills that combine technical mastery with 
broad capabilities and adaptability are critical, as is the flexibility to apply those skills in ever-evolving ways. 
Education policy, migration settings and labour market regulation should be designed with that focus. 

Improving the education and training system 

Education plays a key role in boosting productivity through the quality of ‘human capital’ (the collective skills 
of the workforce) applied to the production of goods and services. Arguably, education is the most profound 
general-purpose technology ever developed — the ability to transfer knowledge from one individual to 
another in an accelerated way, simultaneously building the capability for further learning. 

The four parts of the education ‘system’ — schools, higher education, vocational training and lifelong 
learning — work together to help deliver the skills and capabilities needed for a modern economy. Targeted 
reforms can ensure that each element works better, and that the system itself can work more coherently. 

Two historical trends stand out.  

First, over recent decades, Australian human capital has been bolstered mainly through the quantity of 
inputs — increasing the number of years of schooling, the share of the population enrolled in post-secondary 
education and increasing per student funding.  
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However, there are only so many years of formal education Australians are able and willing to do, and only 
so many resources (teachers and capital) that can be devoted to education. There is some remaining 
quantity dividend (in universities and in lifelong learning) but for the most part, delivering on Australia’s future 
skills needs will require a tighter focus on increasing the quality of education for each dollar spent. 

Second, while many parts of the economy have been dramatically transformed by technology and new 
business models, the basic structure of education delivery is remarkably similar to what it was many decades 
ago, whether in schools or in higher education. The disruption caused by COVID-19 has prompted a greater 
focus on the potential use of technology, not only to improve instruction and formative assessment, but to 
alter the way schools and tertiary education providers deliver their services. 

Improving access to, and quality of, higher education 

A range of targeted reforms to tertiary education could position providers to deliver a higher quality, more 
innovative and responsive service to students. Funding reform is a key part of this. 

Despite large increases in student numbers in the last decade, further increases would still yield benefits. 
Reforming university funding arrangements would facilitate expanded access for Australians to tertiary 
qualifications. It would also facilitate more competition and address the unintended consequences that result 
from university efforts to manage the course mix — a response to the poor incentives embedded in the 
current funding model.  

Through differing funding arrangements across the sector, governments have made various attempts to 
influence student choice of course and career. For the most part, these efforts are ineffective. Nor are they 
always desirable — students generally make reasonable choices and government skill lists are an imperfect 
guide to the needs of the future economy. Moreover, student choices are typically unresponsive to price 
changes at current levels — meaning that the existing approach to subsidies is neither effective nor efficient. 

Governments should establish an effective and fiscally sustainable demand-driven system for providing 
Commonwealth supported places for domestic undergraduate students. This would better support students 
with reasonable prospects for success at university, with productivity benefits for the economy and higher 
lifetime wages.  

Complementing this, governments could, through a new university funding model, better target investment while 
facilitating wider access to higher education. Under this model, total funding per student should be based on a 
measure of the efficient cost of delivery and the student contribution to this should increase with their future 
average expected earnings. A higher average student contribution — largely financed by income-contingent loans 
(so that higher prices do not deter study) — would be necessary to expand access while containing fiscal costs, 
and would be fairer, given the size of the private returns to education (reform directive 3).  

In addition, there should be a proactive policy emphasis on enhancing the quality of education services 
provided. For a range of reasons, universities may not have adequate incentives to focus on quality teaching. 
While higher education providers in Australia perform well on many dimensions of quality (students are largely 
satisfied and have good employment outcomes), there are large variations across providers and a significant 
minority of higher education students rate their experience poorly.  

Lifting the quality of tertiary education requires changing the incentives that individual teachers and their 
institutions face, which are shaped by government funding and regulation. This requires a multi-pronged 
approach.  

The Australian government should require universities (and appropriate parts of the Vocational Education 
and Training (VET) sector) to, at no additional charge to students, share all lectures online. This would 
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improve the transparency of teaching quality and provide an incentive to invest in, and improve, teaching 
performance (reform directive 4).  

A stronger external teaching quality assurance role for the regulator, and better published quality indicators 
would also support improved teaching performance, as would the Australian Education Research 
Organisation collecting and generating evidence on best practice. Funding research and rewarding 
innovation in teaching could be achieved through a modest Australian Research Council grant and building 
on successful approaches already implemented by Australian universities.  

Governments should hold off implementation of the proposed performance-based funding of universities — 
which would encourage gaming, can be unfair and lacks impact — and instead explore the option of financial 
rewards for providers that have made successful efforts to improve teaching quality (reform directive 5).  

Supporting a responsive VET system 

Notwithstanding the strong growth of higher education, VET remains the largest provider of formal 
post-school training, serving more than twice the number of university students. Given this, overcoming 
systemic flaws in VET design is important.  

Recent skills reforms are wide ranging and are designed to fundamentally re-shape the VET sector so that it 
is better able to teach, recognise and develop adaptive skills. The measures, if successfully implemented, 
will overhaul competency-based training as well as change the existing qualification framework and update 
training package content and development. Governments should ensure that cross-sectoral skills are 
prioritised, as well as promptly updating training packages (reform directive 7).  

A more ambitious and sophisticated system will also necessitate investment in VET workforce capability. 
VET teachers and trainers will need further professional development support as the system adopts 
assessment models that include proficiency and independent assessment. 

Beyond this, governments should gradually expand access to income-contingent loans to more VET 
students starting at the Diploma level, in part, so that expanded access to higher education does not come at 
the expense of VET. More equal loan access would give students a choice between different parts of the 
tertiary education sector based on capabilities, interests and skill needs, rather than financial barriers and 
arbitrary differences in government funding and financing policy. 

Creating a culture of lifelong learning 

Lifelong learning is a key part of Australia’s education system but is perhaps the least well understood. It is 
also the area of education where policy is least developed. Nonetheless, it is a vitally important element of 
skills formation through a worker’s life.  

At present, education funding is concentrated on school education and the initial acquisition of formal 
qualifications through universities and VET. This is generally appropriate, but raises the important policy 
question as to whether more funding support should apply to ongoing training and if so, how it should be 
targeted and designed. 

There is some risk that businesses will under-invest in ongoing education and training because they cannot 
capture the full benefit if the worker changes jobs (by one estimate, today’s school leavers could have 
17 employers during their working life). This could be particularly true where the training in question provides 
general skills (such as management) to complement an employee’s existing specialist professional training. 
More generally, there can be financial barriers to people seeking to learn over their lives.  

There is a role for government in helping create a culture of lifelong learning as part of a joint effort with 
businesses and individuals. Many people already engage in lifelong learning, so it is important that any 
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government assistance generates additional investment in upskilling and reskilling, as opposed to 
subsidising learning that would have occurred anyway (reform directive 4). 

Action by governments on many fronts is required: providing quality, consolidated information as to the 
training options on offer (reform directive 5) and encouraging universities to provide more ‘nested’ 
qualifications for those who complete part of a course (reform directive 6). In addition, governments should 
continue exploring targeted financial assistance through business- and individual-based tax breaks — 
evaluating channels like the Skills and Training Boost and incrementally expanding the use of deductable 
self-education expenses (reform directive 4).  

There is a complex myriad of supports for lifelong learning. It is important to bring together existing measures 
into a more coherent strategy. A more unified approach, backed by cooperation between the Australian and 
State and Territory governments could bring focus to this policy effort, reducing overlaps and filling gaps in 
policy coverage to increase uptake.  

Make best practice common practice in schools 

School education provides the foundation from which further study builds. It also contributes to well-being 
and the ability to effectively navigate everyday life. 

However, academic achievement among children is stagnating while resourcing (per student) has increased, 
suggesting that the productivity and effectiveness of schools has been declining in recent years.  

One way to envisage the challenge for the school system is to compare it to the dramatic improvements 
achieved in respect of health and longevity over the past century and a half. That health transformation came 
about through scientific and technological advances, improved medical professionalism, and multiple public 
health interventions. What could the equivalent transformation look like in respect of education? 

To achieve change will require more effective use of school resources, including freeing up teachers’ time 
from low value tasks and administrative burdens to focus on quality teaching. The most likely drivers are 
increased use of effective educational technology; an improved evidence base which more directly informs 
day-to-day teaching practice; and innovation and disruption in models of schooling.  

Digital technologies hold promise — to augment teacher-led instruction, provide formative assessment of 
student progress and replace some manual administrative processes (reform directive 1). Digital 
technologies can expand access to quality teaching and help address the difficulties associated with 
teaching out of field. The uptake of digital technology through COVID-19 shows that rapid (albeit temporary 
in this case) transformation of the school model is possible. 

But not all technology is necessarily effective. There is a role for government to provide guidance to 
teachers, schools and systems about digital learning options with proven efficacy.  

Governments can also help to enable best practice to be common practice across the education system. 
Diffusing best practice is challenging. Sharing teaching expertise through observation and feedback is part of 
addressing this. So too is the design and dissemination of high-quality, evidence-based teaching materials 
such as lesson plans for use in the classroom. This approach would rely less heavily on individual teachers 
to work out how to best translate the national curriculum into lessons — a task that teachers are not always 
able to do effectively given the many demands on their time (reform directive 1). 

Finally, we should be open to a degree of innovation in models of schooling. This could include different 
governance structures, or different delivery options such as online lessons (at home and in the classroom), 
variations in school hours, and use of technologies to personalise students’ learning environment. As a first 
step, governments can ensure there are no unnecessary barriers — legislative, regulatory, administrative or 
otherwise — that prevent schools from experimenting in ways that better enable students to learn. New trials 
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should also incorporate evaluation and diffusion of school-based innovations that are proven effective 
(reform directive 2).  

Recalibrating skilled migration 

Australia is an attractive location for skilled migrants. As a safe, high-income economy with a multicultural 
community and a track record of absorbing population growth (well above the OECD average), we have an 
ability to use skilled migration as a policy tool. Immigration is, among other things, a key economic asset, 
which should be used to good effect. 

Using the skilled migration program to boost productivity requires a shift of emphasis. It requires that we see 
skilled migration not just in terms of filling specific occupational gaps, but also (and more so) the role migrants play 
as an essential source of new ideas and information. Through experience with frontier technologies and different 
management approaches developed and practised overseas, skilled migration is a key driver of the effective 
diffusion of knowledge and new technologies across the Australian economy (reform directive 8). 

Currently, migration program settings that are meant to meet the needs of the labour market are heavily 
reliant on skilled occupation lists to restrict the scope of both permanent and temporary skilled migration. In 
many instances, skill lists fail to effectively track labour market shortages.  

To improve the productivity dividend from skilled migration, the Australian government should move away 
from relying solely on skilled occupation lists for both temporary and permanent skilled migration. Instead, 
the Australian government should introduce wage thresholds for employer-sponsored skilled migration 
(including age-contingent wage thresholds for sponsored permanent migration), removing list-based 
restrictions above those thresholds.  

Settings for independent permanent migration should also be amended to place more emphasis on ongoing 
employment and income (as opposed to qualifications alone) as well as age. 

Moreover, a better-designed temporary skilled migration visa that could meet the needs of migrants and 
employers alike could reduce reliance on permanent migration (which typically entails greater fiscal risks 
related to the older average age of permanent migrants). In particular, the duration of temporary migration 
could be increased, offering a viable alternative for workers at different stages of their work-life. 

A range of other steps should also be taken to improve the composition of the migrant intake. The 
Australian Government should abolish visas with a poor rationale and questionable benefits, such as the 
Business Innovation & Investment permanent visa program (which does not achieve its policy a im and has 
poor fiscal outcomes).  

Finally, the Australian Government should eliminate unnecessary barriers that impede the immediate employment 
of newly arrived migrants by streamlining the processes that recognise qualifications from abroad. 

Getting the gig economy right 

The gig, or platform, economy has been a prominent source of disruption in multiple markets. 

Like all disruptions, it has brought benefits and prompted some concerns. As noted in section 1.2, innovation 
in the services sector often involves fundamental changes to business models and the way consumers 
experience a service. As a result, it can test regulatory frameworks; regulators have to show similar 
adaptability to that required of the workforce as a whole.  

Platform work can contribute to productivity through improving matching efficiency in service markets and 
spurring technological innovation by platforms and their competitors. It allows for better quality services and 
convenience for consumers and has introduced competition to otherwise stagnant markets.  
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While the most prominent examples of platform work are ridesharing and food delivery, platform work exists 
in other industries, with different work arrangements and work characteristics, including aged and disability 
care, professional and trade services, specific tasks and odd jobs. Conditions and pay also vary greatly 
across industries (figure 1.7).  

Figure 1.7 – Platform workers’ earning rates vary by type of worka 

Median earnings per hour, 2019 (unadjusted for inflation)  

 

a. Estimates from the National Survey are approximate only as it is unclear whether respondents reported gross or net 
earnings after cost, some respondents may work for platforms in different categories of work, data is categorised by the 
type of main platform, and the sample size is low. 

The concern about platform work is that as contractors, platform workers have limited access to certain 
employment rights and entitlements.  

But simply imposing employee status in all cases would effectively erode many of the productivity benefits 
and flexibility for workers that arise from platform work as currently arranged.7  

Calibrated government intervention could address some of the regulatory gaps created by platform work, 
while maintaining its productivity benefits. For example, given that the provision of insurance can be 
insufficient under current arrangements — either where platforms or individuals fund their own workers 
insurance — a more comprehensive solution could come in the form of a mandated baseline level of 
insurance, an industry-wide insurance scheme, or extension of workers compensation. Governments should 
evaluate this possibility for classes of platform work where there are material risks to worker safety, where 
there are many platform workers and hours worked, and where workers are low paid.  

Similarly, where access by platform workers to dispute resolution services is particularly poor compared to 
employees, governments should encourage platforms to improve their own internal resolution processes. 
This should be backed by an independent dispute resolution body within the Fair Work Commission, to 
provide conciliation and arbitration services, with such services to be funded by platforms (reform 
directive 12). 

 
7 Contractors generally cannot access employment entitlements, such as legislatively guaranteed minimum pay and 
conditions, access to workers compensation or unfair dismissal laws and the ability of platform workers to access dispute 
resolution processes, insurance arrangements and workplace health and safety oversight and advice can be difficult. 

0 5 10 15 20 25 30 35 40 45 50

Personal services
Sales and marketing support

Professional services
Education

Creative and multi-media
Software development and technology

Skilled trades work
Caring

Odd jobs and maintenance work
Writing and translation

Transport and food delivery
Clerical and data entry

Dollars per hour

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

SPL
Cross-Out

SPL
Cross-Out



SPL
Cross-Out

SPL
Cross-Out



5-year Productivity Inquiry: Advancing Prosperity Inquiry report 

22 

award-reliant businesses to pursue a specified alternative pay structure. More use could be made of such optional 
approaches, overseen by the Fair Work Commission, and enshrining consultation requirements.  

In addition, the Government should remove barriers to effective agreement-making in the enterprise 
bargaining system by modest changes to the Better Off Overall Test. The Fair Work Commission could have 
expanded ability to approve an agreement where there is overall employee support and overall benefits, 
subject to a range of public and private interest tests. 

Enterprise bargaining could be better leveraged to improve productivity through limitations on certain types 
of clauses that hinder productivity improvement. For example, some enterprise agreements contain 
restrictive consultation clauses that require majority employee consent to implement changes in work 
practices. Such clauses can block the adoption of more efficient production processes, especially where they 
may be labour saving. The Commission’s proposed solution is to give ‘model’ consultation clause prescribed 
in the Fair Work Regulations 2009 legal effect over more stringent terms in agreements. This would both 
promote productivity enhancing changes without stifling mutually beneficial consultation between managers 
and their employees. The Government should also remove barriers to effective agreement-making in the 
enterprise bargaining system by modest changes to the Better Off Overall Test. The Fair Work Commission 
could have expanded ability to approve an agreement where there is overall employee support and overall 
benefits, subject to a range of public and private interest tests.  

Simplifying and harmonizing occupational licensing  

Australian governments have implemented a significant reform of occupational licensing through the 
automatic mutual recognition of several licences across (most) state borders (reform directive 9). There is 
scope to expand this principle to also enable the targeted recognition of overseas licences. 

A further (and harder) reform is to tackle where licences and professional registration are truly necessary, 
and the scope of practice that should be covered.  

Licensing plays an important role in signalling quality and ensuring minimum standards of safety. But 
excessive and rigid requirements reduce the flexibility with which workers can move between sectors and 
jobs, and can inhibit competition, which tends to increase prices compared to a market with a voluntary, or 
no, regulatory licensing regime.  

When designed well, the higher price imposed by licensing regimes is justified by the lower risk to 
consumers. However, if the objectives of licensing regimes are already achieved by other means such as 
safety legislation, or if the extent of the restriction is not matched by improved outcomes (or worse, actually 
impedes the provision of safer or higher quality work), then licensing reform — such as expanding scope of 
practice for other providers — could improve productivity without compromising service quality and safety. 

Building on automatic mutual recognition, governments should continue to develop digital licensing platforms to 
facilitate more information sharing and help pave the way for further integration of licensing across jurisdictions. 

There is also substantial potential productivity benefit in the hard grind of ongoing review of licensing policy, 
to test whether licensing is necessary (over and above other available forms of safety regulation and 
consumer protection) and whether requirements remain fit for purpose (reform directive 10).  
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Expanding scope of practice to increase healthy competition 

The scope of practice covered by a licence determines the types of services that are regulated, and hence, 
is a key determinant of how accessible and affordable these services are. A perennial pair of problems in this 
context is that (i) some suitably skilled practitioners are not licensed to provide certain services, and (ii) some 
licensed practitioners are not operating on the boundary of their licence.  

For example, in the health sector, nurse practitioners (NPs) can perform many tasks that only general 
practitioners (GPs) — who are in relatively short supply — are licensed to provide, such as diagnosis and 
prescribing services. This means that GPs undertake many tasks well below the upper boundary of their 
capabilities while NPs have skill sets that are not fully utilised. This can result in patients facing needlessly 
long wait times and higher than necessary prices, and taxpayers footing unnecessarily high medical bills. A 
similar situation exists for pharmacists with respect to their ability to perform some straightforward tasks that 
would otherwise be performed by a GP. 

In health services, States and Territory Governments should trial expanded evidence-based scope of 
practice for pharmacists and other non-medical health practitioners, such as those undertaken in New South 
Wales and Queensland with regard to the prescription scope of pharmacist’s providing vaccinations and 
low-risk medications. The Australian Government should ensure that the novel arrangements that are the 
subject of these trials are given sufficient funding through Medicare or the Pharmaceutical Benefits Scheme 
(PBS) (reform directive 10). 

More generally, Australian governments should work with their regulators to re-examine boundary issues 
relating to occupational licenses, particularly where independent reviews have already highlighted potential 
gains (reform directive 10). In continuing to develop their digital licensing platforms, governments should 
prioritise choices in technology and design that enable data collection that can inform effective licensing 
policy and future information sharing between jurisdictions. 

Faster recognition of migrant qualifications 

Suitably licensed skilled migrants represent a potentially fast and efficient way to augment domestic labour 
supply, increasing productivity via diffusion and skill sharing, and improving access to technical services for 
Australian businesses and consumers.  

At present, the system that regulates mutual recognition of migrants’ qualifications acquired overseas, 
including occupational licences, is not well integrated with the requirements for skilled migrant entry. Before 
skilled migrants can work in Australia, they need to obtain a second set of approvals via an often opaque, 
difficult-to-navigate and time-consuming process. The upshot is long delays before migrants can begin work 
or suitably skilled migrants being unable to work in the field and occupation in which they were trained, to the 
detriment of Australia’s economy.  

Where there is sufficient alignment or equivalence of different licensing regimes between Australia and 
international jurisdictions then mutual recognition should be pursued by the Australian Government. Such an 
arrangement would do away with the secondary approval process for suitably qualified migrants, while 
preserving the benefits of licensing in promoting safety and quality of service (reform directive 9).  

The Australian Governments and regulators should pursue further international mutual recognition of 
occupational licences by improving (and potentially formalising) links between Australian licensing bodies 
and those in similar countries.  

Where there is not sufficient alignment or equivalence of different licensing regimes between Australia and 
international jurisdictions and mutual recognition is yet to be implemented, then requirements for migration 
should be aligned with the requirements of regulatory licensing bodies. 
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make them more industry-agnostic, to encourage diffusion in some less traditionally innovative sectors 
(reform directive 16).  

A concerted effort to reduce the barriers for academics to consult with private industry, via simplified and well 
understood processes, could also aid the flow of knowledge, particularly in those sectors where larger scale 
joint research or commercialisation of IP is less relevant.  

The business community, via industry associations and business networks, is one of the most important 
channels for diffusing information about innovations. Governments could increase their partnerships with 
intermediaries like industry associations and other advisory or network bodies to create programs that 
facilitate the flow of information (such as capability development initiatives and extension services). 
Government could also directly increase the transmission to businesses of information about innovation by 
requiring open access to government funded research.  

Banking the data and digital dividend  

Technology changes rapidly and new productivity-enhancing applications are continuously emerging. 
Technologies such as AI, the internet of things (IoT), robotic automation and big data analytics are 
underutilised in Australia and could deliver large productivity gains. Addressing barriers to the adoption of 
these technologies, promoting efficient and safe use of data and creating an environment that encourages 
digitisation is vital to ensuring future productivity growth.  

As always, the role for government must be carefully calibrated. Businesses will make their own decisions as 
to the value of investing in new technology. Not every investment works out for every business. But 
government plays a large role in driving adoption through its own activities (such as regtech), infrastructure 
provision, boosting skills and — perhaps most transformative of all — promoting large scale data availability, 
which is the feedstock for much of the digital economy (figure 1.10).  

Figure 1.10 – Internet speed and lack of skills are the biggest barriers to adoption 

Share of businesses citing each factor as limiting their use of ICTs, 2019-20a 

 
a. This chart uses weighted estimates as published by the ABS in its Characteristics of Australian Business 2019-20 publication. 

0 2 4 6 8 10 12 14

Lack of skilled persons within the labour market

Legal issues and risk

Speed of technological change

ICT failure 

Geographical location

Lack of access to additional funds

Cost of implementation too high

Uncertainty around cost/benefit

Insufficient knowledge of ICTs

Lack of skilled persons within the business

Unsuitable internet speed

Per cent

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

SPL
Cross-Out

SPL
Cross-Out



An agenda to lift Australia’s productivity 

27 

To maximise the economic and social benefits of digital technologies and data, Australian governments 
should reform their approach to digital infrastructure investment, expand the safe sharing of government-held 
and funded data, and ensure rules and regulations for the ethical and secure use of digital technology and 
data are fit-for-purpose.  

Better and more cost-effective provision of digital infrastructure will be important in raising productivity for 
Australians living and working in the regions (i.e. outside major cities). Beyond the potential economic gains, 
improving digital connectivity in these areas will significantly improve wellbeing by enabling higher-quality 
delivery of everyday services such as telehealth, online education, online banking and remote work. To this 
end, ensuring that the types of investment governments are currently making in regional digital infrastructure 
represents the most efficient approach, will be important (reform directive 13).  

The current arrangements for government digital infrastructure funding are highly disaggregated across a 
patchwork of different programs. But there is little transparency about how investment decisions are made, 
making them hard to assess. Subject to sufficient market testing and maturation of the market, governments 
should consider competitive tendering as a more efficient way to deliver digital services to rural areas.  

Data holdings — public and private — in Australia have been underutilised due to unclear obligations about 
who has rights over the data, and hence is empowered to share and use it, as well as concerns about the safe 
transfer of data, and privacy. Initiatives like Australia’s Consumer Data Right (CDR), first rolled out in July 2020, 
provide an example of how to successfully overcome these issues. The CDR empowers consumers in the 
banking and energy sectors to safely share data collected by a business about them across different product 
and service providers. In the absence of the CDR, that data would almost certainly be closed to other 
businesses, effectively stymying competition and innovation by prospective service providers.  

Expanding this type of consumer led, ‘safe, but open’ approach to data sharing across the economy, 
including to government run and regulated service providers (e.g. health, education, aged care and 
childcare) could similarly encourage innovation that lowers the cost, while improving the quality, of service 
delivery for consumers. And increasing the depth and breadth of data holdings available for analysis would 
underpin better system-level policy decisions (reform directive 15). 

Governments also have a role to play in setting the rules around the ethical and secure use of technology 
and data to foster consumer trust and confidence and ensuring these issues do not become a barrier to 
adoption. But government intervention such as regulatory requirements should be targeted to high-risk areas 
so as to avoid unduly inhibiting productivity-enhancing investment and innovation. 

The government has already started to regulate critical infrastructure sectors at high risk of cyber-attack;8 
however, these measures will need to be reviewed and evaluated to ensure that the added regulatory 
burden does not create a barrier to investment. And streamlining cyber incident reporting via a single 
interface would reduce the administrative cost on businesses associated with the current plethora of 
reporting requirements to multiple regulators (reform directive 14).  

Government can also help guide the ethical use of data and digital technologies, such as AI, facial 
recognition and automated processes, while avoiding stifling innovation and giving businesses and 
consumers confidence to invest in and use the technology.  

 
8 Security Legislation Amendment (Critical Infrastructure) Act 2021 (Cth) & Security Legislation Amendment (Critical 

Infrastructure Protection) Act 2022 (Cth) 
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efficient response to new (or newly understood) risks. Overwhelmingly, supply chain risk management lies 
with individual businesses. 

In cases where there are calls for proactive policies to stockpile or support domestic production of strategic 
items to deal with national supply chain risks, a targeted and evidence-based response is required. The 
Office of Supply Chain Resilience (OSCR) can play a key role in ensuring that rigorous appraisal, a degree 
of transparency and a focus on opportunity cost underpin Australia’s response to supply chain issues. The 
OSCR should provide cost estimates and develop of a rigorous methodology for considering the broader 
incidence of any government support for stockpiling or domestic production as a solution to perceived supply 
chain risks (reform directive 21). 

Driving productivity growth through tax reform 

Australia’s taxation settings have a key influence on productivity. By taxing some activities at higher rates 
than others, the system can skew incentives and economic activity away from more productive activities. 

Governments will inevitably consider changes to taxation from time to time, including options to address the 
ageing population, changing consumption patterns and the need for fiscal repair. When doing so, it will be 
important to ensure that decisions are consistent with the broad aim of boosting productivity growth. Aspects 
of the tax system that warrant particular attention are those that influence: 

• Skilled labour supply decisions — particularly via income and payroll taxes which can affect labour 
market participation, hours worked, incentives for further human capital investment and incentives to 
migrate to Australia. These can be compounded by aspects of the transfer system, which can lead to high 
effective marginal tax rates. Other payments, such as childcare subsidies, can alleviate adverse incentives 
over some income ranges.  

• Saving and investment decisions — which can be distorted due to the varying tax treatment of different 
savings options, gaps between the corporate tax rate and marginal personal income tax rates, and differential 
tax rates for large and small companies. Corporate investments can also attract different tax treatments 
according to statutory depreciation allowances and whether the investment is financed by debt or equity. 

• Ease of asset transfers and efficient capital allocation — which can be significantly impacted by 
transaction taxes like stamp duty. These taxes can hamper worker mobility and housing choice and be a 
barrier to efficient transactions which would see assets transferred to a higher value use. 

• Ease of entry and competition — consolidation rules and the non-neutrality of taxation of corporate debt 
and equity could contribute to incumbency bias, particularly if new businesses are more likely to initially be 
financed through equity.  

• Risk management — which can be hampered at the margin by state insurance taxes. The asymmetric 
treatment of profits and losses could also work to diminish businesses’ risk appetite (though this is not 
easily corrected). 

In general terms, both tax rates and tax neutrality issues will be highly relevant to productivity. The marginal 
excess burden (a measure of the economic distortion or efficiency loss caused by taxation) from a tax tends 
to rise exponentially with the tax rate. Working towards greater neutrality of tax between businesses, savings 
vehicles and labour vs. capital income should have positive impacts for tax efficiency and productivity.  

The benefits of even small improvements in the efficiency of the tax and transfer system could be substantial 
given Australian governments collect almost $600 billion in tax revenue (in 2020-21). Just a 0.1 percentage 
point fall in the average excess burden of taxation would amount to a saving of about $600 million in lost 
economic activity. 
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In addition, tax neutrality between corporate debt and equity has received increasing attention. 
Notwithstanding Australia’s dividend imputation system, there is the potential for investment to be 
discouraged when businesses finance it through equity (and thus need to make more than the normal 
return). While a number of reforms have been canvassed to deal with this, one advantage of the Allowance 
for Corporate Equity proposal is that it effectively taxes marginal investments (those making a normal rate of 
return) at or near zero, thereby potentially encouraging new investment (Volume 3). 

As governments (Australian and State and Territory) alter the tax system over the next decade, they should 
look to systematically transition the system to be more supportive of productivity growth across the five 
domains outlined above (reform directive 20). 

Improving risk management and insurance  

A new and under-appreciated policy theme is Australia’s heavily regulated and extensive system of public 
and private risk protection.  

This ‘system’ (though it is rarely recognised as such) consists of private insurance, mandatory contributory 
schemes (workers compensation and compulsory third-party insurance) and the publicly funded social safety 
net (which combines risk management, redistribution and in-kind services).  

These elements have developed by increment and without holistic design. 

This ad hoc ‘system’ of risk protection and insurance lacks coherence and arguably has become a potential 
barrier to innovation and productivity growth on a range of fronts: 

• gaps in risk protection can reduce risk appetite (such as diminishing willingness to change career or start 
a business), which could reduce the dynamism of the economy 

• the tax and transfer system can create adverse work incentives, affecting labour supply 
• regulatory restrictions on private insurance can discourage new approaches to prevention, and more 

efficient service design, thereby limiting innovation and more productive outcomes 
• publicly funded programs do not always embed strong discipline around insurance principles like 

maximising long-term outcomes and cost containment. 

Unlike the retirement savings system, which has a recognised architecture, the risk protection system in 
Australia is not well understood. A generational review and reform process that holistically assesses the 
complex inter-linkages across Australia’s risk protection system could yield significant productivity gains 
across many of the themes highlighted in this report (a more dynamic economy, more productive non-market 
services and improved human capital). 

Such a review, and ongoing reform process, should focus on:  

• the impact on individual entrepreneurship — Australia and New Zealand are outliers in following a ‘social 
assistance’ approach to income replacement in the event of job loss (primarily via Jobseeker). Other OECD 
countries have contributory unemployment insurance schemes, providing materially higher near term 
‘replacement rates’ — cushioning the blow of job loss. It is possible (though hard to assess) that this could 
diminish risk appetite for Australian households, with a cost to economic dynamism. Australia is unlikely to 
embrace a contributory scheme, but options could be explored involving income contingent loans and/or 
modest expansion of income protection products through group life insurance obtained via superannuation. 

• barriers to innovation and new service models — Private insurers are heavily restricted in the services 
they can offer. Health insurers cannot fund out of hospital services for which a Medicare Benefit could be 
paid. Life insurers cannot fund health interventions. But both are exposed to the cost of ill health (through 
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hospital benefits and income protection policies respectively). The burden of disease is shifting to chronic 
conditions, which require management and prevention (hospitalisation being a costly last resort).  

– Regulation and incentives stand in the way of health and life insurers delivering innovative solutions, 
while the Medicare-funded, fee for service primary health system locks in a time- and labour-intensive 
service model for managing chronic disease9.  

– Health insurers face the added complexity of a model of risk equalisation that prevents them from fully 
realising the savings from their preventative efforts with members (part of the cost saving effectively 
being redistributed to the broader pool of health insurers). 

• poor incentives for mitigation and early intervention — Publicly funded programs do not always 
embed an ‘insurance mindset’ (e.g. a strong discipline on reducing long term costs and getting better 
outcomes through early intervention)10. Some options have been tried — actuarial assessments of long-
term cost, the New Zealand investment approach, or social impact bonds in Australian states. 

– In mental health, the overlap between life insurance and workers compensation can create confusion 
and inefficiency. In some cases, it has meant early intervention options are lost while claims are 
processed (possibly contested) through one scheme or the other. 

– In general insurance, there have long been calls for greater investment in upfront mitigation rather than 
disaster relief after the event. The Government’s Disaster Ready Fund is a good example of a renewed 
emphasis on prevention. 

The review could bring into play insurance concepts that tend to be misunderstood or de-emphasised in 
many policy settings, like moral hazard, adverse selection, risk management and the respective roles of 
pooled vs self-insurance options. 

In the near term, some smaller steps could be taken to improve aspects of the system and unlock 
productivity gains (outlined in reform directive 17). 

Using regtech to improve technology diffusion and lower regulatory costs 

Regulation underpins important social, environmental and safety outcomes, but comes with a compliance burden 
on businesses and individuals and can sometimes be a barrier to investment and other economic activity.  

It is important that policy makers continue to focus on sound regulatory principles, including rigorous and 
transparent appraisal of new proposals and a strong focus on regulator capability and culture. Technology is 
also opening up new opportunities to improve regulation and ease compliance costs through the use of 
regulatory technology (regtech). 

Regtech is the innovative use of technology to better achieve regulatory objectives. Regtech can lower the 
administrative and compliance burden for businesses and government and improve the quality of regulation 
design and implementation.  

 
9 The PC’s case study, Innovations in Care for Chronic Health Conditions, highlighted that most innovative, low cost 
initiatives were succeeding on the ground despite, rather than as a result of, existing funding models. Innovators were felt 
to be swimming against the tide.  
10 The PC’s inquiry into the Veterans support system, A Better Way to Support Veterans, showed that it was complex, 
unresponsive and too inflexible to achieve genuine long-term outcomes for clients. Similar characteristics could be 
observed in the disability sector prior to the National Disability Insurance Scheme. 
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Governments can support regtech adoption by presenting new regulations in forms amenable to regtech 
solutions; for example, by making legislation machine-readable (the New South Wales Government’s 
Community Gaming Regulation 2020 is a recent example).  

Moreover, governments can also work with software providers to find ways to encourage industry to design 
regtech compliant solutions (reform directive 24). One example where this has happened is the Fair Work 
Commission’s efforts to develop an application programming interface that enables software providers to 
directly access data on wages and entitlements from its Modern Awards Pay Database. 

A better approach to location and mobility 

The transformative effect of communications technology is evident in the dramatic rise of remote work since 
the beginning of the COVID-19 pandemic. It is probable that levels of remote work will be permanently higher 
than 2019 levels, with businesses experimenting with variations on hybrid (or fully remote) models for a 
segment of the workforce.  

This could prompt some job switching as employees seek employers better matched to their preferences 
(and vice versa). While businesses and individuals will make their own assessments about the relative 
productivity of working centrally or at home (at least some of the time) there is no strong policy case for 
government to try and influence those decisions on economic grounds.  

But the increase in remote work, along with the rise of e-commerce, telehealth and remote learning are 
softening the nexus between economic activity and location. Planning and zoning systems that have 
entrenched clear distinctions between residential, retail and office uses — and between industrial and other 
commercial uses — should be made more flexible. Online retail is blurring the distinction between the shop 
and the warehouse, just as remote work blurs the distinction between the home and the office.  

Planning systems based on detailed rules about what economic activity can occur where, should be reformed 
to free up locational decisions. This would support competition and new investment (reform directive 18). 

Planning and zoning reform to improve access and lower costs  

While some progress has been made to improve planning and zoning across all jurisdictions, further 
improvements should be prioritised. 

Reforms to planning and zoning laws in Victoria in 2013 and 2018 are a good example of successful reform 
that is broadly enabling to business: There are now a small number of commercial and industrial zone 
categories; the zones are standardised and have a broad range of allowable uses; and many commercial 
uses are as-of-right. The Queensland planning system also has a flexible model to bringing applications into 
the assessment stream (rather than requiring costly and time-consuming rezoning processes). 

These approaches can reduce business set-up costs and increase the availability of suitable sites for 
particular activities (such as small-scale supermarkets and large format retailers). 

In addition, planning and zoning reform should pursue administrative efficiencies, including by aligning plans 
at different levels of government; and addressing simpler applications outside of the assessment process. 
Key reform areas relevant to competition include: 

• moving to fewer zones with broadly-stated allowable and as-of-right uses. There should be a small 
number of commercial and industrial zones — with a wide range of allowable uses — which would provide 
flexibility, certainty, and competition, and limit the need for significant spot rezonings that would otherwise 
delay and/or make more costly business establishment. Prohibited uses should be kept to a minimum, 
with most uses ‘as-of-right’. 
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• standardising permissible land uses within zone types. Zone definitions should be as consistent as 
possible across municipalities and embedded in state government instruments to provide clarity and 
certainty as to allowable land uses. 

• creating defined and efficient processes for rezoning applications. To the extent that rezoning or 
planning scheme amendments are required to progress a development proposal, states should ensure 
there is a transparent process for applicants to pursue, with expected timeframes, criteria and appeal 
rights (reform directive 18). 

Governments can also ease other restrictions on the location of specific businesses. 

Regulations on location and ownership of Australia’s pharmacies have reduced competition in local markets 
— there are now fewer pharmacies per head of population than when the regulations were introduced — and 
have facilitated the establishment of local monopolies — four pharmacy operators control 73 per cent of the 
market share (through franchising and the like). Australian governments should follow the lead of the United 
Kingdom and the United States where pharmacy colocation — for example, pharmacies located in 
supermarkets — is allowed.  

Other sectors where the Government has a large regulatory footprint should similarly and subsequently be 
examined to remove those impediments to competitive pressures that are not clearly supporting a broader 
social or environmental policy objective (reform directive 19). 

Using efficient pricing to fund transport infrastructure and ease congestion 

As location becomes more contestable, there is a strong case to ‘price’ mobility more accurately. 

Reforming the pricing of road use and mass transit would bring potentially significant productivity benefits. 
The motor car, freeway and electric train were the large-scale technological innovations in 20th century 
mobility — solutions based in manufacturing and engineering. Digitally-enabled pricing and service design 
are the technological opportunities of today. 

Digital solutions and improved data availability have made it possible to move beyond average prices like the 
fuel excise, or simple fare structures based on paper tickets or first-generation card technology. It is 
becoming possible to set prices closer to social marginal cost, opening up incentives for new mobility 
solutions to emerge. 

Road congestion in Australian cities imposed costs of about $24 billion in 2018-19. While road users are 
subject to an array of charges, few are well targeted at relieving congestion (i.e. rationing demand for scarce 
transport infrastructure).  

Investment in and planning for new roads, and maintenance of existing ones is slower when compared to 
other modes of transport, and with disruptive technologies such as electric vehicles growing in popularity — 
resulting in a decline in the relevance of fuel-based charges — there is a greater need (as well as an 
opportunity) to get road-pricing right. 

To achieve more efficient road user pricing, Australia governments could move towards a pricing framework that 
better reflects the costs imposed on the road system by users, recognising too that electrification of the vehicle 
fleet will undermine the revenue collected through fuel excise taxes. This would take time and many small steps.  

Eventually, the pricing framework would ideally have two components: a charge based on distance travelled and 
a higher congestion price for certain locations and times. This would lead to more efficient use of existing 
infrastructure (including for maintaining and repairing existing roads), and demand-based forecasts based on 
prices that reflect efficient use would also help guide efficient levels of investment in new infrastructure. 
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The complexity of incentives has meant that while some past attempts to inject competition and market 
disciplines into government services have been effective, other attempts have failed. Market design is 
critical, but hard. Seemingly small weaknesses in the incentive structure can have large adverse and 
distorting effects on outcomes. 

In principle, productivity in the non-market sector comes from the same basic drivers that exist in other parts 
of the economy: using labour more efficiently and complementing it with technology and innovating models 
of service delivery. 

What differs is that the outcome being sought is public value, or a social purpose, rather than measurable 
increases in output.  

And the structure of service delivery systems makes the path to productivity growth different. Diffusion 
channels like business entry and exit are less prevalent, price competition is muted, and there is less ability 
to expand market share through innovation. Many labour-intensive government services are hard to 
automate. The respective roles of workers with different qualification levels can be highly contested.  

Where there is a separation between the party paying for the service (government or an insurer) and the 
service recipient, incentives for cost containment and quality improvement can be lessened.  

Quality can be very hard to measure. This often results in government stepping in to regulate aspects of the 
services they fund, sometimes to mandate inputs as a proxy for service quality.  

None of these issues is easily solved. Reform can focus in three main areas. 

The first is to keep refining and adjusting funding models that encourage the delivery of more effective 
(hence higher productivity) services — addressing parallel issues such as scope of practice constraints will 
also be necessary.  

The second is to actively create and support an eco-system of best practice innovation and diffusion in 
respect of key non-market services — such as the more effective management of chronic disease reducing 
hospital visits.  

The third is to seek out opportunities for labour-saving technology in the most traditionally labour-intensive 
service sub-sectors, backed by more outcomes-based quality regulation — such as use of clinician 
supported online mental healthcare services. 

A particular area of focus in this report, where governments and the community could benefit from the 
application of this three-tiered approach, is in the health and care sectors. Every year, significant amounts of 
taxpayer funds are used to subsidise medical procedures where the evidence base shows there is limited 
efficacy for improving patient outcomes, while the diffusion of demonstrated innovations in providing better 
care is too slow. 

More flexibility in allocating government funding 

Productivity in the non-market sector can be supported through more flexible approaches, or blended, 
funding models.  

A common problem with existing models is that they tend to encourage quantity solutions — or activity — 
rather than quality. For example, fee for service models can reward inputs rather than outcomes. Capitation 
models can create incentives to reduce service levels. Quality and outcomes are hard to measure and hence 
reward. Australia has the added complication of Commonwealth-State overlap, where different funding 
models interact poorly or undermine system coherence (such as social housing and Commonwealth Rent 
Assistance) (reform directive 23). 
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Because there is no such thing as a perfect funding model, the status quo tends to persist. Conscious effort 
is required to adapt or reform entrenched funding or service delivery models. 

Health is an example of where funding models have rewarded activity — through explicit activity-based 
funding in the acute hospital system and fee for service funding in the primary care system. This can create 
barriers to productivity growth because it locks in a particular amount of labour input (e.g. funding a 
30 minute one-on-one consultation). 

In some cases, the solution will be more blended models, combining elements of fee for service with 
capitation (per person) amounts. This has promise in primary care for the treatment of chronic conditions and 
could allow for some flexibility about labour input (the total and the split between different occupational 
groups) and the use of technology.  

In other cases, the use of flexible funding pools to substitute for a portion of activity-based funding can 
unlock innovation and alternative service models. 

Often in the non-market sector, productivity growth (similar outcomes for less input) is advanced by finding 
and funding lower cost settings to provide a service, such as community-based health as a substitute for 
acute care, or a range of alternatives to prison incarceration as a means to achieve community safety. 

The rise of impact investing, ‘payment by results’, and social impact bonds are providing alternatives to 
traditional funding and delivery methods. These can sharpen incentives to produce higher quality outcomes, 
encourage co-ordination between different service elements (notoriously hard in government) and by 
creating a growing knowledge base about ‘what works’. But specifying the outcomes, and the baseline 
against which to reward them, is complex. 

There are some areas where governments can move toward ‘client-centred’ funding approaches in human 
services, so long as incentives and safeguards around cost containment and quality are strong. Under such 
models, clients are given control of funds to purchase services from providers of their choice, promoting 
innovation and diffusion, and ensuring that clients get the services that best meet their specific requirements. 
Providers compete to attract clients, promoting the development and uptake of new innovations (reform 
directive 23).  

In other cases, the direction of reform is to move towards more relational contracting. In many instances, 
increasing the minimum length of contracts to 5–7 years for community organisations delivering health and 
human services would enable greater development of expertise and provide the certainty and stability 
needed to invest in innovation. And better use of alliance contracting or collaborative contracting for major 
public infrastructure projects would mean contractors with greater technical expertise and knowledge would 
be involved earlier in the planning and scoping stages of a project, increasing the opportunity for innovative 
approaches to project delivery (reform directive 22). 

These approaches reflect inherent uncertainty: it is hard to specify all relevant future contingencies in an 
up-front funding contract. A shared approach is a more efficient way to deal with unexpected events. 

The Closing the Gap Agreement explicitly prioritises service delivery through the Aboriginal 
community-controlled sector, which also requires a shift in thinking away from transactional contracting for 
specified services and towards long-term investment, a strong sense of partnership and a centring of 
Aboriginal and Torres Strait Islander people in service design and delivery. 

Institutions to support best practice 

A key issue in the non-market sector is that the ‘system’ for innovation and diffusion of ideas is often patchy 
and incomplete. One key element is the availability and evaluation of an up-to-date evidence base.  
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Governments already fund many organisations to evaluate publicly-funded services and promote diffusion of 
best practice — including the Australian Commission on Safety and Quality in Health Care, the Australian 
Education Research Organisation, CSIRO and the Australian National Audit Office. But in many cases their 
functions and roles are too limited. Governments should expand or strengthen the roles of these existing 
diffusion bodies with the aim of disseminating best practice, including the elimination of practices no longer 
underpinned by adequate evidence (reform directive 23).  

Governments can also improve benchmarking of government service delivery, both between jurisdictions 
and between service providers. There are currently a number of benchmarking initiatives, including the 
Productivity Commission’s Report on Government Services, MySchool, MyHospitals, the Australian Atlas of 
Healthcare Variations and a number of state and territory government initiatives.  

The continued growth and availability of data will create new possibilities for benchmarking, to provide richer 
information about how far service providers are from the best performers in their sector (reform directive 24). 

Addressing productivity in labour-intensive non-market services 

In many parts of the ‘care sector’, cost and quality improvements have come from replacing, or augmenting, 
labour with physical capital (e.g. hospital clerks replaced by computers) or building the human capital of the 
workforce (e.g. improvements in the quality of medical care in the past century as doctors have accumulated 
more clinical knowledge).  

Some parts of the non-market sector, including disability and aged care, are highly labour intensive, involving 
personalised services. It can be difficult to achieve big gains in labour productivity in these parts of the economy. 
Nonetheless, it is important to explore and maximise the scope for the use of technology where possible. 

Emerging technologies show some promise for both improving the quality of services provided, and reducing 
their costs. Machines may be able to automatically perform manual tasks — like lifting or cleaning patients — 
currently performed by carers. Likewise, using diagnostic algorithms to quickly triage clients that will require 
more care could mean staff can be allocated to where their need is highest (i.e. operating in line with their 
scope of practice).  

Even now there are proven technologies that could reduce the amount of labour required to perform certain 
service tasks (some even relatively high skilled). The WA primary Health Alliance commissioned Practitioner 
Online Referral Treatment Service (PORTS) has provided several years of psychological assessment, 
treatment, and consultation services across the state to adults referred by their GPs at a fraction of the cost 
of the standard MBS-rebated therapy.  

There are some potential barriers to the adoption of labour-saving technology.  

There are the general barriers to government and private sector diffusion (above) and second, there are 
barriers governments have erected specifically — and seemingly without fully understanding the potentially 
large impact of unintended outcomes — in these occupations. These include innovation-inhibiting 
restrictions, such as minimum staff-to-client ratios that discourage consideration (let alone adoption) of 
labour-saving technology in the care workforce, and poorly designed activity-based funding models, which 
reward outputs rather than outcomes in hospitals (finding 5.11, volume 5). 

These types of interventions may often exist for good reason. In government-funded human services, clients, 
including those who are particularly vulnerable, need assistance choosing a service or service provider 
where information about the quality of those providers is difficult to find. And generally, consumers have 
fewer incentives to properly hold providers to account as they do not face the full cost of their service. 
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However, the benefits of regulating for quality assurance need to be balanced against the costs from 
dampening incentives to consider and adopt productivity-enhancing innovation.  

Shifting where possible towards outcomes-based quality regulations would give service providers more 
flexibility to meet their obligations in the most effective and efficient way possible. 

Health reform should focus on broad strategies executed across the country  

In Shifting the Dial, the Commission homed in on the healthcare system as a key component of the policy 
agenda.  

This reflects both the need for productivity growth within the health sector, as a large and growing share of 
the economy and workforce, and the impact that good health outcomes can have on productivity, 
participation and broader life outcomes. 

In that report, the Commission noted the rigidities of existing healthcare service models: the lack of 
integration between parts of the system, inadequate use of data, and poor diffusion of best practice. It used 
the example of the ‘waiting room’ to symbolise the lack of innovation and patient focus in the system, noting 
that waiting times in doctors’ offices are likely to impose costs on Australians of approximately one billion 
dollars annually. 

While there are the systemic problems that limit the quality and efficiency of the healthcare system, the 
overarching goal should be changes to encourage patient-centred and integrated care. There are three 
concrete reform strategies that reflect the broad problems above and the policy responses most likely to 
alleviate them: 

• Funding arrangements that align with high value care 

Scaling up long term co-operative funding mechanisms that align the incentives of primary and hospital 
providers would help avoid costly hospital admissions and support integrated care. As noted above, 
innovative funding pools have helped spur innovation in health care delivery. Capitation (or blended) models 
and other mechanisms supported by the Independent Hospital and Aged Care Pricing Authority hold promise 
in removing some barriers to innovation and productivity growth (reform directive 23). 

There may also be scope to expand the role of private health insurance and potentially life insurance can 
also unlock new reimbursement models to target preventative approaches. 

• Encouraging innovation, experiments and diffusion of evidence-based healthcare and 
administration, while eliminating waste 

For example, annual reviews of selected items on the Medicare Benefits Schedule, and updating the 
schedule so that only treatments that reflect medical best practice are funded would represent a concrete 
step towards a more evidence based, efficient and patient centred system (reform directive 23). Clinical 
variation can reflect differences in practitioners, rather than differences in patients, and can contribute to 
substantial waste in the system. 

• The adoption of new technologies and data sharing arrangements that improve coordination in the 
system 

As an illustration, the Mental Health inquiry, released in 2020, and the Innovations in Care for Chronic Health 
Conditions study, released in 2021, showed the benefits to patients from service models based even on 
relatively simple digital channels, data analytics and data linkages. Transforming My Health Record into a 
comprehensive system for sharing and using health data across all parts of the health system could 
significantly improve service quality for patients (reform directive 15). 
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To this end, the Safeguard Mechanism (SM) can be the basis for an economy-wide mechanism for achieving 
national abatement targets (reform directive 26).  

At present, the SM seeks to limit greenhouse gas emissions by targeting Australia’s largest industrial 
emitters. It does this by assigning emissions budgets (baselines) to facilities that produce more than 
100 000 tonnes of CO2 equivalent (CO2-e) emissions. Emissions exceeding these budgets must be offset 
through the purchase of Australian Carbon Credit Units (ACCUs) created through various emissions 
reduction activities elsewhere in the economy. 

For the SM to become an effective broad abatement mechanism, a package of changes will be required to 
strengthen its integrity and expand its scope. 

• Baselines will need to be reset in terms of absolute emissions, not emissions intensity (emissions per unit 
of output). The existing emissions intensity targets allow overall emissions to increase in line with 
production, which could jeopardise Australia’s emissions targets. Absolute emissions baselines avoid this 
outcome.  

• With absolute emissions baselines in place, emissions reductions below these absolute emissions 
baselines should be tradeable with other facilities covered by the SM. This would increase the pool of 
commercially viable abatement opportunities and allows the transfer of economy-wide abatement burdens 
to the least-cost abatement options within the SM, reducing economy-wide abatement costs. 

• Importantly, the SM currently only covers 27 per cent of Australia’s greenhouse gas emissions. It should 
be expanded (reform directive 26).  

Under existing arrangements, the electricity sector — which accounts for more than 30 per cent of Australia’s 
CO2-e emissions — is covered at a sectoral level but not at the facility level.  

Apart from some large facilities such as airlines, the transport sector — which is responsible for almost 
20 per cent of emissions — is effectively exempt from any limits because most emissions come from 
hundreds of thousands of cars, trucks and buses that individually emit well below the threshold limit.  

Expanding the SM to include the electricity sector at the facility level would increase the facility-level 
coverage of the SM to more than 55 per cent of Australia’s emissions. Incorporating the transport sector, by 
attributing vehicle emissions to liquid fuel wholesalers, would increase the coverage of the SM to about 
70 per cent of total Australian emissions. Extending the SM to facilities emitting more than 25 000 tonnes of 
CO2-e would increase coverage by another 3 per cent to around three quarters of total emissions, creating a 
near comprehensive, economy-wide abatement mechanism (figure 1.12). 

The degree to which the SM credibly and efficiently contributes to Australia’s emissions reduction 
commitments will partly depend on the integrity of the offsets recognised by the scheme. Accordingly, 
Australian governments should take steps to ensure the integrity of ACCU offsets recognised by the 
Safeguard Mechanism by tightening standards to ensure the additionality, permanence, and transparency of 
ACCU generating projects (reform directive 27).  

With an expanded SM in place, the public policy case for additional sectoral interventions becomes much 
weaker. Governments should ensure that any emissions abatement policies that are not genuinely 
complementary to the SM — that is, they neither efficiently address non-price barriers to abatement nor 
deliver broader noncarbon abatement social benefits — are phased out (reform directive 28). For example, 
the ongoing need for additional policy support for renewable energy generation is likely not required, and 
similarly, the already questionable policy case for Commonwealth tax concessions for electric vehicles — 
which have a high cost-per-tonne of abatement — would become even more so. Extant and prospective 
emissions policies should have their implicit carbon prices independently estimated and made public. 
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The implementation of the scheme would mark a move away from Australia’s current approach to grid stability, 
which largely relies on movements in wholesale electricity prices to bring supply and demand into alignment.  

To support productivity growth, the capacity investment scheme should be designed to respond to 
intermittence at least cost. Promoting a more technology-neutral approach, by allowing for both supply and 
demand side participation in the scheme, from both large entities and smaller entities (aggregated and 
coordinated through ‘virtual power plant’ platforms), would be an important step in this direction. The scheme 
should be reassessed in 5 years (via the inclusion of a sunset clause) to ensure the ongoing costs to 
businesses and households of maintaining the scheme are justified (reform directive 29).  

1.4 The shared benefits of a productivity agenda 

Across nations, there is a strong correlation between average incomes, life expectancy and life satisfaction, 
and reductions in absolute levels of poverty: not just because high incomes can fund better services and 
benefits; but also because they share a common proponent — a system that constantly promotes new ways 
to get more (and better) from less, to improve everyday life.  

But what about the relative gains? Are the benefits evenly shared across the community? 

These distributional questions cannot be dismissed. Past economic reforms — particularly where entire 
industries have been restructured — have often delivered benefits to many, but with losses concentrated in 
particular regions or demographic groups. This is more problematic when the losses hit those with already 
low incomes, wealth or educational qualifications.  

Even at a smaller scale, economic change creates losses as well as gains. If consumers vote with their feet and a 
less productive business loses market share to a more productive one; or if it exits the industry altogether, 
individuals can suffer a loss of income and the jolt of forced transition, even though many consumers are better 
off. Governments play a key role supporting such adjustments and protecting people in need of help. 

To this end, this report notes the role of government as an insurer against the risks people face throughout 
their lives through the provision of in-kind services like health and disability care, and transfer payments. 
Much of this insurance works well, but there are gaps and complex interactions with other privately-managed 
forms of insurance — with potentially adverse economic and social outcomes. Having government think 
more explicitly with an insurance mindset would be a significant, generational reform journey for Australia. 
This report makes some recommendations to start that reform process. 

When overall risk protection is robust, policy makers can have more confidence about the disruptions that 
can come with policy change, or in a dynamic economy in general.  
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Potential distributional effects of proposed reform directions  

A qualitative assessment, and the Commission’s own modelling, suggests that the package of 
recommendations detailed here would increase opportunity and improve outcomes for some key 
disadvantaged groups.11 

Many of the reform directions are directly focused on reducing barriers, improving incentives and spreading the 
benefits of productivity growth more broadly. Driving innovation and diffusion in the non-market sector is aimed 
at improving services — typically delivered to the general community or to particular groups in need of support. 
Even where there is scope for labour-saving technology in government-funded services, this is likely to be in 
the context of substantial growth in overall employment in areas like the caring sector. Some cost reduction 
would make services more affordable to government, while quality improvement is of benefit to service users.  

Improving productivity in the school system is one of the most effective ways to boost equality of opportunity 
and improve economic and social mobility within and between generations. Thus, the proposed school 
reforms outlined in this report are likely to be progressive in their overall impact. The spread of technology in 
schools and evidence-based course materials to teachers can not only lift teaching quality, but make it less 
unequal. This has potential to lift outcomes among students at risk of falling behind, and those who suffer 
from variable teaching and school quality. 

Tertiary education reforms primarily expand access to income contingent loans for a broader range of VET 
students, and additional university places under a reformed demand-driven system. Experience under the 
demand driven funding arrangements in place between 2012 and 2018 suggests that these reforms would 
disproportionately benefit lower income students and other equity groups, whose share of the student 
population experienced a major expansion.  

To make that package fiscally neutral, it is recommended that some students make a greater contribution to 
the cost of their study, through the income contingent loan system. This would effectively bring the student 
contribution more into line with the private benefits which flow to graduates over their working lives — paid at 
a time when their future income exceeds the repayment threshold.  

Lifelong learning needs careful design. Those most likely to pursue it tend to have a strong learning 
foundation — including those who have completed higher qualifications. That does not negate the case for 
fostering a culture of lifelong learning. There are productivity gains and spillover benefits from encouraging 
up-skilling and re-skilling throughout working lives. But particular focus could be given to broadening the 
uptake of ongoing training, including to those disconnected from the workforce or at risk of being so.  

The proposed migration reforms aim to focus the program more on higher income migrants, to maximise the 
spillover and productivity benefits. Moving away from the inefficiency of skilled occupation lists could mean 
that some domestic workers who earn more than the proposed income threshold could face more 

 
11 The Commission used a purpose-built model to illustrate the whole-of-economy effects of stylised representations for 
some proposed reforms. The model provides insights on: 

• how productivity improvements can flow through the economy’s structure, and what the changes are in underlying 
economic variables that are driving overall movements in aggregate outputs such as GDP, gross national income, 
prices, wages and use of labour measures relating to the impact of reforms on consumer wellbeing (in monetary 
terms, for example, equivalent variation) and inequality (for example, the Gini coefficient) 

• the differential impacts of reforms across various groups in the economy, at both the individual level (by age, 
education and gender groups) and the business level (by industry). 
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competition. Local workers below the threshold could face less competition. The impact on the wage 
distribution is likely small, but more likely to reduce it.  

Workplace relations reforms seek to improve the scope for flexibility within the architecture of regulated 
protections. As Volume 2 notes, productivity growth is not about employees working longer hours, or having 
their pay reduced. In fact, past productivity growth has resulted in higher wages and fewer hours worked per 
capita. Low aggregate productivity growth makes the 4-day working week less feasible and therefore less 
likely. There could be significant gains to workers through better award compliance due to regtech solutions 
(and simpler rules). 

A fit for purpose regulatory approach to platform work can deliver important protections in respect of safety, 
insurance and dispute resolution. At the same time, it can preserve the choice and flexibility that workers and 
consumers have gained from this innovation, benefiting a cross-section of the community. 

Refocusing innovation policy on diffusion — the 98 per cent — is an effort to more fully democratise 
innovation. The policy measures recommended here are a suite of small changes, all aimed at helping ideas 
to spread more efficiently across the economy. But the successful uptake of new ideas — including digital 
technology or the more sophisticated use of data — will inevitably be patchy. For example, Productivity 
Commission research into cloud computing suggests that some businesses will use technology to great 
effect, while others will fail to adopt, and still others will adopt but fail to achieve much benefit.  

Governments can improve the process of efficient adoption by working with business networks and providing 
benchmarking data. But as long as there is nothing systematic about which businesses succeed with 
technology and which do not, the distributional effects should be seen as a necessary reality underpinning a 
dynamic economy. Ensuring there are no undue impediments to labour (and capital) mobility and that there 
is a robust safety net in place, are the best solutions. 

High quality and efficiently provided rural and regional digital infrastructure helps overcome one source of 
systematic differential performance among businesses. It will also reduce geographic variation in the quality 
of delivery of telecommunications services for consumers. 

Some recommendations involve changes to pricing, such as an evolutionary shift towards road user 
charging and ongoing reform of the pricing of public transport.  

A key consideration is that road use is currently ‘priced’ via a general fuel excise charged per litre of fuel. 
The fact that electric vehicles pay no excise raises distributional issues.  

The Commission’s past work on public transport pricing highlights similar distributional complexities. 
Commuters on major city train networks traveling into the central business district tend to have above 
average incomes. They benefit from substantial public subsidies not enjoyed by those (including low-income 
households) with less public transport access. Whilst a high degree of public subsidy is inevitable in most 
public transport systems, there is considerable scope to design fares to achieve better efficiency and equity.  

Perhaps the most challenging distributional issue concerns the climate transition. The distributional costs 
and benefits of both mitigation and adaptation span generations. Achieving the successful decarbonisation of 
the Australian economy will involve a structural change for affected industries and regions. The 
recommendations in this report focus on using the safeguard mechanism to foster a more orderly, lower cost 
and predictable transition. Focusing on achieving net-zero at least cost, by promoting higher productivity 
growth than otherwise, will also enhance the capacity to provide adjustment assistance, including to lessen 
inequitable distributional impacts. 

Overall, while thoughtful, and often gradual, implementation is needed, there is no strong case on equity 
grounds against pro-productivity reforms of the type outlined in this report. Quite the contrary. A key 
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message of this report is that we can broaden our thinking about productivity — both its effects (quality, 
novelty, things not measured by GDP) and where it can apply (services and the government sector).  

The impact of productivity growth — properly and broadly understood — is progress in multiple domains, 
multiple facets of life and with benefits spreading across the community. 
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2. Roadmap

The Commission’s policy agenda includes 71 recommendations that collectively would enable productivity 
growth across the Australian economy. These recommendations are packaged together into 29 reform 
directives. Generally, the reform directives capture what governments should do; the recommendations tell 
them how to do it. These reform directives are the enablers of productivity growth that fit under the five 
themes outlined in section 1.3. 

To help direct government resources toward implementation, the Commission has developed a roadmap to 
reflect a possible prioritisation. The prioritised reform directives are laid out in section 2.2. The roadmap also 
contains a collection of implementation plans (section 2.3). These plans provide more detail on how 
governments would go about implementing the highest priority reform directives.  

2.1 The prioritisation framework 

Prioritisation of reform directives is not an exact science. To keep things simple, they are prioritised using 
two criteria. 

The first criterion is expected productivity impact. 

Reform directives were sorted into two broad groups according to their expected impact on productivity: 
higher impact and lower impact. In grouping reforms, factors considered included:  

• the number of affected parties (e.g. people, employees and businesses)
• the costs and benefits for those parties
• whether the reform results in a one-off ‘step-change’ to productivity or has an on-going effect on

productivity growth rates
• the extent of additionality from the reform (that is, the difference between what we would expect to happen

with and without implementing the reform).

Where appropriate, prioritisation drew on modelling presented in volume 9. This was only feasible for a 
subset of reform directives. For others, partial assessment of costs and benefits were estimated and/or 
qualitative assessments were made drawing on information from inquiry participants and other Commission 
research.  

Generally, reform directives that affect many parties, have relatively large additional effects, or result in an 
increase in the productivity growth rate were deemed higher impact. Reform directives that affected less 
parties (unless the effects were particularly concentrated on those parties), had little additionality, or resulted 
in a smaller step-change were deemed lower impact.  

The second criterion is complexity. 

Reform directives were sorted into two broad groups reflecting their expected complexity to implement: 
complex and simple. Again, a range of factors were used to assess reform directives, including: 
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2.2 The prioritised reforms 

Table 2.1 contains the prioritised reform directives. Reform directives are organised under the five key 
enablers of productivity growth in the policy agenda.  

Timing the policy agenda 

Prioritisation suggests that, given limited time and resources, governments should focus on implementing 
Category A reform directives, but consider initial steps towards implementation of Category C reforms.  

That said, in almost all cases Governments could make some progress implementing all of the reforms so that the 
potential productivity benefits could be realised as quickly as possible. Some reform directives, and their 
associated recommendations, would take longer than others to implement due to differing degrees of complexity. 

Opportunities to coordinate implementation across governments 

Reflecting the very broad nature of the reform directives in the outlined policy agenda, action by all 
Australian governments will be needed to position Australia for future productivity growth. Some of these 
reforms will require coordination across governments, others can be implemented unilaterally. Examples are 
provided below.  

Australian Government reforms 

The Australian Government can implement some reforms by itself. For example, elevating the Safeguard 
Mechanism to be Australia’s primary emissions abatement mechanism would promote productivity and be 
progressively achieved with little delay. Charging the Office of Supply Chain Resilience to assess the 
economy-wide net benefits of all calls for assistance in supply chains, with transparent reporting of any 
interventions, could similarly be implemented promptly by the Australian Government for immediate benefits. The 
use of government-held data to help businesses benchmark their performance and provide insights that promote 
diffusion of best practice is an approach already adopted by some Australian Government agencies. It could be 
extended more broadly for the benefit of both the relevant businesses and the decision-making capacity of the 
states and territories in which they are located. Reforms to migration policy is entirely an Australian Government 
responsibility, though consultation with state and territory governments would be an important element.  

State and territory government reforms 

Other reforms are in policy areas where the states and territories have primary responsibility for program 
delivery or funding. These include: revision of planning regulations to ensure residential, commercial and 
industrial zoning is not unduly restrictive, various state taxes, public transport pricing, and trialing innovative 
approaches to schooling. 

In these instances, jurisdictions should consider a staged approach to implementation that reflects their 
starting points for reforms and priorities within their jurisdiction. For example, some states have more 
developed planning and zoning reforms, have already commenced the shift away from stamp duty on the 
sale of dwellings, and have better processes for public transport pricing. All jurisdictions should share the 
lessons from their reforms.  

Reforms for multiple levels of government 

Actions by multiple levels of government will sometimes be needed for some reforms, or at least to yield all 
their benefits. In some instances, a nationally negotiated approach to implementation would lead to the most 
beneficial outcome for some state- and territory-based reforms. For example, we have recommended that 
teaching resources be developed centrally to support schools in the implementation of the national curriculum. 
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Similarly, the Commission has recommended further progression in the sharing of government-held data. 
Some of this data is held by the Australian Government and expanding access to state and territory 
governments would improve the efficiency and delivery of their services. 

The introduction of income-contingent loans for VET students would require action by the Australian 
Government as administration of income contingent loans is undertaken through the Australian Taxation Office. 
There would also necessarily be associated changes for each state and territory government to consider in 
existing VET funding and in enabling VET providers on the ground to cater for any expanded interest in VET 
courses that could be expected to come with the augmented availability of income contingent loans.  

Coordinated action is already recognized as an essential aspect of healthcare reform, with widespread 
changes needed to bring together the funding of, and interfaces between, primary and hospital care. This is 
likely to shift the responsibilities of governments. 

There are some recommended reforms for which implementation would need to be preceded by detailed 
negotiation between the states, territories and commonwealth governments. This is typically the case in 
areas where states and territories have a substantial role in implementation or where there is considerable 
variation in existing arrangements between states and territories. Healthcare reform also fits in this category. 

There has already been considerable progress in mutual recognition of occupational licenses between states 
and territories. The Commission has recommended that this process continue to allow default recognition of 
occupational licenses from partner countries and coordination of these with skilled migration requirements. As 
was the case in achieving mutual recognition of licenses between states and territories, further negotiation and 
coordination between jurisdictions would be necessary to expand mutual recognition to occupational licensing 
in other countries. The Australian Government could play a facilitating role in such negotiations. 

Reform to road user pricing and funding will require the phasing out of fuel excise (collected by the 
Australian Government) and the introduction of distance-based pricing and ultimately congestion charges. 
These reforms will need close coordination and mechanisms to diffuse the lessons of various road pricing 
trials and road funds between jurisdictions. This would best be implemented via an intergovernmental 
agreement to define roles, responsibilities, funding models and timing. Changes to heavy vehicle pricing 
could occur outside these processes. 
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2.3 Implementation plans 

Implementation plans for all Category A reform directives are shown below. The aim of these plans is to 
provide key information at-a-glance about the ‘what’, ‘how’ and ‘who’ of each reform directive. The ‘why’ of 
the reform directives are contained in the relevant volume along with additional details. The structure of each 
1-pager includes: 

• a statement of the nature of the reform directive 
• the productivity profile of the reform directive — including the expected productivity impact (higher or 

lower) and when those impacts are likely to eventuate (short, medium or long term) 
• actions that governments need to undertake to implement the recommendations under the reform 

directive (including which level, and in some cases which agency and/or level of government) 
• a description of the level of complexity (higher or lower) involved in implementing the reform directive 

(such as the need to alter legislation or to engage in extensive consultation). 

The reform directives and their associated recommendations are listed in table 2.2.  
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REFORM DIRECTIVE 1: Improve schools’ capacity to lay the educational foundations for 

the future workforce 

Australian, State and Territory Governments should work with schools to:  

• extend, improve and embed the use of education technology 
• facilitate greater classroom access for the Australian Education Research Organisation (AERO) to support 

more principal and teacher involvement in education research and ensure research is salient and readily 
applicable by practitioners  

• support diffusion of evidence-based teaching practices to the classroom through greater observation and 
feedback mechanisms, and curriculum implementation support. 

The expected productivity impact of this recommendation is high, and following implementation, the 
benefits would likely be realised in the longer term. Spreading best teaching practice and effective 
education technologies has implications for the productivity of both the school system (that is, getting more 
out of the resources currently being used), and the broader economy as students who benefit from such 
reforms could ultimately become more active and productive members of society. While some in-school 
productivity improvements could occur sooner, the more important benefit to student outcomes would only 
be realised in the longer term. 

Specific actions 

• Enable teaching practices to evolve with the changing classroom environment by prioritising the 
development and implementation of digital tools to support teaching and learning, while balancing 
flexibility for individual jurisdictions’ needs – this could include developing an online assessment tool and 
giving AERO responsibility for researching and vetting effective digital technologies.  

• Replace manual school administrative processes with technology-based or automated solutions – this 
could include evaluating technology-based solutions for administrative processes currently in place and 
developing mechanisms to diffuse these to other schools.  

• Continuous commitment to ongoing professional development modules which support teachers in using 
data analytics to drive student improvement.  

• Enable greater observation of, and feedback on, classroom teaching practices, by creating or 
strengthening the existing roles for highly accomplished and lead teachers (HALT) to share their in-depth 
knowledge and skills with their colleagues. 

• Increase curriculum implementation support for teachers, by curating high-quality, evidence-based and 
government-endorsed curriculum resources (curriculum plans, whole-subject sequences, lesson plans 
and classroom tools), to be made available for teachers and school leaders from a single source. 

This recommendation has higher complexity. Successful implementation of these recommendations will 
require both individual and coordinated action by both the State and Territory, and Commonwealth levels of 
government and engagement at the individual school level to ensure local needs and objectives are taken 
into account. 
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REFORM DIRECTIVE 3: Grow access to tertiary education  

The Australian Government should adopt an improved demand-driven model for providing Commonwealth 
supported places to domestic undergraduate university students, subject to measures that contain fiscal 
costs and ensure all students are adequately supported. 

This recommendation is expected to have a high impact on productivity, and following implementation, the 
benefits would be realised in the medium term. Greater access to higher education will benefit students 
and productivity. The additional students enrolled as a result of this reform will experience considerable 
employment benefits, and this is particularly so in the context of an anticipated spike in school leavers and 
continuing growth in industry need for skilled workers. Compared to the current approach to public funding of 
universities, demand-driven funding would also improve incentives to offer quality education and remove a 
distorted incentive that prevents course offerings from aligning with skill needs. 

Specific actions 

• The Australian Government should consult on amendments to the Higher Education Support Act 2003 
with a view to implementing a demand-driven model for funding domestic undergraduate places. 

• Several complementary measures recommended in this report will be needed to support a sustainable 
and effective demand-driven funding model. 

– The costs of expanding access should be contained by increasing the proportion of total course costs 
that are paid by students (generally through income-contingent loans).  

– Total course funding, comprising the government and student contributions, will need to be based on 
the cost of delivery with estimates of this cost refined over time. 

– Mechanisms to encourage better quality and improved support for completion will need to be 
implemented as the number and diversity of students increases over time. 

– Income-contingent loan access should be gradually expanded to more vocational education and 
training (VET) courses, starting at the Diploma level, to put financing arrangements between the sectors 
on a more equal footing so that the expansion of higher education does not come at the expense of 
VET. 

• Where placements are required for graduates to work in their field of study, such as nursing, Australian, 
State and Territory Governments should ensure an adequate number of placements are available and 
funded to meet skill needs. 

• There could be phased implementation of a demand-driven system if it appears that universities would 
expand places rapidly before they can adjust resourcing to cater effectively to larger cohorts. This may not 
be necessary if demand for university places is reduced by strong labour market conditions, as has been 
the case recently. 

This recommendation has lower complexity. The existing Universities Accord process could be leveraged 
to consult on the implementation of this recommendation. Implementing a new funding model would then 
require the Australian Government to amend the Higher Education Support Act 2003. 
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REFORM DIRECTIVE 8: A better targeted skilled migration system 

The Australian Government should amend the design of temporary and permanent skilled migration visa 
programs to improve the composition of the migrant intake.  

The expected productivity impact of this recommendation is higher, and following implementation, the 
benefits will likely be realised in the medium term. While skilled migration already provides a positive 
productivity dividend, the Commission’s suite of reforms would improve productivity and wellbeing more 
generally, through better job matching and lifetime fiscal outcomes of migration.  

Specific actions 

The Australian Government should: 

• abolish the Business Innovation & Investment visa program. Temporary migration should be facilitated for 
people with genuine plans to start a business in Australia, while pathways to permanent residency should 
involve the revised Skilled Independent, based on a points test that better accounts for income levels and age 

• remove current list-based restrictions for employer-sponsored temporary and permanent skilled visas and 
set an income threshold well above the Temporary Skilled Migration Income Threshold (TSMIT) rate. The 
income threshold that applies to temporary migration should be lower than for permanent. The income 
threshold for the employer-sponsored permanent visa should increase with age, though at some older 
age, people would no longer be eligible for this visa 

• for the Skilled Independent visa (subclass 189), remove current list-based restrictions. Additional points 
should be awarded for ongoing employment in Australia according to income level, with different income 
benchmarks for different age groups. The design of the points system should be updated regularly based 
on research, such that points are awarded for factors associated with fiscal and employment benefits. 

• introduce a pilot of a special permanent visa subclass for occupations in human services sectors that are 
largely funded by government (such as aged and disability care), but only if these are facing likely 
enduring and significant labour shortages that are weakly responsive to wage increases. The visa 
subclass should be subject to the current TSMIT and require that the applicant remain employed in the 
relevant sector for 4 years. The pilot should be evaluated for its impacts and should be abandoned if 
labour shortages can be better met through wage increases and more sustainable alternative funding 

• amend settings for temporary skilled migration to increase their duration to 6 years 
• increase the duration of stay for Graduate visa holders with Bachelor and higher-level degrees, such that 

an extension to 5 years is guaranteed, subject to proof of ongoing employment above a set wage 
threshold. For international students, obtaining a qualification from an Australian tertiary education 
provider should be associated with an expectation of being able to test their skills in the Australian labour 
market, but not an expectation that their qualification alone will qualify them for permanent residency 
(which will increasingly depend on labour market outcomes, including income levels, and age) 

• amend settings for employer sponsored temporary and permanent visas to better allow workers to switch 
employer sponsors including by permitting a short period of unemployment to look for a new sponsor. 

This recommendation has higher complexity. The Australian Government would be primarily responsible 
for these reforms. Given the interactions between visas and the shift away from skill lists towards better 
recognition of income and age, the reforms are far-reaching. In addition to extensive consultation, 
implementation will require processes to manage system integrity risks, determination of age and income 
cut-off points in skilled visas, and further development of the points-based system, among other factors.   
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REFORM DIRECTIVE 9: Improve occupational licensing arrangements to reduce barriers 

faced by skilled migrants 

The Australian Governments and regulators should pursue further international mutual recognition of 
occupational licences, including by improving links between Australian licensing bodies and those in 
countries with comparable standards and systems. The aim is not to allow all international qualifications or 
licences to be recognised by default, but to expand recognition of qualifications among trusted partner 
countries and to make existing processes more efficient. 

The expected productivity impact of this recommendation is higher, and following implementation, the 
benefits will likely be realised in the medium term. The reform would allow highly-skilled migrants to have 
their qualifications recognised (and in some cases to be licensed) sooner. This would reduce the amount of 
time that skilled migrants spend in Australia unable to work in their chosen occupation, thereby improving the 
labour market matching of the migration system. In particular it would likely assist in filling shortages in health 
and trades, where a lack of access to services present various costs (such as health and safety risks). For 
the migrant, it will reduce the risks of underemployment and unemployment, and potentially improve career 
paths — all of which have positive implications for their lifetime fiscal impact. 

Specific actions 

• For licensing bodies that operate at the national level (such as in health): 

– facilitate a process of collaboration with regulators and/or other institutions (e.g. medical colleges) from 
selected countries, with the aim of establishing a default recognition 

– instigate changes to licensing administration in cases where the process for recognising international 
qualifications could be made more efficient (e.g. requiring the migrant to undertake further study to fill 
any knowledge gaps rather than to re-take their qualification). 

• Take an occupation-by-occupation approach to deciding whether the skills assessment undertaken for 
migration purposes (generally by VETASSESS) is warranted given that migrants usually have proof of 
qualifications and the assessment is often undertaken by non-experts. In many cases, it would likely be 
possible to rely on the assessment of the regulator / licensing body for the purposes of migration. 

This recommendation has higher complexity. These reforms will typically require focus on individual 
licenses and occupations. They will often involve multiple regulators and levels of government, as well as 
regulators and governments overseas. Public health and safety concerns should remain the primary 
objective with regard to licensing, and reforms should be evidence-based.  
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REFORM DIRECTIVE 10: Fit-for-purpose occupational licensing regimes 

Australian governments should work with regulators to ensure occupational licensing policy is fit-for-purpose 
and guided by evidence. Licensing for safety purposes has become more stringent in recent years, but such 
decisions would be better informed by evidence about their impact on lowering risks and costs. There should 
be greater consideration of complementary and alternative forms of regulation. At the same time, well-known 
issues regarding scope of practice between licensed occupations remain unresolved.  

The expected productivity impact of this recommendation is higher, and following implementation, the 
benefits will likely be realised in the medium term. Reforms will reduce barriers to competition without 
compromising safety and service quality — and in some areas improve quality, health and safety outcomes 
by increasing access to services. In some cases, there are already qualified professionals ready to take on 
new responsibilities. In other cases, reform would spur increased entry into the occupation over time.  

Adopting better processes for data collection and licensing assessment would improve identification of 
inefficient licensing arrangements and better enable geographic mobility in the future. The introduction of digital 
licensing and general improvements in market information for consumers also gives governments an 
opportunity to improve data sharing and analytics and review the rationale for various licensing arrangements. 

Specific actions 

• Australian governments should work with the relevant regulators to re-examine boundary issues relating to 
occupational licenses, particularly where independent reviews have already highlighted potential gains.  

• Australian governments should undertake trials for expanded scope of practice in health services. Where 
service funding is determined by a Commonwealth-State intergovernmental agreement, the Australian 
Government should allow the funding arrangement to encourage evidence-based trials (e.g. ensuring 
trials of novel arrangements in healthcare are appropriately funded through Medicare and/or PBS).  

• In developing digital licensing platforms, Australian governments should prioritise choices in technology 
and design that enable data collection that can inform effective licensing policy and future information 
sharing between jurisdictions.  

• Australian governments should conduct regular, independent reviews of occupational licensing systems in 
their jurisdictions to improve both efficiency and safety outcomes, efficient scope of practice as well as the 
optimal mix of licensing and other forms of safety regulation.  

This recommendation has higher complexity. Licensing reform will require clarity on the roles and 
responsibilities between different levels of government and regulators, which will vary depending on the 
regulatory regime. However, reform efforts should not occur on an ad-hoc basis and would benefit from the 
support of a broader national reform agenda that can provide pooled resources and better incentives for 
substantial regulatory experimentation. 

State governments vary in their progress towards creating digital licensing platforms and databases, which 
may lead to compatibility problems as integration across jurisdictions occurs. States and territories will need 
to prioritise technology neutral solutions, standardised systems, and accessible data sharing arrangements. 

There is scope to build on recent trials of changes to scope of practice in healthcare. However, governments 
need to engage with regulators and industry bodies to ensure safe and proven changes to scope of practice 
can progress without undue delay, particularly given current shortages and the need for better access to 
health services.  
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REFORM DIRECTIVE 11: Improve workplace outcomes and ensure a fair sharing of the 

gains from productivity improvements 

The Australian Government should amend the Fair Work Act 2009 (Cth) to facilitate more efficient modern 
awards and enterprise bargaining systems to support productivity and to secure mutual benefits for 
employers, employees and consumers.  

The expected productivity impact of this recommendation is higher, and following implementation, the 
benefits will likely be realised in the medium term. The workplace relations system has a fundamental 
role in driving productivity and wages. Making awards more efficient and flexible would help the workplaces 
that rely on them and provide benefits through their role as a floor on conditions in enterprise agreements. 
Processes for varying awards can be improved and awards themselves could be made easier to use and 
understand. Reducing the barriers to the uptake of bargaining and the enhancing the capacity for employers 
and employees to find flexible ways of working can encourage productivity and wage growth. Recent 
amendments to the Fair Work Act have sought to address some of the complexities of bargaining, and have 
introduced more scope for multi-enterprise agreements. A comprehensive review will be required to assess 
the effects of the amendments on productivity, prices, and competition. 

Specific actions 

• Amend section 134 of the Fair Work Act 2009 (Cth) to clarify the modern award objective, focusing on the 
needs of the employed; the need to increase employment; the needs of employers; the need to achieve 
gender equality in the workforce; the needs of consumers; the need to ensure that modern awards are easy 
to understand; and the likely impact of any exercise of modern award powers on efficiency and productivity. 

• Improve the Fair Work Commission’s (FWC) ability to vary awards to better achieve the modern awards 
objective, removing some of the rigidities of the current system and targeting those awards with the 
greatest potential for improvement. 

• In making variations to modern awards, the FWC should consider options that allow employers some 
choice about how they can meet award requirements, subject to meeting the modern awards objective 
and undertaking appropriate consultation with employees. 

• Limit the ability for enterprise agreements to restrict productivity enhancing changes to technology or 
workplace practices that are best left to managerial prerogative. This includes amending the Fair Work Act 
so that the model consultation term would be the only legally enforceable consultation term in enterprise 
agreements. A mechanism that enables the FWC to specifically authorise an alternative enforceable term 
should be explored. 

• Further loosen the relationship of enterprise agreements with awards by allowing the FWC to approve 
agreements that do not pass the Better Off Overall Test if a range of public and private interest tests are 
met. Any changes should have adequate protections in place to avoid undesirable outcomes as 
exemplified by the Construction, Forestry, Mining and Energy Union v One Key Workforce Pty Ltd. 

This recommendation has higher complexity. Amendments to the Fair Work Act will require careful 
drafting and considerable consultation with union and employer groups, business, employees and the 
community as a whole. The FWC would be given considerable additional discretion under the proposed 
recommendations, and it will take some time for the development of case law. 
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REFORM DIRECTIVE 15: Maximise the value of government-collected or funded data 

holdings 

The Australian Government, in consultation with the private sector and State and Territory Governments, 
should improve access to data collected and held by providers of government-funded services by expanding 
data sharing between the public and private sectors and implementing a comprehensive health data sharing 
system. To avoid eroding trust in the system, there must be a focus on appropriate controls and safeguards. 

The expected productivity impact of this recommendation is high, and the benefits would likely be 
realised in the medium term. Expanded access to data will make business and government analytics 
cheaper and better, with improved products and services for consumers, and more informed public policy 
and research. In particular, increased data sharing in the health system, by building on existing initiatives 
such as My Health Record and drawing on lessons from the successful implementation by the Australian Tax 
Office of Single Touch Payroll, can significantly improve service quality for patients. Wider use of the Digital 
Identity is likely to lead to more efficient and secure delivery of a range of services that require ID verification. 

Specific actions 

• Extend the Data Availability and Transparency (DAT) Act 2022 (Cth) to allow government data to be 
shared with the private sector. Implementation should be staged, starting with accredited private 
organisations that use data for policy and research purposes to achieve social objectives, then accredited 
businesses for commercial use. Security and privacy safeguards should be maintained.  

• Use My Health Record (MHR) as the foundation for a comprehensive system for sharing and using health 
data by implementing several changes: 

– Opting out of the system: the Australian Government should clarify that patients have the right to opt out 
of the system and if they have not opted out then practitioners should be required to upload relevant 
health records to MHR. The definition of ‘relevant’ records should be determined in consultation with 
patients and practitioners.  

– Health software compatibility and standards: The Australian Government should publish a register of 
software that is integrated with MHR and allows automatic upload of data by healthcare practitioners. 
Healthcare providers should be encouraged to use this software; for example, by extending the Practice 
Incentive Program eHealth Incentive beyond general practitioners. In the medium-term, conformance 
standards should be set, requiring all health software providers to be compatible with MHR by using 
consistent language and terminology, and a secure gateway so practitioners can connect with each 
other and upload and download relevant records.  

– De-identification to support system planning: develop a framework to use MHR data for health 
system-wide planning and policy development — requiring consultation with practitioners and the 
community on using data, while maintaining trust in MHR and benefiting the broader system. 

• The Australian Government should expand access to the Digital Identity (and work towards adopting a 
single national digital identity) across State and Territory Government services requiring ID (e.g. applying 
for a drivers licence) and private sector services that require ID (e.g. opening a bank or utility account), 
with appropriate access controls and safeguards.  

This recommendation has high complexity. Legislative changes to the DAT Act would require substantial 
stakeholder engagement and staged implementation to ensure that trust is maintained, and appropriate 
safeguards are in place. Improving MHR requires change across many healthcare practitioners and, in some 
parts of the system, software providers, and there would be challenges due to legacy systems and lack of 
digital fluency among some practitioners. The Digital Identity would also require careful implementation to 
ensure it could be used for broader applications in a controlled and secure environment.  

 OFFICIAL: Sensitive   
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

- OFFICIAL: Sensitive -  
UNDER EMBARGO UNTIL PRESENTED TO THE PARLIAMENT

SPL
Cross-Out

SPL
Cross-Out



Roadmap 

63 

REFORM DIRECTIVE 18: Create an investment environment that allows the right 

activities to occur in the right places 

State and territory governments could make better use of urban land by revising planning regulations to 
ensure residential, commercial and industrial zoning is not unduly restrictive, and by promoting more flexible 
and outcome-oriented planning approaches.  

Funding models for road infrastructure can be reformed by moving away from fuel excise to distance-based 
charging, congestion pricing, and general revenue (and potentially, in the longer-run, to pricing that could 
more generally vary by location or time of use). Road funds would be used to allocate funding to where the 
returns from investment were highest. 

The expected productivity impact of these recommendations is high and would likely be realised in 
the medium term. First, improved planning and zoning can help business entry, aiding competition, 
dynamism and investment. At a higher level, a more flexible and outcome-oriented approach could improve 
the efficiency of land use as a resource. The efficient use of urban land is increasingly important given 
home-based work, online retailing, and the need for climate change adaptation. 

Road-user pricing would be a significant step towards more efficient investment in public infrastructure. Existing 
models of road funding and investment do not provide signals about where roads should be built and to what 
capacity, nor do they limit congestion. Given that excise revenue will fall with electrification, there is a need to 
provide an efficient and equitable source of revenue to fund road maintenance and provision. 

Specific actions 

• Reform planning and zoning by: 

– implementing standardised business and industrial land use zones across local government areas 
– aggregating existing zones, where possible, to broaden the range of permissible activities 
– requiring urban planning decision-making processes to consistently consider the community-wide 

economic benefits from the introduction of competition to incumbent businesses, recognising that 
dynamic local economies allow businesses to exit as well as enter.  

• Progress road-user pricing by: 

– working towards an intergovernmental agreement on road user charging for all vehicle types, focusing 
on distance priced charging, including any road damage premiums, and subsequently, incorporating 
congestion charges for crowded roads.  

– considering the inclusion of compulsory third party insurance costs in distance-based charges and 
menu options for motorists to choose between higher distance-based charges and lower fixed charges. 

This recommendation has higher complexity. Changes to planning and zoning can have complex effects 
on urban density, transport flows, public amenities and some markets. Such reforms would be the primary 
responsibility of State and Territory Governments, with the involvement of Local Governments. Progress on 
road-user charging is complicated by unresolved constitutional challenges, but will, in any case, require all 
governments to coordinate their actions. An intergovernmental agreement would help set out roles, clarify 
how revenue will be used and allocated, and ensure appropriate funding for local, state and national roads. 
In practical terms, distance-based pricing could be established relatively quickly.  
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REFORM DIRECTIVE 21: Pursue economic resilience and the benefits of open trade and 

foreign investment 

The Australian Government should pursue economic resilience by harnessing open trade and investment, 
recognising the potential expansion of trade in services. Public interventions should focus only on vulnerable 
and critical supply chains that present major risks for Australia and cannot be addressed in other ways. The 
Australian Government should also ensure its Foreign Investment Review Framework considers its potential 
chilling effects on investment.  

The expected productivity impact of this recommendation is high, with the benefits likely to be 
realised in the medium term. Trade in goods and services and foreign direct investment (FDI) are key 
sources of competitive pressure for domestic businesses, reduce prices for end-users, and are important 
mechanisms for diffusing knowledge and innovation.  

Supply chain shocks and global upheaval do not diminish the case for openness. As a small advanced 
economy, increased global linkages are likely to be the best way for Australia to build resilience to deal with 
global uncertainties. While businesses and governments are reconsidering how to manage the risks 
associated with supply chain disruptions, there is the danger that calls for ‘sovereign capability’ can 
encourage rent seeking, which would entail significant economic costs. 

Growth of trade in services stems from the advancement and proliferation of technology, as well as rising 
incomes among Australia’s trading partners. Australia is well-placed to benefit from import competition and 
export opportunities in a number of services. 

Specific actions 

• Take immediate action to unilaterally reduce Australia’s statutory import tariff levels to zero. (Some 
administrative architecture may remain to deal with non-tariff regulation at the border.) 

• Progressively remove Australia’s anti-dumping and countervailing measures and subject any new 
measures to an economywide cost benefit test. 

• Increasingly accept product standards adopted in other leading economies as ‘deemed to comply’, 
provided that a transparent review could be undertaken in cases where the Australian Government 
identified a significant safety risk. 

• Bring application fees for proposed FDI into agricultural land assets closer into line with other forms of 
investment, including by: 

– applying indexation to the threshold investment value, as is done with most commercial investments 
– adjusting the fee tiers so as to reduce the marginal rate fee as a proportion of investment amount. 

• Address potential barriers to trade in services both ‘at the border’ and ‘behind the border’. Some relevant 
policy and regulatory levers include trade policy, tax settings, occupational licensing, foreign direct 
investment, improved recognition of overseas qualifications and temporary migration settings. 

This recommendation has high complexity. While eliminating nuisance tariffs is relatively straightforward, 
other changes involve greater complexities. Addressing ‘at the border’ and ‘behind the border’ barriers to 
trade in services will involve a range of policy levers, such as tax settings, occupational licensing and 
changes to the regulation of foreign direct investment. Trade protections such as anti-dumping measures 
benefit a relatively narrow set of businesses; their removal may warrant broader consideration of the role of 
government in facilitating and reacting to structural adjustment. The acceptance of international standards is 
often agreed to in principle, but progress needs to be encouraged. 
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REFORM DIRECTIVE 22: Implement best practice resource allocation when funding 

public infrastructure 

The Australian, State and Territory Governments should improve institutional and governance arrangements 
that address the systemic absence or disregard of rigorous cost-benefit analysis (CBA). This is particularly 
the case for major infrastructure projects and, in the longer term, for other government expenditures, such as 
defence and social services. Independent CBAs should be published and provided to government decision 
makers before an investment decision is made, and there should be transparency and consistency in the 
assumptions and inputs used, as well as accountability for how decision makers use (or do not use) results 
in project selection. 

The expected productivity impact of this recommendation is high. Governments spend tens of billions 
on public infrastructure each year. These projects routinely suffer from optimism bias, with large cost 
blowouts and long completion delays. Even small improvements from better use of CBA — such as a slight 
shift in government decision making or a small percentage reduction in cost overruns — would amount to 
substantial efficiency gains in dollar terms. Following the recommendation’s implementation, the benefits 
will likely be realised in the short term, as new CBA arrangements and uses could be applied immediately 
to subsequent infrastructure investments and project selection.  

Specific actions 

• Governments should ensure that for major infrastructure projects, robust CBAs are undertaken and 
assessments are published and provided to government decision makers before an investment decision is 
made. This should include independent evaluation of the assumptions and inputs used in a CBA, which 
could be undertaken by a single institution across the State, Territory and Commonwealth levels to 
support consistency and comparability across different projects and programs (such as the proposed 
Evaluator General at the Commonwealth level). It should involve transparency about the analysis, 
including on cost and benefit estimates and forecasts and scenario selection, with independent 
assessments to be published and provided to government decision makers before an investment decision 
is made. Government officials should also align their investment decisions with CBA results and be held 
accountable for how the CBA outcomes are used — or not used — in project selection.  

• Alliance contracting or collaborative contracting for major infrastructure projects — which involve 
contractors earlier in the planning and scoping stages of a project — could improve governments’ 
understanding of costs and benefits during project planning stages. 

• Governments should consider the improvements to institutional and governance arrangements required to 
support consistency and comparability across different projects and jurisdictions. This could be informed 
by successful models from overseas, including the standardised approach to cost and benefit estimates 
used by the US’s Washington State Institute for Public Policy for consistency across a range of programs. 

• CBA should also be applied to other government activities like defence and social services, noting that 
these areas are often more complex. These areas are currently predisposed to use other tools for 
assessment, like cost effectiveness studies, which provide less guidance to governments about how to 
allocate finite budgets across projects that are very different in nature.  

This recommendation has low complexity. The elements of good practice CBA are widely known, and 
there are numerous existing CBA evaluation models that can be adopted. There may be some aspects of 
governance arrangements that need to be tailored for specific levels of government or project types. For 
example, the Grattan Institute has recommended that before government funds are committed to an 
infrastructure project valued at $100 million or more, independent infrastructure advisory bodies in the states 
and at the Commonwealth level should have a legislated role to assess the quality and assumptions 
underpinning the project’s business case, costs and benefits, and publish this assessment. 
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REFORM DIRECTIVE 23: Using health funding approaches to diffuse innovations  

Australian governments should reform healthcare funding to improve the functioning of the healthcare 
system and should better diffuse best practice in health services that they deliver or procure. They should 
use cooperative funding models that support long-term and patient-centred care, to encourage providers to 
innovate and better meet consumers’ needs.  

With Australian, State and Territory Governments spending a total of $142.6 billion, about 7 per cent of GDP, 
on health in 2019-20, the expected productivity impact of this recommendation is high. Following the 
recommendation’s implementation, the benefits will likely be realised in the medium to long term. The 
productivity and welfare costs of inefficiencies and clinical variation in healthcare, such as over-prescription 
of antibiotics or regional variation in preventable hospitalisations, can be reduced by reforming funding 
models to encourage a more patient-centred approach with greater focus on longer-term and/or preventative 
care. And allocating government funding to procedures and services that have been proven to lead to good 
patient outcomes, such as by regularly updating the Medicare Benefits Schedule (MBS), would be a direct 
mechanism for providing medical practitioners with best practice guidance.  

Specific actions 

• The Australian Government should require the Medical Services Advisory Committee (MSAC) to 
undertake an annual review of selected MBS items so that funding is only provided to treatments that use 
current medical best practice. This should be focused on treatments where emerging Australian and/or 
international evidence questions the efficacy or cost effectiveness of existing procedures; treatments that 
MSAC has received clinician feedback on doubting their effectiveness; and highly costly treatments that 
receive large government subsidies through the MBS and have not been reviewed in the past 10 years. 
The Australian Government should assess the need for higher levels of funding for MSAC to undertake 
these annual reviews as a standing function.  

• The Australian and State and Territory Governments should work together to accelerate and scale up long 
term co-operative funding mechanisms that align the incentives of primary and hospital providers to avoid 
costly hospital admissions. Capitation models, like the Victorian HealthLinks program, and mechanisms 
supported by the Independent Hospital and Aged Care Pricing Authority are examples that should be 
considered to achieve this.  

• Successful implementation of longer term, patient centred and cooperative funding models will also 
require overcoming regulatory and legislative obstacles, such as through changes to the Health Insurance 

Act 1973 (Cth) (which can restrict the primary health activities that insurers and others can fund) and 
improving health data sharing across different parts of the system (between health care providers, 
between health care providers and government funders/regulators, and between health care providers 
and service users).  

This recommendation has high complexity. Regularly updating the MBS would require significant effort 
and could require the government to provide MSAC with more resources. Implementing funding models that 
align incentives across the health system and support a longer-term patient-centred approach would be 
complex given the highly fractured funding and governance mechanisms across the system.  
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REFORM DIRECTIVE 25: Create policy settings that enable and respect private 

adaptation decisions  

Australian, State, and Territory governments should pursue an adaptation policy that: recognises that 
individuals, households, and business will continue to be the principal decision makers about which 
occupations, sectors, and regions they will transition into as Australia’s climate changes; helps inform these 
private decisions; and avoids policy settings that inadvertently constrain them. 

This recommendation is expected to have a high impact on productivity, and following implementation, the 
benefits would begin to be realised in the medium term. Inadvertently constraining private adaptation 
decisions risks placing a growing amount of economic resources at risk over coming decades. 

Specific actions 

It is recommended that: 

• Australian governments should avoid the expansion of insurance sector interventions and set a 
medium-term time frame for the phase out of the Northern Australia Reinsurance Pool. 

• State and Territory governments should mandate the pre-sale disclosure of climate risks facing individual 
residential and commercial properties. 

• For greenfield developments, the cost of climate risk reduction measures should be incorporated into the 
price of buying into the new development, through mechanisms like developer levies, that ensure that 
future residents face cost-reflective pricing. 

• If transitional assistance is provided to particularly climate-impacted regions, industries and workers, it 
should be structured in a way that lets people decide which regions, sectors, and occupations they are 
best placed to transition into. It should not be made conditional on recipients committing to live or work in 
a particular region, sector, or occupation. 

• Proposed adaptation-related infrastructure projects (including projects to rebuild or relocate communities 
impacted by large scale natural disasters) should be subject to rigorous cost-benefit analysis that 
incorporate plausible climate projections over the projected life of the asset, and compared to that of 
alternative proposals. In the case of community rebuilding proposals, a rigorous cost-benefit analysis 
would consider the broad range of costs and benefits — cultural, social, economic, and environmental — 
of rebuilding in-situ with increased defensive measures, relative to rebuilding in an alternative location. 

These recommendations have lower complexity as in many instances the benefits come from not 
implementing damaging policies and through undertaking better processes in the allocation of resources 
towards new adaption projects. That said, some legislative change at the State and Territory Government 
level may be required to implement developer levies.  
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REFORM DIRECTIVE 26: Elevate the Safeguard Mechanism to be Australia’s primary 

emissions abatement mechanism 

The Australian Government should progressively convert the Safeguard Mechanism (SM) into Australia’s 
primary economy-wide emissions abatement mechanism, covering a wider range of sectors, deepening its 
coverage within sectors, and allowing for the transfer of emissions rights from those sectors and facilities that 
can readily reduce emissions to those that face higher abatement costs. 

Implementation of this recommendation could be expected to have a high impact on productivity that 
could be realised over the short-term in regard to facilities currently captured by the SM, and over the 
medium-term in regard to additional facilities that might be included at a later date. This productivity 
benefit would principally flow from the reduced risk of investment associated with greater policy certainty for 
entities that are otherwise ready to pursue efficient emissions abatement. Modelling of the broader Powering 
Australia Plan, of which a reformed SM is one element, was estimated to drive $76 billion in investment 
between now and 2030. Any policy driven misallocation of this investment could weigh notably on 
productivity over the longer-term.  

Specific actions 

The Australian Government should progressively turn the SM into Australia’s primary economy-wide 
emissions abatement mechanism by collectively implementing the following recommendations: 

• Define SM facility baselines, the total amount of net emissions that captured facilities are allowed to 
produce each year, in absolute emissions terms, not emissions intensity terms. 

• Expand SM coverage by reducing SM facility thresholds, the total amount of annual emissions that a 
facility can produce before becoming subject to the SM, from 100 000 tonnes of CO2-equivalent (CO2-e) to 
25 000 tonnes of CO2-e. 

• Impose SM baselines on individual electricity generators, not at the sectoral level. Failing that, the sectoral 
baseline for the grid connected electricity sector should be progressively ratcheted down to remove the 
bulk of headroom between current emissions and the sectoral baseline, though this would not have the 
same efficiency benefits as directly including individual electricity generators in the SM. 

• Expand transport sector coverage: once electricity generators are covered at facility level, the SM should 
be extended to liquid fuel wholesalers, with downstream vehicle emissions imputed to them. 

• Allow generation of sub-baseline abatement credits. If SM baselines are expressed in absolute emissions 
terms, SM facilities should be allowed to generate emissions credits for emissions abatement below their 
SM baseline.  

• No additional Emissions Intensive Trade Exposed Industries (EITEIs) protections should be provided 
through the SM. Under the design of the SM, all sub-baseline emissions are allocated for free, providing 
inbuilt protection against carbon leakage. 

The implementation of the recommendations under this reform directive has lower complexity. They would 
be administratively straightforward to implement given that many facilities that would become captured by 
the SM over time are already required to periodically report their emissions under the National Greenhouse 
and Energy Reporting Scheme (NGERS). The creation of credits for sub-baseline abatement by SM facilities 
will be enabled by the passage of legislation currently before Parliament (Safeguard Mechanism (Crediting) 
Amendment Bill 2022). 
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REFORM DIRECTIVE 27: Increase the integrity of carbon offsets 

The Australian Government should increase the integrity of Australian Carbon Credit Unit (ACCU) offsets as 
an instrument for carbon avoidance or removal, increasing the likelihood that the Safeguard Mechanism will 
achieve credible emissions reductions at least cost over coming years. 

Ensuring the integrity of ACCUs is expected to have a high impact on productivity, with the benefits 
realised in the short term. 
Specific actions 

• The Australian Government should discontinue the 25-year permanence period option currently available 
for sequestration-based ACCU projects. 

• The Australian Government should introduce an additional class of sequestration-based ACCUs with 
permanence requirements that align with the more enduring permanence provisions of biodiversity 
market. 

• State and Territory governments should stipulate the volume or the proportion of biogas that needs to be 
captured by existing ACCU-generating landfill gas capture projects under existing regulations. 

• The Australian Government should require the Clean Energy Regulator (CER) to publish project offset 
reports submitted to the CER, and periodic ACCU project audit reports. 

This recommendation has lower complexity. Releasing information that is already provided to the CER, 
stipulating how existing regulations are enforced, no longer allowing sequestration-based projects to opt-in to 
25-year permanence periods, and leveraging existing biodiversity market principles to create a new class of 
projects, are comparatively straightforward actions to increase the integrity of carbon offsets. 
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REFORM DIRECTIVE 28: Remove emission reduction measures that are not 

complementary to the Safeguard Mechanism  

The reform of the Safeguard Mechanism (SM) should be accompanied by a process to identify and phase 
out emissions abatement policies that are not complementary to the SM. New and remaining emissions 
reduction policies should have their indirect carbon costs independently estimated and made public. 

These recommendations are estimated to have a high impact on productivity, with benefits realised in 
the short term. Phasing out higher-cost abatement policies and constraining the introduction of new 
higher-cost policies, will promote least-cost emissions abatement and productivity growth. 

Specific actions 

To give effect to this recommendation: 

• The Australian Government should commission a review of existing Australian, State, and Territory 
emissions abatement policies to assess their complementarity to a reformed SM and recommend a 
timetable for the removal of non-complementary measures identified by the review. 

– A ‘complementary measure’ would be one that either drives emissions abatement from emissions 
sources not covered by the SM, addresses market failures that constrain the pursuit of abatement from 
emissions sources covered by the SM, or that deliver broader non-carbon abatement related benefits. 

• Australian, State, and Territory governments should commit to stipulating how remaining non-Safeguard 
Mechanism policies, and new emissions abatement policy proposals, are complementary to the SM, and 
have their estimated indirect carbon prices independently estimated and made public. 

This recommendation has lower complexity. Reviews of the complementarity of existing climate measures 
have been previously commissioned by Australian governments, and methodologies for estimating the 
indirect carbon price of policy measures are readily available.  
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REFORM DIRECTIVE 29: Pursue a least-cost approach to securing electricity supply  

The proposed Capacity Investment Scheme (CIS) should be implemented on a technology-neutral basis, 
and be open to both supply and demand side participation by large scale and small-to-medium sized scale 
electricity users and suppliers, with the latter potentially coordinated through ‘virtual power plant’ platforms. 
An example of demand side participation is a virtual power plant operator that funds the installation of the 
technology required to reduce non-essential electricity demand at those times when electricity supply is 
lower than demand, supporting grid stability in the process. The CIS should also be subject to a five-year 
sunset clause, with an independent review commissioned to assess the value of its continuation before 
deciding whether to extend its life. 

These recommendations are estimated to have a high impact on productivity, with benefits realised in 
the short term. Failing to underwrite electricity grid stability during Australia’s transition to a renewable 
electricity grid risks broader economic disruptions, with associated losses to productivity. Establishing a 
potential path back to using variability in wholesale prices as the central intermittence management policy 
may also come at lower long run costs than a permanent CIS.  

Specific actions 

The CIS that Australian, State, and Territory governments have proposed to implement should be: 

• implemented with a five-year sunset clause, and independently reviewed ahead of any decisions to extend 
its life 

• implemented on a technology neutral basis, allowing for both supply and demand-side participation by 
households and businesses  

• open to both large scale participants and small-to-medium sized participants, potentially aggregated and 
coordinated through ‘virtual power plant’ platforms.  

This recommendation has lower complexity. Setting the overarching goals that are to be achieved by 
projects bidding into the CIS, rather than deciding ex-ante what technologies can achieve those goals, will 
lower the search costs for projects that will best deliver desired policy outcomes. 
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