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Australia needs to fundamentally reframe its policy approach.
Ad hoc and set and forget approaches to policy will not deliver
what we need in the future.

Connecting people with progress: securing future economic develop-
ment, is a pivotal document aimed at recalibrating the priorities for
economic development to secure future progress that is tangible and
relatable to the Australian community.

In the 1980s Australia required major economic reform — there were
big ticket items such as freeing Australia from the shackles of trade
protection, floating the dollar and reforms in domestic markets.

In fact, these are the reforms that have underpinned the economic
success we have enjoyed for the last 27 years, but they were reforms
that can only largely be done once.

The next generation of reform will need to be different.

We need to reframe how we look at policy change. We need policy
frameworks that will allow policy to constantly adapt and update to
capitalise on emerging technology and ways of working.

Policy frameworks must be nimble and responsive because that is
what the future will require.

Policy and regulation are struggling to keep up with both the com-
munity’s expectations and technology. That needs to change.

We can also no longer afford to have business in one silo and govern-
ment in another, or for that matter, sectoral silos, pursuing their own
interests assuming the community will simply accept what is deliv-
ered. This is failing to build the community trust required to deliver
reform in the nation’s interests.

In this report we identify five key policy areas — population; technology
and data; workplace, workforce and collaboration; critical services;
and institutions — as of critical importance.




These issues are fundamental for two reasons. Firstly, they cover the
areas that will matter most to future economic and social success.
Secondly, they interact in a way that means if we keep our focus
on them as a group, we will deliver sustained economic growth and
improved living standards in the areas that matter to the community.

CEDA's research and advocacy on key issues within each of these
topics will evolve as critical issues emerge. We will focus on areas
where bringing business, government, academia and the community
together — that is our membership — will drive better resullts.

Essentially, we need to change the policy building blocks, so that
Australia has the right foundations to develop new policy solutions
that can be easily plugged in and updated to secure economic devel-
opment as circumstances change. This will set our community up for
future and enduring success.

There will be challenges in changing how we tackle policy and emerg-
ing opportunities, but we faced fundamental reform challenges in the
past and succeeded, as outlined in this report. We can and must do
SO again.

M HL

Melinda Cilento
CEO CEDA
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Connecting people with progress

Securing future economic development
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Global links

Australia has strong
economic, diplomatic
and cultural links to the
rest of the world.
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Jobs and participation
People participate in the
workforce and society to the
greatest extent possible.
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Financial security

Australians have sufficient wealth
and income to meet their needs
through their life.

Effective infrastructure
Australia’s infrastructure is
well planned, built, funded
and utilised, providing
convenience, amenity and
opportunity for business
and the community.
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INTRODUCTION

Australia has experienced enormous economic success in
recent decades, across most headline economic indicators. As
Figure 1.1 shows, the size of Australia’s economy has almost
tripled in real per capita terms since 1960. Over the same period,
the amount of annual disposable income that each Australian
receives has grown more than 2.5 times in real terms.

While economic growth is an essential precursor to economic
development, CEDA sees economic development as encompass-
ing a broader range of outcomes than economic growth alone. This
includes health, opportunities for economic and social participation,
social cohesion and connectedness, the state of the environment,
safety and security across various dimensions.

Economic development occurs when economic growth translates
into improvements in the standard of living across these elements.
Economic development in turn underpins the community’s support
for that growth based on confidence it will improve their lives. This is
a critical link because CEDA's Community pulse 2018: the economic
disconnect found that many in the community did not believe that
recent economic growth had improved their lives.

Economic development also lays the long-term foundations for
Australia to generate sustained economic growth into the future. The
broader elements of economic development outlined in the snapshot
on foundations of economic development are critical to improving the
lives of as many Australians as possible.

FIGURE 1.1 AUSTRALIA’S ECONOMIC GROWTH SINCE 1960
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Source: ABS, Australian System of National Accounts, 2016-17, Catalogue No. 5204.0 October 2017



Snapshot:
Foundations of economic development

Effective infrastructure

Australia’s infrastructure is well planned,
built, funded and utilised, providing
convenience, amenity and opportunity for
business and the community.

Health and wellbeing
Australians are in good health with a high
level of wellbeing.

Jobs and participation
People participate in the workforce and
society to the greatest extent possible.

Competitive business
A vibrant and trusted business sector that is
globally competitive and connected.

Financial security
Australians have sufficient wealth and
income to meet their needs through

Effective government
Governments are stable and effective and

their life. working well together, to balance budgets,
deliver critical services, provide a social
.................................................... Safety net and malntaln |aW and Order
Education .

An accessible world-class education

enabling people to realise their potential. Global links

Australia has strong economic, diplomatic
and cultural links to the rest of the world.

Social cohesion .
Our society is cohesive, enhances wellbeing
and provides equality of opportunity
supported by a strong social compact.

Environmental stewardship
Australia’s built and natural environment is
managed well and sustainably.




ELEMENTS OF ECONOMIC DEVELOPMENT

Based on these broader elements of economic development,
Australia has also achieved remarkable progress in recent decades.
In general, Australians are healthier, better educated, living longer,
more likely to be actively participating in the labour force and in pos-
session of greater income and wealth.

This ranks Australia highly on global ranks of economic development.
For example, Australia ranks third among 189 countries on the United
Nations Human Development Index (HDI), which considers health,
education and income." Recent research applying the HDI methodol-
ogy to historical data found Australia would have been ranked first as
early as 1870.2

This is not to say that progress has been uniform across all elements
of development or for all parts of the population. There are several
areas where Australia has fallen short and should have done better
given the incredible growth in the economy. These areas are explored
further in Chapter 3.

This chapter illustrates Australia’s progress against each of the
elements of economic development as outlined in Snapshot:
Foundations of economic development. This is not designed to be an
exhaustive assessment, but rather to provide illustrative examples of
how Australians’ lives have improved over recent decades or where
we have maintained high standards of living.

Health and wellbeing

A girl born in 1960 could expect to live A girl born today can expect to live until
until about 74-years-old. about 84-years-old.

A boy born in 1960 could expect to live A boy born today can expect to live until
until about 68-years-old. about 80-years-old.

In 1985, Australia spent over $2700 In 2015, Australia spent over $7000
per person on healthcare in today’s per person on healthcare.

terms.

Australians born today are generally living longer healthier lives
than previous generations, with Australia enjoying the third highest
life expectancy in the world.® This is important to Australians, with
CEDA’s Community pulse 2018* survey showing that Australians
consistently ranked access to high-quality health care at the top of
their personal and national priorities.

A 65-year-old today can expect to live another 20-odd years. This
trend has been underpinned by significant advancements in health-
care and Australians’ capacity to fund an exponential increase in
spending on health both through taxes and out-of-pocket expenses.

While attention tends to focus on the economic pressures of
Australia’s ageing population, less attention is paid to the value of
longer, healthier lives and longer social and economic participation of
older Australians. For example, more than 40 per cent of carers are
over the age of 55° and older Australians are staying in the workforce
longer.



Jobs and participation

Forty years ago, the workforce
participation rate was around
61 per cent.

Female participation was around
44 per cent.

Participation for people over 65-years-old
was around seven per cent.

Forty years ago, 57 per cent of
Australians were in employment.

Today, the workforce participation rate is
over 65 per cent.

Female participation is around
60 per cent.

Participation for people over 65-years-old
has doubled to almost 14 per cent.

Sixty-two per cent of Australians are
in employment today, meaning that
employment opportunities have grown
faster that our population over four

Financial security

Fifty years ago, average disposable
incomes for Australians were almost
$26,000.

In the early 2000s, median net wealth of
a household was around $400,000.

Before 1991, Australia did not have a
superannuation guarantee.

Today average disposable incomes for
Australians are around $58,000.

Today the median net wealth of a
household is over $500,000, higher than
most developed countries.

Today, the average superannuation
balance is around $90,000.

decades.

A greater proportion of Australians are in jobs than in previous
decades, driven in part by the increasing workforce participation of
women and older people. This has undoubtedly improved opportu-
nity and financial security for households, with positive flow-on effects
for health and social cohesion. As the Productivity Commission notes
in its most recent research report on inequality, “Among the various
forces acting on inequality and poverty, the one constant that matters
is having a job.”®

At the same time, the safety and quality of jobs has improved. The
share of higher skilled and higher paid jobs in our economy has
increased markedly in recent decades’, while the rate of fatalities in
workplaces has halved since the early 2000s.8

Most Australians have benefitted from a solid lift in incomes, particu-
larly during the two decades leading up to the Global Financial Crisis.
Between 1988-89 and 2015-16 average incomes grew by at least
1.8 per cent per annum across all income groups and substantially
faster than other advanced economies such as the United States and
United Kingdom.®

The increased rate of workforce participation noted above has also
driven increased consumption, wealth and income for households.
More Australian households now have two incomes — over 60 per
cent today compared to 40 per cent in the early 1980s.1°

Australian households are also wealthier on average than most other
advanced economies.'” This has been underpinned by compulsory
superannuation and high levels of home ownership. It is, however,
worth noting that these drivers of wealth have not benefitted all
Australians to the same extent, as explored further in Chapter 3.



Education Social cohesion

Fifty years ago, just under 23 per cent Today, almost 85 per cent of secondary In 2008—09, 3.1 per cent of Australians Today, 2.4 per cent of Australians are
of secondary school students completed school students complete Year 12. were victims of physical assault. victims of physical assault.

Year 12.

Thirty years ago, about 37 per cent of Today, around 60 per cent of people

Australia has maintained reasonable levels of social cohesion. The
. Scanlon Foundation’s Mapping Social Cohesion 2017 report finds
(6.9. Diploma or Bachelor degree). that despite considerable demographic change over the last 10
years, acceptance of immigration and cultural diversity, and measures
of social cohesion have remained strong and stable. Twenty-eight per
cent of Australians were born overseas, underlining the nation’s mul-
ticulturalism.™ Recent surveys suggested positive attitudes towards

people had a non-school qualification have a non-school qualification.

immigration.'
Growing rates of educational attainment have enabled more Rates of crime have also fallen in Australia over recent decades,
Australians to get jobs and earn higher incomes. although this has been accompanied by increasing imprisonment,

which is explored further in Chapters 3 and 4.
Australia’s education system has evolved considerably since

Federation, with Australians benefitting from compulsory govern- Income inequality, which is a critical driver of social cohesion has
ment-funded schooling and universal access to tertiary education. remained stable since the Global Financial Crisis, notwithstanding its
Governments spent over $90 billion on education in 2016-2017.12 increase in the decade leading up to the crisis. Australia’s tax and

transfer system has generally reduced overall inequality by 30 per
cent and this has not changed over the last three decades.'®

FIGURE 1.2 TOP 10 COUNTRIES OF BIRTH
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Source: ABS, Migration, Australia, 2015-16, March 2017, Catalogue No. 3412.0.



Effective infrastructure

Supporting increased economic activity: The amount of
domestic goods moved through road, rail and shipping has
more than tripled in the last 30 years.

Increasing safety: Fatality rates across every mode of
transport have been substantially reduced in the last 40 years.
The rate of road fatalities in 1976 was around 25 per 100,000
people. Today it is around five.

Mostly increasing capacity and reliability: Notwithstanding
recent challenges in electricity, since the National Energy
Market was formed in 1998, generation capacity has increased
by a third and between 2001 and 2015, the reliability target of
99.998 per cent had been met on all but two occasions.

Determining the appropriate level of public infrastructure in an
economy and whether investment is at a level impeding or promot-
ing economic progress is often contested. Figure 1.3 shows that
Australia has had reasonably consistent levels of public infrastructure
building activity, at around two per cent of the economy.

Australia’s infrastructure capacity has grown significantly to support
increased economic activity, convenient and safer travel and increas-
ing reliability.

While user prices for the critical infrastructure like water and electric-
ity may have increased, others like domestic discount airfares have
actually reduced substantially in real terms following increased com-
petition, privatisation and deregulation. More Australians are also
benefitting from faster Internet speeds.

FIGURE 1.3 TOTAL VALUE OF ENGINEERING CONSTRUCTION WORK DONE FOR PUBLIC SECTOR
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Source: ABS, Engineering Construction Activity, Australia, Mar 2018, Catolgue No. 8762.0

FIGURE 1.4 DOMESTIC AIRFARE PRICE INDEX (2003=100)

REAL BEST DISCOUNT (13 MONTH MOVING AVERAGE)
160

140
120
100
80
60
40
20
0

SEP 1993 SEP 1996 SEP 1999 SEP 2002 SEP 2005 SEP 2008 SEP 2011 SEP 2014 SEP 2017

Source: BITRE, Australian Domestic Airfare Indexes.

FIGURE 1.5 BROADBAND SUBSCRIBERS WITH ADVERTISED SPEEDS GREATER THAN 25MBPS
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Competitive business

The effective rate of government
assistance to manufacturing in 1971
was 35 per cent, and for agriculture it
was 25 per cent.

The level of productivity has increased

GDP PER HOUR WORKED (INDEX) 2016=100
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Today, the effective rate of assistance in
both manufacturing and agriculture is
less than four per cent.

Cost competitiveness has improved

REAL UNIT LABOUR COSTS (INDEX)
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FIGURE 1.6 TOTAL CASH COST OF SEABORNE IRON ORE EXPORTS (2017, $US)
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Source: WA Department of Jobs, Tourism, Science and Innovation, Western Australia Iron Ore Profile, May 2018.

While considerable opportunities remain to lift the rate of Australia’s
productivity growth and improve the competitiveness of business,
the absolute level of productivity and competitiveness in Australia
has increased markedly over recent decades. As explored further
in Chapter 2, Australia has moved from being an insular highly pro-
tected economy in the 1970s to an open and highly competitive
economy today.

Even in global commodity markets like iron ore, where Australia’s
huge reserves were met with unprecedented global demand led by
China, the disciplines of global markets have required Australian busi-
nesses to bring their costs down through innovation in technology,
supply chain and logistics.



Effective government

Episodes of high inflation: The average
rate of inflation in the 1970s was almost
10 per cent.

Regulatory inconsistency: Prior to the
2000s, Australia had different legislative
regulatory regimes across state borders
in corporations law, industrial relations,
occupational health and safety, consumer
law, product safety and business name
registration.

Managed inflation: Since inflation
targeting commenced in the early 1990s,
average inflation has been 2.5 per cent.

Greater regulatory harmonisation:
Corporations law, industrial relations,
occupational health and safety, consumer
law, product safety and business name
registration are all covered by national
regulatory regimes.

Opinions will vary on how efficient and effective Australian govern-
ments have been. Despite this, a brief survey of some of the most
commonly referenced policy achievements by Australian govern-
ments over recent decades including universal healthcare and
education, superannuation, the aged pension and disability insur-
ance, suggests that we have much to be proud of.

FIGURE 1.7
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Source: Australian Centre for Financial Studies & Mercer, 2077 Melbourne Mercer Global Pension Index, October 2017. Index is calculated across the sub-indices of adequacy (40%),

sustainability (35%) and integrity (25%).

Australian governments have generally been effective in establishing
the overarching rules and frameworks for individuals, business and
the community to pursue their goals and they have then intervened
where justified. Commonly cited examples of Australian government
achievements include:

e Establishing strong and effective institutions: Australians have
experienced well managed inflation from our independent central
bank, the promotion of competition and consumer welfare by the
Australian Competition and Consumer Commission (ACCC) and
the independent role of the Fair Work Commission in setting basic
minimum employment protections.

e Managing economic shocks: The Global Financial Crisis demon-
strated the value of Australia having the right policy settings, and
regulatory structures to avoid recession and the impact it can have
by leaving people out of work and financially insecure.

¢ Policies well regarded internationally: Australian policy settings
like compulsory superannuation (Figure 1.7), Medicare and gun
laws are generally lauded in international policy discussions.



FIGURE 1.8 DISTRIBUTION OF SOCIAL SPENDING

$ PER WEEK
600

500

~ NON-CASH BENEFITS
400 3

+70%

SOCIAL SECURITY
300

200

100

HIGHEST INCOME ADJUSTED HIGHEST INCOME ADJUSTED
QUINTILE LOWEST INCOME QUINTILE QUINTILE LOWEST INCOME QUINTILE

Source: Adapted from P.Whiteford, Who gets what? Who pays for it? How incomes, taxes and benefits work out for Australians, The Conversation, 22 June 2018.

¢ Financial security and protection for those who need it most:
Australia’s system of income support and universal access to
health, education and other services means that most government
transfers and spending helps those who need it most (Figure 1.8).

Global links

In 1960, Australia’s exports represented
about 12 per cent of our economy.

In 1980, the stock of foreign direct
investment in Australia was equivalent to
14 per cent of our economy.

In 1980, the stock of foreign direct
investment that Australians had abroad
was equivalent to just under three per
cent of our economy.

Today, Australia’s exports represent about
22 per cent of our economy.

Today, the stock of foreign direct
investment in Australia is equivalent to
around 47 per cent of our economy.

Today, the stock of foreign direct
investment that Australians have abroad
is equivalent to around a third of our
economy.

In contrast to the current trend towards protectionism in the United
States, Australia has made significant strides in integrating our
economy with the rest of the world. Australia currently has free trade
agreements for two-thirds of its two-way trade and when current free
trade negotiations conclude, this is likely to approach 90 per cent.'®

Australia’s openness on trade has delivered significant progress for
Australian households — average real incomes were about $8400
higher in 2016 than they would have been without the economic
benefits generated by trade.” Further, trade has improved the afford-
ability of many products, as evident in Figure 1.9.



FIGURE 1.9 REAL PRICE REDUCTIONS — DECADE TO 2017-18
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Source: ABS, Consumer Price Index, June 2018.

Foreign investment has played an important role supplementing
Australia’s domestic savings to fund the development of sectors
requiring significant capital investment including agriculture, mining
and manufacturing. In the case of mining, the level of foreign direct
investment is now over $300 billion growing about nine times since
2001.18

Environmental stewardship

SNAPSHOT

Improving air quality: Air quality in Australian cities is generally
good. Levels of carbon monoxide, lead, nitrogen dioxide, coarse
particular matter and sulphur dioxide have decreased in the
past 10 years.

Increasing land under conservation: About 20 per cent
of Australia’s landmass (over 150 million ha) is under
conservation.

Declining energy intensity: Australia’s energy intensity across
the whole economy has reduced by more than a third over the
last 40 years, based on improving energy efficiency and the
changing structure of the economy.

Australia’s growing economy and population will place continuing
pressure on the environment if left unchecked. There are a range
of levers for moderating these pressures, including how we choose
to live, how we produce and consume goods and services and the
management of waste.

The most recent Commonwealth Government State of the
Environment report concluded that “Australia’s built environment,
natural and cultural heritage, and marine and Antarctic environments
are generally in good condition.””® Over time, Australia has made
some gains including improved air quality in most areas, greater
efforts in conservation and declining energy intensity.



FIGURE 1.10
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Source: Smart Cities Dashboard (Available: https://smart-cities.dashboard.gov.au/all-cities/liveability#sc-sustainability)

As Australia’s population has grown there has also been a growing
emphasis on the liveability and amenity of Australia’s cities. This goes
to the heart of how Australia manages its built environment, includ-
ing density, access to green space, access to public transport and
building efficiency. While liveability will come into even sharper focus
as the population of Australia’s cities grows, at this stage Australia is
managing to maintain reasonable liveability. Australia has three cities
in the top 10 of The Economist Intelligence Unit’s Global Liveability
Index.

Health and Wellbeing: ABS, Life Tables, Catalogue No. 3302.0.55.001, various years; Australian Institute
of Health and Welfare, Health expenditure Australia 2016.

Jobs and participation: ABS, Labour Force, Australia Catalogue No. 6202.0; Labour Force, Australia,
Detailed - Electronic Delivery Catalogue No. 6291.0.55.001.

Financial security: ABS, Australian System of National Accounts, 2016-17 Catalogue No. 5204.0;
Household Income and Wealth, Australia, 2015—-16 Catalogue No. 6523.0; ASFA, Superannuation account
balances by age and gender, October 2017.

Education: ABS, Year Book Australia, 2001 Catalogue No. 1301.0; Australian Schools: Participation and
Funding 1901 to 2000, Schools, Australia, 2017 Catalogue No. 4221.0; Education and Work, Australia,
May 2017 Catalogue No. 6227.0.

Social cohesion: Professor A.Markus, Mapping Social Cohesion: The Scanlon Foundation surveys 2017,
Productivity Commission 2018, Rising inequality? A stocktake of the evidence, Commission Research
Paper, Canberra & ABS, Crime Victimisation, Australia, 2016-17.

Effective infrastructure: BITRE, Australian Infrastructure Statistics — Yearbook 2017; Long-term trends in
urban public transport; Finkel, A., 2017, Speech: National Electricity Market Reform — A blueprint for the
future, 21 June.

Competitive business: ABS, Australian System of National Accounts, 2016-17, Catalogue No. 5204;
Productivity Commission 2018, Trade and Assistance Review 2016—17, Annual Report Series, Canberra.

Effective government: Office of the Chief Economist, Department of Industry, Innovation and Science,
Industry Insights: Flexibility and growth, 1/2018.

Global links: UNCTAD Stat & ABS, Balance of Payments and International Investment Position, Australia,
June 2018, Catalogue No. 5302.0.

Environmental stewardship: Jackson, WJ., Argent, RM., Bax, NJ., Bui, E., Clark, GF. et al., 2016,
Overview. In, Australia state of the environment 2016. Canberra: Australian Government Department
of the Environment and Energy. Accessed from https://soe.environment.gov.au/theme/overview, DOI
10.4226/94/58065510c633bb



11
12

13
14
15
16

17

18

19

United Nations, 2018, Human Development Indices and Indicators: 2018 Statistical update. Accessed
from: http://ndr.undp.org/en/2018-update

Crafts, N., 2002, The Human Development Index, 1870-1999: Some Revised Estimates. In European
Review of Economic History. Vol 6, No. 3, pp.395-405.

Australian Bureau of Statistics, 2017, Life Tables, States, Territories and Australia, 2014-2016,
October.

CEDA, 2018, Community pulse 2018: the economic disconnect. Melbourne: CEDA.

Australian Bureau of Statistics, 2018, Disability, Ageing and Carers, Australia: Summary of Findings.
2015, April.

Productivity Commission, 2018, Rising inequality? A stocktake of the evidence, p.2.
See Borland and Coeli in CEDA, 2015, Australia’s future work-force? Melbourne: CEDA.
SafeWork Australia, 2018, Fatality Statistics, May.

Productivity Commission, 2018, Rising inequality? A stocktake of the evidence.

Hayes, A., Weston, R., Qu, L. and Gray, M., 2010, Families then and now: 1980-2010. Australian
Government Australian Institute of Family Studies; Australian Government Australian Institute of Family
Studies, 2018, Work and family facts and figures. Accessed from https://aifs.gov.au/facts-and-figures/
work-and-family .

Productivity Commission, 2018, Rising inequality? A stocktake of the evidence.

Australian Bureau of Statistics, 2018, Government Finance Statistics, Education, Australia, 2016-17,
April.

Australian Bureau of Statistics, 2017, Migration, Australia, 2015-16, March. Catalogue No. 3412.0.
Markus, A., 2017, Mapping social cohesion: The Scanlon Foundation surveys 2017.
Productivity Commission, 2018, Rising inequality? A stocktake of the evidence.

Minister for Trade, Tourism and Investment, 2018, Address to the Committee for Economic
Development of Australia, Melbourne, 31 July.

Department of Foreign Affairs and Trade, 2018, How trade benefits Australia, September. Canberra:
Australian Government.

Australian Bureau of Statistics, 2018, International investment Position, Australia, Supplementary
Statistics, Catalogue 5352.0.

Jackson W.J., Argent R.M., Bax, N.J, Clark, G.F, et. al, 2017, Australia state of the environment 2016:
overview, independent report to the Australian Government Minister for the Environment and Energy
Canberra: Australian Government Department of the Environment and Energy, p.vii.

contriputors to

AUSTRALIA

OrOgress




What have we done well? T

What do we need to Education

improve? © Today almost 85 per cent of
secondary school students
complete Year 12 compared
to 23 per cent 50 years ago.

© Australian students’ PISA results

for science, maths and reading
have consistently declined.

000
T

Social cohesion

@ Overall levels of inequality
have not risen since the GFC.

© Indigenous Australians
continue to be left behind
while Australia’s incarceration
rate is high and rising.

N7

Environmental stewardship
@ Air quality has improved

while energy intensity

has decreased.

© There is no consistent
climate policy and
Australia's biodiversity
is under increased threat.
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Effective government
© Well established institutions provide
economic opportunities, financial
security and social assistance to
Australians when they need it most.
© Six Prime Ministers in the last
decade has undermined long-term
decision-making.
Commonwealth net debt is now over
18 per cent of GDP.
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® Levels of productivity have

‘ Effective infrastructure

| ® The volume of domestic freight has

/t’:\ tripled in the last 30 years.

© Australia’s quality of infrastructure
lags other advanced economies.

The costs of traffic congestion are
expected to rise to $30 billion by 2030.

i

Health and wellbeing

@ Australians’ average life expectancy
at birth has increased by more than
10 years since 1960.

© The burden of preventable diseases
is increasing.

=

Jobs and participation
© 62 per cent of Australians
are in jobs.

© Long-term unemployment has
doubled in the last decade.

Financial security
@ Disposable incomes have grown
more than 2.5 times since 1960.

© Relative poverty has hovered
around 10 per cent over the
last three decades.
Over 700,000 people live in
persistent poverty.

Global links

@ Since 1960, Australia’s exports

have almost doubled as a
proportion of our economy.
© Australia’s trade relationship
Competitive business with some major emerging
markets are underdeveloped.
doubled since 1975. There is a threat of rising

© Less than half of Australian protectionism.

businesses are innovating.




INTRODUCTION

Given the considerable economic progress that Australia has
achieved, there has been much debate about the most important
factors driving Australia’s success over recent decades.

It is impossible to pinpoint one or two factors that have driven the
incredible progress outlined in Chapter 1. Australia’s economic
success is best explained as the result of the interaction of a range
of factors.

This chapter briefly outlines the common narratives that have been
used to explain the consistent rise of living standards in Australia over
recent decades, namely:

e people and societal norms

¢ the broad transformation of Australia’s policy framework and
institutions

¢ the evolving role of the three pillars of population, participation and
productivity over different periods

e the Australian economy’s resilience to economic shocks
e the abundance of natural resources
e our proximity to the growing centre of economic gravity in Asia.

Some of these factors are about Australia’s raw economic capacity
such as population, participation and Australia’s natural resources.
Others are about demand for Australia’s goods and services. Factors
such as our people, policy frameworks and institutions have been
central to Australia then being able to exploit economic capacity and
demand opportunities, converting them into economic development.

PEOPLE AND SOCIETAL NORMS

The fundamental role of a nation’s people is often lost in explanations
of success in economic development. While the entities made up of
groups of people like businesses and governments are often afforded
a central place in explaining economic development, people are given
less prominence.

Initiative, relationships and ethics

It is after all, people who have new ideas and start enterprises and ini-
tiatives that give effect to these ideas. It is also people who establish
strong interpersonal links both within and across borders that form
the beginnings of trusted commercial relationships, and foster cohe-
sive relationships with new immigrants. And it is people who choose
to act ethically and in the best interests of the community, even when
this takes their actions beyond simply complying with the law.

Resilience and capacity to change

Australia’s people have also shown resilience, and a capacity for
compassion and creative problem solving in difficult periods whether
this is as a result of economic downturn, natural disaster or resource
shortages. Where Australia’s policy settings and institutions have not
been seen as promoting the prosperity of Australians, people have
been willing to agitate for change and exercise their democratic right
to bring about change.'

Openness and egalitarianism

All of this has been underpinned by Australia’s liberal democratic,
secular and multicultural character.? We pursue an open society
through a contest of ideas, freedom of speech, the rule of law, free
media and accountability for those who govern.

Australia also values egalitarianism, which is reflected in Australia’s
highly targeted and progressive tax and transfer system and univer-
sal health and education systems, as highlighted in Chapter 1. This
spreads social support and opportunity across the community more
than many other advanced economies, supporting social cohesion.

The role of people and societal norms is less tangible and less easily
supported by economic data than the remaining explanations for our
economic success provided here. Vet, it is inseparable from these
explanations and our future prospects for economic advancement.

AUSTRALIA’S POLICY AND
INSTITUTIONAL TRANSFORMATION

The institutional and key policy arrangements that underpin economic
activity in Australia have undergone a dramatic transformation over
the past half century.



From the 1960s to the early 1980s, Australia could be characterised
as a protected and regulated economy, with many public-sector
monopolies, impeding the productive capacity of the economy com-
pared with other advanced countries. As much of the rest of the
world enjoyed economic benefits arising from increased globalisation,
many Australian businesses relied on government support and pro-
tection from competition to cover their inefficiencies.

Institutional and policy reforms

Today, the difference could not be more striking. Highly integrated
with the rest of the world, Australia has an open, competitive
economy that has demonstrated its flexibility to adjust to economic
shocks, while maintaining enviable levels of economic prosperity.

Table 2.1 outlines the key institutional and policy reforms that have
each played a role in driving this transformation and summarises the
main impacts of the reform.

Broadly, the reforms have allowed Australia to compete in an increas-
ingly globalised world and introduced mechanisms that enable the
economy to absorb shocks when things go wrong. Furthermore,
Australian businesses were forced to become more productive to
compete in domestic and international markets with the removal of
regulatory and tariff protections. At the same time, the skills base of
Australia’s workers grew through education and migration policy.

These changes have had a profound impact on the economic per-
formance of Australia — for example, by lifting incomes, increasing
employment, lowering taxes and prices, managing inflation, and pro-
viding more consumer choice.

It should also be noted that these changes were by no means easy
and did not come without significant adjustment costs for busi-
nesses and workers. Lessons were applied early on after the impacts
of sudden reforms (e.g. early tariff reductions on the manufacturing
sector) became apparent. This included careful sequencing of reform
and a raft of supporting measures including industry compensation,
training schemes and a safety net for displaced workers, as well as
support for regions where impacted businesses and workers were
concentrated. In addition, there was not always clear consensus or
uniform support for the reforms being pursued.

e

TABLE 2.1 KEY ELEMENTS OF AUSTRALIA’S ECONOMIC TRANSFORMATION

AND THEIR IMPACTS

REFORM

Trade liberalisation

e Reductions in tariff assistance and import
controls that began in the early 1970s continued
throughout the 1990s and last decade.

e Reductions covered the automotive, whitegoods
and textile, labour, clothing and footwear industries.

SUMMARY OF IMPACTS

e | ower prices and broader choice.

e |n 2016, the economy was 5.4 per cent bigger
than it would have otherwise have been without
trade liberalisation.?

Capital markets

e The Australian dollar was floated in 1983, while
foreign exchange controls and capital rationing
were removed progressively from the early 1980s.

e Foreign-owned banks could compete in the
domestic market.

e The Australian Prudential Regulation Authority
(APRA) was established in July 1998 to maintain
the safety and soundness of Australian financial
institutions.

e Exchange rate flexibility has played a crucial role in
buffering the economy from external shocks.

e Competition for market share intensified with
the entry of foreign banks — precipitated a large
increase in the availability of credit.

e APRA’s activities have improved confidence in the
Australian financial system and reduced the risk of
the failure of Australian financial institutions.

Infrastructure

e Partial deregulation and restructuring of airlines,
coastal shipping, communications and the
waterfront from the late 1980s.

e Corporatisation and privatisation initiatives for
government business enterprises (GBES) were
progressively implemented from around the same
time.

e GBEs were exposed to increasing commercial
disciplines, generally leading to lower consumer
prices, and improved government budgetary
positions.*
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REFORM SUMMARY OF IMPACTS

Labour markets

e The Prices and Income Accord between the
Australian Council of Trade Unions (ACTU) and
the Labor Government operated from 1983 to
1996. It involved several agreements between
the Government and the ACTU that unions would
moderate wage demands, with additional wage
rises beyond basic increases needing to be offset
by productivity. The Government sought to improve
the social wage through better public health
services, pensions, unemployment benefits and
superannuation.

e Award restructuring and simplification, and
enterprise bargaining began in the late 1980s.

e Reform continued through the 1990s, including,
further award simplification and the introduction of
individual employment contracts.

e General consensus is that the Price and Income
Accord was successful in restraining real wage
growth below what it would otherwise have been,
thereby promoting employment growth (at least
during the period 1983 to 1989).

e Enterprise bargaining and individual agreements
between employers and workers have provided
flexibility for employers and workers to negotiate
directly over wages, and to strengthen links with
productivity outcomes — although there is debate
about the impact of these reforms on employment,
wages, living standards and productivity.

National Competition Policy (NCP) reforms

e |n 1995, comprehensive reforms to essential
services industries (including energy and road
transport), government businesses and anti-
competitive regulation were pursued through a
coordinated program by all governments.

e Contributed to Australia’s productivity and
economic growth and associated strong growth in
household incomes.

e Directly reduced the prices of goods and services
(such as electricity and milk).

e Stimulated business innovation, customer
responsiveness and choice.

e The observed productivity and price changes in key
infrastructure sectors in the 1990s increased the
value of Australia’s economy by 2.5 per cent, or
$20 billion.®

N

e

REFORM

Macroeconomic policy

e From the mid-1980s, fiscal policy targeted higher
national saving and, from the mid-1990s, focused
on reducing government debt.

e [nflation targeting was introduced in 1993, with
the Reserve Bank of Australia granted greater
independence to set monetary policy, primarily
through setting official interest rates.

SUMMARY OF IMPACTS

¢ The RBA has been successful in managing inflation
within its two to three per cent target, while the
average unemployment rates in the most recent
decade is lower than the one in the decade
preceding it.

e The RBA's actions, coupled with the flexibility
provided by a floating Australian dollar, have been
critical to Australia’s ability in recent decades to
weather economic downturns.

Taxation reform

e Capital gains tax and the dividend imputation
system were introduced in 1985 and 1987,
respectively.

e The company tax rate was lowered progressively
from the late 1980s.

e The narrow wholesale sales tax and inefficient
state duties were replaced by the Goods and
Services Tax, a broad-based consumption tax
in 2000. Personal income tax rates were also
lowered.

Migration policy

¢ Replacement of inefficient taxes with a rationalised
suite of taxes streamlined administration,
increased government accountability, reduced
complexity and compliance costs, and increased
productivity.®

e [ ower company taxes can increase investment and
encourage innovation and entrepreneurial activity.

e L ower personal income taxes can encourage
workforce participation and income available to
households.

e Following the dismantling of the White Australia
policy in the 1970s, there has been a shift towards
multiculturalism in migration policy.

e |n the early 1980s, the migration program favoured
migrants with family links in Australia.

e |n the mid-1990s, there was a significant increase
in the size of the permanent migrant intake, with
an increased focus on skilled worker and business
migration.

e Since the turn of the century, there has been
an increase in temporary migration, through
temporary work visas to address specific skills
shortages, and for international students.

Source: G. Banks. 2005, Structural reform Australian-style: lessons for others?’

e Shift to skill-based migration has boosted human
capital and addressed skill shortages in some
sectors of the economy.

e Migration has slowed the rate of ageing of the
Australian population (see Figure 2.5 below).

e Evidence suggests that new migrants have
contributed to new ideas, innovation and foreign
direct investment.

e Temporary student visas have increased exports of
international education.




FIGURE 2.1

THE ROLE OF POPULATION,
PARTICIPATION AND PRODUCTIVITY

The three pillars of population, participation and productivity are often
used to explain the capacity of the economy to grow and the nature
of growth that has been experienced.

Population refers to how fast the potential workforce (i.e. those aged
15 and above) is growing, based on the size and structure of the
population.

Participation then explains the extent to which that potential work-
force is participating in employment.

Finally, productivity is how much value workers are generating from
each hour of their work.

THE THREE PILLARS OF ECONOMIC GROWTH — POPULATION, PARTICIPATION

AND PRODUCTIVITY
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A rising population and a high rate of participation in work are both
consistent with positive outcomes in terms of economic growth.
Population growth both through natural increase and migration
increases the size of the potential workforce. Paid employment is the
main source of household income for most Australians. It also con-
tributes to overall wellbeing, self-esteem, and mental health.

As the size of the population grows, the amount of output produced
by the economy is shared among a larger number of people, which
affects living standards. This means that productivity growth (i.e.
increases in the average output per hour worked) is a critical driver of
both economic growth and standards of living.

Higher productivity means that an economy is producing more
output for a given set of inputs. It improves the performance and
competitiveness of business and can be a source of higher returns to
shareholders and to workers.

As illustrated in Figure 2.2, the importance of the respective contri-
butions made by population, participation, and productivity towards
Australia’s economic progress has changed over different time
periods. The main factors underpinning these changes are examined
for each of the pillars below.

CONTRIBUTIONS TO ECONOMIC GROWTH

REAL GDP

1980s

. PARTICIPATION

. LABOUR PRODUCTIVITY

. POPULATION GROWTH

1990s

2000s

2010-2017

Income, Expenditure and Product, Catalogue no. 5206.0; and Labour Force Historical Time series, Australia, 1966 to 1984, Catalogue no. 6204.0.55.001



FIGURE 2.4 AUSTRALIA’S POPULATION GROWTH — NATURAL INCREASE AND NET OVERSEAS

POPULATION AS A CONSISTENT DRIVER OF MIGRATION

AUSTRALIAN ECONOMIC GROWTH %% THROUGH THE YEAR

2.5

As depicted in Figure 2.2, an increasing national population has been
a significant component and consistent driver of economic growth in
Australia.

2.0

In 2018, Australia reached a new population milestone of 25 million
people. This has been achieved on the back of annual population
growth rates of more than 1.5 per cent over the past decade, higher ||||||

than past decades.
0.5

Australia stands out from most other advanced economies where,
over the past decade, population growth has been much slower, and 0.0
in the case of Japan and Greece national populations are shrinking. JUNE 1982 JUNE 1987 JUNE 1992 JUNE 1997 JUNE 2002 JUNE 2007 JUNE 2012 JUNE 2017

Population growth is determined by a combination of: . NET OVERSEAS MIGRATION

e the natural increase in population — the difference between the . NATURAL INCREASE
number of births and deaths

e net overseas migration _ the net gain or |OSS Of population through Source: ABS, Australian Demographic Statistics, December 2017, cat.no. 3101.0
immigration into, and emigration out of, a country.

Figure 2.4 shows that, since the turn of the century, the contribu-
tion to population growth from natural sources has been relatively
stable, rising at around 0.7 per cent per year. In the last decade, net

FIGURE 2.3 AVERAGE ANNUAL POPULATION GROWTH, 2007 TO 2017 overseas migration, has grown on average 1.0 per cent per annum
compared to an average of around 0.7 per cent per year on average
over the last 25 years.

2.5 Australia’s permanent migration intake is determined by govern-
o ment policy and is reviewed each year as part of the Budget process
taking into account economic and social considerations. Since the
mid-1990s, there has been a shift in the mix of permanent migrants
from family reunion to skilled categories, in order to address particu-
lar skill shortages in the economy. When the recent resources boom
precipitated higher demand for skilled labour, there was a surge in
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Australia on student visas over the past decade has been another
important source of population growth, with research indicating that
around 16 per cent of these students eventually transition to perma-
nent residency in Australia after completing their studies.”
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Skills and age profile of migration

The characteristics of the migrants settling in Australia also affects
the age profile and skills base of the overall population. This in turn
influences rates of participation and productivity.

On average, new migrants to Australia tend to be younger than
the existing population, which has been significant in slowing the
rate of ageing of the Australian population. In addition, the migrant
population overall is more likely to hold a post secondary school
qualification. Furthermore, the increased diversity and new ideas that
migrants bring can help Australian businesses to innovate. Migrants
attract capital inflows from their countries of origin, which has been
linked to higher levels of foreign direct investment. All of these factors
have positive impacts on Australia’s prosperity.

Over reliance on population growth?

While population growth has been a consistent contributor to
Australia’s positive economic performance, some have argued that
there has been an over-reliance on population as a source of growth
over the last decade. As noted above, when population grows faster
than productivity and participation, then living standards measured
by GDP per capita will grow slower.

A rising population can also present other challenges such as trans-
port congestion and housing affordability. As explored further in
Chapter 4, these challenges are not insurmountable provided that
governments have a comprehensive strategy, and there is strength-
ening productivity growth. Australia’s history and the benefits of
population growth noted above suggest that these are challenges
that we should confront to manage our growing population.

FIGURE 2.5 AGE DISTRIBUTION OF AUSTRALIA’S POPULATION AND MIGRANTS
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FIGURE 2.6 LEVEL OF EDUCATION BY COUNTRY OF BIRTH
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TRENDS IN PARTICIPATION

As shown in Figure 2.2 above, the contribution made by participa-
tion in the workforce to Australia’s economic growth over the past
few decades has been less consistent and significant than population
growth.

After trending upwards since the 1980s, labour force participation
dipped from the early 2010s as the share of working age people in
the overall population has reduced and average hours worked con-
tinues to come down. There has been some recovery in recent years,
due to a number of trends that are helping to boost participation.

These mitigating factors include:

e The entry of new young migrants into Australia which, as dis-
cussed above, has helped to slow the rate at which the population
is ageing, and boost the size of the working age group.

e There has been an increase in participation rates among women,
reflecting a range of factors such as government support for child
care, declining fertility rates; changing societal attitudes; increased
prevalence of part-time and flexible working arrangements; and
the growing trend towards dual income households to support
standards of living.

LABOUR FORCE PARTICIPATION RATE

e There has been an increase in participation by older workers (aged
55 and above) as a result of:

— improved health outcomes and longevity
— the need for increased savings to finance a longer retirement

— shift towards services sector jobs that tend to be less physically
demanding

— the increase in ages for pension eligibility, and the preservation
age to access superannuation.

As a result of these trends, the participation outcome has been better
than predicted in the very first (2002) Intergenerational Report.t

PRODUCTIVITY'S CONTRIBUTION
TO IMPROVED LIVING STANDARDS

The ability to become more productive as a nation — by making better
use of available resources — is critical to sustained economic growth,
higher incomes, rising wages, and better living standards. This
explains why policies designed to lift productivity growth have been
an important priority for successive Australian governments in recent
decades.

Trends in labour productivity growth in Australia since 1980 are
depicted in Figure 2.8, which highlights three distinct phases:

1. The 1980s experienced lacklustre labour productivity growth (with
an annual average increase of just 1.2 per cent). This is attrib-
uted to the closed, protected and highly regulated nature of the
domestic economy at the time, which did not provide a conducive
environment for productivity growth.

2. The 1990s witnessed unprecedented productivity growth (in
excess of two per cent per year on average) in response to both
increased investment in information and communications tech-
nology and the policy and institutional reforms of the 1980s and
1990s. Strong productivity performance was by far the main con-
tributor to Australia’s overall economic growth in the 1990s.

3. Since the 2000s, productivity growth has slowed down to around
1.4 per cent per year. A number of explanations have been offered
for this decline including the impact of drought on the agricultural
sector, the unprecedented investment in inputs in the mining
sector and a slowdown in most advanced economies brought on
by a possible slowing in rates of technological change.®



FIGURE 2.8
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Human capital

There are many factors that influence productivity growth, but
ultimately it is people and the decisions they take within organisa-
tions that makes Australia more productive. There are a number of
policy mechanisms that Australian governments have implemented
to improve the productive capacity and incentives for productivity-
enhancing activities.

In terms of direct approaches, investment in human capital can influ-
ence the rate of innovation and adoption of new technologies in the
workplace. This includes policies that enhance educational attain-
ment and skills formation, as well as health outcomes.

Chapter 1 summarised the progress that has been made in terms
of improved education and health outcomes. Australian governments
have invested in human capital through:

e the development of a universal education system that includes
compulsory government-funded education until adulthood, and
universal access to tertiary (post-school) education

e prioritising the completion of Year 12 or equivalent in setting edu-
cation policy and targets

e a greater focus on early childhood learning and development,
which has been shown to produce improved outcomes later in life.

Australia’s strong health outcomes have been underpinned by a well-
funded public health system, with universal access to health care
through the Medicare system, augmented by government incentives
for citizens to hold private health insurance. In addition, Australia has
had a strong focus on public health campaigns including early detec-
tion mechanisms for cancers and policies to discourage smoking.
Australia has also been a leader in the development and adoption of
health technologies such as the Cochlear implant.

Infrastructure

While education and health services represent forms of social
infrastructure, investment, regulation and governance of physical
infrastructure has an important impact on productivity. This includes
transport (such as roads and rail) and utilities (for example, gas and
water pipelines, sewerage and electricity transmission networks).
Infrastructure industries such as electricity, gas and water, commu-
nication services and transport and storage have directly enhanced
productivity growth in recent decades.™

Technology and innovation

Technology and innovation are other important sources of productivity
growth, through the creation of higher value products, more efficient
production techniques, and more effective workplace organisation. In
Australia, technological progress to date has been concentrated in
the areas of ICT, including improvements in [T software.

Research undertaken by the Productivity Commission' indicates
that:

e Compared with their overseas counterparts, Australian firms have
been active in their uptake of ICT and successful in their efforts to
turn it to productive advantage.

e Australian firms invested more in ICT, especially from the mid-
1990s, as technological advances provided cheaper and readier
access to more accurate, timely and useful information.

e The acceleration in use of ICT in the 1990s raised the rates of
productivity growth in Australia, and these productivity gains were
high by international standards.



Competition

Government policies such as economic and institutional reforms
outlined in Table 2.1 earlier have also had an indirect impact on
productivity growth. The introduction of a strengthened competitive
framework has motivated Australian businesses to improve their effi-
ciencies and lower cost structures, while deregulation has removed
obstacles to higher levels of productivity. Meanwhile, Australia’s
growing openness to the world — for example, in terms of trade,
investment and people — has provided incentives and new pathways
for enhanced productivity growth.

Tax

Reforms to simplify the tax system have had a similar effect. For
example, reductions in the rate of corporate tax, which has trended
downwards since the 1980s, have promoted productivity by boost-
ing the funds available to business for more investment, and research
and development.?

The factors outlined above have underpinned growing productivity in
Australia over the past few decades. However, the slowdown in the
average rates of productivity growth since the turn of the century is
cause for concern. Meeting the challenge of finding new ways to rein-
vigorate productivity growth represents a priority to ensure Australia’s
continuing prosperity.

AUSTRALIA’S ABILITY TO WEATHER EXTERNAL
SHOCKS AND AVOID CYCLICAL DOWNTURNS

While population, participation and productivity help to explain the
underlying drivers of economic growth, it is not unusual for advanced
countries to experience periods of economic downturn. Often, eco-
nomic downturns can be precipitated by external economic shocks.
The oil price hikes of 1973 and 1979 are good examples of shocks
that had massive ramifications across global economies. More
recently, the Global Financial Crisis (GFC), that began in 2007-08,
had a devastating impact on most economies around the world.

Various studies™ point to the harmful and often prolonged impacts
of economic downturns. These can include increases in long-term
unemployment, deep collapses in asset prices and spiralling gov-
ernment debt levels. All of these can reduce wealth and income for
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individuals and exacerbate inequalities within and between genera-
tions. Reducing the frequency and severity of downturns is therefore
an important goal for economic development and advanced econo-
mies have made major progress on this score since the industrial
revolution.

Australia is unusual among advanced economies in enjoying 27 years
of continuous economic growth since the recession of 1990-91.°
Australia has managed to sustain economic growth through the
Asian Financial Crisis, the tech boom and bust of the early 2000s and
the GFC.

Australia’s GFC experience

The GFC is the most recent example of the Australian economy’s
resilience to global economic shocks. While there was a slowdown
in the rate of economic growth, Australia was one of the few OECD
economies that continued to expand in 2009, while the negative eco-
nomic impacts of the GFC were being felt in most other developed
countries.
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Unemployment in Australia did increase during the GFC, but only
modestly. Between early 2008 and mid-2009, the unemployment rate
in Australia increased by less than two percentage points to reach a
peak of less than six per cent, far less severe than during the previ-
ous economic downturn of the early 1990s. In part, this reflects a
shift from full- to part-time work as many businesses chose to reduce
the working hours of their workforce rather than make redundancies
and lose skilled staff.

Australia’s experience during the GFC demonstrates the ability of its
economy to weather a severe economic shock. Box 2.1 summarises
specific factors that contributed to Australia’s robust performance
during this crisis.

AUSTRALIA’S ABUNDANCE IN
NATURAL RESOURCES

Among advanced economies, Australia is unusual in its abundance
of natural resources. Throughout the country’s history, this sector has
played a major role in the economy. From wool and wheat in the 19th
and 20th centuries, the discovery of gold in the 1850s and, more
recently, the emergence of massive mineral reserves including iron
ore, coal and gas.

New technologies have allowed the exploitation of ore deposits that
were previously deemed uneconomic. But natural resources have
long been responsible for generating national income, creating jobs,
and underpinning Australia’s prosperity. Even today, primary products
account for most of the country’s export earnings.

Beginnings of the mining boom

The 1950s and 1960s witnessed the emergence of Australian mining
on the world stage. Major discoveries of iron ore in the Pilbara region
of Western Australia and bauxite (the main source of aluminium) on
Cape York in far north Queensland, and the industrialisation of Japan
resulted in a rapid expansion of Australian mineral production and
exports.

Box 2.1

How did Australia survive the Global Financial Crisis
(GFC)?

While there is some debate about the relative importance of each of the
following factors, they are generally regarded as being responsible for
Australia’s economic resilience during the GFC.

e The exchange rate fell sharply. The Australian dollar depreciated rapidly and
sizeably during 2009 as the GFC intensified, declining by over 30 per cent from
its July 2008 peak. This has had an expansionary impetus on the domestic
economy by improving the international competitiveness of Australia’s manufac-
turers and services exports. The exchange rate was doing what it was designed
to do following the decision to float the exchange rate.

e The Reserve Bank of Australia had scope to ease monetary policy sig-
nificantly in response to the GFC. The official cash rate fell from 7.25 per cent
at the start of September 2008 to three per cent in April 2009. In most other
advanced economies, interest rates were already low at the start of the downturn,
leaving much less scope for monetary policy. The bulk of the reduction in cash
rate flowed through to lending rates. With most households and business loans
in Australia being variable, monetary policy was rapidly translated to a change in
household disposable income.

e Australia’s fiscal position was strong, providing scope for a significant
macroeconomic policy stimulus. From a fiscal standpoint, Australia was well-
positioned when the GFC hit, underpinned by strong revenue growth during the
mining boom. Households had also built up a financial buffer, aided by strong
income growth in the lead-up to the GFC. The Federal Government’s strong fiscal
surplus and low debt position also allowed one-off cash payments to be distrib-
uted to more than 13 million Australians as part of its $52.4 billion fiscal stimulus
package.

e The Australian banking sector went into the GFC in reasonable shape.
Because of their profitability, Australian banks did not feel the need to seek out
risky lending practices, such as the sub-prime mortgages that precipitated the
collapse of some major international banks. Strong prudential standards under-
pinned the foundations of the domestic banking sector, which had access to
global finance even during the depths of the crisis. Banks also received assis-
tance with wholesale fundraising in the form of a government guarantee.

¢ China increased its demand for Australian resources. In response to the
GFC, the Chinese Government introduced a massive economic stimulus plan,
with investment in public infrastructure accounting for the lion’s share of the
stimulus package. This underpinned continued growth in demand for Australian
resources.
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Trade opportunities from within Australia’s neighbourhood increased
further over the following decades as industrialisation continued in
other parts of Asia, including China in the 1980s. Lacking sufficient
domestic supplies of natural resources, Asian countries have been
reliant on imports as their economies develop to satisfy growing
demand for energy, and raw materials for steel to use in the con-
struction of infrastructure.

As evident in Figure 2.11, the growing economic prominence of Asia
in the world economy has been rapid and is set to continue.

Australia is well-placed to satisfy the growing Asian demand for
mineral resources — both because of its geographic proximity to the
region and as a world leader in recoverable reserves of key minerals.

Resources investment

The contribution of resources to Australia’s economic development
was no more evident than during the most recent resources invest-
ment boom. Fuelled by rising global demand — particularly from
a fast-growing Chinese economy — the world price of Australia’s
mining exports more than tripled over the 10 years to 2012. This saw
increased demand for workers and higher wages, higher shareholder
returns and increased government revenue.
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FIGURE 2.12 WORLD RANKING OF AUSTRALIA’S DEMONSTRATED RESERVES OF MAJOR
MINERAL RESOURCES (AS AT DECEMBER 2016)
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Research by the RBA estimated that, by 2013, the mining boom
raised overall real per capita household disposable income by 13 per
cent, lifted real wages by six per cent, and lowered the unemploy-
ment rate by about 1.25 percentage points.'®

CONTINUING DEMAND FROM ASIA

Australia’s resources sector is not the only part of Australia’s
economy that has benefited from growing demand from Asia. Much
of the recent growth in the Australian economy has been driven by an
expansion in service sectors. A key contributor has been the growth
in inbound tourism and exports of international education through
fee-paying foreign students coming to Australia to study.

Tourism and education arrivals

Total international arrivals into Australia exceeded a record 8.8 million
in 2017, a healthy 6.5 per cent increase over the previous year.
Almost half of these arrivals travelled from the Asian region, led by
approximately 1.4 million Chinese visitors. This now matches the
number of arrivals from New Zealand.
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China is also the leading single source of international students
enrolling in Australian educational institutions, accounting for approxi-
mately 30 per cent of international enrolments made in 2017. There
was a 12.7 per cent increase in the number of fee paying international
students in Australia between 2016 and 2017, a significant increase
over the average annual enrolments growth rate of 4.4 per cent over
the preceding 10 years.

A flexible economy

The emergence of these service exports as a growing source of
national income and employment generation at a time when the
impetus of the recent mining boom is fading away is further evidence
of the flexibility of the Australian economy. Nevertheless, it would
be unwise for Australia to be over-reliant or complacent about Asia
underpinning its economic growth.

FIGURE 2.14 INTERNATIONAL STUDENT ENROLMENTS
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As subsequent chapters of this report will explore, Australia must
prepare to meet the challenges of coming decades to sustain eco-
nomic progress into the future. Furthermore, it is recognised that the
benefits of economic growth have not been realised by all Australians.
There are areas where progress has fallen short, and action is needed
to raise living standards.
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INTRODUCTION

There are several areas where Australia is still falling short, despite
its economic success and the multiple points of progress outlined in
Chapter 1. The areas where Australia is falling short, include:

e Sections of Australia’s population have not experienced the kind
of progress that might have been expected in terms of wealth,
income and employment, based on the economy’s strong long-
term performance.

e There are new threats to Australia’s health and wellbeing, including
the growing burden of mental illness.

e Performance is deteriorating in areas like school education that will
eventually drag on future economic capacity.

¢ We are not moving fast enough to adopt digital technologies, inno-
vate and improve the competitiveness of business.

e The nature of recent growth has built up risks like growing house-
hold and government debt that may leave our economy more
vulnerable in the case of future shocks.

Australia’s vulnerabilities have been magnified by the nature of recent
economic growth. Australia’s continuing growth at the headline level
has masked recent slow wages growth, stagnant incomes and many
Australians wanting more work, even if they are already employed.
There are early signs that stronger economic growth at the headline
level is beginning to spur a turnaround in these areas.

Consistent with the approach in Chapter 1, the following provides
a snapshot of Australia’s progress against each of the elements of
economic development outlined earlier. This is not designed to be an
exhaustive assessment, but rather to provide illustrative examples of
where Australia is not making sufficient progress.

Even this relatively high-level snapshot suggests that there is little
room for complacency when it comes to Australia’s long-term eco-
nomic development. To the extent that stronger economic growth
eventuates, it will be important that Australia takes the opportunity to
address the multitude of challenges outlined here to secure long-term
economic development.

Health and wellbeing

Increasing rates of preventable disease: The proportion of
people with diabetes (self-reported) has tripled since 1990
(4.7 per cent of Australians reporting the condition). Over

80 per cent of these cases are Type 2 diabetes, which is
preventable by maintaining a healthy lifestyle.

Increasing health risk factors: Around 28 per cent of adults
are obese and about a quarter of children are overweight or
obese, increasing the risk of developing a number of diseases.

Mental health services are not keeping pace with the
burden of illness: The burden of serious mental iliness in
Australia is estimated to cost the economy almost $60 billion
per year.

Australia’s health system is relatively inefficient: Previous
studies have shown that the performance of the Australian
healthcare system could be lifted by as much as 20 per cent.

In striving to meet the incredible growth in demand for healthcare,
Australians’ improving health has come at a cost to efficiency — a
cost of up to 20 per cent based on some estimates.” These inef-
ficiencies result from:

e clinical interventions that are either excessive, unnecessary or
provide limited benefits



® preventable adverse events in hospitals, which can add six to
10 per cent to the costs of the hospital system, according to the
Australian Commission on Safety and Quiality in Health Care

e a lack of data and transparency on the performance of health
providers.

While more than 80 per cent of Australians have at least one chronic
health condition or risk factor, the system remains heavily skewed
towards acute care.? Around one-third of chronic health conditions
can be prevented,® but Australia spends just $89 per person each
year on preventative health, compared to total expenditure of over
$7000.

Australia is also confronting a growing mental health burden, esti-
mated to cost the economy around $60 billion a year due to lost
productivity, job turnover, absenteeism, unemployment and direct
costs.® The challenges are similar to those in preventative health —
promoting education and awareness. Less than half of Australians
with anxiety and depression seek treatment and it takes eight years
on average for people experiencing anxiety to seek help.°

Jobs and participation

Lack of opportunities for people with a disability: Fifty-
three per cent of people with a disability participate in the
workforce, compared to 83 per cent for people without a
disability. Australia lags most OECD economies in labour force
participation of people with a disability.

Long-term unemployment: Over 160,000 Australians
have been unemployed for more than a year. Long-term
unemployment has doubled in the last decade.

Young Australians not engaged: Almost 585,000 Australians
aged 15-24 are not in school or fully engaged in study or
employment.

Indigenous participation: In 2016, the national Indigenous
participation rate was 57.1 per cent, compared with 77 per
cent for the non-Indigenous population. The unemployment
rate for Indigenous people was almost three-times the rate for
non-Indigenous people.

Australians not attached to the labour market are less likely to be
benefitting from Australia’s long period of continuous economic
growth. For example, 80 per cent of families with no paid work are in
the bottom 20 per cent of the income distribution.”

Strong employment growth has not led to improved outcomes for
some of Australia’'s most marginalised job seekers.
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There is also a growing proportion of Australians in long-term unem-
ployment. While the long-term unemployment rate has not reached
levels seen in the wake of recessions, it has climbed steadily to its
highest point in 15 years. As noted in How Unequal? Insights on
inequality, the Commonwealth Government’s program for assisting
jobseekers, JobActive is unlikely to be adequate for addressing long-
term unemployment.

Youth unemployment has been falling in Australia and is low com-
pared to other OECD countries, but a substantial number of young
Australians are not in school or fully engaged in employment or
education. The majority of those out of education and work are not
actively looking for employment, due to health problems and caring
responsibilities.®

LONG-TERM UNEMPLOYMENT RATE (12 MONTHS OR GREATER)
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Source: ABS, Labour Force, Australia, Detailed — Electronic Delivery, July 2018.
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Box 3.1
Explaining recent low wage growth

There are hoth cyclical and structural explanations for slower wage growth in
recent years.

Cyclical factors related to the economy

e |nterms of cyclical factors explaining why wages are yet to grow more strongly, the
labour market still has spare capacity.

e While unemployment has been coming down, Australia is yet to reach full
employment. This may be lower than five per cent based on experience in other
economies that have revised their estimates of full employment lower.

e There is also spare capacity in the form of underemployment — people already in
the labour market who want to work more hours. Underemployment is currently at
8.3 per cent.

¢ |n addition, as the labour market strengthens discouraged jobseekers will come
back to the market looking for jobs and boosting labour force participation.

e Al of these factors underline that there remains spare capacity in the labour
market, which goes at least some way to explaining why wages aren’t growing
more strongly.

Structural factors

e There are also structural factors that may be influencing wages. That is, even
where companies are finding it more difficult to find workers, this is not putting the
kind of upward pressure on wages that would normally be expected. One explana-
tion offered for this is a reduction in the bargaining power of workers.

e Another possible explanation is technology. Recent technological progress is
strongly focused on software and information technology rather than physical
capital. The gap between the leading and lagging companies in this kind of tech-
nological innovation and productivity has increased.

e The returns to leading firms who use technology well are increasing strongly but
those returns are highly concentrated in a small number of companies and certain
parts of the labour market. Lagging firms that are slipping further behind the
leaders feel under pressure and focus on keeping costs under control including
wages to stay competitive. Over time, this should change with greater diffusion of
technology, which will lift productivity and wages more broadly.

Source: Lowe, P. 13 June 2018, ‘Productivity, Wages and Prosperity’, Address to Australian Industry Group.



Some might argue that Australia is falling short in terms of recent low
wage growth. After all, as the Reserve Bank Governor has suggested
“...slow wages growth is diminishing our sense of shared prosper-
ity.”® However, as Box 3.1 demonstrates, there are a number of
factors behind recent lower wages growth that may not have simple
causes or remedies.

Women continue to have poorer outcomes in the labour market than
men. They are underrepresented in organisational leadership roles.
As the Workplace Gender Equality Agency points out, almost 83 per
cent of CEOs in non-public organisations are men. In addition, the
female workforce is heavily concentrated in the clerical and adminis-
trative, sales, community and personal services occupations, which
generally provide lower pay and more limited pathways to leadership.

While Australians are changing their attitudes to parenting and work,
the most recent HILDA data shows that women still assume a much
greater burden of housework than men. In addition, these more tra-
ditional attitudes at home are only further entrenched with the birth of
children, while women’s workforce participation drops.

Employment prospects are also variable across regions. For example,
the Productivity Commission has found that over the past five years,
population and employment has decreased in some agricultural
regions and marginal mining regions.”® The same study found that
remote regions and outer regional areas have lower capacity to adapt
in the event of economic shocks and industry transitions, highlighting
the continuing vulnerability of parts of Australia to technological and
economic change.



Financial security

Housing affordability: Today, about 20 per cent of household
spending is housing costs, up from about 13 per cent 30 years
ago. Despite this, rates of home ownership have fallen across
most age groups during that time.

Increasing household debt: Australian households’ debt to
income ratio has tripled in the last three decades, rising from
around 63 per cent to 190 per cent.

Stubborn poverty: The proportion of Australians living below
the poverty line has remained stubbornly high over the last
three decades — nine per cent of Australians are living below
the poverty line.

Gender inequality: Australian women experience lower
financial security than men — the gender pay gap is

14.6 per cent and the gender superannuation balance gap
is 39 per cent.

Continuing jobs and income growth has underpinned stronger
finances for many households. However, financial security remains
uneven across the population and the nature of Australian house-
holds’ finances present growing vulnerabilities in the event of an
economic shock.

Women continue to experience lower financial security than men. In
addition to the gender pay gap, which has shown slight improvement
over the last 12 months, women’s retirement income streams con-
tinue to lag men. For example, 67 per cent of women over the age
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of 15 have superannuation, with a mean balance of over $68,000,
compared to 73 per cent coverage for men and a mean balance of
almost $112,000.""

As noted by the Productivity Commission, poverty has remained
stubbornly high over recent decades with the relative poverty rate
hovering around 10 per cent.’? About three per cent of Australians
have been in income poverty for at least the last four years.™

Housing has also been a source of both growing wealth and finan-
cial stress for households in Australia. As evident in Figure 3.3, rates
of housing stress have increased across most localities over the last
15 years. Rates of home ownership have also declined, particularly
among younger age groups.
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Rising mortgage debt has also driven an increase in household debt
over recent decades (Figure 3.5). Household debt to income ratios
have been increasing across a number of advanced economies,
driven by low interest rates and financial deregulation.

Australia’s rate is comparatively high (Figure 3.6) as most rental
properties are owned by households as opposed to corporations or
cooperatives.™ As long as households have the capacity to service
this debt then it does not present an imminent risk of financial stress.
It is, however, an area of vulnerability in the event of an economic
shock and is an area that is being closely monitored by the Reserve
Bank of Australia.
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Education

SNAPSHOT

Educational attainment is uneven: Forty per cent of young
people from the lowest socioeconomic backgrounds do not
complete Year 12. Sixty-six per cent of students from the
highest socioeconomic backgrounds enter university compared
to 25 per cent of students from the lowest socioeconomic
backgrounds.

School resource disparities: Of all OECD countries, Australia
has one of the largest gaps in the shortage of teachers
between urban and rural schools.

Alternative paths to career entry are not adequately
supported: Government funding for vocational education and
training (VET) has fallen in real terms in the last decade, in
contrast to other sectors.

Student performance is in decline: Australian students’
results for science, mathematics and reading literacy, as
recorded by the OECD Programme for International Student
Assessment (PISA), have been in consistent decline across the
last decade.

As noted in Chapter 2, Australia’s education system has been critical
to enhancing Australia’s human capital and the productive capacity of
the economy. Unfortunately, recent trends in education suggest that
Australia may not realise the full potential of its human capital in the
future.



In schools, Australia’s average performance for reading, mathemat-
ics and scientific literacy has declined markedly over the last decade.
Based on OECD Programme for International Student Assessment
(PISA) rankings, since 2006 Australia has's:

e dropped six places for science to 14th
® nine places for reading literacy to 16th
e dropped 12 places for maths to 25th.

The OECD’s Starting Strong report series shows that children attend-
ing more than one year of pre-school perform better on PISA. While
almost all four year olds are enrolled in preschool programs, just 21
per cent of three year olds are enrolled in Australia.’® This underlines
the opportunity for Australia to invest more heavily in early child-
hood education to ensure better long-term educational performance
throughout life. This is particularly important for disadvantaged
groups.

There are significant disparities in educational attainment both in
school and university based on socioeconomic backgrounds and
also in resourcing between urban and rural schools.

Alternative career entry paths for young people aside from university
are being neglected. In the face of rapid changes in skills require-
ments and the need for a strong education sector at every level,
government funding for the vocational education and training sector
has fallen in real terms over the last decade.

Social cohesion

Indigenous Australians continue to be left behind:
They are more likely to:

e suffer chronic health issues — e.g. are four-times more likely
to suffer from diabetes

® be in juvenile detention — 24-times the rate for non-
Indigenous youth

e fail to complete secondary school — there is a 40 per cent
completion gap with non-Indigenous students

e have a weekly household income below $1000 (20 per
cent of Indigenous people have an income above this level
compared to 41 per cent of non-Indigenous people.

More people are in prisons: Australia’s incarceration rate

is high relative to other advanced nations and is rising — 216
adults per 100,000 population. Over half of prisoners released
return to corrective services within two years.

Location dictates a person’s future opportunities and
prospects: Entrenched poverty and disadvantage is regionally
concentrated. In NSW just 37 postcodes account for 50 per
cent of the greatest disadvantage in the state.

While Australians are rightly proud of the nation’s multiculturalism and
the broad cohesion of our society, significant challenges remain.

Indigenous Australians continue to suffer considerable disadvan-
tage, with the Prime Minister's most recent Closing the Gap'’ report
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showing just three of seven targets on track. As can be seen above,
Indigenous Australians continue to trail the rest of the population
across health, juvenile detention, secondary school completion and
incomes. Perhaps even more concerning is an apparent inability to
make progress in identifying those policies and programs that work
and don’t work. The Productivity Commission estimates that just 34
of 1000 Indigenous programs have been properly evaluated.®

While Chapter 1 noted the general trend in reduced rates of crime,
Australia is also placing a greater proportion of the population in
prison (Figure 3.7). Some estimates suggest that Australia has not
placed as many of its population in prison since 1901." The direct
cost of incarceration is significant — estimated to be $270 per prisoner
a day in Victoria.?° The significant cost is not driving better outcomes,
with over half of prisoners returning to corrective services within two
years.?!

Prison admissions along with a range of other indicators of socioeco-
nomic disadvantage are also geographically concentrated. In CEDA’s
How Unequal? Insights on Inequality, Patricia Faulkner demonstrated
the significant geographic concentration of disadvantage all the way
down to the postcode level highlighting the locational barriers to
opportunity that exist in Australia.

2018

Effective infrastructure

SNAPSHOT

Costs of congestion are growing: The avoidable social costs
of traffic congestion in Australia’s capital cities are estimated
over $16 billion, rising to $30 billion by 2030. At the same
time, road-related revenue bases are weakening.

Social infrastructure demands are growing: By 2025 an
additional $24 billion in capital costs and an extra $13 billion in
annual operating costs will be needed to meet projected gaps
in residential aged care, in-home and community care and
hospital beds.

Existing infrastructure is not being used efficiently: Better
pricing mechanisms and the use of smart technologies provide
the potential for better use of existing infrastructure.

Infrastructure project selection and planning needs
improvement: Despite increasing infrastructure investment,
Australia’s quality of infrastructure lags other advanced
economies (28th in World Economic Forum rankings).
Infrastructure project selection and planning processes are not
as rigorous and transparent as they should be, reducing value
for money.

Merely increasing the stock of Australia’s public infrastructure is not
sufficient to provide amenity, opportunity and convenience for the
community. Infrastructure must be well planned, managed, governed
and executed to deliver the best outcomes with available funds.



The Productivity Commission has previously identified several weak-
nesses in relation to public infrastructure??, including:

¢ inadequate incentives and accountabilities to ensure that projects
are properly analysed

e investment decisions not being driven by economic and social
merit

e preferred projects being selected at an early stage, without change
even when new information should change the assessment.

These weaknesses can be observed across a range of recently
announced projects, which have cost estimates significantly lower
than comparable projects and experience would suggest are
reasonable.?

Australia has also been relatively slow to adopt pricing mecha-
nisms that would encourage more efficient use of and investment
in infrastructure, including roads despite the growing social costs of
congestion.

Roads are funded through a set of indirect fees and taxes including
fuel excise and registration fees. Such a revenue base is not respon-
sive to demand for roads and is not directly related to road use. In
addition to inefficient outcomes for road use and investment, the
revenue base is eroding and is unlikely to be sufficient to cover the
costs of roads in the future without change.

In the case of fuel excise, recent analysis from the Parliamentary
Budget Office (PBO) shows that this tax base has declined from 1.6
per cent to one per cent of GDP in the last 15 years. This has been
driven in part by fuel efficiency and this trend looks set to continue
with the increasing use of hybrid and electric vehicles.

Governments must also confront challenges in the provision of social
infrastructure now. An additional $24 billion in capital costs will be
needed to meet a projected shortfall in residential aged care, com-
munity aged care, home and community care and hospital beds by
2025.24 Furthermore, it is unlikely that this shortfall can be met by
simply scaling up the health and ageing sectors, with a fundamental
shift in service models necessary to meet growing demands in a sus-
tainable way.

iy Competitive business

Most businesses are not innovating: Less than half of all
businesses in Australia report being innovation active according
to ABS data.

Low research and development intensity: Business spends
about one per cent of GDP on research and development
placing it 22nd out of 36 OECD countries and around 65 per
cent lower than the top five performers in the OECD.

Uncompetitive tax rate: Australia has the third highest
statutory company tax rate in the OECD and ranks 50 out of 63
countries in the IMD World Competitiveness survey.

Increasing energy input costs: According to the ACCC,
average commercial and industrial electricity prices increased
by 52.5 per cent between 2007-08 and 2016-17.

The results of CEDA's Community Pulse 2018 reflected some of the
community’s current concerns about business and their perception
that large companies were the primary beneficiaries of Australia’s
long period of economic growth.

Declining levels of trust in business remain an ongoing concern, par-
ticularly in light of the revelations that have emerged from the Royal
Commission into Misconduct in the Banking, Superannuation and
Financial Services Industry. The Royal Commission’s Interim Report



offers a blunt and concerning explanation for the misconduct it has
uncovered: “Too often, the answer seems to be greed — the pursuit of
short term profit at the expense of basic standards of honesty.”?®

Of course, not all industries are plagued by issues of misconduct
yet community trust in Australian business has eroded across every
sector. The 2018 Edelman Trust Barometer finds that just 45 per cent
of the general population trust business, down from 48 per cent a
year ago.?® As noted in CEDA's Community Pulse 2018,?" if Australia’s
business sector is to be competitive and vibrant, then businesses
need to better connect their actions and activities to the aspirations
and expectations of the wider community.

Australian businesses also face continuing commercial and policy
challenges to their competitiveness. The recent ACCC inquiry into
energy prices confirmed that businesses are absorbing significant
increases in their energy costs. In addition, the recent company tax
debate highlighted that other advanced economies were moving
faster than Australia to reduce their statutory corporate tax rates,
placing Australian companies at a disadvantage.

Examining changes in Australia’s competitiveness rankings using the
IMD World Competitiveness Index suggests that at a broad trend
level, the business environment in Australia has become less favour-
able over time.

It is also interesting to compare Australia’s relative levels of labour
productivity to the United States over time.?® This provides an indica-
tive assessment of how productive Australian industry is against the
economy widely acknowledged to be at the international productivity
frontier for technology. While Australia will never fully close the gap
due to structural differences between the two economies, the size
of the gap is an interesting watch point over time. We have been
narrowing the gap recently, but from a position of historically poor
relative performance.

More businesses will need to innovate to lift Australia’s productivity
and competitiveness. Recent data suggests that less than half of
all businesses in Australia are innovating.?® Around 17 per cent of
Australian businesses introduced a new good or service in 2016-17,
with three-quarters of these being innovations that were new to the
business only.*° A similar proportion of businesses introduced opera-
tional process innovations with over 87 per cent new to the business
only.®" Australian businesses also lag most other OECD countries in
their expenditure on research and development.
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Effective government

Increased debt that will need to be paid for by future
generations: the Australian Government has now experienced
10 consecutive budget deficits and net debt is over 18 per cent
of GDP.

Political instability at Commonwealth Government level:
Australia has had six Prime Ministers in the last decade,
undermining the capacity of governments to undertake
long-term economic reform and address intergenerational
pressures.

Need for increased digital service delivery: Forty per cent
of the estimated 811 million transactions businesses and
households have with Commonwealth and state governments
are completed using traditional non-digital means, despite a
40-fold higher transaction cost.

Large programs are failing disadvantaged Australians:
Government programs are not making progress on improving
the lives of Australians with persistent disadvantage.

Need for improved data availability: Australia ranks lower
than comparable economies for the openness of public sector
data, undermining transparency and reducing the public
benefits of data for the Australian economy.

Room for innovation: Just half of Commonwealth Government
employees in a 2017 census agreed that their workgroup had
implemented innovation in the previous 12 months.

The community has even less trust in government than it does in
business. In Australia, 56 per cent of people believe that government
is the most broken institution, compared to 42 per cent globally.®
This is a sobering, but hardly surprising result given that Australia has
had six Prime Ministers in the last decade.

The underlying global and domestic political trends driving Australia’s
political instability have been thoroughly analysed and debated. As
CEDA observed in 2013:

“There is widespread belief among CEDA members that Australia’s
recent policy-making has not been at a best practice standard. Some
reasons that have been given for the presumed decline in quality of
public policy debate and execution are:

¢ a heightened emphasis within governments on opinion polls and
responding to perceived population opinion

e changes in the media landscape and its influence on public
information

e [ssues in the relationship between the public service and
politicians.”%

Whatever the reasons for instability, the net result does not change -
federal governments have been largely hampered in executing major
long-term policy reform. Recent attempts at tax reform are reflective
of this, with policy development undertaken through major white
paper processes in 2008 and 2015 both yielding very limited change
and the latter process being abandoned completely.

Unfortunately, political instability has coincided with the accumulation
of major policy challenges for the Federal Government. In addition
to the challenges already outlined here in education, employment,
infrastructure and business competitiveness, the Commonwealth
Government has run 10 consecutive deficits with net debt now
reaching over 18 per cent of GDP.3* While the budget position has
recently received a boost from better than expected economic
growth, long-term pressures remain both in terms of the continuing
reliance on personal tax receipts on the revenue side and continuing
growth in health, aged care and social services expenditures.

There are also fundamental challenges to the traditional approaches
to government program and policy development, which are now in
need of innovation. Despite this, less than half of Commonwealth
Government employees in a recent census believed that their teams
had implemented an innovation in the last 12 months.®
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Understanding what is working well and what isn’t is a critical pre-
cursor to continual innovation in public policy and programs. In
recent decades evaluation has made less of a contribution to
Commonwealth Government decision-making.® Australia also lags
other countries such as the United States and United Kingdom in
providing open access to public sector data.®” This is a barrier to
greater collaboration, research and innovation to policy and program
delivery from outside the public sector.

There remains considerable scope for innovation in digital service
delivery, with 40 per cent of the estimated 811 million transactions
that businesses and households have with Commonwealth and state
governments using non-digital means.®® There is also a need for
more tailored innovative approaches to program delivery for disad-
vantaged populations. In its recent research paper on inequality, the
Productivity Commission concluded that for the three per cent of the
population suffering from poverty, ‘hand-made’ policy solutions were
required.®

Some of Australia’s most pressing challenges outlined in this chapter
require cooperation between governments — whether it is infrastruc-
ture, health or education. While intergovernmental processes may not
be broken, it has been a decade since the processes for coordination
and collaboration between governments have been refreshed. The
Productivity Commission notes:
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“There is no sense of a national challenge needing collective effort
towards solutions. And collective effort is core to lifting national
productivity... states and territories are crucial partners if national
reforms are to be effective.”*



Global links

Room for greater services trade: Services account for just
over 20 per cent of Australia’s exports, despite accounting for
over 70 per cent of Australia’s GDP and four in every five jobs
in Australia.

Australia’s trade relationship with some major emerging
markets is underdeveloped: For example, India represents
around three per cent of Australia’s two-way trade relationship
while Indonesia is just over two per cent.

Risks to support for Australia’s openness: A recent Lowy
Poll found that 72 per cent of people felt that there was too
much investment coming from China, despite Australia’s strong
foreign investment controls and just 4.8 per cent of Australia’s
stock of foreign direct investment coming from China.

As noted in Chapters 1 and 2, Australia’s openness to global trade
and investment has been central to Australia’s economic success.
It would be difficult to argue that Australia’s progress is falling short
in this area, but there are certainly areas where further work can be
done. For example, Australia is relatively light in services trade despite
the dominance of the service sector in the domestic economy. We
are also yet to fully realise the opportunities from rapidly emerging
markets like India and Indonesia.

Australia has not been struck by the same level of protectionist senti-
ment pervading other advanced economies, but it will be important
that broad support for open trade and investment continues.

There is a need for continuing vigilance on community support for
foreign investment. The 2018 Lowy Institute Poll found that 72 per
cent of people felt that there was too much investment coming from
China.*" Similarly, CEDA's Community Pulse 2018 survey found that
strong regulation to limit foreign ownership of Australian land/assets
was the second top national priority for respondents.“? This highlights
the need to ensure that the public are well informed in debates about
foreign investment. For example, just over 13 per cent of agricultural
land is foreign owned and this has not changed markedly in the last
decade.®



No consistent policy to reduce emissions: Australia is yet to
realise a stable or consistent carbon emissions policy, despite
having the highest greenhouse gas emissions per capita in the
OECD.

Biodiversity under pressure: The Australia State of the
Environment 2016 report finds that Australia’s biodiversity
is under increased threat and that current initiatives are not
keeping pace with current pressures.

Urban access to green space: One in five people in
Melbourne and Perth do not have ready access to green space,
while one in 10 do not have ready access in Brisbane and
Sydney.

Australia faces considerable environmental challenges. Chief among
these is establishing a credible and consistent policy for reducing
carbon emissions following the challenges in progressing an emis-
sions abatement component of the National Energy Guarantee (NEG).
As CEDA noted in 2014, regardless of arguments about the how and
why, if Australia does not respond with a scientific, evidence-based,
appropriately funded policy, the economic consequences may be
devastating.** This remains the case today, both in terms of the need
for Australia to make its contribution to international efforts to reduce
emissions and the need for clear and certain policies to guide invest-
ment decisions, particularly in energy and other emissions intensive
sectors. The NEG was an important pathway to achieving this in
electricity and had been backed by broad consensus.

Environmental stewardship

Climate change is also one of the factors placing pressure on
Australia’s biodiversity. The Australia State of the Environment Report
2016 outlines a concerning assessment for biodiversity:

“The outlook for Australian biodiversity is generally poor, given the
current overall poor status, deteriorating trends and increasing pres-
sures. Our current investments in biodiversity management are not
keeping pace with the scale and magnitude of current pressures.
Resources for managing biodiversity and for limiting the impact
of key pressures mostly appear inadequate to arrest the declining
status of many species. Biodiversity and broader conservation man-
agement will require major reinvestments across long timeframes to
reverse deteriorating trends”.*®

Green space will also support biodiversity. As Australia’s population
continues to grow, particularly in cities, maintaining environmental
amenity through green space will be critical to liveability. Despite rea-
sonable overall levels of green space in Australian cities and regional
centres, there are still a significant proportion of people in our capital
cities without access to green space — 20 per cent in Melbourne and
Perth and 10 per cent in Brisbane and Sydney.*® This means that
large numbers of our population are missing out on the benefits of
green space, including reduced morbidity, improved physical and
mental health, and increased social cohesion.*’
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INTRODUCTION

If Australia is to secure future economic development that improves
people’s lives, where should policymakers, business, not-for-profits
and the community begin?

The previous chapters have demonstrated that we are very capable
as a nation of improving people’s lives and we know the critical
factors that have driven our past success.

But we also know that there are areas where we have fallen short
and not achieved as much as we would like over recent decades,
despite prolonged and continuous economic growth. Australia must
also confront several future challenges.

An ageing population

There is no avoiding Australia’s ageing population. As noted in
Chapter 2, migration has helped to offset Australia’s ageing to some
extent, but the challenges of an ageing population have hardly gone
away. As Demographer Dr Liz Allen notes in this chapter:

“The scale and future prospects of structural population ageing are
the likes of which Australia has never seen, and to that end, Australia
is faced with a demographic crossroad. The challenges associated
with an ageing population can lead to opportunities potentially
maximised through demographic and economic actions. Conversely,
the pressures posed by a proportionally shrinking workforce could
entrench intergenerational inequality.”

This will place increasing pressure on health and aged care services.
Australia does not have a strong record in managing exponential
increases in demand for such services. Already we see that policies
and service delivery are failing to keep up in several areas. In aged
care, homes accustomed to caring for people who have had a few
years to live in the past are now expected to accommodate people
with complex needs for much longer, with clear strains showing.

An ageing population will also see a lower proportion of Australians
working. This will in turn place pressure on the Commonwealth
budget, with older people contributing less to personal income tax,
while at the same time drawing increasingly on expenditure and con-
cessional tax arrangements.

Managing population growth

At the same time as managing an ageing population, Australia will
also be managing a growing population. As Australia’s population
grows, we will confront major choices about where we live and how
we live. These choices will determine how growth is planned and pro-
visioned for, and how we experience economic development.

As noted in Chapter 2, population growth including through migration
has been an important part of Australia’s economic development, and
we cannot afford to undermine support for it through poor planning.
As Dr Liz Allen shows, this would have adverse impacts on Australia’s
old-age dependency.

Australia’s population has consistently grown faster than projected.
But this does not mean that we cannot do better in planning for
growth to provide critical services, housing and infrastructure, in well
planned and liveable cities and regions.

Productivity

Productivity will also be important to improving standards of living in
the face of these demographic challenges. The term productivity is
rarely used in public debate these days, but we must find a way to
comfortably talk about it as a community rather than demonising or
shying away from it. It will be the engine for improving people’s lives
in the future, as it has been in the past.

If we want our incomes to increase at the same rate they have in the
past (two per cent a year on average), then productivity will need to
grow at 2.5 per cent per year.! As seen in Chapter 2, productivity has
been growing at 1.4 per cent on average since 2000. There is no
avoiding this challenge if we want higher living standards in the future.

Emerging technology

The impacts of rapidly emerging technologies are only just begin-
ning to materialise, but they will be an important part of meeting the
productivity challenge. This wave of technological change will funda-
mentally alter the way that we live and work.

While the future may be difficult to predict, we should not passively
accept or react to technological trends. This would risk Australia
having a workforce unprepared for change, a regulatory framework
that stifles innovation and competition, or fails to adequately protect
human rights, and a tax system that no longer collects adequate
revenue. Being unprepared could lead to ad-hoc policy interventions
and undermine community trust in the genuine power of technology
to drive improved standards of living.



Eroding trust

As community trust in institutions and governance across the board
erodes, Australians will need to find new ways to organise themselves
to solve problems. As US tech entrepreneur Nick Hanauer suggests,
“Prosperity should be defined as the accumulation of solutions to
human problems...”.

Solving problems cannot simply be about looking to government,
although it has an important role to play. The shortfalls and challenges
Australia faces demand a far more constructive, collaborative and
creative approach across all levels of government, business, workers,
community and not-for-profit sectors. No one sector on their own
can rebuild trust or deliver breakthrough solutions to problems that
will improve people’s lives.

All of these challenges will have to be navigated amidst constant
changes in the global environment, including geopolitical tensions,
shifts in the global economy and continuing globalisation.

Based on these challenges and what we know about Australia’s past
economic development, CEDA sees five core questions for securing
Australia’s future economic development:

1. Technology and data:

Rl How do we put people at the centre of policy
to harness the full benefits of emerging
technologies and data?

2. Workplace, workforce and collaboration:
How do we invest in skills for a lifetime of
work, retain a strong safety net and support
productivity through engagement and
collaboration?

3. Population:
How do we manage immigration, population and
settlement strategically across governments?

4, Critical services:
How do we deliver critical services with better
outcomes?

5. Institutions:
How do we strengthen institutions and their role
in economic development?

These priority areas are phrased as questions here, because we
strongly believe that securing future economic development that
genuinely improves people’s lives requires us to first step back and
ask the right questions. That is, what are the problems we are trying
to solve and the outcomes we are seeking as a society?

This may seem obvious, but too often current debates are immedi-
ately narrowed to what we have done in the past or the most readily
available solution to address calls for action. Australia can and must
navigate challenges on a much broader canvas to find enduring solu-
tions to complex problems.

Securing future economic development

The remainder of this chapter expands on the five questions and
what they imply for future economic development, including the areas
in which CEDA believes it can play an important role in advancing
reforms. We have also assembled external perspectives on how
Australia might tackle these issues in the future.

These priorities may not directly address all the issues outlined in this
report, but they will be strong enablers of solutions that secure future
economic development.

Each of these priorities is designed to provoke discussion and
debate, rather than provide definitive solutions. CEDA will undertake
more detailed work under these themes through its future research
agenda and events to progress solutions.
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4.1 lechnology

Question for future
economic development:

How do we put people at the centre
of policy to harness the full benefits of
emerging technologies and data?

WHY IS TECHNOLOGY A PRIORITY FOR
ECONOMIC DEVELOPMENT?

Technology is central to efforts to raise productivity. Australia’s rapid
uptake of information and communications technologies in the 1990s
relative to other countries contributed to our strong productivity
growth.®

Technologies such as machine learning, the Internet of Things and
abundant computing through the cloud represent Australia’s next
opportunity to lead global technology adoption. Technological
advancements will be fundamental to improving Australia’s per-
formance across the elements of economic development outlined
earlier, whether it is health, infrastructure or effective government.
As Hugh Bradlow suggests in Perspective 1:

“If we want world-class transport systems, health systems, agricul-
tural systems and financial systems it is essential that our economy
aggressively adopts this progression of abundant computing (cloud
systems), abundant data (sensors) and smart analytics (machine
learning).”

The possibilities of technology improving everyday lives and boosting
economic progress are significant and include advances like earlier
diagnosis and prevention of disease with precision medicine, sensors
in cities to manage congestion and commuter safety and vertical
farming techniques to reduce resource needs.*

But the opportunities and benefits for Australia’s economic develop-
ment are greater than sectoral innovations alone. The diffusion of new
technologies across the whole economy has the potential to free up
time and resources, and make work safer and more fulfilling. This is
why companies already see the adoption of emerging technologies
as being necessary to obtain or sustain competitive advantage.




TECHNOLOGY — CURRENT ISSUES

Up until now, Australia like much of the rest of the world has been
heavily focused on identifying and analysing key technological trends
and impacts. There has been far less focus on preparing Australia’s
policy frameworks to best support investment, adoption and confi-
dence in rapidly emerging technologies.

This is important because as powerful and beneficial as the next
wave of emerging technologies will be, there will also be unintended
consequences that must be managed. As Hugh Bradlow suggests,
“We have powerful new tools to address poverty, healthcare, climate
change, urbanisation but in isolation from a progressive legal, tax and
social system, those tools will be our undoing.”

The good news is that Australia is beginning to make this transi-
tion, with a number of recent policy processes and announcements
focused on how Australia may need to bolster its policy frameworks.
This includes:

e the Human Rights Commission examining the impact of new
technologies on human rights, including the use of Artificial
Intelligence-informed decision-making in the targeting of advertise-
ments, criminal sentencing and job screening

e the Chief Scientist proposing a Turing Certificate for companies to
identify the trusted and certified use of Artificial Intelligence that is
regularly audited for ethical quality

e a Senate Select Committee considering in detail the impact of
emerging technologies on the future of work and workers, making
24 policy recommendations

e the Australian Competition and Consumer Commission (ACCC)
conducting an inquiry into the impact of digital platforms on media
and advertising markets.

The rise of digital technologies and platforms facilitated by data also
raises fundamental questions about how competition policy should
respond. Companies can potentially exercise significant market
power based on their control of multiple platforms and the data that
flows through these platforms.® The concentration of large amounts
of valuable data in the hands of a few firms does raise competitive
risks — for example, these companies can use this data and their plat-
forms to divert users from their competitors’ products and services.

European competition authorities have already imposed various fines
and penalties in cases against some companies, while US regulators
have been far less interventionist to date. An over-zealous regulatory
response may be a risk, but the counter risk is consumers losing
confidence in how their data is being used and withdrawing it alto-
gether. Trust is critical to empowering consumers and giving them the
tools to benefit from digital technologies.

Australia’s Chief Scientist Alan Finkel has captured this central chal-
lenge of finding the right regulatory balance when discussing his
approach to standards for Artificial Intelligence:

“We could conceivably come to a set of norms by trial and error —
or scandal and response. But in a febrile environment, intellectual
coherence is unlikely to emerge by lurching from one crisis of confi-
dence to the next.”®

There is a case for a thorough assessment of the risks involved, their
likelihood and the possible regulatory responses, and putting in place
the guide rails for new regulatory frameworks sooner rather than later.

The tax and regulatory frameworks we adopt for new technology
must also be cognisant of global developments.

The OECD and Group of Twenty (G20) has invested considerable
effort in progressing multilateral tax reform to address base erosion
and profit shifting, including as a result of the increasingly borderless
nature of digital commerce. Nonetheless, considerable challenges
remain as progress has been slow and countries are already going
it alone with stop-gap responses to protect their revenue bases. The
European Commission intends to levy a three per cent tax on the
turnover of digital companies earning significant revenues in Europe
before the end of the year.”

The Australian Government is considering how it might increase the
tax revenue it earns on digital advertising in Australia. This follows
previous unilateral laws such as the Diverted Profits Tax. While it is
understandable that governments are seeking to avoid erosion of
their corporate tax bases, unilateral approaches increase the risk of
double taxation between countries and significantly increase com-
plexity. This is in effect, the trial and error approach.

There is debate regarding why digital technologies have not already
lifted productivity much higher across advanced economies and
whether the emerging technological advances we experience will
be equivalent to past industrial revolutions. Some such as Robert



Gordon are pessimistic about the gains from this latest technological
transformation compared to past industrial revolutions.® Others such
as Martin Feldstein argue that government statistics underestimate
productivity growth and are subject to measurement error.

Technology experts and economists like Erik Brynjolfsson, Daniel
Rock, and Chad Syverson argue that it will simply take time to see
the productivity gains, with a major reconfiguration of society needed
to accommodate new technology.® Previous research by the OECD
has examined the drivers of digital adoption and diffusion for selected
technologies across 25 industries in 25 European countries between
2010 and 2016.7° It found “...strong support for the hypothesis
that low managerial quality, lack of ICT skills and poor matching of
workers to jobs curb digital technology adoption and hence the rate
of diffusion.”"

These latter arguments and findings seem intuitive. After all, how is
the community expected to confidently exploit the benefits of tech-
nology in the absence of robust skills and regulatory frameworks?

TECHNOLOGY -
CEDA’S PRIORITIES AND FOCUS

Australia should put people at the centre of policy to harness the full
benefits of emerging technologies. CEDA will seek to support this by
focusing its analysis and advocacy on:

e best practice regulatory and stewardship approaches to encour-
age the adoption of new technologies, innovation and new market
entrants to benefit consumers

e adoption and promulgation of ethical approaches to the use of Al,
machine learning and data use, including peer review and scrutiny
of algorithms and their outcomes in practice

¢ the promotion of data access and use to enhance efficiency in
government service delivery and greater accountability for out-
comes and performance

e contributing to and enabling new models of engagement and col-
laboration across sectors and building knowledge and capabilities
to understand the opportunities and challenges presented by
emerging technologies.

TECHNOLOGY PERSPECTIVE ONE

Digital transformation
S essential, but. ..

Professor Hugh Bradlow

For Australia to continue to be a successful democracy with a
vibrant economy in the 21st century, it is essential we maintain
our well-earned reputation for astute technology adoption. In the
coming decades this is about riding the ever-swelling wave of digital
technology.

Today, many businesses mistakenly assume digital transformation
is a web presence, an e-commerce site or perhaps a mobile app.
However, digital transformation requires a complete redesign of our
customer and operational processes to change the way we conduct
business. As a simple example, instead of running our own data
centres, we should avail ourselves of the economies of scale of the
cloud.

A new wave of digital transformation is emerging. The so-called
Internet of Things is enabling us to use cheap, low power, tiny
sensors to measure the physical world around us (including our
bodies) and transmit those measurements into cloud systems that



enable the analysis of our environment. Measurement and analysis
then allow us to exert an unprecedented amount of control over our
physical world, especially when that analysis is capable of emulat-
ing functions that previously only humans could perform. This latter
capability, mistakenly described as Artificial Intelligence (Al), but more
correctly referred to as machine learning enables machines to recog-
nise patterns in a human-like fashion.

Even if we discount the massive hype that Al has generated, this is
an important capability particularly in the context of machine vision
and speech recognition. It enables us to automate all sorts of func-
tions such as driving a vehicle, diagnosing an X-ray, recognising a
skin cancer, identifying areas where crops are failing to thrive and
many, many more.

If we want world-class transport systems, health systems, agricul-
tural systems and financial systems, it is essential that our economy
aggressively adopts this progression of abundant computing (cloud
systems), abundant data (sensors) and smart analytics (machine
learning). Our businesses need to be constantly planning for the
disruption these technologies will cause to their activities, and our
governments need to be identifying the new regulations to be insti-
tuted to keep our economy transparent and effective.

It is in this latter regard that we need to think about the but. Digital
technology has two unintended and undesirable consequences:

e significant disruption to the job market
® massive concentration of wealth and power.

With regard to the former, economists love to produce macroeco-
nomic studies showing that increases in productivity (which is really
what technology adoption achieves) result in overall job growth and
they see no reason why this will not be the case with the current
round of emerging technology. But in this instance an extrapolation of
the past is particularly dangerous.

Even if there is overall job growth it is clear that the people who are
being displaced from today’s jobs do not have the skills for tomor-
row’s jobs. The populist movements in western democracies
(including our own) are not a reaction to globalism but to tech-
nologism — it is just that the people supporting these movements
don’t understand — yet — that it is technology taking their jobs, not
immigration.

As digital transformation evolves, we need to ensure that we do not
leave large numbers of people behind and today’s social welfare envi-
ronment is not adequate for the task.

We need new ideas and new solutions, including for the increasing
concentration of wealth. In the US today, 50 per cent of household
income comes from wealth and 60 per cent of that wealth is inher-
ited’®. Those are disturbing figures, but digital technology creates
new forms of wealth concentration through data and intellectual
property, so this trend is going to get worse. The richest one per cent
will control an increasing proportion of the country’s wealth unless we
do something about it.

Clearly our tax system needs a radical overhaul. However, anyone
who thinks that the simple expedient of lowering corporate tax is a fix
is sadly deluding themselves. Again, drawing on the US experience,
since the Trump corporate tax cuts, wages have hardly moved but
share buybacks have doubled'. All that the corporate tax cuts have
achieved is to feed the growing concentration of wealth. While corpo-
rate tax cuts may have a role, a simplistic measure such as this done
in isolation from the overall tax system is not an answer.

Any discussion on the distribution of wealth tends to raise a series
of spurious and self-interested arguments against change such as
“it kills incentive”. Besides the fact that there is absolutely no data
to show this to be true, | defy anyone to tell me that if we capped
individual wealth (pick a number, it does not matter), we would Kill
anyone’s incentive.

We live in exciting times. We have powerful new tools to address
poverty, healthcare, climate change, urbanisation but in isolation
from a progressive legal, tax and social system, those tools will be
our undoing. | have faith that Australia has the moral outlook to rise
above these challenges and to be the leading country of the late 21st
century.
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4.2 \\orkforce

Question for future
economic development:

How do we invest in skills for a
lifetime of work, retain a strong safety
net and support productivity through

engagement and collaboration?

FIGURE 4.1

WHY IS WORKFORCE A PRIORITY FOR
ECONOMIC DEVELOPMENT?

As noted in Chapter 2, Australia owes much of its economic success
to its people. It is ultimately people who will determine the success
of Australia’s organisations — how well they compete, act ethically
and meet community expectations. As the RBA Governor has pre-
viously suggested, Australia’s future prosperity and competitiveness
depends on our national capacity for high-level cognitive skills, intel-
lectual curiosity, interpersonal skills and having a culture that rewards
creativity, innovation and entrepreneurship.'

Work is also central to how people experience economic growth —
having meaningful and safe work with appropriate rewards matters
for financial security and welloeing. CEDA's Community Pulse 2018
also found that job security is the most important employment-related
issue for the community. That security can be underpinned through
individuals being given the best opportunities to succeed in the work-
place — the right skills, education, good management, culture and fair
rewards.
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As evident in Section 4.1, people will only adopt and fully realise the
productivity benefits of technology if they are appropriately equipped.
These productivity benefits are important. Australia’s ageing popula-
tion means a slower growing workforce in the future, underlining the
importance of working smarter and lifting Australia’s rate of labour
productivity growth. While the causes of recent low wage growth are
not straightforward (as explored in Chapter 3), stronger productiv-
ity growth could provide some upward momentum for wages in the
years ahead.

WORKFORCE — CURRENT ISSUES

At the headline level, Australia’s labour market looks relatively strong
with over 300,000 jobs created in the last 12 months and the unem-
ployment rate now at five per cent.’ Underneath this, there are a
range of medium and long-term challenges that Australia will need to
confront if Australia’s workforce is to perform at its best.

Australia’s skills and education system has been the backbone of our
modern and highly skilled workforce. But these systems will need to
evolve to equip Australians for the future workplace. For example, 65
per cent of children entering primary school today will work in com-
pletely new job types that don’t yet exist.’® As Professor Attila Brungs
writes in Perspective 4, “...educators will need to develop a new
generation of learners, for whom a career of 20-30 jobs is not just
normal but welcomed.”

The education system will also need to deliver a better align-
ment between the skills of graduates and the needs of Australia to
compete in a global economy. For example, the OECD has found
that Australia’s skills base is an impediment to greater participation
in global value chains. In addition, the Graduate Outcomes Survey
shows that it has taken university graduates longer to gain a foothold
in the labour market in the last decade, and over 40 per cent of those
with undergraduate degrees report not fully utilising their skills and
education in their job.™

There will also be an increasing need for multiple paths to enter
study and careers, and the capacity for rapid upskilling of displaced
workers. As noted in Chapter 3, vocational education and training
has not benefitted from any real increase in government expenditure

over the last decade. Education providers will need to provide acces-
sible, digestible and modular learning that can occur alongside on the
job training for students to gain early exposure to the rapidly evolving
needs of modern workplaces.

For those already established in the labour force, this modular
approach to learning will be an important aspect of lifelong learning.
By 2030, workers will spend 30 per cent more time per week learn-
ing skills on the job.™ Even if the content and modes of delivery for
lifelong learning are right, it raises critical questions about the roles
of different parties in pursuing that training. The Director-General of
the International Labour Organization, Guy Rider recently noted that,
“We cannot leave access to and financing of learning to individuals
alone.”® Ryder suggests it will require a rights-based approach. A
successful approach requires cooperation across governments, busi-
ness, education providers, workers and their representatives.

Australia will also need to boost its efforts to bring more Indigenous
people, long-term unemployed, people with a disability, older
Australians and women into the workforce. Professor Brungs notes
that “...due to its ageing workforce demographics, Australia’s
economy will need every worker as well as the productivity gains that
might be achieved through this automation.”

As noted in CEDA's How Unequal? Insights into inequality, getting
the long-term unemployed and people with complex needs back
into work will require far more tailored solutions than what is currently
available through the Australian Government’s JobActive model.

Having as many people as possible fully engaged in working smarter
with technology also requires the right workplace environment.
Australia will soon have five different generations in the workforce,
all with different expectations and workplace preferences. There has
also been growth in forms of employment beyond full-time permanent
roles, including part-time jobs that now account for over a quarter of
total employment and independent contractors over eight per cent.?!
This has raised questions around employment conditions including
appropriate job security, protection and entitlements, particularly for
the small but growing contingent of gig workers.

Discussions regarding productivity in the workplace in Australia inevi-
tably touch on the workplace relations legislative framework.
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One of the primary vehicles for business and workers coming
together to progress productivity improvements historically has been
the enterprise bargaining system. As can be seen from Figure 4.2,
this system that has been in decline for at least the last four years.

While the underlying legislative framework and safety net for workers’
rights is an important part of Australia’s workforce jigsaw.

The productivity and effectiveness of workplaces, including
managerial competence, organisational culture, structure and com-
munication. As noted previously, these issues have a profound impact
on how effectively new technology is applied in the workplace.??

In the last decade, Australia has struggled to have a joined-up con-
versation about working smarter, with all the stakeholders involved
and full scope of issues covered.

As Andrew Dettmer suggests in Perspective 2, there is a genuine
appetite for workers to be part of a discussion about how to build
a stronger economy. Equally, it is clear from Peter Coleman in
Perspective 3 that many businesses understand the importance of
communication and dialogue across their workforce.??

Despite this, there is very limited dialogue across multiple stakehold-
ers about how workers and business can better collaborate to work
smarter. There is no opportunity for a much broader discussion on
skills and training, and a genuine dialogue about how organisations
and their employees can work together to lift workplace productivity.

Achieving a genuine dialogue across the full range of issues confront-
ing Australia’s workforce is critical not just for lifting productivity and
wages, but for ensuring that Australia realises its full potential and
that Australians feel like they are contributing to that through mean-
ingful work.

WORKFORCE -
CEDA’S PRIORITIES AND FOCUS

We must invest in people as our greatest asset, enabling skills for a
lifetime of work, productivity through positive workplace engagement,
and a strong and reliable social safety net. CEDA will seek to support
this by focusing its analysis and advocacy on:

e the development of a learning system that enables lifelong learn-
ing, with clarity around the roles of the individual, employers,
government and education providers

e enabling effective employer-employee collaboration in support of
the adoption of new technologies, job creation, higher productivity
and wages; and the evolution of workplace regulations to support
this

e examining and addressing issues around organisational manage-
ment and performance and Australia’s investment in organisational
capital and the competence of management

e Australia’s social compact (the tax-transfer system and workplace
regulations and protections) to ensure it will continue to deliver
effective outcomes considering changing technologies, business
models and employment patterns and trends

e programs targeting those persistently unable to gain and retain
employment

e new models and approaches for achieving improved educational
outcomes for low SES and disadvantaged schools to reduce the
prospect of sustained under employment.



WORKFORCE PERSPECTIVE TWO

Andrew Dettmer
President, Australian Manufacturing
Workers’ Union

What makes for a successful business?

A listing on the ASX 200? A great bottom line which leads to head-
lines in the financial press?

Or is it a long-term, inclusive view of growth, which allows the
business to expand its sales and profits while also building its rela-
tionships and its public reputation?

The workers of Australia have been badly let down in recent years,
by successive governments and business leaders. When we have
sought a place at the table to discuss how to build a stronger
economy and a stronger society, our right to do so has been denied,
either through legislation, or by simple neglect. Yet representatives of
Australian companies often come out with the trope, “Our greatest
asset is our people”.

As Cool Hand Luke was told in the classic 1967 film, “What we have
here is (a) failure to communicate.”?®

When workers consider upcoming changes in industries they work
in, they typically worry that those changes will not include them, and
that their concerns will not be taken into account in any consideration
of the future of work, their company, or the broader economy.

To date, the facts would seem to imply that they are correct: the
closure of Australia’s car assembly plants, continued casualisation,
the proliferation of the gig economy, and closure of TAFEs and other
vocational education providers: none of these developments provide
hope for workers that they will be treated like genuine stakeholders in
our economy. And with wages going backward — the labour share of
GDP has been declining for years and fell another 0.15 percentage
points in the June quarter®* — workers’ suspicions are given added
weight.

Industry 4.0 is a popular term that encapsulates the latest changes
to technology and the organisation of production, especially in manu-
facturing. It is often used to describe the introduction of cyberphysical
systems and the accompanying deployment of Artificial Intelligence
(Al). Australian industry and society need to embrace Industry 4.0
and its potential to lift productivity, innovation, and the quality of work
life.

Unfortunately, however, workers often reject an optimistic and
inclusive vision of how Industry 4.0 could enhance their firms, their
sectors, and their lives. Given the disdain with which workers’ inter-
ests are treated in Australian policy discussions, this reaction is
understandable.

The dialogue about adjustment, retraining, and opportunity which
should be at the heart of Australian industry policy is often dismissed
as a distraction from employers’ more narrow needs — the unstated
assumption being that to be more productive, employers need to be
making unilateral, bold decisions and workers should simply be car-
rying them out.

This thinking reflects the early 20th century view of industrial organ-
isation known as Taylorism. Although rarely discussed today,
Taylorism reduces work to its most easily divisible and repetitious
parts. While this is hardly innovative, many workplaces see this as the
ideal; witness Amazon?.



This notion of “put up or shut up” still permeates management think-
ing in some spheres. It is the assumption that management knows
best. It is as paternalistic and condescending as the term implies.
And it holds back genuine innovation and productivity enhancements
in the long term.

Instead, what typifies the best, most productive and innovative com-
panies is an ability to harness the innovation of their most precious
asset: their workers.

Many politicians seem to be scared to confront these issues, or if
they do it is only to give pat responses. Yet it's certain that unless
workers get a genuine place at the table the situation is unlikely to
change for the better.

For many years it has been known that increasing the engagement of
the workforce increases productivity. This is not an ideological plug;
in 2000, the Superannuation Trust of Australia (how Australian Super)
commissioned a study, The Future of Investing in Manufacturing. The
five success factors identified by that study were: a commitment to
growth at the most senior levels of a company; investment in new
products, engineering, and R&D; worker involvement based on trust;
an international focus; and responsible leadership from the top, with
commitment to their workers.?

This sensible vision has been ratified by other research, which
emphasises the importance of inclusive workplace culture, genuine
internal dialogue, and basic worker security for the processes of
technological and organisational change. When workers feel secure,
and know their voice is respected, is precisely when they will partici-
pate most actively and constructively in the processes of innovation
and continuous improvement.

It is incumbent on all parties to defang the false idea that Industry
4.0 is just a job killer. We need to remove the automatic assump-
tion that robots equal unemployment. Employers and governments
of all persuasions will only be able to do this if workers and their rep-
resentatives are brought into the picture, and not in some token or
formalistic way.

Frey and Osborne’s original estimation, that 47 per cent of all jobs
are highly susceptible to computerisation, has been comprehensively
debunked. In a recent paper, the OECD showed that it is more like
11 per cent of jobs that could be negatively affected — and even
that doesn’t count the potential jobs that could be created by new
technology?”.

While this is no cause for celebration, it at least indicates that tech-
nological change is a more manageable challenge to workplace,
industries and society as a whole. The equation robots = unemploy-
ment makes many workers, especially older workers, fearful. An
AMWU survey in 2013 showed that less than 12 per cent of union
delegates are regularly consulted about their company business
plan®®, It is unlikely that this proportion has increased since.

Workers know that trust and consultation must be accompanied by
a genuine commitment to lifelong learning. And you can’t do that by
closing TAFE colleges and privatising vocational education.

Workers without up-to-date skills are condemned to be replaced by
machines; paradoxically, as Nedelkoska and Quintini point out, low
value jobs will continue to be performed while there is a need for the
goods or services produced, but jobs of intermediate value are at
high risk.

These jobs are the ones which will benefit most from increased train-
ing and skills. Workers in low value jobs need to be retrained in work
which will enable the workers thus engaged to transition to higher
value, more skilled jobs.

The need for greater and better engagement of workers is illustrated
by the success of Western European companies, most notably in
Germany. With a strong manufacturing sector, a strong union move-
ment, and good bargaining outcomes (not limited by the lawyers’
barbecue which is the Fair Work Act), productivity is improving,
investment and output are increasing, and innovation continues
apace. Yet the only question often asked by Australian employer rep-
resentatives of their German counterparts is, why do unions have to
be involved?

There are a few Australian companies which are following this tried
and true model: Agilent Technologies, producer of sophisticated sci-
entific and medical equipment, has a track record of vigorous and
engaged consultation with its workforce and union. Likewise, Marand
Precision, based in Moorabbin, Victoria that produces sophisticated
engineering solutions in rail, defence and automotive, is world-leading
in its application of technologies, and works in consultation with its
skilled engineering staff to develop new solutions for these industries.



In sum, we shouldn’t accept the dystopian view that technology
ultimately translates into mass unemployment and polarisation. Nor
should we ever accept the knee-jerk assumption that only manage-
ment knows best how to integrate new technology into Australian
workplaces. Instead, we can and should imagine a more collab-
orative, consultative, inclusive approach to building Industry 4.0 in
Australia. This must involve:

¢ restoring fairness in the workplace

e allowing broad-based bargaining (including at the sector-wide
level) between strong unions and employers

¢ skilling and training both existing workers and new starters
¢ developing innovative new products and processes

e delivering productivity increases — and sharing those gains fairly
(through reliable wage increases and reductions in working time).

We can do all of this without upsetting the applecart of our 27 years
of continuous growth, so long as we have the political will to do so.
Australia would be better off, work would be enriched, and the future
of our children more secure than it is in our current farm, mine and
visitor economy.

It's worth a go.

WORKFORCE PERSPECTIVE THREE

Pathways to the
future workforce

Peter Coleman
CEO and Managing Director
Woodside Energy

This year Woodside’s Perth-based staff took a short walk across the
road and a big step into a new way of working. When we moved
into Mia Yellagonga, our new headquarters, we introduced staff to a
whole new approach that was enabled by technology and designed
to support the collaboration that is crucial as we embark on an
expansion phase in our operations.

Staff no longer sit every day at their dedicated desk. Instead, they
have been given laptops that can connect to any screen in the build-
ing, so they can decide where it will be most productive for them to
work on any given day. There’s a bespoke app to help them locate
the colleagues they need to work with and technology to allow
them to connect to co-workers at our facilities in northern Western
Australia and our international offices.

These changes at Mia Yellagonga are only one facet of the techno-
logical transformation that is underway for our workforce as we draw
on advanced technologies, including data science and digitisation, to
maximise efficiency across our operations.



Introducing workplace-wide changes like this requires preparation
and clear communication to ensure staff understand it’s not just
change for the sake of change - it’s change that empowers them to
do their jobs even better. Communicating the purpose of technology
is crucial if it is to be accepted, adopted and applied in a workplace.
Otherwise, there is a risk it can be seen as a distraction, or even a
threat.

The same is true of how society deals with the transformative
changes we are seeing with rapid advances in Artificial Intelligence
and automation that have the potential to reshape not only our work-
places but also our lives.

As a society, we need to identify the purpose of these technolo-
gies and the opportunities they present for improved wellbeing and
increased productivity. We also need to acknowledge that these
technologies will be confronting to some and be prepared to deal
with the concerns that arise without being deterred from embracing
innovation and ensuring society benefits from it.

The resources sector, particularly in Western Australia, has led
the early adoption of technologies like data analytics and Artificial
Intelligence, recognising the benefits for increased efficiency and
improved safety. However, these technologies will also have much
broader reach across the economy.

It is time for us as a community to consider how we can manage
this transition and ensure there is a clear path through it and that the
community can understand the benefits of working smarter.

To support this, Australia could consider creating a specialist regula-
tory agency for autonomous systems (e.g. self-driving cars, robotics),
which could play a role in building public confidence and ensuring
that common lessons are transferred between different industries,
while avoiding regulatory duplication.

We have a competitive advantage in that Australia is familiar with
risk-based regulation, which is much better suited to innovation and
entrepreneurship than prescriptive approaches.

Other countries are already manoeuvring to secure a position in the
global value chain associated with the expansion of big data. Australia
needs to be strategic about capturing a competitive advantage. This
includes encouraging industry to collaborate to create scale, which
can attract technology firms to establish operations here and employ
and develop local talent rather than remote-servicing our needs.

It is encouraging that both sides of politics are willing to progress a
category of visa for global talent. This will be useful for companies like
Woodside, potentially opening up opportunities for us to invite sec-
ondees from organisations we work with, such as NASA, to spend
time working alongside us here, imparting their highly specialised
knowledge and building local capability.

High labour-costs have in recent decades made Australia a challeng-
ing location for manufacturing, but in the evolving digital industries,
there is an opportunity for Australia to establish itself as a provider
of the high-skilled labour that will increasingly be required, including
software specialists, mechatronics engineers and data analysts.

Maximising these opportunities will require some planning and invest-
ment in research to keep pace with global developments. There will
also need to be a coordinated approach to education and training,
with alignment between employers and educators on what is required
to support the upskilling of staff. New qualifications will be required —
and new ways of delivering them, including to those who are already
in the workforce.

With every generation, the types of jobs that are needed change,
and we are currently undergoing another generational change. As a
society, we need to ensure our future workforce develops the skills
that will be needed. It is true that some jobs will be lost, but we
should not lose sight of the fact that whole new classes of employ-
ment will also be created.

The transition is already underway across the economy and will only
accelerate. If the community does not understand the clear path
through this transition, there is the risk of a damaging, futile and
costly push to slow it down or stifle it through excessive regulation.
If we get it right, the prize is significant: a more productive workforce
enabled by advances in technology that can add billions of dollars of
value and thousands of jobs across the value chain.



WORKFORCE PERSPECTIVE FOUR

A new approach to
skills and training

Professor Attila Brungs
Vice-Chancellor
University of Technology Sydney

“Education can make the difference as to whether people embrace
the challenges they are confronted with or whether they are defeated
by them” — OECD Learning Framework 2030.

There is a growing consensus that the future global economy will be
shaped by the rate and scale of three major forces: technological
change, learning evolution and workforce mobility.®

The ability of a country’s education system to help individuals gain
or create employment, and then to remain relevant throughout their
career as the nature of the labour market is continuously affected by
disruptive waves of change in every sector is therefore a major deter-
minant of that society’s likely prosperity.

The education sector (adopting a O to 100-year mindset), must
firstly help the current workforce adapt and re-skill as parts or tasks
within an individual’s role evolve or cease due to automation, Artificial
Intelligence, robotics and big data.*

All individuals must adopt a ‘life of learning’ approach to education,
given their constant need to acquire new skills. Education providers
must ensure that knowledge is accessible, relevant and digestible in
modular chunks. Employers must help ensure the education provided
is relevant to the workplace and constantly evolving industries.

Research shows that by 2030, we will spend 30 per cent more time
per week learning skills on the job and continuous learning will be
part of our everyday work life.

Together, a new, agile partnership model of education must emerge,
with business, education providers and workers collaborating in part-
nership to mutual benefit, and to Australia’s prosperity.

As well as helping the existing labour market to adapt, educators will
need to develop a new generation of learners, for whom a career of
20-30 jobs is not just normal but welcomed.

Simply put, our national prosperity, societal wellbeing and advance-
ment as a community hinges on us getting this right. The right
approaches will enable us to create an agile, skilled workforce and an
adaptive and engaged society that will be able to prosper and take
advantages of emerging opportunities, growing our standard of living.

Increased workforce agility will support Australia’s growth in existing
and emerging markets, ensuring our workforce is able to harness
disruptive new technologies. Indeed, new markets will be constantly
developed by Australian entrepreneurs and ‘intrapreneurs’, finding
opportunity in transdisciplinary areas, and through application of
more powerful technologies and data insights, allowing Australians to
be disruptors rather than disrupted.

Employment levels will not only remain high, Australian workers will
increasingly move to more meaningful, creative and fuffilling roles, as
repetitive tasks, either manual or intellectual, are automated.

In high value creation (from less resources) the Australian economy
will out-compete nations who have either a high dependence on
repetitive manual labour, or low investment in technology or educa-
tional reskilling.



Education providers themselves, partly due to higher levels of invest-
ment in training and reskilling from Australian employers, will reform
their offering to more modularised components that not only help
existing workers retrain, but also develop a life of learning approach
among younger generations. These education providers will find a
global market for their products and services.

Without adequate planning and investment for the opportunity to
come, and which is already arriving, Australia’s economic prosperity
and societal wellbeing will be threatened.

Getting it wrong or continuing as we are will ensure that our society
is pummelled by the winds of global upheaval, our businesses rapidly
becoming uncompetitive, creations of an underclass of the unem-
ployable, stalling the formation and growth of new enterprises, and
fuelling disenfranchisement of large segments of the community.

Some argue that automation will replace many current jobs, but more
importantly it will replace or change parts of jobs or tasks. This can
lead to largescale displacement in the workforce. Further, others®
suggest that due to its ageing workforce demographics, Australia’s
economy will need every worker as well as the productivity gains
that might be achieved through this automation. In this scenario,
underutilising the available workforce because they do not have
the requisite skills and abilities will lead to massive employer costs,
including unnecessary recruitment.

In the future no longer will business and employers be able, as they
currently do, to deliberately shed workers who no longer meet their
requirements and hire other appropriately skilled individuals. Both the
scale of the job changes and requirements for adaptive skills are so
large, that unless businesses take an order of magnitude more active
role in staff development there will not be appropriately skilled indi-
viduals to employ.

Regardless, a worker-employer disconnect threatens with the labour
market not skill matched to support emerging business, meaning
employers will need to import more skilled workers, with the resul-
tant high cost of doing business driving start-up companies offshore,
further reducing GDP. The declining national economy will lead to
further underinvestment in education, health, technology and infra-
structure, continuing the negative cycle.

Social support costs will mount, and large-scale disenfranchisement
will lead to widespread societal breakdown.

The biggest barriers to success for Australia in successfully transition-
ing to the future economic model are lack of action — by employers,
universities and governments — or insufficient rate of change; as well
as lack of collaboration among these sectors.

Australia is well placed to take advantage of the opportunities that are
appearing, but that window of opportunity will narrow, and current
high standards of living may create a false sense of future security.

Partly, a major barrier to success is attitudinal, with fear and under-
confidence stymying action. As a nation, being innovative and
keeping our eyes on the horizon will enable us to not only weather
the storm of technological and societal change but take advantage
of it.

However, it is easy for people to fear innovation and change. It's
important to understand and respect those fears and, importantly,
ensure that our innovation drives prosperity and societal wellbeing for
all. The future of work, well managed, brings opportunities for all seg-
ments of society.

Without a concerted, collaborative effort, other barriers to economic
success will appear as the effects of disruptive technologies begin
to grow and spread. Labour market imbalances and high unemploy-
ment, as well as business uncompetitiveness will feature®?, however
all of these barriers are currently avoidable.

Another possible barrier to success may be rising inequality espe-
cially for lower qualified individuals who are likely to be most affected
by automation and least able to retrain.®® This growing inequity, sepa-
rating those with the qualifications, technical skills and higher-level
experience, from those without, threatens to severely fracture society,
and prevent large segments from actively sharing in rising levels of
wealth creation.

Government, universities and employers must work in concert if the
reskilling of the nation’s workforce is to happen in a timely and effi-
cient way.

Government, at all levels, must demonstrate the political foresight,
will and ability to drive the innovation agenda in Australia, includ-
ing incentivising action from others through regulations, taxes and
funding reskiling programs to minimise underemployment and
income inequality.4



Standing firm against the global political trends of increasing nation-
alism and populism, the Australian Government must harness
Australia’s leadership in international education by better utilising the
skilled international graduates the sector produces.

It must invest in Australian precincts and supporting infrastructure.

Most importantly, it must provide a stable and long-term policy envi-
ronment, while undertaking crucial policy reform to support:

e schools, VET and higher education sectors to work together holis-
tically for the country’s benefit

e higher levels of postgraduate study, particularly with industry
placements and participation. This should include a review of how
postgraduate places are funded and corporates are incentivising
or expected to contribute to staff training.

¢ increased alignment and interaction between the skills and training
sector and industry (e.g. incentivising more education students to
fill expected future gaps)

e growing levels of entrepreneurialism.

Employers will need to put adequate funding into ongoing educa-
tion of their workforce if they are to avoid or minimise future costs
associated with recruiting new staff, from a dwindling talent pool. As
part of this they need to partner with universities including ensuring
industry placements for students as entry level jobs are increasingly
automated, support work integrated learning, ensure alignment
between their needs and graduate capabilities, and become more
actively engaged in curriculum design. Finally, but perhaps most
importantly, that they support individual workers undertake reskilling
and to assume a life of learning approach.

The Australian education system must scale up and speed up its
overhaul of curriculum to ensure firstly that students have a 0-100
mindset with regards education. That ongoing education and reskill-
ing is an expectation for future life in our society. Then we must
ensure that graduates have ‘boundary crossing’ skills and capabili-
ties; uniquely human skills such as creativity, collaborative problem
solving, communication; specialised domain knowledge; and
importantly, resilience. They will also require greater levels of digital
literacy, technological literacy and enterprise skills, and importantly,
these skills need to be developed in an authentic or integrated work
context.

Education providers must also continue to evolve new, shorter and
more modular forms of learning and reskilling (including micro creden-
tials), mandate internships, and continue to invest in online platforms.
They must drive participation across geographies and socioeconomic
groups.

McKinsey & Company®® point to Denmark, Sweden and Germany as
having national workforce models that best support worker transition
and reskilling.

Twenty-five per cent of Danes switch jobs every year, encouraged by
a flexible hiring/firing ecosystem, balanced by greater worker security,
with unemployment benefits at up to 90 per cent of salaries for lower
paid workers.

Similarly, Swedish employers provide financial support and job coun-
selling to displaced workers. Eighty-five per cent of Swedes are
re-employed within one year.

In Germany, each unemployed individual is assigned a case worker,
given ’mini-jobs’, supplemented by welfare payments, and provided
with online and offline skills assessments and counselling.

American telco AT&T® demonstrates the internal investment in
employee reskilling, and partnership model for lifelong learning, that
will need to become more prevalent among Australian companies in
future.

The company offers up to $8000 in annual tuition aid per employee
for degrees and nanodegrees, delivered in partnership with Udacity
and Georgia Tech.

This allows workers to gain credentials and the latest expertise in
high-demand technical specialties such as software engineering,
coding and web development.

By early 2016, employees had taken more than 1.8 million emerg-
ing technology courses, 323 employees had enrolled in their online
Masters program, and another 1101 were in the process of earning
nanodegrees. Internal sourcing of STEM jobs by the company
increased by more than 20 per cent between 2012 and 2015.



4.3 Population

Question for future
economic development:

How do we manage immigration,
population and settlement strategically
across governments?

WHY IS POPULATION A PRIORITY FOR
ECONOMIC DEVELOPMENT?

The composition, growth and geographical distribution of our popula-
tion is critical for economic development. It determines:

¢ the infrastructure we need and where we need it

e the size of our workforce and the extent to which migration can
play a role in boosting the number of working age people, and the
skills profile of our workforce

¢ the services we need and where we need them

e what we need to do to ensure our most populated areas remain
liveable and productive

e the size of the task to spread economic opportunity more broadly
into regional areas.

The Australian population continues to grow. The latest offi-
cial projections, contained in the Australian Government's 2075
Intergenerational Report, indicate an annual rise in the number of
Australians of 1.3 per cent over the next few decades, with the pop-
ulation reaching close to 40 million by 2054-55.5" However, actual
population growth has consistently outpaced official expectations,
and so a faster rise in numbers is entirely plausible.

Serious political debate about population policy in Australia has
tended to be episodic. Debate has intensified recently based on a
number of factors, including:

e Australia reaching a total population of 25 million people, faster
than historical projections, including the 2002 Intergenerational
Report, which projected this to occur in 2032

e strong population growth concentrated in Melbourne, Sydney and
Brisbane

e much slower population growth in other capital cities (e.g.
Adelaide) and regional areas




e concerns about the level of immigration

e concerns about the impacts on standard of living including con-
gestion, housing affordability, liveability of major cities and slower
growth in GDP per capita often seen as a proxy for standards of
living.

The last time there was the same level of discussion and debate
was almost 10 years ago when the then Primer Minister declared his
support for a big Australia. He was subsequently challenged to spell
out how Australia would sustainably accommodate a population of
35 million by 2050.

Despite numerous calls that there should be one, there is currently
no explicit population policy in Australia. The last official policy can
be traced back to the end of the World War I, when the Australian
population was less than 7.5 million.

At that time, there was broad consensus that the population needed
to increase, and an annual population growth target of two per cent
was adopted. The central policy lever to achieve this target was a
program of mass immigration, which augmented the natural increase
in population. The two per cent population growth target was aban-
doned in the early 1970s.

As highlighted in Chapter 2, overseas migration is now driving most
of the increase in Australia’s population. The migrant intake — which is
determined on an annual basis by the Australian Government — could
be perceived as an implicit recognition of the need to boost the size
of the Australian population. But it has played an important role in
shaping the age and skills composition of our population, rather than
achieve a desired level of population growth.

In terms of ageing, demographer Dr Liz Allen (Perspective 5) provides
a number of indicative estimates to illustrate the important benefits
of net overseas migration (NOM) in moderating old-age dependency.
Australia has had an average NOM of under 220,000 annually over
the period 2004-05 to 2016-17.

The IMF has estimated that Australia’s migration program will add 0.5
to one percentage points to average annual growth in the economy
between 2020 and 2050 by reducing the impact of an ageing
population.®®

Dr Allen also highlights the potential for immigration to reduce
intergenerational inequality by easing pressures on the workforce
— pressures whether they are perceived or real could impact family
formation and already low fertility rates.

Australia’s policy settings have increasingly required migrants to
prove the adequacy of their commitment and skills to secure perma-
nent residency.

This spans the various changes over time from the points test in
the 1970s, the focus on skills in the 1990s, through to the focus on
employer sponsorship in the 2000s.%° It is therefore unsurprising that
migrants granted permanent residency have higher average skills and
productivity than the non-migrant workforce.*°

Rather than attempting to influence population growth towards an
optimal, the emphasis of government policy in recent decades has
been to anticipate, prepare and respond to population changes.

As pointed out in Chapter 2, an increase in the population does not
automatically translate into improved living standards and must be
accompanied by reasonable productivity growth. There appear to be
growing concerns from some about the impact of continuing popula-
tion growth on Australians’ lives.

Some argue that infrastructure provision in major cities is not keeping
pace with the growing population, resulting in congestion and over-
crowding. The increasing demand for public services, such as health,
is resulting in longer waiting times. Meanwhile, a rising population is
often cited as a factor behind deteriorating housing affordability and
adverse environmental outcomes.

Such concerns are fuelling calls for a renewed debate about the
appropriate size of the Australian population.

But there is also evidence that congestion and overcrowding may
not be as severe as some suggest. For example, recent research has
found that commute times and distances have barely increased in
recent years in Australia’s major cities.*'

CEDA's Community Pulse 2018 also found that the community
placed a surprisingly low level of importance on reduced commuting
times relative to other issues.
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International comparisons of population density also suggest that
Australia’s major cities remain much less densely populated than
global cities as evident in Figure 4.3.

There are other trade-offs that need to be confronted in how we
organise cities to be both liveable and productive economic centres.
In Perspective 6, Philip Davies notes:

“...restrictive policies put in place by some governments (that)
prevent the 24/7 operational flexibility that freight logistics operators
need to do their jobs effectively. Specifically, things like air freight
and heavy vehicle curfews in major cities and vehicle bans in CBDs
and around some inner-urban communities have an enormous
impact on overall supply chain efficiency.

The reduced supply of logistics lands around key freight facilities —
particularly ports — is another major issue, as governments re-zone
land previously used for industrial purposes in order to accommodate
new residential developments.”

300

To mitigate concerns about the inability of major cities to accom-
modate further expansions in the numbers of citizens, it has been
suggested that regional development programs could be adopted so
population growth is concentrated in sparsely populated areas of the
country.

Such programs would involve incentives for people to relocate from
major cities to regional centres, and/or encouraging new migrants to
settle outside the major cities upon arrival in Australia. However, there
are challenges to such an approach, including:

e the need to provide and fund adequate physical and social
infrastructure in regional areas to meet demands from a rising
population — for example, settlement services, better transport
infrastructure, more schools, hospitals, and recreational facilities

e ensuring there are sufficient employment opportunities in regional
areas — what incentives, if any, would governments need to provide
to encourage businesses to locate in regional areas

e determining the policy levers to persuade new migrants to settle in
regional areas (noting that location-specific migration visas would
be difficult to enforce).

Recent research indicates that mandating migrants on temporary
457 visas to live in regional areas is not effective in growing regional
economies in the long-term.*

The impacts of regionally targeted programs diminish over time to
have the same impact on regions as untargeted migration programs.
This is due to immigrants moving overseas, to other regions and
capital cities over time. Therefore, achieving greater distribution of
Australia’s population is likely to require much broader and sustained
efforts to keep building connections and economic activity in areas of
competitive advantage across Australia’s regions.



POPULATION -
CEDA’S PRIORITIES AND FOCUS

Australia should establish a strategic and sustainable framework for
managing immigration and population growth and settlement across
governments. The components of such a framework must include:

e a statement of policy objectives

e regular, robust and transparent evaluations of recent trends and
their impacts on people and the communities and environments in
which they live and work

¢ the capacity to recalibrate targets and policies based on evaluation
results and in line with long-term pressures and goals

e critical evaluation of the practicality, impacts, sustainability and
effectiveness of regional settlement policies

e a multifaceted approach to planning that incorporates access to
employment, housing and essential services

e coordination across governments and jurisdictions

¢ the role of immigration in meeting short- and long-term skills needs

the role and impact of temporary migration.

CEDA'’s research and advocacy will focus on how to get the com-
ponents right and ensure effective coordination and planning across
jurisdictions.

POPULATION PERSPECTIVE FIVE

Advancing
population wellbeing

Dr Liz Allen
Demographer,
Centre for Social Research and Methods,
College of Arts and Social Sciences,
The Australian National University

Population considerations are central to advancing Australia’s future
wellbeing, yet also pose significant challenges for the nation. Complex
interdependencies between population dynamics and characteris-
tics — demographic composition, components of population change,
and geographic distribution — translate and impact on quality of life.
Australia is faced with the challenges of socioeconomic inequalities
and uneven population distribution, both of which are exacerbated by
population ageing.

The challenges posed by Australia’s demography are similarly the
source of myriad opportunities. Among the demographic chal-
lenges for Australia include how to connect the interdependent policy
domains related to ensuring population wellbeing. Preparedness
and responsiveness are key for Australia to weather demographic
difficulties.*®



The major demographic challenges for Australia stem, largely, from
an ageing population. These include intergenerational inequalities
(further confounded by pre-existing socioeconomic inequalities) relat-
ing to housing and population distribution.*

Gains in health have seen life expectancy increase — such success
means Australians are living longer.*® Population ageing is not a new
phenomenon. Yet the scale and future prospects of structural popu-
lation ageing are the likes of which Australia has never seen, and to
that end, Australia is faced with a demographic crossroad.

The challenges associated with an ageing population can lead to
opportunities potentially maximised through demographic and eco-
nomic actions. Conversely, the pressures posed by a proportionally
shrinking workforce could entrench intergenerational inequality.

Population ageing places fiscal pressures on the economy as the
proportion of older people typically not in the labour force and not
contributing personal income tax (aged 65 years and over) increases
proportionally to the working-age population (15 years and over).
Figure A illustrates the relative increase in the old-age dependency
ratio (people aged 65 years and over compared to the working-age
population). Meanwhile, the child dependency ratio of children aged
under 15 years has remained relatively stable over the 12 years to
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2017. Balancing the needs of the older population with those of the
young population will continue to feature in Australia’s economic
narrative.

Population ageing is a significant challenge to Australia’s economic
wellbeing if the demographic opportunities are not realised.

Immigration has been a key contributor to the economic progress
and success of Australia, particularly over the period since the nation-
building program of overseas migration post World War 1147, Figure B
presents a crude but indicative demonstration of the impact of differ-
ent net overseas migration intake levels on the old-age dependency
ratio. Immigration is shown to minimise potential adverse conse-
guences of an ageing population by moderating the proportion of
older people relative to the working-age population.*®
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Balancing immigration intake to meet the needs of the Australian
economy is an essential element for advancing population well-
being.®® As Figure B shows, of the three immigration scenarios
examined, net overseas immigration (NOM) of 280,000 people per
year provides the most benefit in moderating old-age dependency.
NOM has averaged under 220,000 annually over the period 2004-05
to 2016-17.5"
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Additionally, immigration has the potential to reduce intergenerational
inequality by easing pressures on the workforce. This is important,
because pressures — perceived or real — on the nation’s workforce
could have flow-on demographic consequences by impacting family
formation, thereby influencing already low fertility rates®. The interac-
tion between immigration and fertility, by way of social impacts on
the workforce are not common considerations but are features of the
demographic situation Australia finds itself.

Population size®® is commonly identified at as a concern among
Australians — but size belies the real issue of unequal population dis-
tribution. Major cities in Australia are growing considerably faster than
areas in other parts of the country. This dual-speed growth places
enormous pressure on essential infrastructure in the cities, while
restricting the potential opportunities for populations outside the city
limits. Figure C depicts the two-speed population growth experi-
enced in Australian cities versus non-metropolitan areas.
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Higher population growth in the three major Australian cities of
Melbourne, Brisbane and Sydney over 2016-17 highlight the
potential disparities in opportunities and access, and thus inequal-
ity between regional and urban areas. These three major cities are
the destination for the majority of overseas migration to Australia®®.
Employment, education, housing and transport infrastructure are just
a few sources of sociodemographic disparities reinforced by popula-
tion distribution in Australia.

Socioeconomic inequality and uneven population distribution are
priorities for Australia to advance wellbeing through demography for
equal opportunities and access. Challenges regarding population
ageing exacerbate the difficulties of these priorities for Australia.

Just as these priorities are barriers to success of the country, these
priorities are also the solutions through which to advance Australia’s
progress and success.

Immigration remains fundamental to Australia’s continued progress
and success. Moving forward, a contemporary population policy for
Australia®® is a matter of priority — a connected suite of policies which
seek to address wellbeing and quality of life, through demography.

A population policy for Australia is not about targets for or limits of
size or growth. Targets for sociodemographic wellbeing offer tangible
goals to aspire to. Additionally, infrastructure which supports the pop-
ulation (physical, social, environmental or economic) is an essential
part of strategies to make opportunities of the nation’s demographic
challenges.

The most effective population policy for Australia is a whole-of-gov-
ernment approach with a life course model to policy and practice
with the aim to place people and wellbeing at the fore of population
considerations. And evidence is core to informing the path forward.
For example, the workforce of the future are the children of today and
tomorrow. Sufficient government investment is required for babies
to have a good start at life, particularly with respect to health and
education.

Policy (re)investment in the basics of population wellbeing — including
health, education and training, housing, employment, and transporta-
tion — is key to making opportunities of the demographic challenges
Australia faces.



PERSPECTIVE SIX

Philip Davies
Chair, Australian Logistics Council

Enabling the safe and efficient movement of freight is not an issue
that tends to capture the imagination of the Australian public. It’s
something we take for granted.

However, the freight logistics industry represents a major component
of economic activity in Australia. Research commissioned by the
Australian Logistics Council found that the sector represents around
8.6 per cent of Australia’'s GDP and employs around 1.2 million
people.

Moreover, according to the same research, every one per cent
increase in supply chain efficiency will boost Australia’s GDP by
around $2 billion. This potential economic benefit alone should
mean that enhanced supply chain efficiency is a top priority for all
governments.

Public appreciation of our supply chains is a little like that of IT
systems, or our energy supplies. They are taken for granted when
they operate well, only capturing attention when there are problems.

People don’t necessarily make the connection between the truck
they see on the road, and the goods they buy on the shelves or
online.

However, they do notice if there are delays in the receipt of their
deliveries, or if increasing shipping costs place upward pressure on
CONSUMEr prices.

The simple truth is that unless we adopt a more considered, coordi-
nated and long-term approach to planning freight infrastructure and
the way we use it, Australia will be unable to meet the growing freight
task associated with our rapid rate of population growth.

The scale of the challenge was highlighted by the report of Inquiry
into National Freight and Supply Chain Priorities released in May
2018, which was the first stage in the development of Australia’s first
comprehensive National Freight and Supply Chain Strategy.

Research undertaken to support the Inquiry established that
Australia’s national freight task is expected to double over the next
two decades.

The Inquiry also found that even with major new freight infrastructure
projects now being undertaken (including Western Sydney Airport
and the Inland Rail), our freight networks will struggle to meet this
demand without other significant policy changes being made.

In other words, we need to get away from the idea that building new
infrastructure is a cure-all.

Just as important will be our ability to extract more value from exist-
ing freight infrastructure by addressing regulatory restrictions and
inadequate planning processes which have a deleterious impact on
supply chain performance.

That means that political leaders, policy-makers and participants
within the freight logistics industry need to start having some honest
conversations with the public about some of the complexities and
trade-offs that might be necessary to meet expectations around effi-
cient deliveries and liveable communities.



If Australians wish to sustain —and enhance — our current standard of
living, maintaining a business as usual approach to our supply chains
will prove hopelessly inadequate.

There are a number of significant hurdles to enhanced supply chain
efficiency that the National Freight and Supply Chain Strategy will
need to address.

Capacity limits within our existing freight network are already a major
challenge for industry participants. Perhaps the most visible manifes-
tation of that is road congestion in our major cities, which has been
driven by rapid population growth and poorly-coordinated infrastruc-
ture planning.

Adding to that challenge are restrictive policies put in place by some
governments that prevent the 24/7 operational flexibility that freight
logistics operators need to do their jobs effectively. Specifically, things
like air freight and heavy vehicle curfews in major cities and vehicle
bans in CBDs and around some inner-urban communities have an
enormous impact on overall supply chain efficiency.

The reduced supply of logistics lands around key freight facilities —
particularly ports — is another major issue, as governments re-zone
land previously used for industrial purposes in order to accommodate
new residential developments.

This is one symptom of how the lack of a coordinated national
approach to corridor protection is now catching up with us. Australia’s
historical failure to properly preserve freight corridors is adding sig-
nificantly to the cost of infrastructure development and causing anger
and even dislocation in some local communities.

A lack of meaningful data about the performance of our supply
chains and the way freight moves around the country makes it hard
to measure Australia’s performance against our international compet-
itors. It makes it equally challenging to plan investment in domestic
freight infrastructure effectively.

These are all challenges that can be overcome — provided decision-
makers are wiling to take a longer-term view than has historically
been the case and are willing to engage the community in the honest
conversations that are always a precondition to achieving lasting
reform.

The development of a National Freight and Supply Chain Strategy
— which by its nature requires cooperation between all levels of
government — is the perfect opportunity to start having those conver-
sations about Australia’s long-term interests.

It affords us the opportunity to at last implement an effective and
nationally-consistent approach to corridor protection, so that gov-
ernments, investors and local communities alike can have certainty
when it comes to infrastructure projects.

The development of the strategy also gives us the chance to establish
greater consistency in land use planning, so that we don’t continue
to build residential developments in close proximity to ports and air-
ports, and then impose noise curfews. Freight needs to be respected
within land use planning regimes.

Finally, we need to make far greater use of data in our supply chains.
That starts with making sure that we develop and implement con-
sistent data standards — so that different pieces of equipment in our
supply chains can talk to each other, allowing us to harness the power
of data to guide more effective freight infrastructure investment.

The National Freight and Supply Chain Strategy is due to be pre-
sented in May 2019 and is intended to establish a 20-year framework
for the operation of our national supply chains.

The clear economic benefits engendered by enhanced supply chain
efficiency, ensuring our export-oriented economy remains interna-
tionally competitive and maintaining strong employment growth for a
growing population are compelling reasons to get this strategy right.

It is up to governments at all levels to now work cooperatively in
making certain it delivers the outcomes the freight logistics industry
needs to achieve those ends.



4.4 Critical services

Question for future
economic development:

How do we deliver critical services
with better outcomes?

WHY ARE CRITICAL SERVICES A PRIORITY
FOR ECONOMIC DEVELOPMENT?

Critical services underpin our economy and our lifestyles. They are
important inputs to Australian businesses and also maintain a healthy
and engaged population that can make meaningful social and eco-
nomic contributions.

In CEDA's Community Pulse 2018 people identified quality, access
and affordability of health care, aged care and essential services
as consistently the most important issues in their lives and for the
success of the nation.

These services make a critical contribution to the economy, and as
underpinning other sectors. For example, electricity, gas, water and
waste services account for about 2.6 per cent of the value of goods
and services produced across the economy while health care and
social services account for over seven per cent.%’

Australia is currently experiencing a range of pressures and chal-
lenges in the delivery of services.

Energy

In energy, there has been an inability to reach consensus and com-
promise when seeking to reconcile multiple objectives — that is,
balancing the need for affordability and reliability with the need to
reduce emissions. As the Productivity Commission notes:

“Lack of clarity on emission reduction policies, increasing reliance on
intermittent and variable renewable energy, moratoria on gas explo-
ration and development, and the commencement of gas exports from
the east coast, have all contributed to a system under pressure.”*

After a decade of policy change and uncertainty, Australia’s expec-
tations and ambitions for a workable energy policy framework have
arguably reached an all-time low. In fact, expectations are so low that
some in the sector have expressed the simple hope that the next
phase of “policy uncertainty” is managed at least cost to the commu-
nity.>® Unfortunately a short-term policy focus solely on affordability




and reliability leads to continued long-term uncertainty for investors in
the sector who seek clarity in how emissions will be treated. A lack of
investment due to uncertainty will compromise affordability and reli-
ability in the long term.

Water

In contrast to energy, water is an area that is being relatively well
managed under the National Water Initiative established in 2004,
but there is still more that can be done to address challenges from
population growth and climate change. Meeting the growing needs
of cities while maintaining affordability will require long-term planning
and investment to avoid poor and rushed decisions in the event of a
looming shortage.®® Rural and regional water infrastructure will also
need to be subject to rigorous analysis to avoid the construction of
unviable infrastructure.®

Aged care and disability

The long-term pressures on aged care and disability services are
significant. These areas must meet rapid increases in demand,
while simultaneously changing the service delivery model. As Melina
Morrison describes in Perspective 9:

“...The growth of the aged and disability care sectors will see 60,000
more full-time disability carers needed by 2019 and an increase from
366,000 aged care workers in 2016 to 980,000 needed by 2050...

...Care is no longer a one-way relationship between the service pro-
vider and the people who use services...

...These big social changes demand new solutions, which can adapt
to the demand for autonomy and choice...”

Recent revelations about the standard of care in aged care facili-
ties and the subsequent Royal Commission come at a time when
Australia has around 3.8 million people over the age of 65, growing
to around nine million by 2054-55 based on current projections.®?
As Morrison argues, with the right policy frameworks a reinvigorated
cooperatives and mutuals sector could play an important role in inno-
vative service delivery building on emerging initiatives.

The speed and nature of changes being brought about in dis-
ability support through the National Disability Insurance Scheme
(NDIS) have been described as unprecedented as it aims to rollout
a completely new service model to almost 500,000 participants by
2019-20.
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The experience of the NDIS to date illustrates the tension between
meeting demand and getting the service delivery model right.
According to the Productivity Commission there has been too much
focus on quantity and not enough on quality, supporting infrastruc-
ture, market and workforce development in the rollout to date.®®

Governments are also committing significant expenditure to meet
volume demand in health, mental health and justice, but it is clear
that this expenditure is not always delivering the best value or the
right outcomes.

Health

James van Smeerdijk captures the current inefficiencies in the $180
billion health system in Perspective 7:

“The system is fragmented and difficult to navigate for people with
chronic and complex needs, leading to a frustrating patient experi-
ence, variable quality of care and costly inefficiencies. Silos in the
system and the lack of shared patient data make it very challeng-
ing for service providers to collaborate for their patients. In addition,
services don’t necessarily take into consideration what people value
for their health, wellbeing and life. Services are funded based on
activity (service volumes) and patient outcomes are not tracked or
incentivised. This approach leads to inefficiency (avoidable, variable
and unnecessary treatments) and lack of clarity on impact and value
for money. It does not incentivise collaboration or innovation, both of
which will be critical for the future.”



As noted in Chapter 3, Australia also spends a relatively small pro-
portion on preventative health measures — just $89 per person
compared to total spending of around $7000 per person on health.
Technology offers significant potential to assist in prevention and self-
management of health conditions as highlighted by Evan Rawstron
and Steven Casey in Perspective 10.

Prevention and early intervention will need to be an increasing focus
in mental health, which is estimated to account for almost eight per
cent of overall health expenditure by government.®* In 2016-17, 2.4
million people received Medicare subsidised mental health services
and over four million people received mental health related prescrip-
tions.% While support should be accessible, it is also likely to be more
expensive than early intervention, which doesn’t occur due to issues
around awareness, stigma and discrimination.

Justice

Early intervention and prevention through ‘smart justice’ is also likely
to reduce the cost of crime according to Professor Joe Graffam and
Jenny Crosbie in Perspective 8. As Graffam and Crosbie note, rates
of imprisonment have been on the rise at an average daily cost per
prisoner of around $270 according to some estimates. Despite this,
almost half of prisoners are reincarcerated within two years. They
note that a large proportion of the criminal population suffer from
health and social issues including extreme disadvantage.

Taxation

The growing demands in these large areas of government expen-
diture are also colliding with a weak fiscal position as highlighted
in Chapter 3. As well as service innovation to reduce waste and
get better outcomes, sustainably delivering these services in the
future requires a robust and efficient tax base. Despite long and
loud debates about the optimal design of Australia’s tax system, no
real progress has been made in terms of systematic redesign. This
is disappointing given the amount of time and effort invested since
the Henry Tax Review. And it is unsatisfactory given the likely future
trends in tax receipts.

The Parliamentary Budget Office (PBO) has concluded that given
current policy settings and recent trends it is likely that®®;

e taxes on consumption will continue to trend downwards
e taxes on capital will be flat or trend downwards

e an increasing proportion of labour income will be taxed conces-
sionally through the superannuation system

® maintaining revenue as a share of GDP will lead to greater reliance
on taxes on personal income tax.

Digital divide
Chapter 1 showed that Australians have enjoyed improved access
to increased digital bandwidth in recent years. Nonetheless, there

remains a digital divide across different parts of the Australian
population.

The Australian Digital Inclusion Index measures access, affordability
and digital ability. In 2018, it found that people in the lowest house-
hold income quintile had a digital inclusion score of 41.3 compared
to 72.1 for the highest quintile.®” Other groups with relatively low
scores include older Australians, less educated Australians, people
with a disability, Indigenous Australians, people living in rural areas
and those not in the labour force.

Research undertaken recently has also shown that small businesses
in areas with access to greater digital connectivity with higher speeds
through the National Broadband Network are experiencing more
rapid growth in their business than those in areas without it.%®

CRITICAL SERVICES -
CEDA’S PRIORITY AND FOCUS

Our priority is to ensure the delivery of affordable and accessible
critical services with better outcomes. CEDA will seek to do this by
focusing its research and advocacy on:

e driving a greater focus on desired service outcomes and greater
transparency in respect of provider performance and outcomes

¢ the importance of developing stronger signals and incentives to
underpin improved decision-making and allocation of resources
over the long run, and to enable new supply and innovation

® increasing discipline in ending activities that do not add meaningful
value to consumers/clients

e promoting the benefits of better data access, linkage and use in
support of better outcomes (noting this is likely to have as much if
not more influence than regulation in driving better outcomes)

e fighting for implementation of policy proposals developed through
robust and comprehensive policy processes (e.g. the Finkel
Review).



CRITICAL SERVICES PERSPECTIVE SEVEN

Closing the social
iNfrastructure gap in
health and ageing

James van Smeerdijk
Partner, PricewaterhouseCoopers

Australia has a relatively advanced and equitable health and ageing
system, however with population growth, ageing and increasing
burden from chronic disease, important questions arise as to whether
the system is sustainable and fit for purpose to support our commu-
nities in the future.

The health system needs to transform to a model focused on wellbe-
ing (rather than illness), that has a more integrated, preventive and
outcomes-focused approach. Ultimately, the system should focus on
keeping people as well as possible for as long as possible to avoid or
delay the most costly care and improve people’s quality of life.

The challenges

The demand estimates in the PwC report show that the scale of
community needs in the future will be considerable and some of the
projected gaps in social infrastructure seem unattainable from a fiscal
and feasibility perspective.

For example, it is estimated that an additional $24 billion in capital
costs and $12.8 billion per annum in operating costs would be
needed by 2025 to meet the projected gaps in just aged care ser-
vices and hospital beds.

By 2040, this could reach $57.3 billion in additional capital costs and
$28.9 billion per annum in operating costs for the same categories.

In addition, there will be critical workforce shortages with potential
gaps of approximately 85,000 nurses by 2025 and 180,000 aged
care workers in 2025, increasing to 400,000 more aged care workers
needed by 2040.

Even if logistically possible, simply scaling up and doing more of the
same in the future will mean a very costly health system, and one
increasingly seen as no longer fit for purpose. It does not fully meet
the needs and preferences of people, their families and communities
today, let alone in the future.

It is designed around illness and is not built to deliver complex, lon-
ger-term care as effectively as possible, which is what the majority of
people today and in the future will need.

The system is fragmented and difficult to navigate for people with
chronic and complex needs, leading to a frustrating patient experi-
ence, variable quality of care and costly inefficiencies. Siloes in the
system and the lack of shared patient data make it very challenging
for service providers to collaborate for their patients. In addition, ser-
vices don’t necessarily take into consideration what people value for
their health, wellbeing and life.

Services are funded based on activity (service volumes) and patient
outcomes are not tracked or incentivised. This approach leads to
inefficiency (avoidable, variable and unnecessary treatments) and lack
of clarity on impact and value for money. It does not incentivise col-
laboration or innovation, both of which will be critical for the future.



Need for innovation and reform

We need different approaches to reduce demand, increase efficiency
and to extend supply of evidence informed, cost effective services.

The PwC report recommends a practical mechanism to guide and
commission innovation, improvement, and new ways of working.
Communities need to be empowered to test smaller scale, evidence
informed models and there needs to be a way to remove as many
of the system barriers to reform and progress as possible to support
this. There also need to be ways to share best practices and scale
the success stories nationally.

Establishing a new national function that sits outside of the health,
ageing and social sectors could help drive local innovation in a more
unfettered, efficient and consistent way. This function would be less
influenced by vested interests, better able to support system level
thinking and better able to develop a more objective point of view
towards innovation, emerging evidence and reform across govern-
ment bodies.

There are great examples of improvement initiatives in Australia, but
these are unfortunately limited to operating in the current silos of the
system — a systems perspective is heeded.

This national function could commission market solutions that drive
innovation and support the establishment of trial sites to design
and test place-based solutions for what people need from a holistic
perspective.

Relevant stakeholders in the community could come together to
agree overall objectives and co-design new ways of working to meet
agreed outcomes, supporting collaboration and new partnerships
across stakeholders that would otherwise work mostly in silos.

This approach would provide a national resource to build evidence
and insights for better support and care, identify opportunities to
scale innovations and help develop reform options.

Investment, focus and resources

The national function would need to have sufficient funding to com-
mission and support successful local testing and the authority to
allow testing sites to overcome some of the barriers such as the
current health workforce scope. Dedicated strategic resources and
funding that sit outside of the health and social care sectors would
allow more independent improvement that is less hindered by vested
interests or existing incentives.

Regardless of the reform approach, transformational changes will
be difficult and take time to get right. If Australia is to have a model
focused on wellbeing, that has a more integrated and outcomes-
focused approach by 2025 or even 2040, a shift in policies and
investments needs to begin now. Pursuing incremental and low risk
changes in the system will not be enough. Change needs to be sus-
tained beyond election cycles.

Strong leadership will be required to achieve the necessary change.
An overarching national, longer-term vision and strategy that
addresses the sustainability of the system is needed.

Ultimately, the Commonwealth Government needs to play a leading
role, working in close collaboration with the state/territory govern-
ments to make this truly effective. However, full agreement across
all relevant stakeholders should not be a barrier to progress, reforms
could be pursued on a bilateral and multilateral basis.

Failing to take action now would mean we risk having an outdated,
unsustainable system that is unable to meet the needs of the popula-
tion in the future. This would impact people’s length and quality of life
and increase inequity, with growing health system costs increasingly
being shifted to individuals.

Australia has an opportunity to lead and drive meaningful change
which will ultimately benefit each of us, our families and communities,
our carers and the economy more broadly.



CRITICAL SERVICES PERSPECTIVE EIGHT

Professor Joe Graffam
Deputy Vice-Chancellor Research,
Deakin University

Jenny Crosbie
Research Fellow, Deakin University

As a fundamental priority, Australia should aim to ensure health and
prosperity for all Australians and safe and secure communities within
which to live. Unfortunately, crime and all its costs have a major
impact on individuals, families, communities, and our nation as a
whole.

The cost of crime must be understood in terms of its totality, not only
in terms of criminal justice system costs. Those costs include health
costs, social costs, and economic costs.

The fiscal burden of crime is tremendous. As early as 2003, the total
cost was estimated to be $32 billion per year.?® More recently, the
estimate has risen to $48 billion.” These figures include the cost of
our criminal justice system, but also victim costs, loss of property,
insurance costs, security costs, and several other crime-resultant

costs. Both Victoria and New South Wales have spent more than
$1 billion on prisons each year for the past three to four years. There
are also hidden costs of crime that relate to underlying causes and
contributors to crime. Offender and victim mental and physical health
care costs pre and post release, alcohol and drug treatment costs,
and reliance on family services and other social services by offenders
and their families are some of those costs.

Incarceration rates have been on the rise for several years. At June
2018, the average daily prison population in Australia was 43,000, up
four per cent in one year and 39 per cent in five years.”" Incarceration
is arguably the single most cost-impactful element of a complex
system of inter-related costs.

A recent estimate of the cost of incarcerating a person put the figure
at approximately $270 per day.” Given that nearly half (approximately
44 per cent of offenders) have not committed a violent crime”™ the
necessity of incarceration from a community safety perspective is
somewhat questionable for a large number of offenders.

Drug and alcohol-related crimes are estimated to comprise between
40 per cent and 60 per cent of total crimes, depending on whether
driving offence incarcerations are included.

Australia’s recidivism rate strongly suggests that prison does not
work to rehabilitate people. Our current national recidivism rate is 45
per cent over two years and has been rising for several years. Alimost
half of released prisoners are re-incarcerated within two years; more
than half within five years.” Offenders are not returning from prison
better-adjusted, more productive members of their community, and
communities are not being made safer and more secure. The notion
that we should be tough on crime is naive and based on very shallow
assessments of what causes and contributes to crime. Clearly, we
need to be ‘smart on crime’ rather than simply tough on crime if we
want a better Australia.

Smarter justice must be preventive, rehabilitative, and restorative. It is
built on three core principles:

e Understanding and addressing pre-conditions — what conditions
lead to offending and what can be done to address those underly-
ing pre-conditions?

¢ Taking into consideration context, that is, conceptualising preven-
tion and reintegration in terms of the whole person, their strengths
and assets as well as skill deficits and presumed defects and their



operating environment and responding with supports that deliver
locally relevant ‘whole-of-person in context’ solutions.

e Respecting the basic human rights of people who have paid their
‘debt’ by serving a sentence or order, as well as the rights and
needs for restoration on the part of victims and society.

Underlying pre-conditions of criminal activity include mental iliness,
disability, and alcohol and/or drug dependency.

Approximately one-third of incarcerated people are receiving mental
health treatment at the time of arrest. Aimost half have a history of
psychiatric treatment’ and rates higher than the general popula-
tion for anxiety, depression, personality disorders, bipolar disorder,
schizophrenia, and alcohol or drug induced psychosis have been
reported.’®

Intellectual disability has been reported at five to 10 times more
prevalent among incarcerated people.”” Traumatic brain injury (TBI) is
also widespread; some studies reporting rates of almost 90 per cent
among incarcerated people with significant brain injury estimated to
affect 25 per cent of those incarcerated.’®

There are also several common underlying conditions that are cor-
related to criminal activity. In terms of education, two-thirds of
incarcerated people have completed Year 10 or less. One-third have
at least one chronic health condition such as diabetes, hepatitis C,
or history of drug and alcohol abuse.” Approximately two-thirds
of those returning to prison are unemployed at the time of their
offence.® Children of incarcerated people are three to six times more
likely to become offenders themselves®! indicating the effect of expo-
sure to a criminal culture or simply the effect of being deprived of a
functional parent. These are all conditions of general disadvantage.

It is well recognised that disadvantaged communities are generally
characterised by low levels of education and income, high unem-
ployment, as well as high rates of drug and alcohol abuse, mental
ill-health, domestic violence, and involvement in the criminal justice
system.

Individuals and families within disadvantaged communities struggle
to change these entrenched patterns. Currently 50 per cent of
Victoria’s prisoners come from six per cent of the most disadvan-
taged postcodes.®

Assisting individuals to reintegrate post-release and supporting others
to avoid offending altogether through relevant local support services
will benefit those individuals, their families, the entire local community
and society at large.

How do we break this cycle of offending? There are some promis-
ing practices emerging in Australia and overseas. Engaging former
offenders, particularly those formerly incarcerated, in the reintegra-
tion process is one. People who have successfully broken a cycle of
crime are arguably best-placed to assist and support others avoid
the pathway into crime and navigate the pathway out.

Establishment of local community support hubs in disadvantaged
communities with a history of high rates of offending and incarcera-
tion offers a potential solution to chronic persistent disadvantage and
entry into the criminal justice system by providing various supports
that build healthy communities.

Ideally, hubs should be available to all people in need within a com-
munity. Offenders/ex-prisoners are not the only people in need within
disadvantaged communities, and transition support hubs should be
located within those communities because that is where the greatest
concentrations of offenders are living.

Lastly, strong partnerships comprising local communities and govern-
ment in a whole-of-government approach to resolving the multiple,
complex, often interactive needs in those communities is required.

There is evidence of success in reducing offending and re-offend-
ing both internationally and in Australia. Whole-of-government
approaches combined with community initiatives have been suc-
cessful in lowering crime and incarceration in Scandinavian countries
and in New Zealand.

International examples of offender-led crime prevention and offender
reintegration programs include User Voice in the UK, Just Leadership
USA and KRIS in Sweden.

The hub concept has been applied in other, more specific contexts in
Australia and abroad including for domestic violence and family ser-
vices, as well as mental health and ancillary services. A strong central
coordination function is needed for a hub to work.



Impediments in moving to a smarter justice approach include a widely
expressed, uninformed, distorted community view of who is offending
and the nature of the crimes being committed, media promulgation
of this misunderstanding and the need for a tough on crime puni-
tive approach, and risk aversion on the part of many political leaders.
This is arguably related to the long-term response required to dem-
onstrate positive change and the short electoral cycle within which
we operate.

The relative disaggregation of government in terms of local, state and
federal levels, and in terms of departments such as health, housing,
and community services also acts as a barrier to systemic change.
Action will be necessary to turn these inhibitors around.

In summary, offenders are, to a large extent, people experiencing a
range of health and social issues as well as material circumstances
associated with extreme disadvantage. They live within commu-
nities identified as disadvantaged and a large portion of crime is
non-violent.

Adopting a smart on crime approach as described above will reduce
disadvantage-driven offending, enhance prospects for a healthy and
productive life for those who have offended, and improve conditions
within disadvantaged communities.

The smart approach will likely lead to reduced incarcerations and a
safer society. Consequences of continuing with the simplistic tough
approach include a continuing increase in criminal justice system
costs and total cost of crime to community and society. Tough does
not offer a preventive, rehabilitative or restorative solution.

Smart does.

CRITICAL SERVICES PERSPECTIVE NINE

The role of
CO-operatives and
mutuals In human

service delivery

Melina Morrison
CEQO Business Council of Co-operatives
and Mutuals (BCCM)

By 2024, health and social assistance services are expected to
employ 1.8 million people or 13.4 per cent of total employment.

The growth of the aged and disability care sectors will see 60,000
more full-time disability carers needed by 2019 and an increase from
366,000 aged care workers in 2016 to 980,000 needed by 2050.

Care is no longer a one-way relationship between the service provider
and the people who use services. The NDIS empowers people with
disability to have choice and control with access to the necessary
and reasonable supports they need to live an ordinary life. And so, it
is too in aged care where consumer directed care gives service users
and their carers the choice of service providers. However, as we live
longer, Australians will need to re-shape the ageing experience to



give choice and control new meaning in aged care and fix the prob-
lems associated with the negative stereotypes about being old.

These big social changes demand new solutions, which can adapt to
the demand for autonomy and choice.

The co-operative and mutual sector has been at the forefront of
developing new business models based on member (stakeholder)
ownership. There is a co-operative revival in health and human ser-
vices. The Co-operative Life is a fast-growing worker co-operative
in the NDIS offering quality, stability and predictability to participants
and enabling the workers — who are co-owners — to co-design the
business together and share in any surplus from their labour.

The National Health Co-operative is a consumer owned primary
health care enterprise, increasing access to GPs and allied health
services in the ACT and regional NSW. Nundah is a great example
of a worker co-operative where people who faced challenges getting
work have been gainfully employed for over a decade through social
procurement programs run by local councils and social enterprise.

From the user perspective, these solutions can include pooling pur-
chasing power in arrangements like co-operative housing, allowing
users to share in the housing costs including modifications, as well as
pool their budgets and collectively organise support services. SILC —
which stands for Supported Independent Living Co-operative — has
been co-designed by families, NDIS participants and staff. It breaks
through the barriers faced by people with disability and their families
and aims to support them to find housing they are happy with and
that meets their needs.

Around the country, there are also initiatives bringing people together
to design housing and care co-operatives which reflect how they
would like to live as they move through the stages of older age.
These include options to collectively build and co-locate services in
their retirement living housing.

How it works

When co-operatives and mutual enterprises (CMEs) are well-
designed, their governance and legal form reflects the international
co-operative principles that include open voluntary membership,
member democratic control and member economic participation.
The over-riding purpose of a CME is to serve its members, who can
be either consumers, workers, enterprises or a combination of these.

This means the members are front and centre of why and how the
enterprise operates. In consumer-directed services like the NDIS
and aged care, having choice and control is vital in delivering quality
services. CMEs combine sound business and commercial enterprise
with social purpose. Rather than distributing surpluses to private
investors, CMEs invest in member benefits. Thus, they prevent the
leakage of value from vital services.

Various reviews including the Harper Review, the McClure Social
Welfare Reforms and the Productivity Commission Human Services
Inquiry highlighted the opportunities for more co-operatives and
mutuals especially in Indigenous service delivery and health and care
in regional Australia.

Well-designed co-operatives and mutuals can increase pro-
ductivity in human services.

The UK Mutuals Program has been in place for over a decade in the
UK. So successful has it been, it was recently re-launched with a new
Mutuals Support Program where public servants are supported to
‘spin out’ of government and form employee owned mutuals. These
mutuals have been found to have higher consumer and staff engage-
ment than when they operated in government, and to be more agile
and responsive to change. Research conducted by EY in the US
shows worker-owned businesses have 4-5 per cent higher produc-
tivity, lower staff turnover and less absence due to sickness than
traditional business models.

“If the aim is for higher quality, greater user and worker wellbe-
ing, more community involvement, enhanced accountability at an
efficient price, then the most effective providers are neither govern-
ment agencies or private organisations. They are a hybrid of both.” &
Professor Julian Le Grand, London School of Economics

Co-operatively owned platforms are transforming care
delivery

The early optimism of the platform economy has soured as private
technology owners tried to make the business model profitable at the
expense of workers and service users. Platform co-operatives are
emerging in their place. These platforms are co-operatively owned,
democratically governed businesses that establish a digital platform,
and use a protocol, website or mobile app to facilitate the sale of
goods and services.



Co-operatively-owned platforms have lower transaction costs, invest
surpluses in community benefit, protect users and workers from
being exploited, and have a higher commitment to achieving long
term goals.

Through the Platform Cooperativism Consortium (PCC) and also sup-
ported by Google.com, The Co-operative Life has been included in
a global initiative to create and distribute the Platform Development
Kit. While this is a new concept in Australia, there are successful plat-
form co-operatives overseas. For instance, Stocksy United, formed
in Canada, enables 900 photographers to distribute quality photo-
graphs and video footage in 63 countries. The image makers own
the platform, so they are not just price takers.

Co-operatising instead of corporatising

Co-operatives are increasingly gaining governments’ attention as
an alternative service delivery model for human services. In South
Australia, former public servants set up an employee led public
service mutual to deliver early childhood early intervention and allied
health services.

This arrangement gives the worker-owners control over the decision-
making processes of the organisation, a level of autonomy which LSE
Professor Julian Le Grand® has found leads to positive outcomes
for both the workers and the service users of highly motivated public
service mutuals. Introducing this alternative service delivery model
into the market creates a ‘race to the top’ on quality, while keeping
costs under control. Ultimately this will put pressure on non-govern-
ment providers to match the co-operative standards if they want to
compete in the market place.

What governments can do to support more CME innovation

Recent Commonwealth government announcements to amend the
Corporations Act to include mutuals is a breakthrough policy devel-
opment that will make it easier for mutuals in Australia to raise capital
without having to de-mutualise. With bi-partisan support, this was a
major recommendation from a 2016 Senate Inquiry into co-opera-
tives and mutuals. The Senate Inquiry also found that information and
awareness of the co-operative and mutuals business model was a
barrier to formation.

In order to further support service innovation by the co-operative and
mutual sector, governments need to review current regulation and
cut the red tape which can make establishing a CME unnecessarily
arduous. To allow people to create housing and care co-operatives,
it is necessary to examine how current capital gains tax laws might
penalise such an investment and find ways around these disincen-
tives. Whenever government is tendering for services, or selling off
public assets, CME providers should be treated on a level playing
field as other organisation forms.

Finally, in some circumstances where cooperation wins out over
competition, governments could support the development of more
co-operatives and mutuals with initiatives similar to the UK Mutuals
program. The BCCM recently hosted a delegation of Australian pol-
icy-makers and service providers to examine how this program has
developed in the UK for over a decade. We observed it has made
an important contribution to changing the culture of services, espe-
cially in health and human services where it has increased diversity
and choice for service users and commissioners as well as lifting
productivity.

As aged care and disability support becomes more consumer
directed, there is also an opportunity to democratise digital platforms
so they are co-operatively owned, rather than privately owned. This
would promote innovation and support new business models to
emerge around the provision of user-centric information and guid-
ance on how to access services bringing new meaning to choice and
control as well as building confidence around privacy concerns.

Other opportunities for the development of co-operatives and
mutuals could include place-based initiatives to achieve economic
and social development in areas of persistent disadvantage and in
thin markets. There is also interest in the model from Indigenous
communities who see its strength is in fostering an ownership culture
and self-determination.

How we choose and deliver care and support services will define our
society in years to come. We must encounter this looming challenge
with imagination, innovation and cooperation.



CRITICAL SERVICES PERSPECTIVE TEN

Healthcare of
the future

Evan Rawstron
Partner,
Health, Ageing and Human Services, KPMG

Steven Casey
Partner,
Policy, Programs and Evaluations, KPMG.

What is the ultimate aim or objective we should be seeking
to achieve?

The year is 2030. Australians have equal access to appropriate
health and human services when and where they require the service,
regardless of their geography and other demographic characteristics.

Health and human services are provided seamlessly, with integration
of services across sectors, recognising the unique consumer journey
which each individual may encounter.

Service delivery and funding mechanisms recognise the inherent link
between health outcomes and the social determinants of health, and
are indeed both driven by the consumer and their unique require-
ments, preferences, or directives.

Healthcare of the future is:

available on demand

personalised

e connected

effective.

The consequences of getting it wrong

The year is 2018; present day Australia. Healthcare and life sci-
ences are facing major challenges — technological change with vast
disruptive potential, a constrained funding environment, changing
population needs and consumer sentiment all create drivers and
opportunities for transformation in the health sector and adjacent
sectors (e.g. aged care and human services).

The fundamental problem is how to sustainably deliver high-quality,
accessible care to the people who need it at the right time, in the
right place and with the right intervention. Solutions that have worked
well in the past, like reducing length of stay and increasing workforce
productivity, are not sufficient for this challenge.

The Australian health system will fail to meet the needs of Australian
citizens, and moreover fail to access strategic opportunities for
growth and improvement in consumer outcomes, if we cannot keep
pace with changes occurring in technology, research and develop-
ment, consumer demands, and the shifting demographics of our
population.

However, new technology, service and business models create
the opportunity to influence consumer demand and the sector’s
response.



The potential benefits

Tackling the complexity of the future of Australian healthcare will take
both focus and discipline — but this effort will pay dividends for both
patients and healthcare providers.

KPMG Australia’s recent report titled Healthcare Reimagined, outlines
a number of tactics to move healthcare into the future®®. A selection
of these innovations and predictions are summarised below.

Available on demand

The use of technologies like drones and autonomous vehicles will aid
in the delivery of medical products to remote regions, or in redirecting
paramedics to patient facing functions.

Affordable and user-friendly telehealth platforms and in-home
monitoring devices will make in-home patient monitoring the norm,
allowing caregivers to be notified in real-time of any incidents and
improving on-demand access to healthcare services across Australia.

All patients — those with multiple chronic conditions and infrequent
users of the health system — will be genuinely and actively in control
of where, how and by whom their healthcare is delivered. More intel-
ligent telehealth platforms and tele-diagnostic equipment will mean
that all but the most acute episodes of care can be delivered in
patients’ homes, offices, or indeed wherever they choose to access
the Internet. This will profoundly change the experience of healthcare
for people in regional and rural communities and, crucially, their per-
ception of their role in relation to the health system.

This will also have a profound impact on the specialist workforce —
perhaps the most expensive and scarce resource the health system
has.

Fewer specialists will be able to cover a much broader area and
health systems will be able to deploy their specialist workforce in a
far more efficient way. Moreover, further diffusion of technology — for
example robotically assisted surgery — will extend the working lives of
specialists through improved ergonomics and reduced work-related
musculoskeletal wear and tear.

Personalised

A focus on patient experience and consumer centricity will result in
a better experience for both the consumer and clinician. Patients
who are more engaged in their care feel respected and treated as

an individual, receive care tailored to their values, and are more
likely to follow treatments which ultimately leads to improved health
outcomes. A focus on the patient experience by healthcare pro-
viders can also lead to reduced length of stay, and improved staff
engagement®:s7,

New hospitals which consider human-centric design will have the
potential to improve overall patient wellbeing, reduce microbial threats
and reduce the length of hospital stays, as our environment can play
a crucial role in helping to normalise rest-activity cycles, sleep pat-
terns, mood and pain.

Connected

The rise of wearable, digestible and implantable sensors helps form
the basis to engage and encourage patients to lead a healthy life-
style, where the treating clinician can continuously track both health
and wellness in real-time, while the patient has the ability to contrib-
ute relevant information directly into their record and share this with
their treating clinician.

The use of digital and social platforms can engage consumers in
a variety of ways including tracking medical progress, treatment
adherence, reminders and scheduling, leading to improved self-man-
agement and psychological wellbeing.

Effective

Precision medicine will enable clinicians to select a treatment proto-
col based on the patient’s data that may not only avoid harmful side
effects and ensure a better outcome, but also enable earlier diagno-
sis, and better and safer treatments and associated costs®.

Indeed, a step-change in investment in our national genomics and
personalised medicine, formed the basis of a recommendation from
Innovation and Science Australia to help make Australia the “healthi-
est nation on earth”.

Data analytics will increasingly utilise the information stored in the
unstructured clinical notes, deep within the medical record, to allow
clinicians to draw conclusions on the best treatment for their patient
when there is no published best practice.

Finally, Artificial Intelligence (Al), has been demonstrated to improve
patient outcomes and reduce healthcare costs, when coupled with
human clinical expertise.



What actions should Australia take?

Working out how to deliver high-quality healthcare to more patients
with different and more complex needs and less funding, while
responding to broader market disruption and consumer expecta-
tions, is a significant challenge for the entire healthcare industry.
Healthcare organisations do not need to predict the future, but rather
position themselves for multiple outcomes.

While there is no one path to success, there are a number of
common elements for the Australian healthcare sector to consider in
a cohesive preparation strategy:

1. Seize the opportunity to reorient your organisation around expe-
rience as a continuously measured driver of policy, service or
product improvement. Engage consumers at all levels of your
organisation, not only in the provision of service or care, but
also in design, governance, research, evaluation and continuous
improvement.

2. Understand the current workforce, and how it may need to evolve
to meet future needs, with a particular lens on the impact of digital
labour and collaboration between humans and technology. When
designing human roles there needs to be an emphasis on empathy
— clinicians should be providing the human element to patient
interaction in spite of the increasing prevalence of technology.

3. Develop partnerships and alliances that can more effectively
integrate patient care pathways through encouraging more coor-
dinated delivery of care (e.g. aged care and health, primary care
and acute care). Establish partner management capability to
enable third parties to form part of the pathway where appropri-
ate (e.g. retailers, technology providers and other adjacent third
parties). Partnerships will need to be enabled from a technological
perspective, which will require building an open technology eco-
system, investment in integration platforms and a particular focus
on APl management.

4. Be more focused on using data to inform decisions right now, and
to predict the challenges we might face tomorrow. For example,
consider identifying priority areas by identifying processes or treat-
ments that have high error rates, and exploring whether clinical
decision support, insights or predictions on complex data could
help to solve the problem. Investing in big data, predictive analyt-
ics and Al capability is a critical enabler to a modern healthcare
provider.

Delivering on these four priorities is no mean feat and the change
required just to attempt them should not be underestimated. It will
require a dramatic shift in the capabilities in the health system man-
agement workforce.

At an organisational level, this means enhanced, or completely new
functions in the organisational structures of health sector organisa-
tions at every level. At an individual level, it means that health sector
organisations will need to be able to attract or train individuals with
completely new skillsets.

The task of actively reimagining and reshaping such a complex
system cannot be done with the capabilities and the organisational
structures that have been designed around the current system.



4.5 [Institutions

Question for future
economic development:

How do we strengthen
institutions and their role in
economic development?

WHY ARE INSTITUTIONS A PRIORITY FOR
ECONOMIC DEVELOPMENT?

Chapter 2 highlighted the important role of institutions in Australia’s
economic development to date.

Much of the confidence that people have to go about their lives in a
market economy comes from trust. A large part of that trust comes
from faith in institutions — whether it is regulations, economic bodies
like the RBA and the ACCC, Australia’s federal system of govern-
ment, business, not-for-profits or local institutions like hospitals,
schools and universities.

We expect these institutions to be accountable and have the com-
munity’s best interest at heart. For example, we expect regulators to
monitor behaviour in the market and provide redress in the case of
fraudulent and unlawful activity. Without trust in institutions people
feel insecure and lack confidence. They lack an intrinsic sense of
justice — that laws will be followed and when things go wrong, institu-
tions will be on the individuals’ side or seeking change where there
are systemic failings.

This highlights the importance of institutions being adaptable and
flexible to achieve long-term advances in prosperity. As lan MclLean
points out in describing the role of institutions in Australia’s prosper-
ity: “More than once, as evidence accumulated that an institution was
operating in a manner harmful to prosperity, it was either abolished or
modified to make it growth promoting.”s®

It is inevitable that making the shifts outlined in this chapter so far in
terms of technology, workforce, population and service delivery will
demand institutional renewal.



INSTITUTIONS — CURRENT ISSUES

A lack of trust in institutions is no longer limited to polls or surveys, it
is playing out in revelations of institutional failure, most recently in the
aged care and financial sectors.

In their full context, these revelations are about specific industries and
companies, but they only serve to fuel broader community concerns
about business, government and regulators. They also highlight
much deeper concerns about the capacity of current institutions to
keep pace with change — whether it is commercial, demographic or
technological.

While Royal Commissions will forensically uncover misbehaviour and
suggest new regulatory safeguards, putting Australia on a long-term
path to better solutions to our current problems requires a serious
renewal of our policy frameworks and institutions.

Professor Anne Tiernan and Jerath Head summarise the issues
around the institutions of government and policy in Perspective 10:

“Beyond the public’s bewilderment at the revolving door of political
leaders, three broad themes recur. First, that economic insecurity
and concerns about ‘fairness’ — the extent to which the benefits of
economic growth have been widely shared — are fuelling discontent.
Second, that policy-makers need to develop better informed, more
nuanced understandings of the communities they are elected to
serve. And finally, that ‘place’ is assuming greater significance in
an increasingly complex, diverse and spatially differentiated gover-
nance context.”

These are major challenges for both politicians and the public service.
In recent years, a number of former senior public servants argued
that a Royal Commission or independent review of the Australian
Public Service (APS) was necessary.?® David Thodey AO is currently
leading an independent review of the APS. The arguments made
by former public servants to examine how the APS remains fit for
purpose included:®!

e changing community attitudes and standards

e the way in which Ministers, Ministerial Advisers and public servants
work together has changed

¢ the significant increase in outsourcing of service delivery

¢ the public service’s lack of knowledge of regional variation in eco-
nomic circumstances

e |lack of structured evaluation of programs and policies to under-
stand what does and doesn’t work

¢ the inability of large government programs to address longstand-
ing societal problems like entrenched disadvantage and long-term
unemployment.

Tiernan and Head provide some cause for optimism. They demon-
strate that place-based solutions that empower local institutions can
create opportunities and wellbeing in communities. It is unrealistic
to think that large centralised government programs and increasing
expenditure will address all societal problems. There is room for more
innovative and collaborative approaches between government and a
range of players.

The relationships between levels of government are also incredibly
important to making progress on critical issues. The Productivity
Commission’s five-year productivity review Shifting the dial had 28
recommendations — 23 of them involve coordination and cooperation
between levels of government — on health, education and infra-
structure. Apart from current moves to alter the distribution of GST
revenues, changes in the federation have been off the agenda since
the Federation White Paper process was abandoned in 2016.

Australia’s federation is generally at its best when it chooses the right
issues on which to compete (e.g. tax reform) and to collaborate (e.g.
regulatory simplification). Achieving this requires:

* along-term intergovernmental reform agenda

e durable intergovernmental funding arrangements in areas like
health, education and infrastructure to underpin planning and inno-
vation of service delivery

e oversight and transparency.

Each of these elements are currently lacking or deficient in the
Federation.



Australia’s institutions are currently under significant pressure across
a range of areas. But Australia’s institutional flexibility and adaptability
is unlikely to be lost forever — the role of anchor institutions offers an
example of this.

Renewing Australia’s institutions can have a catalytic effect on pro-
gressing the other priorities outlined here and restoring community
trust and confidence in the capacity of Australians to confront and
address major challenges to secure ongoing prosperity.

INSTITUTIONS -
CEDA’S PRIORITIES AND FOCUS

CEDA's aim is to renew key institutions to rebuild trust through trans-
parency and to enable collaboration and innovation. CEDA will seek
to support this by focusing its efforts, research and advocacy on:

e re-establishing a long-term intergovernmental reform agenda

e increased transparency of program evaluation and performance
across all levels of government

e prioritising data access and sharing in support of better program
design and implementation

e promoting the exchange of information on place-based and hand-
made initiatives, facilitate peer-reviews, evaluation and mutual
learnings as a means of encouraging greater reliance on co-
designed, place-based initiatives

e collaborate across sectors to support the development of greater
capacity in the public sector to effectively develop, manage and
implement co-designed initiatives.

INSTITUTIONS PERSPECTIVE ELEVEN

Anchor institutions:
platforms for
inclusive growth

Professor Anne Tiernan
Dean (Engagement) Griffith Business School

Jerath Head
Research Assistant, Policy Innovation Hub

If Australia’s political parties were capable of learning, they might
reflect on what the same-sex marriage survey and recent election
and by-election results at both state and federal levels reveal about
voter attitudes towards the prevailing social and political climate.

Beyond the public’s bewilderment at the revolving door of political
leaders, three broad themes recur. First, that economic insecurity
and concerns about fairness — the extent to which the benefits of
economic growth have been widely shared — are fuelling democratic
discontent.
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Second, that policy-makers need to develop better-informed, more
nuanced understandings of the communities they are elected to
serve. And finally, that ‘place’ is assuming greater significance in an
increasingly complex, diverse and spatially differentiated governance
context.%?

Yet, despite a growing awareness of these issues, CEDA’s
Community Pulse 2018 report demonstrated they are still to be fully
understood by Australia’s policy elites.

Respondents to CEDA's Community Pulse survey cited access to
reliable and affordable public services as fundamental to their quality
of life; and expressed concern about growing inequality. This under-
scores the resilience of Australia’s distinctive public policy tradition,
which was founded on a strong commitment to social protection and
to insulating people against vulnerability to exogenous shocks.®

As the Abbott Government discovered when its 2013-14 Budget was
repudiated by many of the voters who had supported the Coalition
to power, whether or not people thought that personally they would
be worse off, they were concerned about the impact that savings
and other measures would have on their children, grandchildren and
friends.

Politicians and their advisers would do well to heed Australians’
instinct for more inclusive and distributionally fair policies, particularly
outside the nation’s populous and prosperous southern capitals.

The Productivity Commission’s 2018 research paper, Rising inequal-
ity? A stocktake of the evidence, provides an empirical basis for these
sentiments. It concludes that while Australia fares comparatively well
on inequality measures globally, inequality within Australia has contin-
ued to rise in recent years. Economic growth has not been inclusive,
particularly for those in the lowest income deciles for whom inequality
is entrenched.

The dilemma is that, like growth and prosperity, inequality is not
evenly distributed. Poverty and disadvantage are not experienced
by people only as members of particular demographic groups and
cohorts (e.g. Indigenous Australians, young parents, the long-term
employed, older single women), but can also be concentrated spa-
tially and associated with a particular place.

Given these cohorts may also be affected by economic, social, and
environmental factors that are specific or distinctive to a relatively
small geographic area, governments at all levels have, unsurprisingly,

found it difficult to design and successfully implement policies that
are appropriately nuanced to context and local need. Their persistent
incapacity to do so, despite 40 years of almost continuous reform to
public service systems, accounts in part for the loss of confidence
in government that is so clearly reflected in the Australian Election
Study®* and the Edelman Trust Barometer.®

Political churn and the relentless drive to centralisation that has char-
acterised Australian politics in recent decades obscure the fact that,
at the local level, individuals, groups and communities have both the
capacity and the will to act together in the service of their collective
wellbeing.

A better understanding of these capacities, and of how to foster and
support them, should be part of the response to the urgent national
imperative of restoring confidence and trust in our political, business
and civic institutions.

Anchor institutions and the potential of place

Place-based approaches have a long tradition in Queensland, where
the challenges of demography, decentralisation, spatial differentiation
and trade-exposed industries have always loomed large.

Here, as in other parts of Australia and internationally, there is
growing interest in how different types of community capital®® can be
harnessed to create opportunity and wellbeing; and increasing recog-
nition of the role that anchor institutions can play in this development.

Anchor institutions “combine long-standing social connections with
enduring capacities to support community development”.®” They
include universities, local governments, hospitals, schools, cham-
bers of commerce, or consortia of community groups that serve as
enablers and stewards of a community’s wealth and capacity.

Anchor institutions are a form of ‘sticky capital’ in that they are unlikely
to close down or relocate from their community®, and they play an
important role in community wealth-building due to their capacity
as large employers, their sizeable procurement spending, and their
infrastructure (including land and facilities) and assets.*® Because of
their engagement in national and global markets, anchor institutions
play important roles in linking broader macroeconomic developments
with hyperlocal issues to create opportunity, prosperity and inclusive
growth.
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Universities have been anchor institutions since their inception,
playing critical roles in the economic, social and cultural development
of their communities and regions. Many, particularly in rapidly growing
or disadvantaged communities and those affected by economic
restructuring, have embraced their civic mission'® and their role as
key actors in innovation ecosystems and the knowledge economy. '

Universities are major employers; they spend significant money on
local goods and services; and they draw knowledge workers and
residents in the form of academic and professional staff, domestic
and international students, which promotes local spending.

Universities build human capital by providing education and lifelong
learning for local residents, often via multiple pathways that allow for
a diversity of opportunity; they have extensive embedded networks
that link academics, students, community members, local busi-
nesses; and they are likely “to be relatively immune to institutional
failure or sudden contractions in size, which means they are poten-
tially a source of stability in local economies and can help buffer
against the worst effects of periodic downturns”.'®

This effect is more pronounced in smaller, less-competitive regions,
which are often more dependent on universities for employment and
innovation than larger metropolitan areas.'®

Decades of increasing regionalisation of national economies in the
late 20th and early 21st centuries resulted in both an expectation (at
the political level) and potential for universities — as anchor institutions
— to play an even greater role in local economic and human capital
development.'©*

Universities as enablers of inclusive growth and prosperity:
Griffith University’s Logan Campus

Logan City is a local government area, just south of Brisbane. Despite
being one of the most rapidly growing cities in Queensland,'® Logan
has, and continues to experience, disproportionate levels of disad-
vantage. The city has 73 per cent more people in the lowest quintile
for relative social disadvantage compared to the state average;'®
19 per cent of Logan families have no parent employed;'%” 25 per
cent more people in Logan are from non-English speaking back-
grounds;® and 49 per cent fewer people have a bachelor’s degree
(or higher) compared to the national average.'®

However, Logan also has extraordinary strengths: civic and social
capital; cross-sectoral leadership with demonstrated capacity to col-
laborate to address local priorities;"'® and a reservoir of innovation
and entrepreneurship, including among its comparatively young (50
per cent of Logan’s residents are aged 30 or younger)'" and highly
diverse population. It also has anchor institutions with a deep com-
mitment to the health and wellbeing of the city and its residents.

Griffith University established its Logan campus in 1998 in response
to “the enthusiasm and aspirations of the Logan community to bring
about change in...a disadvantaged region”.''2

A process of extensive community engagement, and consultation
with local, state and federal government representatives, led to the
development of a suite of teaching, research and community service
activities tailored to local needs and potential areas of employment
growth both locally and abroad. '

In its first 20 years, the Logan campus has made significant contribu-
tions to the community. It has been recognised as an exemplar in
facilitating local access to higher education for high school and voca-
tional students.

Almost 9000 students have graduated across human services and
social work, nursing and midwifery, public health, education, busi-
ness, IT and management. Of these, 185 have been Aboriginal and
Torres Strait Islander students, reflecting completion rates well above
the national average. Many graduates are prominent and influential
members of the Logan community and maintain strong ties with
Griffith University.

A strong focus on community integration, local development and
regional capacity-building has been an ongoing feature of Logan
campus activities and partnerships. A variety of community-based
cultural and sporting events and wellbeing initiatives are facilitated
on-campus. Furthermore, collaboration enables the university to
engage in the mutual and reciprocal sharing of knowledge, expertise,
facilities and resources with networks of partners in the community,
industry, government, and civic institutions — and thus leverage its
capacity as an anchor institution. For example, Griffith Logan is a key
partner with initiatives such as Logan Together (a whole-of-commu-
nity project aimed at improving health and education outcomes for
5000 children in the region) and the Australian Regional Innovation
Partnership Program (with the Queensland Government, which links
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local entrepreneurs, business leaders and key industries to govern-
ment and provides local start-ups and entrepreneurs with resources,
networks and mentors).

Griffith’s Logan campus provides a case study of how universities
can provide a collaborative platform for identifying, harnessing and
supporting their communities’ extant capitals. Informed by commu-
nity consultation, agreed priorities and appropriately nuanced data,
anchor institutions have significant potential to catalyse and drive
prosperity, wellbeing and resilience in the local places in which they
play such significant parts.
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