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job design.24 Few businesses believe that para-professional and trade skills are 

what will give them a competitive edge. 25 

The approach proposed above will not necessarily change this situation, as for 

many businesses, skills genuinely are a fourth-order issue.26 What it will do, 

however, is ensure that business decisions are made with a proper understanding 

of the contribution that skills can make to a company’s success, and will position 

companies to innovate and to bring about the necessary changes to adapt to 

changing conditions. 

3.2 A more strategic use of public funds 

What we are proposing 

We propose an increase in the overall level of public funding for the system, and 

for major changes to the ways in which public funds are directed. Above all, we 

want funds to be used to improve the equitable operation of the labour market, 

boosting business productivity, employment outcomes and social inclusion. This 

will require emphasising demand rather than the supply of training, and directing 

funds towards the right sorts of skills and qualifications. 

Why it is important 

It is through stronger links between industry demand and training provision that 

we can ensure Australia has a strong skill base upon which to build the economy. 

Funding approaches need to ensure that a sufficient foundation of broad, industry-

based qualifications and essential skills is maintained, as well as providing 

opportunities for higher level, more specific skills to be developed according to 

industry and employer demand.  

There is a danger that some of the current funding approaches, including the 

increasing use of contestable funding, may exacerbate some of the skill shortage 

issues Australia is facing, as well as leading to reductions in the quality of training 

provision. Current funding approaches may also undermine the role played by 

public provision in fulfilling the social obligations of the VET system unless there is 

sufficient investment in public infrastructure. 

Sufficient public investment is of particular importance in the realm of essential 

skills. Low levels of literacy and other essential skills negatively affect workers’ 

level of engagement in the workplace and their resilience to change, while research 

demonstrates that enhanced employability skills translate into higher value and 

                                                
24  Keep, E and Mayhew, K (1999), “The Assessment: Knowledge, Skills and Competitiveness”. Oxford 

Review of Economic Policy 15 (1), 1-15 

25  Insights gained during the Industry Futures Project, ANTA (2002) 

26  However, some of the companies participating in the AiGroup workforce development pilots have 
developed a more positive view of skills as a result of their participation. 
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better paid work, reduced error, wastage and rework, better health and safety at 

the workplace, reduced staff turnover, and higher productivity.27 

The lack of mechanisms for the strategic allocation of funds may also be 

contributing to a decrease in investment in skill development by some employers, 

as untargeted public funds are being used to subsidise training that employers 

would otherwise invest in themselves.  

What needs to happen 

We suggest that funding arrangements need to better reflect the different roles of 

government, employers and individuals within the VET system, that public funding 

needs to be better targeted to encourage a closer alignment between supply and 

demand, and that funding mechanisms need to be consistent with the broader 

aims and objectives of the training system.  

We also suggest that government evaluate the use of contestable approaches as a 

means of allocating funds. A proper public debate and analysis are necessary 

before the implementation of fully contestable funding. 

We recommend the following actions: 

Recommendation 3: 
Make public funding mechanisms more flexible and responsive to demand 

The following principles need to underpin public VET funding: 

• VET policy should connect with a broad framework of policies and 

interventions that aim to improve the equitable operation of the labour 

market and boost business performance—and, in the likely economic 

downturn, continue to invest to provide more opportunities for 

innovation when the economy picks up again. 

• Sufficient investment needs to be made in the public VET system. 

• Industry needs should drive the allocation of training places—and in 

particular, significant investment of training funds should be made to 

encourage industries and enterprise clusters to pursue strategies that 

will result in higher skill levels and better use of skills. 

• Funding should reflect the diversity of training needs, encourage 

flexibility of provision, and support the level of effort required for 

different types of training. 

• Employer incentives need to be better targeted and flexibly applied. 

                                                
27  Australia’s relatively poor performance, and relative decline, in the 2007 international Adult 

Literacy and Lifeskills Survey further reinforces the importance of enhanced investment in essential 
skills. 
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• Investment needs to be made in the development of essential skills. 

Specifically we suggest that the following areas need urgent attention:  

Targeting of public funding 

Public funds and training places should be more strongly linked to industry 

needs identified by the Industry Skills Councils, Skills Australia, and other 

sources. The advisory services outlined above should drive the allocation of a 

significant number of funded training places, as well as act as a trigger for 

additional sources of funds, such as incentives for employers. This strategy 

should also be the avenue for much of the investment of public funds for the 

training of existing workers. 

 

Effective Allocation of public funds  

If we are to reduce mismatches in skill supply, funding allocation systems 

need to stimulate skill development in the right areas to meet both industry 

and social needs. This means that skilling for the right industries, in the right 

qualifications, at the right levels must be targeted.  

Current systems for the allocation of public funds have failed to address 

current and emerging industry skill needs. Current allocation systems are 

often driven by training providers seeking to maximise their access to public 

funding and this has created a strong incentive for training providers to 

deliver the maximum number of places attracting public funding support 

regardless of issues of quality or industry and social objectives. Providers 

seeking to maximise financial returns will seek to deliver courses which 

require less capital equipment and fewer resources. 

Contestable funding is based on the premise that market design and 

individual choice are better at driving improvements in flexibility and 

efficiency than industry requirements, and that it provides “strong incentives 

for both public and private providers to improve responsiveness and quality, 

and would also help to break down geographically based barriers to 

competition over time.”28 Although there is not a lot of evidence on the 

benefits and drawbacks that might come from greater contestability, the 

research that is available suggests that it can lead to underinvestment in 

skill development.29 Regardless of differing views about the role of 

contestability in promoting greater flexibility and responsiveness, it is clear 

                                                
28  Boston Consulting Group (2007), Skilling Australia’s Workforce 2005-08 Mid-Term Review. 

Canberra: Department of Education, Science and Training 

29  Some research shows that “those economies that have pursued more market approaches have 
seen a fragmentation of skills formation leading to chronic underinvestment in skills, persistent but 
poorly understood skill shortages and continuing strong growth in lower skilled, lower paid 
employment without clear career paths or development opportunities” (Hall, R and Lansbury, R D 
(2006), “Skills in Australia: towards workforce development and sustainable skill ecosystems”. 
Journal of Industrial Relations 48(5) 575-592). 
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that overreliance on this single allocation mechanism will not achieve 

optimum outcomes.30 

Generalised individual entitlements which seek to create responsiveness to 

“individual demand” risk being captured by providers or intermediaries linked 

to providers who seek to maximise returns. A simple entitlement driven 

approach is not likely to attract those who are resistant to training and who 

don’t know what it is they need to know. It, like a provider driven approach, 

is also unlikely to stimulate industry demand to meet higher level emerging 

skill needs.  

To be effective, funding should be based on a price that reflects the level of 

effort required to achieve quality outcomes, with accountabilities placed on 

providers to deliver the required quality of outcome. Lowering the price paid 

for training can in fact force providers to sacrifice the quality of training 

provision in order to manage competition for scarce government funds31 

We suggest that funding allocation needs to be driven to meet broader 

industry and social objectives, and that industry leadership through Skills 

Australia and the Industry Skills Councils must be maximised in determining 

resource allocation and initiatives to stimulate demand. Generalised moves 

to extend concepts of “competitive neutrality” and full contestability for all 

training are likely to produce undesirable and unintended consequences. A 

more integrated, better targeted and industry led system for funding 

allocation to meet industry and social objectives is required, and this must 

be accompanied by a strengthened quality assurance framework. 

 

The distribution of funds on a nominal hours basis 

Funding formulae need to be sufficiently flexible to meet the needs of a 

diverse training market. While funding of full qualifications and face-to-face 

delivery is needed to meet the needs of those seeking to enter the workforce 

or change occupations, additional funding mechanisms are needed for the 

upskilling of existing workers. A range of funding mechanisms are required 

to better reflect the diversity of training needs, to encourage flexibility of 

provision and to better match the level of effort required for different types 

of training.   

Reliance upon targets as a mechanism for allocating funds 

Experience from the UK suggests that blanket targets, relating to particular 

forms of activity or particular levels of provision, are less useful than might 

be supposed. They tend to prioritise volume (easy to measure) over quality 

                                                
30  Contestability is already applicable to a significant extent to apprenticeships and traineeships, and 

opinions are divided as to the extent to which it has produced greater responsiveness and 
flexibility to meet employer and apprentice needs. However, it is clear that it has not maximised 
the allocation of places to meet broader industry and social objectives, and the quality of outcomes 
have been mixed.  

 
31  Forward, P (2008), “Behind Closed Doors”. Campus Review 18 (23) 10 June 2008 p14 
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(harder to measure). They tend not to be tied to forecasts of real demand, 

and this means they can be met by boosting provision in areas that are 

actually not necessarily the ones of greatest need to employers or the labour 

market. 

The motivation can become the achievement of targets at almost any cost, 

which in some cases ends up meaning ignoring deadweight and providing 

money in order to generate the desired speed or volume of results. This can 

override any previously agreed division of responsibilities and funding. 32 

Another disadvantage of blanket targets is that if the state sets the target, 

the state owns the target: employers may well sit back and watch. Since 

they feel no ownership, they tend to focus on quantity rather than quality, 

and frequently override decisions about where real demand lies and where 

responsibility for investment should lie.33 

The use of employer incentives for existing workers 

Employer incentives need to be better targeted, but more flexibly applied, 

with a specific requirement that public funding is used to meet the costs of 

training delivery and outcomes. A process of leveraging public funds to 

ensure co-investment by employers for the development of skills and 

qualifications is required.  

Recommendation 4: 
Ensure sufficient investment is made in the public VET system 

Public providers are intrinsic to the sustainability and quality of Australia’s 

VET system. They enrich communities by being local centres of learning and 

they fulfil social obligations to accept a diverse range of students with 

differing levels of ability and economic means.  

They ensure that coverage is maintained in areas of thin markets, and 

ensure continuity of supply.  

Within the economy, they provide: 

 a system that is responsive to government policy, including the 

innovation and knowledge-based economy agendas 

 resources and infrastructure to support specific industries, particularly 

through innovative collaboration with industry 

 strong pathways for post-school training  

 ongoing resources to support communities, and 

                                                
32  This has happened in England, where in order to buy its way to the targets, the government has 

given money to employers for things that both have previously agreed should be mainly funded by 
employers. 

33  We are grateful to Ewart Keep for the ideas in this section. 
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 a safeguard against market failure.34  

They can, and often do, provide vital learning, innovation and research for 

the continued technological advancement of trades. The importance of this is 

emphasised by the statement from the recent Innovation Review: “The role 

of crafts and trades in innovation has been massively neglected, particularly 

in the important areas of continuing incremental innovation in the 

workplace.”35 This is a vital role, as it is unlikely to happen if left to isolated 

companies, or to the market. 

The public provider system in Australia, like that of countries such as 

England and Canada, has faced increasing reductions in government 

funding, particularly in terms of investment in infrastructure and human 

resources. This is having significant impacts on the ability of public providers 

to meet the needs of the market and the broader community.36  

If public providers, and indeed the VET system as a whole, are to meet the 

broader social and economic needs of the country, then public providers 

need to be supported to develop superior skills in a range of areas: product 

development; detailed understanding of relevant industries and labour 

markets including international markets; effective knowledge management; 

rapid adoption and application of new technology; best practice in flexible 

delivery; and sound governance arrangements and business systems. 

This will require considerable capital investment, nimble governance and 

administration, and investment in a workforce and work practices that can 

deliver future skill and knowledge requirements when and where they are 

needed.  

Strong, sustainable, vibrant networks of public providers can ensure the 

public interests are served, and are essential given the fragile nature of 

markets, especially in education.37 

                                                
34  Some of the ideas in this section have been taken from Noonan, P (2001), The role of TAFE. 

Outcomes of consultations and identification of key issues. Melbourne: VLESC 

35  Cutler, T (2008), Venturous Australia. Melbourne: Cutler and Company 
36  A review of further education in England found that following a period of focus on growth and 

efficiency within the sector, “there was a 29 per cent increase in student numbers and full-time 
equivalent numbers and, at the same time, a 27 per cent reduction in funding per full-time student 
equivalent.” However, the report also found “half of all colleges were financially vulnerable or 
weak; the number of colleges having increased from 6 per cent to 27 per cent” over the period. 

37  The recent collapse of ABC Learning—a major early childhood education retailer—is salutary. 
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Recommendation 5: 
Ensure sufficient investment is made in the development of essential skills38 

The development of essential skills is a key responsibility of secondary 

education. However, many adults, young and old, have not developed 

essential literacy and numeracy skills, and vocational and adult education 

are crucial in enabling people to engage in economic and social life. We 

therefore propose an enhanced emphasis on the development of essential 

skills: 

• increasing demand—by increasing the perceived value of essential 

skills for individuals, businesses and the community; by 

assembling evidence to build the case for investing in essential 

skills (rather than seeing it as a “deficit” issue); and exploring the 

reasons for low take-up of development opportunities 

• raising capacity—an enhanced focus on just-in-time courses 

tailored to individual needs; longer funding cycles 

• improving quality—through measuring needs and achievements.  

As building and enhancing essential skills delivers major dividends to 

business and the economy, as well as the individual, there is a case for 

maximising the public and employer contribution, and minimising the 

individual contribution. 

4. INDICATORS OF SUCCESS 

A serious commitment to action needs to be matched with some agreement about 

how to measure whether or not the action is making a difference. While we 

acknowledge that some of the desired outcomes are difficult to quantify, we do 

believe it is possible to paint a picture of success against which progress can be 

measured. We’ve called them indicators of success. 

4.1 A more highly skilled and highly qualified workforce is adaptable to 
change, able to innovate, and can endure changing economic 
conditions 

We will know that we have developed this kind of workforce when 

• higher proportions of the workforce hold qualifications or are 

participating in skill development activities 

• the proportion of people with higher level qualifications is increased 

                                                
38  By “essential skills”’, we mean the basic skills that enable people to engage effectively in work, 

learning and community activities. These sets of skills go under various names and have different 
primary rationales, but all are built on a language, literacy and numeracy foundation. Broadening 
the title and scope beyond this foundation serves not only to recognise the wider aspects of 
essential skills but also, arguably, to remove some of the negative connotations of language, 
literacy and numeracy as a remedial strategy for underequipped people. 
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• levels of post-school qualifications lead to an improved qualifications and 

skills profile across the working age population 

• both the proportion of skilled jobs and skilled workers increases in 

relation to similar countries 

• employers report that greater proportions of their workers are adaptable 

and innovative, and 

• skill shortages are less pronounced in times of economic growth, and 

rises in unemployment rates are less pronounced during economic 

downturns. 

4.2 Accurate information about skill needs and mechanisms shape public 
policy and funding decisions 

We will know this information is available and being used effectively when  

• stakeholders (employers, providers, associations, unions, federal 

government, state governments) broadly agree on needs and priorities  

• funding arrangements serve and reflect this common understanding, and 

• consultative and advisory arrangements (Skills Australia, ISCs/ITABs) 

are in place and working smoothly. 

4.3 The prevailing industry culture values investment in skill 
development and makes the most of the skills at its disposal 

We will know that industry has arrived at this point when  

• industry is recognised as having an effective leadership role 

• there is a better understanding of the level of employer investment in 

skill development in Australia, and this compares favourably with similar 

countries, 

• there is a better match between skilled jobs and skilled workers, and 

• there are higher rates of skill utilisation. 

4.4 Individuals have the skills and opportunities they need to participate 
in society and the economy 

We will know that individuals are well placed to participate in society, as citizens 

and consumers, and participate as active and adaptable members of the 

workforce when  

• qualifications and skills development initiatives are better-linked to 

innovation and industry development processes 

• the proportion of young people who are not engaged in full-time 

education or training or full-time work is significantly reduced and 

workforce mobility is increased 
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• training completion rates are improved 

• unemployment and underemployment are decreased  

• economic and educational disadvantage among target groups 

(particularly Indigenous, rural and regional, disability and low-SES) is 

reduced 

• there is increased participation in a democratic society, and 

• there is evidence of improvement (absolute and relative to comparable 

countries) in the basic skills profile across the population. 

4.5 Government funding supports the development and use of the right 
skills 

We will know that funding approaches are supporting the development and use 

of the right skills when there are  

• fewer skill shortages attributable to training shortcomings 

• high levels of student and employer demand and satisfaction with both 

on-the-job and off-the-job training 

• funding allocations that more closely match skill shortage and other 

strategic skill areas, including higher level qualifications 

• training providers who are able to respond quickly and effectively to 

emerging skill development needs 

• greater clarity, simplicity and transparency in funding arrangements 

• mechanisms for funding effort and quality outcomes, rather than inputs 

and processes, and 

• fewer examples of displacement effect (public funds used for employer 

training activity that would have occurred anyway). 
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*  Under proposed new arrangements, Productivity Place funding will be allocated via state and territory governments. 
** The new Endowment Fund being established by the Australian Government will see capital funds to TAFE Institutes 
flow directly from the Australian Government. 
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