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Dear Mr Monk

Inquiry into the effect of the efficiency dividend on small agencies

The Public Service Commissioner, Ms. Lynclle Briggs is scheduled to give evidence
be I ore the Inquiry on 19 September.

The Australian Public Service Commission lodged a submission .to the Inquiry in
July 2008. Staffing numbers are provided at Attachment A to the submission. To
provide more clarity around tliose figures we have slightly revised our submission so
that staffing levels for the Office of the Inspector-General Intelligence and Security
(OTGTS) are separately identified. Staff numbers for OGTS were previously
incorporated within the figures tor the Department of the Prime Minister and
Cabinet. , .

The Commission's revised submission is attached.

If you have any queries regarding tills matter please contact me on telephone (02)
6202 3524. ' '

Yours sincerely

Karin Fisher

Group Manager

Corporate

16 September 2008

AUSTRALIAN PUBLIC SERVICE COMMISSION

16 Fmyer Slreel, Phillip AC I' Mflli, Aiislraliii

T: 02 IJ2O2 3524 F; 02 fi202 3s6v K: kgri«.fixln!ri'fc<i)st:.i/»v MI W: www.iipsc.jjtiv an



SEP.16.2008 13:44 02 62023567 AlS COMMISSION #1865 P.003

02 62023567

AUSTRALIAN PUBLIC SERVICE COMMISSION
SUBMISSION TO THE INQUIRY INTO THE EFFECTS OF
THE ONGOING EFFICIENCY DIVIDEND ON SMALLER

PUBLIC SECTOR AGENCIES

SEPTEMBER 2008



SEP.16.2008 13:44 02 62023567 A*S COMMISSION #1865 P.004

02 62023567

Introduct ion

The Australian Public Service Commission (the Commission) welcomes the opportunity to
make a submission to the Joint Committee of Public Accounts and Audit (the Committee)
inquiry into the effects of the ongoing efficiency dividend on .smaller public sector agencies.

The Commission submission has two perspectives. The first is a broader APS perspective,
utilising information gathered through the Public Service Commissioner's State of the Service
Report and related research. The second is our own experience of the efficiency dividend as a
small agency, and its impact on the Commission and its operations.

This submission is divided into three main parts:

® the general impact of the efficiency dividend;
* the potential impact on small agencies; and
® the impact on the Commission as a small agency.

Across the board, it is reasonable to expect agencies to pursue continuous improvement,
obtain productivity gains and return a proportion of these to Government to enable it to
consider priorities for reallocalion. Productivity is not something that is ever totally
exhausted: there are always new technologies and new skills and knowledge that allow
greater efficiency, effectiveness and higher quality, some of which can be manifested as cost
savings. The efficiency dividend has played an important role in driving reform and also
maintaining budgetary and resource management rigour.

Current funding arrangements provide agencies with indexation supplementation to existing
funding, and additional funding for new policy. Supplementation does not cover the full cost
of non-discretionary increases and requires agencies to find substantial cost savings every
year in order to fund wage rises and the efficiency dividend. Cost savings in the APS have
been generated by governments by means of the efficiency dividend since 1987-88,
previously 1 % of operating costs, rising to 1.25% in 2005-06, with an additional 2 %
dividend put in place for the period 1 March 2008 until 30 June 2009. (It should be noted that
there arc minor exemptions from the dividend for a few specific government agencies.)

Tt is clear that across the APS for the past decade, productivity growth has compared
favourably with productivity improvements more broadly in the economy. Having to ensure
wage increases can be fully covered, as well as servicing the efficiency dividend, has no doubt
acted as a positive discipline overall in driving this productivity performance.

Small agencies, by necessity have had to be creative and innovative in managing their
resources and sustaining staff commitment and engagement. The ability over an extended
period to secure additional productivity increases may have become limited for some
agencies, particularly where the range of outputs and services for which they are responsible
is narrow and cannot be varied (eg where their functions are largely statutorily determined).
They may have more limited scope to secure funding for new programmes and services, and a
reduced capacity to gamer efficiencies from economies of scale.

Further, there are thresholds for agency size, with respect to budgets and staffing, below
which it is not easily possible to go without affecting functions. Small agencies have the
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same core operational functions as large agencies in meeting accountability, governance and
workplace relations responsibilities.

These pressures are being acknowledged. Recently implemented government initiatives to
explore scope for common purchasing arrangements across agencies, including in the areas of
information technology, should result in more collaborative arrangements and greater
efficiencies. The Review of the Australian Government's Use of Information and
Communications Technology is also important in this regard.

The Commission, through its coordinating role with the Small Agencies Forum, i.s providing
opportunities for ongoing lessons to be learnt and shared amongst these agencies about the
particular issues they face; while an approach in one agency may not necessarily be
appropriate in another, there are best practice approaches, to be explored. It is also providing
assistance to agencies on more effective employment arrangements (eg recruitment processes)
and better practice people management (eg with respect to unscheduled absences). In
addition, moves have been made to reduce red tape and streamline the framework that
agencies operate under, with a view to reducing unnecessary process and increase elliciency

The Commission, would be.happy to appear before the Committee to answer any questions
which the members might have.

General Impact of the Efficiency Dividend

The overall productivity gains required to be made by APS agencies by the current funding
arrangements arc quite substantial. Tn addition to the 1.25%, (3.25% for 2008-09) per annum
efficiency dividend, the wage cost indexes applied to departmental funding incorporate an
assumption of productivity gains by agencies to finance remuneration increases. This
approach has resulted in funding for increases in wage costs of around 2% per annum over the
last 10 years. Given that wage increases have averaged around 3.75% to 4% per annum over
recent years, agencies have needed to find ongoing cost savings of around 1.75% to 2% per
annum to help meet wage increases.

The efficiency dividend (1.25%) must also be managed, with that amount being even higher
in the final quarter of 2007-08 and for 2008-09 (3.25%) in light of the increase provided for
under the Responsible Economic Management Package.

In effect this has resulted in a real reduction in funding since 2005-06 for agencies of 3-3.25%
(being wage increases of 3.75-4% plus the efficiency dividend of 1.25% offset by funding
supplementation of around 2%) which has risen since March 2008 to 5-5.25% (the additional
2% from the Responsible Economic Management Requirement).

Whilst a direct comparison between the level of cost savings in the APS and labour
productivity growth in the rest of the Australian economy is not possible, productivity
improvements in the APS do appear to compare favourably with annual labour productivity
growth in the economy more broadly. Over the last decade average labour productivity has
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increased by 1.8% per annum in the Australian economy generally and by 2.2% per annum in
the market sector.' •

The transition to devolution of employment arrangements and agency control over employee
pay and conditions in the APS has provided Agency Heads with a key management tool,
enabling them to more easily identify and secure cost savings of this land. These cost savings
arc beneficial, as long as the savings have not been made by reducing the quality or quantity
of outputs produced by the agency, or by using short sighted responses such as a reduction in
learning and development opportunities across the agency, which in turn, can diminish the
agency's future capacity to secure further productivity gains.

The annual State of the Service Report prepared by the Commission has noted both the
positive impact of the eflieiency dividend on productivity, and the ongoing concerns of small
agencies of securing higher productivity outcomes.

There are currently 19 portfolio departments and just under 100 agencies that employ staff
under the Public Service Act 1999 (the 'PS Act') framework. For the pirrposes of the data
collected by the Commission on APS employees (based on actual numbers of employees) and
current as at 30 June 2007, total APS employment, was 155,500 (including non-ongoing
employees). Small agencies arc defined as those with 250 employees or less. Of these, there
are more than 40 agencies, that employ around 4,700 persons. There are 21 micro agencies
(with less than 100 stall), employing some 800 persons. It should be noted that 10 agencies
accounted for over two-thirds (or 110,310 persons) of total APS employment as at June 2007.
A list of departments and agencies by employee size is provided at Attachment A.

As noted above, the Government's Responsible Economic Management Package provided for
an increase in the efficiency dividendof 2 per cent, effective from 1 March 2008 to 30 June
2009. The Budget papers also showed an overall reduction of 1200 in ASL for the general
government sector, with the effects on APS agencies higher (with an overall net impact for
APS agencies of 3,300). Agencies have employed a range of approaches to manage the
increased efficiency dividend, and wherever possible, to ensure key staff are retained.

Overall, however, no service wide recruitment freeze was imposed and the Career Transition
and Support Centre was established in the Commission to assist affected staff and agencies.
As at 4 July, the Centre has had 81 registrations, and has successfully obtained alternative
employment arrangements for 13 people.

The potential impact on small agencies

All agencies need to continually strive for greater efficiency and effectiveness and, as noted
above, the efficiency dividend has acted as in important driver to this end. Pressures for
agencies in managing their budgets will vary depending on a range of factors. Small agencies
may, however, face some particular issues.

Average calculated using duUi from ABS 2007, Australian System nf National Accounts, 2006 07. Cal. No, 57.04.0, ABS, Canberra.
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Limited lun_etimErijrnd financial flexibility

A relevant factor as well as agency size is agency function. Small agencies are often
established to provide a focussed approach to a specific function or purpose, or to provide a
degree of required independence. As such, the scope of the small agency's outcome is tightly
defined, and may limit the capacity to reprioritisc and/or make functional changes or to seek
new funds for expanded activities. In addition, if such agencies arc required to absorb new
functions, the costs of doing so may appear small, especially when compared to larger agency
proposals, but can represent a large proportion of the total agency budget.

Maintaining a competitive remuneration, position to attract and retain skilled staff (especially
jn_sjkill shortage areas)

Pay dispersion across the APS has increased significantly both within and among agencies
since the introduction of more decentralised wage setting arrangements were introduced in the
1990s. Analysis by the Commission indicates that smaller agencies (those with below 250
employees and especially those with fewer than 100 cmploj'ccs) tend, on average, to be lower
paying for most, but not all, classifications.

The Commission has examined the .impact of remuneration, on .staff mobility. While there are
a range of factors affecting mobility, such us geographical location and the specialist nature of
some roles, (he data does show some correlation between those agencies paying in. the low to
medium salary ranges and agencies experiencing higher rales of stall leaving to work in other
agencies. However, it should be noted that results from the State of the Service Kmployee
survey indicate that there arc important reasons in addition to remuneration that underlie
employees' intentions to leave their agency. The top five reasons for employees intending to
leave their agency within the next two years as reported in 2007 were wanting a career change
or a change of work, lack of career opportunities, wanting to gain additional experience, the
quality of senior leaders and a lack of recognition. Remuneration ranked eighth.

The impacts on small agencies may be.even more marked when consideration is given, to how-
well they are able to attract .staff with specific skill sets (eg 1CT, financial management and
accountancy). It is not unreasonable to assume that in a lighter labour market, small agencies
may experi.en.ee difficulties in matching the market rates for specialist skills they may need,
given current tundiug arrangements. Anecdotal evidence, including from the Commission's
own experience lias shown this to be a serious consideration, with potential and adverse
impacts on organisational efficiency.

Small agencies have, however, been less likely than medium or large agencies to self report;
through the Corn-mission's annual agency survey that they have difficulty recruiting people
with the required skills of that they have a higher than acceptable level of employee turnover,
In 2006-07, 78% of small agencies reported that they .bad difficulty recruiting people with the
required skills compared to over' 90% of medium and large agencies.

Deferred investment in infrastructure and maintenance of existing systems, and services

An ongoing call on productivity benefits can lead to a reduction in the availability of
discretionary funds for investment in infrastructure development, and the funds available to
maintain exi s ling s y stems.
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The impact can potentially be felt even more markedly in areas of high support, costs. 1CT is
one such area. Agencies may well defer necessary but expensive investment, choosing
instead to risk manage the existing systems with a range of'patch' solutions that, over the
longer term actually increase the transition costs to new platforms and infrastructure.

This approach has a number of potential difficulties. The obvious one is a failure of the
system itself, or the lack of proper support for agency business through new and up-to-date
systems and processes. Further, if not addressed, a cycle of declining support and services
can bring about a reduction in staff morale, which, in tum can affect retention and recruitment.

Finally, it is almost, certainly only deferring the necessity for investment, meaning ultimately
a large and probably more expensive (in current dollars) expenditure. This occurs as the gap
between the existing systems (often unsupported, as they use out of date coding and hardware)
and the upgrades required to match industry standards become so large that the purchase of a
completely new system is required.

Other investments may also come under pressure.

A key area is learning and development. Learning and development has an important role to
play in organisational productivity, both in terms of its direct impact on capability, and its
influence on employee engagement. Agencies may consider they can reduce expenditure in
this area to meet increased budget demands, but risk agency health in doing so (eg governance
and compliance capability).

Results from the 2004—05 State of the Service Report 2 show that small agencies invest less
money in olT-lhc-job learning and development activities compared to larger agencies—both
in terms of actual expenditure and expenditure as a proportion of agency operating expenses.
This may however be a feature of small agency approaches unrelated to the efficiency
dividend. This year's results may provide further confirmation.

The State of the Service results also show that employees were most likely to indicate that
increased knowledge and/or experience were important contributors' to enhancing
productivity. These results highlight the gains that can be made by investing in employees so
they can become even more effective in their current roles. Failing to do so is a particularly
short-sighted approach and has the potentially circular result whereby more productivity is
needed to meet budget demands, yet reduced learning and devdopment investment constrains
productivity growth.

MggJJUfi."UiV4™.m.. standards of governance requirciricntsjor_accountability and reporting
purposes

Regardless of agency size, all bodies have legal responsibilities and reporting requirements
including the creation, of annual reports, financial statements and the implementation of
diversity plans. These arc complex tasks/issues, and a lack of sufficient skilled staff can
effectively put such things beyond the capacity of small bodies to implement fully, or require
the diversion of resources from other functional areas. Small agencies may also have less
capacity to absorb or manage budget restrictions in these areas, without compromising

'' This is the most, recent data the Commission has in regard to agencies investment in off-the-job learning and
development.. New data ha* been collected through the 2008 State of the Service agency survey.


