4

FINANCE AND PUBLIC ADMINISTRATION REFERENCES COMMITTEE INQUIRY INTO AUSTRALIAN PUBLIC SERVICE EMPLOYMENT MATTERS

SUBMISSION FROM THE DEPARTMENT OF EMPLOYMENT, WORKPLACE RELATIONS AND SMALL BUSINESS

Submission Outline

This submission has been prepared by the Department of Employment, Workplace Relations and Small Business (DEWRSB) in its roles as the Government’s key policy adviser on Australian Public Service (APS) employment matters, and as an APS employer.

Part A of this submission sets out the context for our comments in relation to the Terms of Reference.  The first section  of Part A provides background information on the history of workplace relations in the APS and outlines the current arrangements in relation to the broader policy framework.  This section also explains DEWRSB’s role in APS employment matters, and with regard to each Term of Reference, clearly indicates which matters fall into DEWRSB’s area of responsibility.

The second section of Part A addresses each of the Terms of Reference in relation to those areas for which DEWRSB is responsible.

In addition, there are six attachments to Part A that provide more detailed information on a number of issues: workplace relations reform in the APS; departmental comments on APS workplace relations reform; Senior Executive Service (SES) remuneration issues; features of the first round of APS agreement making; pay outcomes from APS agreement making; and DEWRSB’s review of the first round of APS agreement making.

Part B of this submission provides comment against each of the Terms of Reference in relation to DEWRSB’s experience as an APS employer.

In addition there are three attachments to Part B: the DEWRSB Agency Agreement 1998 – 2000; Senior Manager Remuneration Policy; and Provisional Executive Level 2 AWA Remuneration Policy.
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PART A

The Context – Workplace Relations in the APS

History
For much of this century, the determination of standard pay, classifications and employment conditions in the APS has been centralised for all agencies and employees.  In that time, the role of employer on behalf of the Australian Government has been evolving.  The Public Service Board (PSB) was involved in negotiating and settling industrial awards and agreements covering all APS terms and conditions of employment.  With the abolition of the PSB, the role of employer moved to the Department of Industrial Relations, which subsequently became the Department of Workplace Relations and Small Business, and finally DEWRSB.  With the evolution of the employer function over time, DEWRSB now primarily performs a policy and advisory role for the Government in relation to employment matters in the APS.

Starting in the 1980s, many of the controls held by central agencies began to be relaxed, particularly those relating to the prescriptive details of workplace relations and financial arrangements.  However, APS agencies had only limited flexibility to negotiate terms and conditions of employment for their staff.
Centrally negotiated agreements between the central agencies and the Australian Council of Trade Unions (ACTU) and public sector unions between 1992 and 1997 allowed agencies to develop their own agreements on a limited range of conditions.  The 1992-94 APS Agreement also provided for some pay bargaining at the agency level, but the funding arrangements were prescriptive and complex.  Evaluations conducted in 1994 by the then Departments of Industrial Relations and Finance and the Industrial Democracy and Workplace Reform Subcommittee of Joint Council (which included ACTU and union representatives) noted that there were significant factors inhibiting agency bargaining under these arrangements.  In particular, these were:

· the centrally determined approach for all agencies, with little flexibility to take account of the differing circumstances of agencies; and


· the complexity of the budgetary and gainsharing arrangements.

Since its election in 1996, the Government has been pursuing public sector reform in three key areas: financial management, workplace relations and public sector employment.

Current Workplace Relations Arrangements

The Workplace Relations Act 1996 (WR Act) is the Government’s main vehicle for modernising workplace relations in Australia.  The Government’s workplace relations policy is based on the principles of labour market flexibility; less regulated workplaces; a shift to employment arrangements being decided at individual enterprises and workplaces between employers and employees; and opportunities for better pay for higher productivity (and competitiveness).  Agreement making at the workplace level is now at the core of the workplace relations system.  Decentralised agreement making is aimed at allowing employers and employees to take direct responsibility for developing appropriate working arrangements that are tailored to the specific needs of the workplace.

The Government’s APS workplace relations reforms have aimed to mainstream employment arrangements applying in the APS to those in the community more generally.  In line with the Government’s broader workplace relations agenda, the APS has moved away from the excessive prescription and inflexibility of the traditional centralised system.  Under current arrangements, terms and conditions of employment are decided at the agency level by agreement with employees through Australian Workplace Agreements (AWAs) and certified agreements (CAs). There is no longer a ‘one size fits all’ culture in the APS.  Agencies are now delivering terms and conditions of service that are appropriate for their own employees and agencies’ operating needs.  This is particularly important as APS agencies are operating in an increasingly competitive environment where contestability, value for money, and efficient and effective services are essential.

The expectation of the Government, as an employer, has been that the APS would be a leader in workplace relations reform.  The APS has risen to this challenge, becoming a central player in the micro-economic reform agenda and taking the lead in utilising the opportunities provided by the WR Act.  For example, the APS has led the way in areas such as award simplification (reducing the level of award coverage from over 100 prior to 1995, to nine in 1995, to a single APS award in 1998), and simplified structures (reducing an unwieldy 13 classification structures with 81 classification levels to one structure with eight pay levels in 1997).

In May 1997 the Government issued its Policy Parameters for Agreement Making in the APS, which provided the framework for the devolution of authority for agreement making to agencies, while protecting the Government’s interests as the ultimate employer.  In August 1998 the Minister Assisting the Prime Minister for the APS, Dr Kemp, announced a review of the 1997 Parameters with a view to providing greater flexibility and further devolving responsibility for agreement making to APS agencies.

In May 1999, following an extensive review process and consultation with agencies and other stakeholders (including unions), the Government released a new set of Policy Parameters.  The 1999 Parameters are a more streamlined set of Government policy requirements, being reduced from 12 to six.  The 1999 Parameters place the responsibility for agreement making even more firmly in the hands of Agency Heads and responsible Ministers, as well as providing agencies with additional flexibilities within the broader policy framework.

More information on the history of APS workplace relations and the current policy framework is in Attachment A, which is an internal information paper distributed to interested observers seeking to understand the evolution of workplace relations in the APS.

Attachment B provides agency comments on the Government’s workplace relations reforms.

DEWRSB’s Role

Workplace relations reform in the APS has had a significant impact on the role of DEWRSB. DEWRSB continues to have the responsibility for implementing Government workplace relations policy in the APS.  DEWRSB provides policy advice to the Government to achieve workplace reforms by promoting the opportunities available under the WR Act in the APS.  DEWRSB has also assisted APS organisations in transition from centralised to agency-based arrangements for settling pay and conditions of employment, and works with the Public Service and Merit Protection Commission (PSMPC), in particular, on service-wide initiatives relating to the employment framework.

The role of employer in the APS is now shared between DEWRSB (responsible for matters relating to terms and conditions of employment), the PSMPC (responsible for the broad human resource framework – for example, recruitment and redundancy policy matters) and the Department of Finance and Administration (responsible for budgetary and financial arrangements).
Importantly, with the move to agency-level agreement making, DEWRSB is no longer involved in negotiating service-wide agreements that set centralised pay and conditions of service.  Consistent with the devolution of responsibility for agreement making to Agency Heads and responsible Ministers, DEWRSB has taken a step back from being the “police” of workplace relations policies.  Under the 1997 Parameters DEWRSB was responsible for clearing draft agreements twice during drafting.  Under the 1999 Parameters this role has been streamlined to a one-stage assessment with agencies responsible for resolving policy issues identified by DEWRSB.  DEWRSB is continuing to evolve as a source of support, advice and good practice principles, utilising its position as a key policy adviser in this area to gather and provide information on developments/emerging issues to agencies.

In relation to the Terms of Reference:

1. DEWRSB has responsibility for the APS SES remuneration framework.  Other issues relating to SES are the responsibility of the PSMPC and agencies.  It should be noted that Chief Executive Officers generally are Secretaries or Statutory Office Holders, whose remuneration is set by the Remuneration Tribunal.


2. DEWRSB has overall responsibility for policy matters relating to agreement making in the APS, with the exception of redeployment, reduction and retrenchment policy, which is the responsibility of PSMPC.  Further, individual agencies are responsible for managing their own agreement making at the operational level.


3. DEWRSB is responsible for the framework for performance-linked remuneration, while the PSMPC has overall responsibility for performance management.

In the following section, this submission addresses each Term of Reference in relation to DEWRSB’s responsibilities, as outlined above.

Terms of Reference
Term of Reference 1

In the context of the Government’s 1997 Policy Parameters for Agreement Making in the APS, the Government decided to retain the current three SES classification Bands.  The Government also decided that there would be no set salary maxima for each of the SES Bands and that there should be greater scope for remuneration packaging.  The objective of these reforms is to enhance the capacity of the APS to attract and retain high quality personnel to its SES ranks and to reward high performance.

The SES remuneration arrangements therefore provide for: greater devolution of responsibility to Agency Heads for setting their own remuneration policy; flexibility to provide wider differentiation of pay within the SES; and scope for improved pay relative to the wider market. 

The Government ensures that Agency Heads are accountable for SES remuneration strategies by: ensuring that pay increases are linked to productivity increases; requiring that the cost of enhanced remuneration is funded from within agency appropriations; and requiring that public reporting in agency Annual Reports is comparable to what applies in the community generally.
Attachment C, Agreement Making and Senior Executives: Background Paper on SES Remuneration Issues, provides information on the range of issues that may be considered in developing and implementing a remuneration policy for SES.

Attachment D, Agreement Making in the APS: The First Round (May 1997 – June 1999), provides information about agreement making in the APS following the arrangements put in place in the Workplace Relations Act 1996 and the Policy Parameters for Agreement Making in the APS promulgated in 1997.  It covers the period to 3 June 1999.  In particular, this attachment contains information on a recently completed survey of SES remuneration in the APS (see p.6 and Appendix 2).

Term of Reference 2
The following points summarise the current status of agreement making in the APS as at the end of July 1999.

· There are currently 98 CAs in operation in the APS, covering virtually all APS employees.  Three of these CAs have been made in the second round of APS agreement making (ie the new CAs replace first round CAs).
· Some 4290 AWAs had been approved by the Office of the Employment Advocate (OEA) as at the end of July.  The number of APS staff covered by individual AWAs in May 1999 was:

· approximately 1500 AWAs, covering over 90% of SES staff; and


· Non-SES: at least 2000 AWAs had been approved by the OEA; at least 1000 were being considered and finalised at these levels.

· The APS is at the forefront in developing comprehensive agreements which displace awards, and making agreements directly with employees.  Of the 98 CAs, 57 are standalone, and 43 are made directly with employees under s170LK of the WR Act.  This compares with about 10% of all federal agreements in these categories that have been formalised since 1 January 1997.


· The APS pay outcomes indicate that there have not been excessive increases, demonstrating that APS agencies have been responsible for moderate pay outcomes, allowing for a range of innovative conditions to be agreed.  The Average Annual Wage Increases figures for the period 1 January 1997 to 31 March 1999 were APS (3.7%); compared with public (4.1%); private (4.1%).  For more information on pay outcomes in APS agreements, see Attachment E, Key Pay Indicators Online – June 1999.

Under the Policy Parameters (and in line with the Government’s broader workplace relations agenda) agreement making in the APS is aimed at improving remuneration and working arrangements for staff, linked to achieved improvements in the productive performance of each agency.  A fundamental principle is that pay increases are to be linked to productivity initiatives, and performance management is to guide individual salary advancement.  Also, agencies are to fund CAs and AWAs from within existing budget appropriations.  The aim is that agreement making should encourage agencies to focus on business goals, given that the APS is faced with an increasingly competitive environment that emphasises contestability, value for money, and a focus on client service.
Agency-based agreement making has involved a substantial cultural shift for APS agencies, and they are introducing innovations which represent a break with the past APS culture.  The range of agreements and diversity of outcomes is illustrative of this culture shift.  While most agreements are unique, agencies are learning from the many good initiatives introduced through CAs.  Some of these initiatives include:

· performance linked remuneration arrangements;


· more flexible hours of work/working arrangements;


· more flexible use of classification structures;


· simplification of leave arrangements;


· streamlined allowances/penalty provisions; and


· balanced work and family responsibilities.

One of the Government’s aims for the public sector is to ensure robust mechanisms of accountability to the Government and the Parliament.  Agencies are required to report to Parliament on their activities in their Annual Reports, in line with requirements set by the Government.  Further, CAs are public documents, available through the Australian Industrial Relations Commission and published on the Online Site, Industrial Relations Information Service (OSIRIS), so agencies’ pay and conditions are open to scrutiny.  DEWRSB’s website also provides information on APS agreement making developments (www.dewrsb.gov.au).
For more information on first round APS agreement making, see Attachment D.  This booklet outlines key trends in agreement making and provides information on initiatives that agencies have introduced through CAs.

DEWRSB is currently conducting a review of the first round of agreement making in the APS to identify processes used and features included in the first round that have led to improved productivity and performance.  The outcomes of the review will be available before the end of the year, at which point DEWRSB will be able to provide the Committee with more information with regard to this Term of Reference.  The Terms of Reference and review questionnaire are at Attachment F.

Term of Reference 3
Performance-linked remuneration is the cornerstone of APS remuneration policy, and the options available to agencies now are broader than have previously been available in the APS.  In particular, the performance pay systems that existed under the Service-wide agreements in the 1990s (only allowing scope for ‘at risk’ bonuses) have been replaced by more flexible arrangements.

As indicated above, in relation to SES the objective of the Government’s reforms is to enhance the capacity of the APS to attract and retain high quality personnel to its SES ranks and to reward high performance.  As noted under Term of Reference 1, performance-linked remuneration is a key element in this strategy.

With regard to staff below the SES level, the Policy Parameters require agencies to introduce, through agency agreements, a rationalised classification structure underpinned by performance management arrangements to guide salary movement through the classification pay ranges.  This represents a major change in the classification and remuneration arrangements in the APS for sub-SES staff – for the first time there is a direct link between pay and performance for all such staff.  A broad range of factors, including work value, performance and market pressures may be taken into account in determining the remuneration that might apply to a particular individual or job.  Related developments include more innovative and effective use of the APS classification system through broadbanding and tailoring classification structures to meet the needs of agencies.

Against this background, information to date indicates that salary movement based on performance is now a major component of remuneration in APS workplace agreements.  In addition, remuneration can encompass performance-linked bonus payments, other forms of rewarding individual performance, and scope for team-based rewards (which can be cash or non-cash benefits).  Flexible remuneration outcomes are also being used to link reward systems directly to particular business outcomes and the specific needs of employees.

Attachment D provides more detailed information and examples of the use of performance linked remuneration in the first round of APS agreement making (see p.12 and Appendix 1).

As noted above, reporting mechanisms and the fact that CAs are public documents, ensure that agencies’ performance-linked remuneration initiatives are open to scrutiny.
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PART B

Terms of Reference
Term of Reference 1
The devolution of responsibility for staffing matters to the agency level has increased the flexibility available for the department to tailor its human resource strategies to the agency’s business and to the composition of its labour force.   The department has developed particular programs in the areas of:

· organisational development, including a Leadership Development Program available to all SES and Executive Level 2 employees and other more specific training and skills transfer (contract and project management courses, computer applications training, accreditation in workplace relations);

· remuneration policies which support the department’s agreement-making;  

· recruitment and selection (graduate and Indigenous Australian recruitment initiatives); and

· other HR strategies such as devolution, increased internal mobility opportunities and feedback principles that support the department’s overall business and engender a culture that enhances organisational performance.

Term of Reference 2

The opportunity provided by agency-based bargaining has benefited DEWRSB in achieving productivity benefits that are agency-specific, including more efficient processes and a greater focus on management effectiveness and employee choice through more flexible and principles-based approaches to conditions of employment.

Certified Agreement

In the last round of agreement making the department gained major efficiencies and improved effectiveness in a number of areas:

· streamlined leave provisions (this has produced efficiencies in processing and administration and facilitated devolved decision-making)

· reinforced the linkage between organisational performance, key business priorities and productivity outcomes in the agreement (a more strategic and business focused approach)

In addition to these, agency-based bargaining allowed for more effective provisions, such as:

· Classification arrangements and work level standards reflecting departmental knowledge and skills needs and values.

· Less prescription in policies which are principles-based, supporting:

· a working environment in which managers and employees can seek outcomes that meet local needs; 

· enhanced leadership and management practices;  

· implementation of performance management feedback principles as a precursor to a more robust approach to performance management system for executive level employees;  and

· the implementation of people leadership priorities (such as devolution of decision-making and work, family-friendly policies, extending the concept of personal leave to meet personal commitments of employees and streamlining multiple leave types).

· Conditions more tailored to the needs of the department and employees (this was assisted through effective use of employee and management focus groups and surveys to develop the certified agreement and associated policies)

The certified agreement is at Attachment G.

Australian Workplace Agreements

In addition to the certified agreement-making framework, the department has taken advantage of the Australian Workplace Agreement (AWA) framework to initiate performance based pay arrangements for the department’s SES and Executive level employees who form part of the management team.  Other innovations include comprehensive agreements, reinforcement of leadership behaviours, streamlined conditions and retention bonuses or salary rate adjustments to retain and attract potential employees working in highly competitive job markets (such as information technology professionals).

Term of Reference 3

The department has implemented a range of performance based pay arrangements for its employees.

The key objectives of the performance based pay arrangements are:

· establishing a clear linkage between performance agreements and corporate outcomes and focusing on those outcomes at regular intervals;

· reinforcing desired leadership behaviours; and

· rewarding and recognising good performance.

All senior manager AWAs (which includes all SES staff and non-SES State Managers) contain specific arrangements for performance based pay. The remuneration policy for senior managers is at Attachment H.

The department’s Annual Report contains a breakdown of total remuneration outcomes for the SES. 

All Executive level employees have been offered AWAs that provide for performance bonuses.  The provisional remuneration policy for Executive Level employees is at Attachment I.

The department’s certified agreement provides two initiatives linked to performance based pay:

· Advancement through the salary pay points is based on an assessment of effective performance against corporate values.  This has assisted in implementation and reinforcement of corporate values throughout the department and encouraged a culture of feedback and assessment of performance.

· Higher duties allowance has been replaced by the concept of temporary performance loading.  Temporary performance loading is provided to employees who are assessed for their capacity and ability to take on work of higher work value, as well as the department’s need for the work to be undertaken.  A temporary performance loading can be paid to a person without transferring to a position of a higher level and is aimed at moving away from the traditional concept of usually paying higher duties allowance when someone is absent.  The loading can be set at any point in the employee’s existing salary range (based on an assessment of capacity and work value) or to the next salary range, again depending on performance capability and prior experience.






