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SECTION 1: INTRODUCTION

Catholic Welfare Australia is the national peak body representing Catholic social service and employment agencies of Catholic Dioceses, religious orders and associations throughout Australia.  Catholic Welfare Australia utilises its wholly owned company Centacare Australia Ltd to contract with the Commonwealth Government for the delivery of services.  Centacare Australia Ltd holds an Employment Services Contract 2000-2003 with the Department of Employment and Workplace Relations, delivering Job Network services in all States and the Northern Territory under the title Centacare Employment.

Relative Star Ratings are important for all Job Network members as it appears that Star Ratings will:

· dictate whether particular Job Network members will be offered extensions of current contracts into ESC3 (Job Network members achieving 3 or 3.5 stars or higher, that is 50-60% of Job Network members nationally, will probably be offered extensions without needing to face competition); and

· govern existing Job Network members’ prospects of success in subsequent bidding rounds for ESC3.

The Star Ratings system is supposed to reflect real provider performance having allowed for the varying labour market conditions each faces in the different LMRs/ESAs – “a level playing field”.  In theory, the same Star Rating in different LMRs and/or ESAs should indicate equivalent provider performance.

The credibility of DEWRSB’s Star Ratings system for measuring the performance of Job Network members is under question.  Many Job Network members have expressed concern about the distribution of Star Ratings by Labour Market Region (LMR) and Employment Service Area (ESA).  Some Provider Agencies have reported that even some DEWRSB staff have criticised the formula in “off the record” conversations.

Unfortunately, DEWRSB has not released the finer detail of the formula which reportedly is a sophisticated and complex statistical model.  Without that detail, the best that can be done is to raise issues with regard to the KPIs used, the weightings applied to the various KPIs, and the pattern of Star Ratings outcomes, to test whether there is sufficient evidence to establish a prima facie case indicating bias in the Star Ratings formula.

It will be evident from this submission that Catholic Welfare Australia is concerned mostly about the Star Ratings allocated for Intensive Assistance.  Nevertheless, comment is provided on each of the three services Centacare Australia Ltd is contracted to deliver: Job Matching (JM); Job Search Training (JST); and Intensive Assistance (IA).

SECTION 2: SUMMARY OF CONCLUSIONS

JOB MATCHING

Conclusion 1

DEWR should consider some way of recompensing JM providers with legitimately high levels of JM registrations, especially those in close proximity to Centrelink offices.
Conclusion 2

The notion of a specific Contracted Number for Job Matching services should be dispensed with in favour of an open-ended contract for suitable providers including all JST and IA providers.

Conclusion 3

In relation to JM Star Ratings there are two options.  Either:

· JM Star Ratings should be based only on: the proportion of JM placements that are full time (the Star Ratings formula would need to incorporate differences among ESAs in the availability of full time jobs); and the proportion of JM placements that are for 6 month and 12 month unemployed job seekers, IA clients and disadvantaged groups, at the same time avoiding double counting among these groups; or

· JM Star Ratings should be abolished in favour of a three-level JM fee structure differentiating among: standard JM placements; at risk/disadvantaged non-IA client JM placements; and JM placements of IA clients.  

JOB SEARCH TRAINING

Conclusion 4

For Star Ratings purposes the following adjustments to JST KPIs should be made:

· The KPI relating to job seekers no longer receiving income support payments 3 months after JST participation should be dropped in favour of the KPI relating to job placements of a minimum 13 weeks duration.

· The existing KPI for placement of disadvantaged groups should be amended to relate to the placement (or preferably, the 13 week outcomes) to JST commencement ratio for disadvantaged JST commencements.

·  An additional KPI should be introduced relating to the placement (or preferably, the 13 week outcomes) to JST commencement ratio for 6 month and 12 month unemployed JST commencements.

INTENSIVE ASSISTANCE

Conclusion 5

The national average ESA Star Rating for an Intensive Assistance provider network is directly related to the proportion of its service outlets in particular Labour Market Regions, especially those with high average Star Ratings.

Conclusion 6

A substantial regional bias, evident in all major provider networks, appears to exist in the formula used to calculate Job Network Star Ratings for Intensive Assistance providers.

Conclusion 7

In view of the regional bias in the Star Ratings formula, the national average Star Ratings of provider networks are “inflated” or “deflated” in accordance with the proportion of their service outlets in LMRs with high, middle or low average Star Ratings.  This creates a competitive bias in the contract extension and bidding processes proposed for ESC3.

Conclusion 8

The Star Ratings formula would appear to include insufficient data to account for the wide variety of labour market circumstances experienced in various LMRs, ESAs and even individual sites within ESAs, with the result that the Star Rating outcomes are regionally biased.

Conclusion 9

The current Star Ratings formula would appear to represent an overly ambitious attempt to develop a single application of relevance to each of the labour markets serviced by the whole of Job Network.  A simpler and more credible system may be possible if local labour markets (ESAs, with some site exceptions) can be grouped into a number of labour market types, each containing labour markets with similar characteristics.  A simpler Star Ratings formula could then be applied separately to each group and Star Ratings allocated in accordance with the current Star Ratings profile.

Conclusion 10

The inclusion of only quantitative economic outcome measures in the assessment of comparative provider performance via “Q” Scores/Star Ratings, inadequately measures the real benefits of Intensive Assistance services and creates a disincentive for servicing the most disadvantaged job seekers.  Clear, transparent, quantifiable measures of the quality of service offered by providers should be included in “Q” Scores/Star Ratings measures.

Conclusion 11 

For Star Ratings purposes the existing KPI used  to measure IA  performance for disadvantaged groups  should be amended to relate to the Interim Outcomes  to commencement ratio for disadvantaged IA commencements.

Conclusion 12

Secondary Education and Training Outcomes are important and legitimate outcomes especially for the most disadvantaged IA clients and therefore their continued strong recognition via 100% weighting in the Star Ratings formula is imperative.

Conclusion 13

To ensure that the most disadvantaged clients receive adequate service, there is a need to widen claimable Secondary Outcomes to include Secondary Personal Outcomes.

Conclusion 14

To ensure that IA providers do not abuse the availability of Secondary Education, Training and Personal Outcomes the definition of these outcomes should be tightened, greater accountability in the process of claiming them should be required and thorough auditing of IA providers with abnormally high levels of such outcomes should occur.

USING STAR RATING "Q" SCORES FOR ALLOCATING ESC3 BUSINESS
Conclusion 15

The "Q" Scores allocated to providers that tender for services: in the same ESA, should be the average of their existing sites in that ESA; in new ESAs, should be the average of their existing sites in ESAs of the same ESA "cluster"; and in a new ESA "cluster", should be the provider's national average discounted by a set proportion, otherwise suitability for meeting the challenges of the new labour market should be established:

· To apply this model, ESAs/sites need to be grouped into like “clusters” on the basis of set criteria.

Conclusion 16

DEWRSB has an obligation to ensure that the "Q" Scores allocated to existing providers for ESC3 contracting purposes are adequately predictive of future performance.  To meet this requirement, the assessment period: should be of one year's duration; should ignore at least the first year and preferably the first 18 months of ESC2; and should end much closer to the beginning of ESC3 than the 12 months currently proposed (preferably six months).  If a later performance cut-off is unachievable, ESC2 should be extended by at least six months so that the one-year assessment period measures real performance in the most competitive period of ESC2.

SECTION 3: JOB MATCHING

There are a number of issues/difficulties with the current measures of comparative performance for JM:

· The current prime KPI relates to achievement against the Contracted Number of placements in each Milestone period.  Sites with relatively small Contracted Numbers frequently find it relatively easy to reach these numbers and so may achieve high Star Ratings.  On the other hand, sites with very large Contracted Numbers can find it almost impossible to reach these numbers and so may achieve mediocre to low Star Ratings despite the fact that their overall placement levels can be much higher than other sites.  The implication of this is that some very good providers achieving substantial (perhaps the highest) placement levels could be lost to the market in future tender rounds, simply because of an overly ambitious/inflated Contracted Number.  Catholic Welfare Australia believes that this particular KPI is inappropriate for inclusion in JM Star Ratings calculations.

· Job seeker activity varies widely among JM providers.  Although this is not taken into account in Star Ratings, this can have a profound effect on the cost of providing JM services and hence limit placement performance because of inadequate resources available for promotional and placement activity.  The issue here is that job seekers register with a number of JM providers such that some sites register very large numbers of job seekers compared with their Contracted Number of placements while others register comparatively few.  For instance, JM sites located close to Centrelink offices generally receive very high job seeker registration levels which diverts resources away from functions that produce placement performance.  Unfortunately, it is difficult to see how this could be allowed for in KPIs and Star Ratings without creating an incentive to increase JM registrations unnecessarily.  DEWR should consider some way of recompensing JM providers with legitimately high levels of JM registrations.

· The KPI relating to the proportion of JM placements that are in full time jobs does not take account of the availability of full time jobs in each LMR/ESA.  Of course, this will vary from area to area, affected by the industry and occupational mix of particular labour markets.  Tourism and harvest activity are two industry groupings with much casual and part time work.  LMR/ESAs with these and similar industry bases are likely to find it very difficult to excel on this KPI.  To ensure JM Star Ratings are not regionally biased, the Star Ratings formula needs to take account of the availability of full time vacancies (not full time workers) in each ESA.

· Centacare Australia Ltd supports the notion of including the KPIs relating to placements of “at risk” and disadvantaged job seekers (currently those unemployed for 6 or 12 months and those belonging to particular disadvantaged groups).  However, since access to JM is critical to support the placement of IA clients, an incentive is needed to ensure that JM providers give access to IA clients from other Job Network members.  Therefore, it is suggested that the proportion of JM placements that are IA clients should be added to the list of disadvantaged groups for this KPI.

· Since job seekers register with several JM providers, it could be said that there is little need to publish JM Star Ratings since it is unlikely that a particular job seeker would register only with low performing providers.  In order to maintain an incentive for JM providers to assist at risk and disadvantaged job seekers, placement of such job seekers would attract a higher JM fee.  Such a system would also acknowledge the fact that, given the minimal funding attached to JM, JM providers with no other services will soon be out of business if they do not perform. 

In response to these issues with regard to Job Matching, the following conclusions are drawn.

Conclusion 1

DEWR should consider some way of recompensing JM providers with legitimately high levels of JM registrations, especially those in close proximity to Centrelink offices.
Conclusion 2

The notion of a specific Contracted Number for Job Matching services should be dispensed with in favour of an open-ended contract for suitable providers including all JST and IA providers.

Conclusion 3

In relation to JM Star Ratings there are two options.  Either:

· JM Star Ratings should be based only on: the proportion of JM placements that are full time (the Star Ratings formula would need to incorporate differences among ESAs in the availability of full time jobs); and the proportion of JM placements that are for 6 month and 12 month unemployed job seekers, IA clients and disadvantaged groups, at the same time avoiding double counting among these groups; or

· JM Star Ratings should be abolished in favour of a three-level JM fee structure differentiating among: standard JM placements; at risk/disadvantaged non-IA client JM placements; and JM placements of IA clients.  

SECTION 4: JOB SEARCH TRAINING

The following issues arise with regard to the KPIs used for calculating JST Star Ratings:

· The criterion relating to job seekers no longer receiving income support payments 3 months after JST participation would appear likely to substantially duplicate the criterion relating to job placements of a minimum 13 weeks duration.  In addition, the legitimacy of using the former is questionable because it is not included as a KPI in the Employment Services Contract 2000-2003.  Therefore, it would be simpler as well as more appropriate to use only the latter of these two criteria, which has the added advantages of being similar to a KPI used in Intensive Assistance and having available data for providers to monitor ongoing performance.

· While the KPI relating to performance for disadvantaged groups mirrors that used for Job Matching, the JM KPI for 6 month and 12 month unemployed placements is not used for JST.  It is considered that the latter should be included in JST KPIs and Star Ratings calculations.

· The particular measure adopted for disadvantaged groups relates to their “proportion of job placements”.  This measure is quite meaningless because it makes no reference to the proportion of JST commencements that are from disadvantaged groups.  The measure is therefore biased in favour of providers with high proportions of disadvantaged groups in their JST commencements.  A more appropriate measure is the proportion of disadvantaged JST commencements that receive job placements, or even more appropriately, 13 week outcomes.

Conclusion 4

For Star Ratings purposes the following adjustments to JST KPIs should be made:

· The KPI relating to job seekers no longer receiving income support payments 3 months after JST participation should be dropped in favour of the KPI relating to job placements of a minimum 13 weeks duration.

· The existing KPI for placement of disadvantaged groups should be amended to relate to the placement (or preferably, the 13 week outcomes) to JST commencement ratio for disadvantaged JST commencements.

·  An additional KPI should be introduced relating to the placement (or preferably, the 13 week outcomes) to JST commencement ratio for 6 month and 12 month unemployed JST commencements.

SECTION 5: INTENSIVE ASSISTANCE

5.1 REGIONAL BIAS IN STAR RATINGS OUTCOMES

There are a number of apparent anomalies with the 31 August 2001 Star Rating outcomes, relating to Intensive Assistance, for instance:

· There is a major disparity between the two largest markets of Sydney (81 ESA provider ratings) and Melbourne (66 ESA provider ratings).  85% of Job Network members in Melbourne (average ESA rating 3.95) achieved 3.5 stars or better compared with only 46% in Sydney (average ESA rating 3.12).  Given the scale of business in the two regions, it would seem highly unlikely that Job Network members in Melbourne would be so much more effective than those in Sydney.

· Among the five metropolitan regions, all of substantial size, average ESA provider ratings in Melbourne (3.95; 85% achieving 3.5 stars plus), Adelaide (3.91; 84% achieving 3.5 stars plus) and Brisbane (3.81; 84% achieving 3.5 stars plus) are far higher than those in Perth (3.28; 62% achieving 3.5 stars plus) and Sydney (3.12; 46% achieving 3.5 stars plus).  Given the size of these markets more similar outcomes would be expected, with all metropolitan LMRs being around the national average score (3.27; 56% achieving 3.5 stars plus).

· The proportion of ESA provider ratings with 3.5 stars or more in the five major metropolitan markets varies between 46% in Sydney (average ESA rating 3.12) and 85% in Melbourne (average ESA rating 3.95), while Labour Market Regions considered substantially rural/remote range from 7.1% in Greater WA (average ESA rating 1.71) to 29.2% in Western New South Wales (average ESA rating 2.77).  The Northern Territory average ESA provider rating is the lowest of all LMRs at 1.67 with 11.1% of ESA provider ratings at 3.5 stars or above (a single provider).

A “first glance” assessment of the above such anomalies would suggest that the wide disparity in regional average Star Ratings is less likely to relate to real differences in provider performance than to in-built biases in the performance measure itself.

5.1.1 Comparative Provider Performance

Table 1 sets out for each LMR the average ESA provider ratings in decreasing order along with the proportion of these ratings that are 3.5 stars or higher.  Table 1 is further banded into three LMR Groups representing the High 6, Middle 6 and Low 7 LMRs in terms of the average ESA ratings.  The wide disparity of average ESA ratings among LMRs is obvious.

Table 1: Average ESA Star Ratings of all JNMs in each LMR - 31 August 2001
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Table 2 shows the number of ESA Star Ratings per LMR for each of the 13 provider networks with 10 or more ESA Star Ratings, again banded into the three LMR Groups.  The varying geographic distribution of these networks is clear, with LMR representation ranging from 2 to 15 and ESA representation ranging from 10 to 58 for particular provider networks.  Furthermore, some networks are tightly packed geographically while others are widely dispersed.

Table 2: ESA Star Ratings per Major Provider Network per LMR - 31 August 2001
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LMR GROUP LABOUR MARKET REGION

Employment AMES

Sarina Russo Job 

Access

The Salvation Army 

Empl. Plus

Work Directions 

Australia

Leonie Green & 

Associates

IPA Personnel

CHR Employment 

Services

IPC Employment

Jobfind Centre

Centacare 

Employment

Job Futures

Mission

Wesley Uniting 

Employment

HIGH 6 MELBOURNE 14 2 9 5 7 6

ADELAIDE 6 1 1

WESTERN VICTORIA 1 1 1 1 3

BRISBANE 5 7 4 5 1 1 8

SOUTHERN QUEENSLAND 2 5 1 5 1

SA COUNTRY 4 2

MIDDLE 6 SOUTHERN WA 1 4 2

PERTH 4 1 2 6 4

EASTERN VICTORIA 1 1 1

ACT 1 1

SYDNEY 3 9 6 1 3 9 4 1 10 8 8

CENTRAL AND NORTHERN QLD 7 3 2

LOW 7 TASMANIA 1 3 3

WESTERN NSW 1 3

HUNTER AND NORTH COAST 1 2 3 1 6 8

ILLAWARRA AND SE NSW 1 9 6

RIVERINA 2 2

GREATER WA 1 4 3

NT 1 1 1 1

NATIONAL 17 11 46 13 14 16 12 10 10 17 27 58 25


Using Table 2 data, Table 3 sets out the proportion of each provider’s ESA Star Ratings that fall into each LMR Group, along with the average ESA Star Rating for each provider.  In general, it is clear that provider networks located predominantly in the High 6 LMR Group tend to have significantly higher average Star Ratings than those located predominantly in the Middle 6 or Low 7 LMR Groups.

Table 3: % of ESA Star Ratings per Provider per LMR Group - 31 August 2001
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HIGH 6 MELBOURNE 66 3.95 84.8

ADELAIDE 38 3.91 84.2

WESTERN VICTORIA 32 3.89 78.1

BRISBANE 37 3.81 83.4

SOUTHERN QUEENSLAND 20 3.63 75.0

SA COUNTRY 29 3.57 69.0

MIDDLE 6 SOUTHERN WA 10 3.30 40.0

PERTH 34 3.28 61.8

EASTERN VICTORIA 13 3.27 53.8

ACT 4 3.25 50.0

SYDNEY 81 3.12 45.7

CENTRAL AND NORTHERN QLD 25 3.04 36.0

LOW 7 TASMANIA 16 2.81 37.5

WESTERN NSW 24 2.77 29.2

HUNTER AND NORTH COAST 33 2.58 27.3

ILLAWARRA AND SE NSW 23 2.54 26.1

RIVERINA 9 2.11 11.1

GREATER WA 14 1.71 7.1

NT 9 1.67 11.1

NATIONAL 517 3.27 56.1


Using the data in Table 3, Graphs 1, 2 and 3 plot each provider’s average ESA Star Rating against the proportion of its ESA ratings in the High 6, Middle 6 and Low 7 LMR Groups respectively.

GRAPH 1. Provider's Average ESA Star Rating against % of Provider's ESA Star Ratings in High 6 LMR Group - 31 August 2001

[image: image4.emf]% of ESA Star Ratings per Provider in each LMR Group

LMR GROUP

Employment AMES

Sarina Russo Job 

Access

The Salvation Army 

Empl. Plus

Work Directions 

Australia

Leonie Green & 

Associates

IPA Personnel

CHR Employment 

Services

IPC Employment

Jobfind Centre

Centacare 

Employment

Job Futures

Mission

Wesley Uniting 

Employment

HIGH 6 82.4 81.8 58.7 30.8 85.7 56.3 41.7 0.0 0.0 23.5 33.3 25.9 4.0
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LOW 7 0.0 9.1 8.7 23.1 7.1 12.5 0.0 10.0 10.0 23.5 14.8 46.6 64.0

Average ESA 

Star Rating

4.15 4.00 4.00 3.62 3.57 3.41 3.25 3.10 2.95 2.91 2.83 2.75 2.48
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Melbourne 3.95 25.4 14.9

Adelaide 3.91 23.4 13.7

Western Victoria 3.89 24.3 13.4

Brisbane 3.81 23.7 13.7

Southern Queensland 3.63 20.2 10.2

South Australia Country 3.57 20.5 10.6

Southern Western Australia 3.30 21.6 12.2

Perth 3.28 24.2 14.3

Eastern Victoria 3.27 19.1 9.7

Australian Capital Territory 3.25 22.4 12.0

Sydney 3.12 21.6 12.2

Central and Northern QLD 3.04 18.1 9.3

Tasmania 2.81 18.2 10.1

Western NSW 2.77 16.5 8.3

Hunter and North Coast 2.58 16.6 8.9

Illawarra and SE NSW 2.54 15.0 8.3

Riverina 2.11 13.9 7.1

Greater Western Australia 1.71 11.9 5.0

Northern Territory 1.67 12.0 5.5

National 3.27 21.5 12.0

GRAPH 2. Provider's Average ESA Star Rating against % of Provider's ESA Star Ratings in Middle 6 LMR Group - 31 August 2001
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GRAPH 3. Provider's Average ESA Star Rating against % of Provider's ESA Star Ratings in Low 7 LMR Group - 31 August 2001

It is clear from Graphs 1, 2 and 3 that the national average Star Rating for particular provider networks is influenced substantially by the geographic distribution of its service outlets.  The average rating for each provider network is directly correlated with the proportion of its ESA Star Ratings in the High 6 LMR Group, and inversely correlated with the proportion of its ESA Star Ratings in the Middle 6 and Low 7 LMR Groups.

In particular, on the basis of a knowledge of the proportion of a provider network’s service outlets located in the High 6 LMR Group, a prediction can be made of that provider’s national average ESA Star Rating within 0.4 of a Star.  Hence, it would seem that a provider network’s national average Star Rating is determined largely by the locations (and therefore labour markets) it services.

Conclusion 5

The national average ESA Star Rating for an Intensive Assistance provider network is directly related to the proportion of its service outlets in particular Labour Market Regions, especially those with high average Star Ratings.

5.1.2 Comparative Performances of Major Provider Networks

A consistent correlation between national average Star Ratings and the distribution of service outlets for particular provider networks leaves open the question:  Is the Star Ratings formula biased so that providers in some LMRs are advantaged or disadvantaged, or have high and low performing providers congregated in different LMRs causing the average ESA Star Ratings in those LMRs to rise or fall accordingly?
If the latter was the case, the Star Ratings of particular provider networks represented in various LMR Groups would not be expected to show significant regional bias.  Table 4 and Graph 4 test this hypothesis by calculating and plotting for each of the three LMR Groups the average ESA Star Ratings of each of the 13 provider networks.

Table 4: Average ESA Star Ratings per Provider per LMR Group - 31 August 2001
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GRAPH 4. Average ESA Star Rating of each of the 13 JNMs with 10 or more ESA Star Ratings in the High 6, Middle 6 and Low 7 LMRs - 31 August 2001

[image: image8.emf]1.50

2.00

2.50

3.00

3.50

4.00

4.50

4.0% 6.0% 8.0% 10.0% 12.0% 14.0% 16.0%

Average % of Total Final Outcomes on Commencements in LMR

Average ESA Star Rating in LMR


Table 4 and Graph 4 indicate the following:

· In all of the 10 provider networks with both High 6 and Low 7 representation, the average rating in the High 6 LMR Group is above that in the Low 7 LMR Group;

· In 10 of the 11 provider networks with both High 6 and Middle 6 representation, the average rating in the High 6 LMR Group is above that in the Middle 6 LMR Group; and

· In 8 of the 11 provider networks with both Middle 6 and Low 7 representation, the average rating in the Middle 6 LMR Group is above that in the Low 7 LMR Group.

The following are evident:

· First, strong evidence exists of significant regional disparity in ratings in all 13 Provider networks.  This suggests that regional differences in Star Ratings are not related solely to provider performance, but rather are caused largely by factors beyond providers’ control.  This would suggest that the Star Ratings formula does not account adequately for such factors leading to in-built regional biases in the Star Ratings formula; and

· Second, clearly, the existence of a regional bias in Star Ratings outcomes will tend to further “inflate” or “deflate” the overall national performance of particular provider networks depending upon the geographic distribution of each network’s service outlets by ESA and LMR, leading to an even stronger bias in the comparative national ratings of provider networks.

Conclusion 6

A substantial regional bias, evident in all major provider networks, appears to exist in the formula used to calculate Job Network Star Ratings for Intensive Assistance providers.

Conclusion 7

In view of the regional bias in the Star Ratings formula, the national average Star Ratings of provider networks are “inflated” or “deflated” in accordance with the proportion of their service outlets in LMRs with high, middle or low average Star Ratings.  This creates a competitive bias in the contract extension and bidding processes proposed for ESC3.

5.1.3 Achieving Intensive Assistance Outcomes

The revised weightings for Intensive Assistance Star Rating criteria used in the 31 August 2001 release place very strong emphasis on obtaining Interim and Final Outcomes (90% of the assigned weightings).

Achievement of Intensive Assistance outcomes is dependent upon a number of factors, including:

· The availability in each local labour market of job vacancies that would allow outcomes to be achieved (jobs that last for 13 and 26 weeks offering wages that will reduce income support to the levels required for outcome achievement).  The availability of such job vacancies is influenced by the dynamism of the local labour market caused by the rate of growth of the local labour market, the kind of jobs being created and the staff turnover in such positions.  Labour markets vary widely in these respects and hence the availability of “outcome-suitable” vacancies varies from one location to another, making the task of Intensive Assistance providers of varying difficulty;

· The degree of difficulty of IA clients on a provider’s caseload (the extent of employment and personal barriers).  In some LMRs/ESAs (and even at some sites within ESAs) the proportion of difficult job seekers is much higher or lower than average.  Further, clients are often attracted to providers with reputations for assisting particular client groups and hence even in the one location, the difficulty of provider caseloads can vary considerably:


-
a measure of this factor, not currently incorporated in the Star Ratings formula, is the average JSCI score of a provider's IA caseload or the average JSCI score discounted by the value of non-personal characteristics such as geographic location and access to transport;

· The match between the characteristics of IA clients and the requirements of available “outcome-suitable” vacancies.  This can be an issue in many ESAs but can be of particular significance outside the major metropolitan areas, especially in rural and remote regions.  In particular, LMRs/ESAs/sites with high proportions of Indigenous clients and/or substantial proportions of clients living outside major population centres (transport issues, little local employment etc), find it very difficult to achieve outcomes for high proportions of their caseloads, sometimes a majority of their caseloads:


-
a measure of this factor is not currently incorporated in the Star Ratings formula.  For the "remoteness" issue itself, JSCI data relating to "Proximity to a Viable Labour Market" and "Transport ", available for every job seeker, could be used to incorporate a measure of this factor in the Star Ratings formula; and

· A provider’s competence in assessing client’s needs, overcoming client’s barriers, accessing suitable jobs, placing IA clients in jobs and assisting with employment retention.

Since labour market conditions vary markedly among and even within particular LMRs and ESAs, if the Star Ratings formula was operating effectively, it would have allowed accurately for all of the above (and other similar) factors except for the last one, such that the emerging Star Rating was truly reflective of provider competence only.

Clearly, it is very difficult in any formula to allow for all such influencing factors in a fair and comprehensive manner.  In many cases, accurate statistical measures of such labour market conditions and circumstances are not available or are not disaggregated to ESA/site level.  Therefore, proxies for such measures are generally relied upon.  How well do such proxies perform?
The labour market experience of provider networks that service a wide range of labour markets is that the kinds of factors listed above that are beyond the provider’s control have very substantial influences over the prospects of achieving Intensive Assistance Outcomes.  Indeed, the wide disparity of average Interim and Final Outcomes to Commencements ratios among LMRs (ranging from 12.0% to 25.4% and 5.5% to 14.9% respectively - see Table 5 below) would not be unexpected solely on the basis of factors beyond providers’ control.  Furthermore, any formula purporting to allow for such influences would need a very sophisticated structure to account adequately for them.

Given the emphasis in the Star Ratings formula on achieving Interim and Final Outcomes (90% weight in all) a substantial correlation between Interim/Final Outcomes and Star Ratings might be expected.  However, since the Star Ratings formula is meant to “correct for” the factors beyond providers’ control that influence the achievement of outcomes, a strong correlation between actual Interim/Final Outcomes and Star Ratings may not be expected.  Based on providers’ labour market experiences stressing the strength of these influences, the Star Ratings formula adjustments for such factors would be expected to weaken considerably the relationship between actual outcomes and Star Ratings.

Table 5 and Graphs 5 and 6 record and plot for each LMR the relationship between the average ESA provider Star Ratings and the average Interim/Final Outcomes to Commencements ratios achieved.

Table 5: Average ESA Star Rating of all JNMs against average Percentage of Interim Outcomes on Commencements and average Percentage of Final Outcomes on Commencements in each LMR - as at 31 August 2001
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GRAPH 5. Average ESA Star Rating in LMRs against average % of Total Interim Outcomes on Commencements in LMRs - as at 31 August 2001

GRAPH 6. Average ESA Star Rating in LMRs against average % of Total Final Outcomes on Commencements in LMRs - as at 31 August 2001
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It is clear that there is a very strong direct relationship between average Regional Interim/Final Outcomes and Star Ratings.  In particular, the actual average Interim Outcomes to Commencements ratio for each LMR are capable of predicting within half a star (in most cases within about 0.2 Star), the actual average ESA Star Rating of each LMR.  This suggests that any factors in the formula designed to account for regional labour market influences beyond providers’ control are having a very weak influence on the Star Rating outcomes, contrary to expectations based on the labour market experience of geographically widespread provider networks.

This supports the notion of a regional bias in the Star Ratings formula.  Factors that should adjust the Star Ratings for the regional influences that are beyond providers’ control and are known to have a substantial influence on performance, appear to have little impact on the allocated Star Ratings.  Herein may lie the source of the regional bias in the Star Ratings formula.  Whatever factors are included in the formula to account for regional labour market differences, they appear to be inadequate.

Conclusion 8

The Star Ratings formula would appear to include insufficient data to account for the wide variety of labour market circumstances experienced in various LMRs, ESAs and even individual sites within ESAs, with the result that the Star Rating outcomes are regionally biased.

5.1.4
A Way Forward

The question must be asked: Is it actually possible to design a formula that treats each provider in the whole Job Network fairly with respect to measuring comparative performance?

Given the wide variety of labour market circumstances throughout Australia, and the lack of suitable data to measure all of these circumstances at local level accurately, the answer to that question must be: Probably not; and in any case, is that necessary?
A simpler approach would be to profile provider performance in groups of similar labour markets where some of the non-quantifiable labour market influences are likely to be similar and hence can be ignored in the calculation of Star Ratings.  A simpler Star Rating formula could then be adopted.  The following approaches could be considered:

· Profiling performance separately in each LMR into the set proportions for Star Ratings.  While there are sufficient numbers of providers in most LMRs to be able to profile providers into Star Rating levels, this approach would introduce the problem that labour market circumstances can vary markedly within a LMR:

-
A good example is Central and Northern Queensland.  This LMR includes Mt Isa ESA which is more similar to Alice Springs ESA in the Northern Territory than to ESAs based on coastal cities such as Townsville and Cairns.  In addition, the coastal cities of Queensland do not share a common labour market base with varying mixes of tourist, agricultural, pastoral and commercial industries.  Tourist industries, for instance, are notable for their patterns of casual employment, making achievement of IA Outcomes difficult.  The Cairns ESA in particular, is highly influenced by tourism.

· Profiling performance separately in each ESA into the set proportions for Star Ratings.  This would be practically impossible because there are usually small numbers of providers in each ESA.  Moreover, even within some ESAs, there can be a considerable variation of labour market circumstances among service outlets.

· Profiling performance separately in particular groups of ESAs which contain similar labour markets, into the set proportions for Star Ratings.  Sufficient numbers of providers would exist to permit profiling into Star Ratings levels.  This approach would require first placing each ESA into one of a number of groups, each representing a similar labour market type.  Such ESA groups might include: inner metropolitan; suburban metropolitan; low socio-economic metropolitan; large provincial cities; medium provincial cities; small provincial cities/towns; predominantly rural/seasonal; geographically remote and the like.

The third option would probably offer the best prospects of delivering a fair Star Rating outcome for providers, as long as sufficient information is available to classify ESAs into one group or another.  However, as pointed out above, there can be a considerable variety of labour market circumstances among service outlets in some ESAs.  This means that for such a system to work, some opportunity would need to exist for re-categorising some sites into ESA groups other than the ones in which they are physically located.  Job Network members would need some capacity to challenge the categorised ESA groupings on an exception basis.

Conclusion 9

The current Star Ratings formula would appear to represent an overly ambitious attempt to develop a single application of relevance to each of the labour markets serviced by the whole of Job Network.  A simpler and more credible system may be possible if local labour markets (ESAs, with some site exceptions) can be grouped into a number of labour market types, each containing labour markets with similar characteristics.  A simpler Star Ratings formula could then be applied separately to each group and Star Ratings allocated in accordance with the current Star Ratings profile.

5.2 MEASURING INTENSIVE ASSISTANCE PERFORMANCE

The Star Ratings for Intensive Assistance are 90% dependent upon measures of Interim and Final Outcomes.  Maintaining a strong emphasis on achieving employment outcomes is supported because paid, sustainable employment should remain the ultimate goal of Job Network.  Through paid employment individual people and families build a dignified life and develop personally.

However, given that only a minority of disadvantaged IA job seekers attain an employment/education outcome, measuring performance almost solely in outcome terms gives a biased indicator of the overall benefit of the services to job seekers.  Indeed, it actually creates a disincentive to assist the most disadvantaged job seekers.

It is important that even if an employment outcome is not achieved, some progress towards that ultimate goal can be demonstrated to support continued funding of the program and particular providers.  To this effect, consideration of both outcomes and service quality needs to be given in the overall performance measure.

5.2.1 Quality of Service

The following two options could be considered for incorporating a measure of service quality into KPIs and Star Ratings:

Quality Assessment by DEWR

DEWR staff currently conduct monitoring visits and quality audits of Job Network sites, presumably along structured lines.  Perhaps this process could be formalised into a Quality of Service Rating.  However, with such a process there would be concern among providers that assessments could lack objectivity and reflect the particular value positions of individual DEWR staff.  Therefore, if such a process were to be considered, it would be important that the whole process was open, transparent and factually based.  Whatever information was used to come to a rating would need to be available to providers on an ongoing basis so that providers can self-regulate their service quality and improve where shortcomings were apparent.  At present, DEWR does not make the finer detail of its site monitoring information available to providers.

Objective Measure of Service Quality

The second option would be the introduction of additional, quantifiable “Q” Score/Star Rating criteria related to service quality.  In doing this, it would be important not to add significantly to the administrative burdens of providers.  Therefore, as much as possible, existing data should be used.  The following criteria could be considered:

· Client Complaint Records and Satisfaction Surveys:  Clients, both job seekers and employers, have a vested interest in service quality and have a right to contribute to any Provider assessment.  As complaint records and satisfaction survey data are currently collected by DEWR, their use as measures of service quality could readily be effected.  Comparative quantitative data could be produced for survey ratings and the number of complaints upheld (not lodged) compared with the number of clients serviced.  It would be necessary to take into account the proportion of very difficult clients serviced, as some providers are known to have a reputation for care and so attract more than their fair share of difficult clients.

· Outcomes for Difficult Clients:  The varying difficulty in obtaining outcomes for IA clients, is recognised by their classification into Levels A and B and the associated payment structure, but this is not recognised in the “Q” Scores/Star Ratings.  The proportion of Outcomes that are Level B compared with the proportion of Commencements that are Level B would be a suitable measure for one aspect of service quality.  This data is currently available.

· Secondary Personal Outcomes:  The large proportion of IA clients with significant personal barriers and the inherent difficulty in overcoming them, is reflected in the relatively low proportion of overall IA Outcomes to Commencements.  Overcoming personal barriers is frequently an essential prerequisite to achieving an employment/educational outcome, and in many cases a substantial proportion of a job seeker’s time in IA can be used up in overcoming them.  Addressing such barriers when necessary is a social benefit, that may lead to an economic benefit in the longer term, not currently recognised in the payment or performance measures for IA.  As a result, anecdotes abound in the employment services industry indicating that many providers simply “park” or give only tacit assistance to such job seekers:

-
To counteract this situation, the definition of Secondary Outcomes could be expanded to include Secondary Personal Outcomes in order to record the overcoming of significant personal barriers.  Since providers currently record the outcomes of assessment of barriers and their action in dealing with them, inclusion of such outcomes in the IES database should not be an onerous task.

Whatever measures of Quality of Service were to be adopted, it is important that they are integrated into the “Q” Score/Star Ratings measure so that assessed provider performance is more comprehensive.

Conclusion 10

The inclusion of only quantitative economic outcome measures in the assessment of comparative provider performance via “Q” Scores/Star Ratings, inadequately measures the real benefits of Intensive Assistance services and creates a disincentive for servicing the most disadvantaged job seekers.  Clear, transparent, quantifiable measures of the quality of service offered by providers should be included in “Q” Scores/Star Ratings measures.

5.2.2 KPI Measures

The means of measuring the KPIs currently used in IA Star Ratings are generally appropriate.   However, the KPI adopted for disadvantaged groups relates to their “proportion of Interim Outcomes”.  This measure is quite meaningless because it makes no reference to the proportion of IA commencements that are from disadvantaged groups.  The measure is therefore biased in favour of providers with high proportions of disadvantaged groups in their IA commencements.  A more appropriate measure is the proportion of disadvantaged IA commencements that receive Interim Outcomes.

Conclusion 11 

For Star Ratings purposes the existing KPI used  to measure IA  performance for disadvantaged groups  should be amended to relate to the Interim Outcomes  to commencement ratio for disadvantaged IA commencements.

5.2.3 Weightings for Secondary Education and Training Outcomes

This is a vexed issue that needs careful thought from the perspective of what in the end is best for individual job seekers, particularly the most disadvantaged people.  It is important that the correct incentives (both financial and non-financial) are established, and perverse incentives avoided, to ensure that the best outcomes for job seekers are achieved.

From this perspective, there are some very positive features of Job Network services:

· Intensive Assistance (IA) for disadvantaged job seekers is the best resourced Job Network service; and

· Within IA, the fee structure is weighted towards Level B clients who are on average more disadvantaged than Level A clients.

However, there is evidence that the most disadvantaged IA job seekers are not always receiving the service they need:

· The proportion of Level B clients achieving Interim and Final Outcomes is substantially lower than that for Level A clients.

· Only a minority of IA clients (20% to 25%) achieve Interim Outcomes and around half of that proportion achieve Final Outcomes.  This leaves considerable scope for selective servicing.  Indeed, anecdotes abound in the industry of providers that focus on the least disadvantaged IA clients and skilfully keep their records to indicate at least adequate service to other clients.

· “Churning” through IA is now occurring as difficult clients reappear on caseloads relatively quickly after exit.  These clients generally possess unresolved personal barriers and frequently gravitate to providers with a reputation for being prepared to deal with difficult personal issues.  This suggests that many of their former providers were not prepared to deal with them adequately, supporting the previous point.  It also means that providers that are prepared to assist in these areas are being placed at a competitive disadvantage by the narrowly focused performance measurement system.

Clearly, there is a need to strengthen incentives in IA to improve the service to the most disadvantaged IA clients and to ensure that IA providers service their full caseloads appropriately and responsibly.

Star Ratings performance is measured almost solely with reference to Interim and Final Outcomes (90% of overall weighting).  Catholic Welfare Australia believes that this has two major implications:

· First, there is an incentive for providers to focus on the least disadvantaged - those with relatively minor barriers to employment – or to use the colloquial term, there is an incentive to “cream”.

· Second, a provider’s overall performance is being measured with reference to a minority of clients and hence reported provider performance does not represent an adequate measure of the overall benefit of providers’ services to all job seekers in their caseload.  The latter is a more appropriate principle on which to judge the comparative performance of providers.

Both of these points suggest that there is a need to widen the catchment of the performance measurement system, with a view to including assessment of other benefits to job seekers, especially those for whom Interim and Final Outcomes, as currently defined, are not achieved.

Clearly, the most disadvantaged IA clients are those most likely to need interventions that address employment, skill or personal barriers.  In particular, as has already been alluded to, experience suggests that the vast majority of the most disadvantaged IA clients have significant personal barriers.  This would be particularly clear from DEWR’s own data which would show a higher level of personal barriers for Level B clients than for Level A clients – certainly, this is the experience of Centacare Australia Ltd’s caseload.

It is appreciated that some will argue that personal barriers are not employment issues and therefore addressing them should not be rewarded in Job Network.  However, from the perspective of the overall effectiveness of Job Network, ensuring that significant personal barriers are addressed will increase the number of IA job seekers becoming job ready.  This in turn will eventually increase the employment outcomes of Job Network. 

To ensure that the most disadvantaged IA clients are offered relevant assistance so that eventually employment outcomes are achieved, it is clear that a significant incentive is needed to ensure IA providers address the education and skill needs as well as the personal barriers of IA clients, at least to the extent necessary to return the job seeker to suitable employment as soon as possible.  The following approach is proposed:

· The 100% weighting for Secondary Education and Training Outcomes in the Star Ratings formula should be retained.  The lower financial incentive for such outcomes in the fee structure is sufficient to maintain an overall emphasis on Primary Employment Outcomes.  Reducing the weighting for Secondary Education and Training Outcomes in the Star Ratings formula would create an additional significant disincentive to assist the most disadvantaged IA clients.

· As discussed in Section 5.2.1 of this Submission, the definition of Secondary Outcomes should be extended to include resolution of substantial personal barriers (Secondary Personal Outcomes) in addition to the Secondary Employment, Education and Training Outcomes currently included.  For the remainder of ESC2 it is understood that these may not attract payments, but should do so in ESC3.

· To ensure accountability such that the availability of Secondary Education, Training and Personal Outcomes is not exploited as easy means to high Star Ratings (there is anecdotal evidence that some provider generate unnecessary training outcomes), definitions of such outcomes should be strict and strictly monitored.  It is understood that IA providers whose organisations are Registered Training Organisations in some cases are over-utilising in-house training opportunities.  The following regime is proposed:

· Education and training outcomes should not be limited to circumstances where without such intervention employment will not be achieveable.  Education and training are important means of individuals developing their full potential.  However, education and training outcomes should only be claimable when the IA provider can demonstrate that there is a high likelihood of local employment in the particular occupation once the education or training is completed.

· Secondary Education and Training Outcomes should be claimed and approved only where the course assessment indicates achievement of the course objectives by the student/trainee.  At present, only evidence of completion of the course is required.  In relation to English as a Second Language courses, as well as literacy and numeracy courses, outcomes should be tied to achievement of defined improvements against the National Reporting System (NRS) scale.  These requirements will ensure that IA providers play a role throughout courses to ensure there are real benefits to clients.

· Formal assessments identifying the existence of substantial personal barriers should be carried out only by registered professionals such as social workers, psychologists and medical practitioners who are governed by ethical codes.

· Interventions aimed at addressing personal barriers should involve treatment/service by relevant professionals over a minimum period of 13 weeks with evidence of progressive treatment throughout the period (for instance, at least 10 activities/sessions over a maximum 13 week period or 13 activities/sessions over a maximum 26 week period).

· Secondary Personal Outcomes should be claimed and approved only on the basis of a further professional assessment indicating that the condition treated has been stabilised or improved to the point that it is no longer a significant obstruction to employment.

· IA providers claiming abnormally high proportions of Secondary Education, Training and Personal Outcomes, especially where this training is conducted in-house or by related organisations, should be subject to thorough audits.

Conclusion 12

Secondary Education and Training Outcomes are important and legitimate outcomes especially for the most disadvantaged IA clients and therefore their continued strong recognition via 100% weighting in the Star Ratings formula is imperative.

Conclusion 13

To ensure that the most disadvantaged clients receive adequate service, there is a need to widen claimable Secondary Outcomes to include Secondary Personal Outcomes.

Conclusion 14

To ensure that IA providers do not abuse the availability of Secondary Education, Training and Personal Outcomes the definition of these outcomes should be tightened, greater accountability in the process of claiming them should be required and thorough auditing of IA providers with abnormally high levels of such outcomes should occur.

SECTION 6: USING STAR RATING "Q" SCORES FOR ALLOCATING ESC3 BUSINESS

The government has not released final policy decisions on ESC3.  DEWR (formerly DEWRSB) has proposed a three year contract (as for ESC2) commencing in March 2003.  Rather than conducting a full submission-based tender as for ESC2, DEWR has proposed that:

· Current providers whose performance has reached a set threshold will be offered contract extensions into ESC3;

· Remaining business will be tendered via a bidding process based on a combination of a “Q” Score (the performance scores on which Star Ratings are based) for each tenderer, and price.  The “Q” Score will receive 75% weight and the price 25% weight;

· On the current timelines for the ESC3 tender process, roll-over offers will be made in April/May 2002, the tender for remaining business released in June/July 2002, and final offers of business made in October/November 2002.

For existing providers, the “Q” Score used is expected to vary as follows:

· For bidding in an ESA where the provider has an existing service – the average “Q” Score for all of the provider’s sites in that ESA;

· For bidding in a new ESA where the provider has an existing service in one or more ESAs in the same Labour Market Region (LMR) – the average “Q” Score for all of the provider’s sites in that LMR;

· For bidding in a new LMR – the national average “Q” Score for all of the provider’s sites in all LMRs.

In general, DEWR's proposals for contracting ESC3 are a significant step forward compared with the exhaustive, disruptive and costly processes used in both ESC1 and ESC2.  However, there is a need for some refinement of these policies to improve the equity of their treatment of individual providers and provider networks.

6.1 RULES FOR BIDDING

The proposals for using average Regional and National "Q" Scores for providers tendering in new ESAs or LMRs respectively, fail to take account of the wide variation in labour market circumstances and hence the differing techniques and skills required for providers to succeed in different markets.  A good performance in one kind of labour market cannot necessarily be transferred successfully to a different kind of labour market, because performance depends principally upon a provider’s ability to meet the challenges created by differing labour market circumstances, rather than upon geographic proximity of operations.

Based on Conclusion 9, Section 5.1.4 of this Submission, for performance measurement purposes, ESAs should be grouped into "clusters" with similar labour market circumstances.  Some examples of possible ESA “clusters” are inner metropolitan; suburban metropolitan; low socio-economic metropolitan; large provincial cities; medium provincial cities; small provincial cities/towns; predominantly rural/seasonal; and geographically remote.  A set of criteria for classifying ESAs into “clusters” would need to be established.  Some suggestions include:

· The proportion of Indigenous, and especially geographically remote and/or semi-traditional lifestyle Indigenous people;

· The proportion of clients/population of other ethnic background;

· The proportion of clients who are distant from major service centres;

· The remoteness of the site from major population centres;

· The industrial base/mix of the local labour market, including prevalence of short term, seasonal work; and

· The proportion of clients who are disadvantaged inner-city dwellers with no attachment to nuclear families.

Although adequate data on all of these aspects and any others may not be available, a consultative process with Job Network members, including access to whatever data is available, should lead to agreement on a classification system and the placement of ESAs and where necessary, particular sites into an appropriate “cluster”.  Because sites in some ESAs face widely varying circumstances, provision for transferring some sites into more appropriate ESA "clusters" would be necessary.

Since similar circumstances exist within each “cluster” a simpler Star Ratings/”Q” Score system could apply and the Star Ratings/”Q” Score profile allocated within each “cluster” on a standard pre-determined pattern.

Expansion into new areas could then be handled more meaningfully, as follows:

· Expansion into new ESAs would be governed by previous performance in similar ESAs, that is, previous performance within the same “cluster”, rather than previous performance in other ESAs in the same LMR;

· Expansion into a new kind of labour market (a new “cluster”) would require that account be taken of the fact that the provider has no track record of meeting the specific labour market challenges that classify the new “cluster”.  The “Q” Score that a provider obtained in one “cluster” is specific to that “cluster” and cannot be directly and reliably utilised as a firm predictor of future performance in another “cluster”.  Either the provider should demonstrate in their tender their potential to operate within a new “cluster”, or a simple rule introduced to discount (for example, by a set proportion of say, 10%) the average performance of that provider in other “clusters”.

The use of "Q" Scores in the bidding process would then operate as follows:

· For bidding in an ESA where the provider has an existing service – the average “Q” Score for all of the provider’s sites in that ESA;

· For bidding in a new ESA where the provider has an existing service in one or more ESAs in the same ESA "cluster" – the average “Q” Score for all of the provider’s sites in that ESA "cluster"; and

· For bidding in a new ESA "cluster" – the national average “Q” Score of the provider discounted by a set proportion (of say, 10 per cent).  Alternatively, a provider would need to demonstrate their potential to meet the challenges of the new and different labour market.

Conclusion 15

The "Q" Scores allocated to providers that tender for services: in the same ESA, should be the average of their existing sites in that ESA; in new ESAs, should be the average of their existing sites in ESAs of the same ESA "cluster"; and in a new ESA "cluster", should be the provider's national average discounted by a set proportion, otherwise suitability for meeting the challenges of the new labour market should be established:

· To apply this model, ESAs/sites need to be grouped into like “clusters” on the basis of set criteria.

6.2 PREDICTING FUTURE PERFORMANCE FOR ESC3 TENDERING

In the tendering process for both ESC1 and ESC2, providers were required to establish their case for future performance based on both their past performance and proposed service strategies.  The proposed processes for the ESC3 tender (contract roll-over and bidding) dispense with the latter and rely solely on past performance via the “Q” Score.

While the simplicity of the proposed ESC3 process is welcomed, DEWR has an obligation to ensure that the allocated "Q" Score based on past performance is an effective predictor of future performance.  The principal risk in application of the “Q” Score as a predictor of future performance lies largely in those factors that make it time-dependent.  Accordingly, application of the “Q” Score assessments must: 

· avoid any seasonal biases in comparisons among sites;
· allow new and expanded providers adequate time for settling-in so that performance comparisons are made on even terms;

· not mask sustained recent poor provider performance;

· measure sustained performance over a time span that is long enough to give a reasonable expectation of continued future performance; and
· relate to a time period as close as possible to the beginning of the new contract period.

6.2.1 Avoiding Seasonal Biases

Many labour markets are subject to seasonal swings in business levels and performance throughout the year.  The timing of such swings varies from one labour market to another.  To avoid seasonal biases in measuring comparative provider performance, the assessment period should always be in whole years (not necessarily calendar years).

6.2.2 Allowing for Settling-in

For the purposes of measuring provider performance for use in ESC3 contracting, there is a need to address the competitive disadvantage faced by many providers who were new to IA in ESC2 or who had a substantial expansion from ESC1 to ESC2.  Frequently such providers/sites commence the contract with few or no experienced staff and are faced with a huge recruitment, training and promotional task to bring sites to optimum performance.  Most such providers faced an uphill battle in the first year of the contract and did not reach their optimum performance levels until part way through the second year of ESC2.  For provider networks of some size, the early period of the contract posed added difficulties because of the need to establish infrastructure relating to property, IT and management systems as well as  adapt their techniques to new labour market circumstances and settle inevitable early staff turnover before high performing core teams were consolidated.

DEWR’s own data reveal a dramatic six-month downturn in IA performance across the whole of Job Network at the beginning of ESC2.  While the overall market appeared to recover in six months, for many new and expanded providers the adjustment took much longer, in some cases 18 months or more.  Indeed, some sites are still working through such issues.

In many cases, the performance of new and expanded IA providers has improved substantially in the second year of the contract.  Given the significant investment providers (and indirectly the government) have made in building performance to this point, it would be counter-productive and wasteful to risk losing many of these providers because their cumulative performance over the whole contract was lower than some other providers.  It would also be unfair on these providers to force them through the uncertainty of a bidding process, during which time other providers who are certain of roll-over can poach their better staff and so put at risk the maintenance of their now satisfactory performance.

In addition to this, since market performance has continued to improve during ESC3, at least the first two Milestone Periods of ESC2 are simply no longer indicative of current performance and hence even less predictive of expected future performance in ESC3.
6.2.3 Exposing Sustained Poor Performance

A long assessment period raises the likelihood that some early good performers will subsequently fail when other providers become more effective.  Therefore, an assessment period that includes the early part of ESC2 runs the risk of masking more recent poor performances that would predict poor performances in ESC3.

On this basis, the first year of ESC2 should be ignored for the purpose of measuring provider performance for ESC3 contracting because inclusion will give a misleading prediction of ESC3 performance for early good performers who cannot sustain that performance as tougher competition develops.

6.2.4 Time Span for Sustained Performance

By the end of the first year of a contract, competition can be said to have set in.  Therefore, sustained performance over the rest of the contract (the last two years) would indicate a capacity to perform in a competitive environment and therefore the likelihood of continued future performance in the next contract.

Unfortunately, the full two year period is not available because the assessment period will need to be terminated early to allow the next tendering process to be carried out.  Since it has already been concluded that the assessment period must be in whole years, this means that a single year's performance is the maximum period available for measuring sustained performance predictive of performance in the next contract.

6.2.5 Assessment Close to the Start of ESC3

Under a normal submission-based tender process, the assessment period for ESC3 contracting purposes could have ended as late as six months prior to the end of ESC2 (31 August 2002), when tender assessment would begin.  The proposals for a combination of contract roll-overs and bidding for ESC3 have brought the cut-off date for assessment forward to end February 2002, thereby losing a six month period of optimum provider performance with a particularly negative impact on new and expanded providers.  Such an early cut-off to the assessment period is clearly undesirable.

To ensure that optimum provider performance is taken into account, DEWR needs to extend the end of the assessment period much closer to the end of the ESC2 contract or extend the current contract and assessment period by at least six months.  Although the latter has the disadvantage of leaving a 12 month period between performance assessment and the new contract, this is considered a better option for predicting ESC3 performance, than not taking adequate account of providers' optimum performance period.

Conclusion 16

DEWRSB has an obligation to ensure that the "Q" Scores allocated to existing providers for ESC3 contracting purposes are adequately predictive of future performance.  To meet this requirement, the assessment period: should be of one year's duration; should ignore the first year and preferably the first 18 months of ESC2; and should end much closer to the beginning of ESC3 than the 12 months currently proposed (preferably six months).  If a later performance cut-off is unachievable, ESC2 should be extended by at least six months so that the one-year assessment period measures real performance in the most competitive period of ESC2.
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