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3 main co-ordination mechanisms: 

 1. Council of Australian Governments 

(Policy co-ordination, including fiscal transfers) 

 2.  Commonwealth Grants Commission 

(Fiscal equalisation) 

 3.  Loan Council 

(Scrutiny of borrowing plans) 
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 CoAG comprises all Federal, State and 
Territory heads of government – plus a single 
local government sector representative 

 Meets as required – usually twice annually, but 
can be up to 4 times per year 

 Established in 1992 to help implement the New 
Federalism program – which was focused on 
“single market” priorities 

 Replaced the long-standing (but essentially ad 
hoc) “Special Premiers’ Conference” 
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 “...to initiate, develop and monitor the implementation of 
policy reforms that are of national significance and which 
require cooperative action by Australian governments 
      (www.coag.gov.au) 

 Issues may arise from: Ministerial Councils; international 
treaties; or major initiatives of one government (particularly 
the Federal Government) which affect other governments or 
require their cooperation.   

 Some issues dealt with by CoAG: 
 Health; 
 education and training; 
 Housing; 
 microeconomic reform; 
 climate change and energy; 
 water reform; 
 natural disaster responses.  
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 Established under CoAG authority and only 
with its agreement; 

 Councils comprise responsible Ministers from 
each CoAG member government – plus New 
Zealand where relevant 

 Role: to develop & implement reform in 
particular portfolio areas; 

 Some councils include a range of Ministers (e.g. 
Food Regulation Council includes Health, Primary 
Industries & Consumer Affairs Ministers) 
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 Over 40 currently exist; 

 This proliferation has led to guidelines seeking 
to limit further growth; 

 Underlying concern is to retain policy coherence & 
prevent fragmentation 

 Thus, guidelines require: 

 The need (importance of the policy issues, need for 
inter-governmental co-operation) to be established;,  

 Consideration to be given to the scope for using 
existing councils 
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 Decisions are usually unanimous – but can be a 
“qualified majority” 

 Where legislation is involved, an extensive 
impact analysis process is followed 

 Model or template legislation is usually used 
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 About half of State/territory revenue 
comprises transfers from federal government 

 Historically, fiscal transfers were in two parts: 

 General revenue (“untied”) grants; and 

 Specific purpose (“tied) grants – with the use of the 
latter being tightly constrained 

 Recent signature of “Intergovernmental 
Agreement on Federal Financial Relations” has led 
to significant change  
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 Three kinds of payments: 

 General revenue assistance (includes equalisation) 

 National Specific Purpose Payments (SPPs) – tied to 
broad service delivery areas (currently 5, cf 90): 

 healthcare, schools, disability, housing affordability,  
skills/workforce development 

 National “partnership payments” – tied to “specified 
outputs or projects, to facilitate reforms or to reward those 
jurisdictions that deliver on nationally significant reforms”  

 approx 20 agreements to date – e.g. – preventive health, 
indigenous remote service delivery, early childhood 
education 
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 SPPs give States more flexibility compared 
with previous “tied” grants; 

 But there has been a continued shift away from 
general revenue payments (as % of total); 

 Hence, fiscal transfers  are still (increasingly?) 
subject to externally set priorities; 

 But, the SPP priorities have been set through 
the CoAG process itself 

 Hence there is State “ownership” of them 
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 IGA also establishes output measures & 

reporting obligations; 

 Better reporting/accountability is seen as a 

balance to the greater funding flexibility 

 Performance indicators agreed under the SPPs 

and National Partnership agreements 

 A multi-faceted reporting framework (see next 
slide) 
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 Fiscal capacities vary widely because of 
variation in: 

 Revenue raising capacity 

 (mining royalties, land values, federal transfers) 

 Cost of service provision 

 Geographical factors; 

 Population profile (age, socio-economic status); 

 Infrastructure requirements. 

 Hence, equalisation payments have always 
been made by Federal governments 
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 Grants Commission makes recommendations 
to Federal government 

 Based on terms of reference provided 

 Federal government accepts or modifies these 
recommended amounts 

 Negotiation/lobbying by State/Territory heads 
of government 

 Since 2001, equalisation involves the 
redistribution of the GST revenue 

14 



 GST = a broad based value added tax levied at 
10% by the Federal government 

 All revenue is passed to the States 

 In return, states agreed to abolish a range of 
inefficient taxes 

 Individual states receive an amount 
determined by: 

 GST paid by its residents 

 An “equalisation multiplier” determined by CGC 

 Multipliers varied from 92% to 525% in 2009/10 
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 Established in 1927 

 A time of heavy borrowing – Federal govt refinancing 
war debts, state govts financing major infrastructure 
 Desired borrowing exceeded market willingness to finance at 

interest rates govts were prepared to pay 

 Loan Council would: 
  co-ordinate govt financing requirements, 

 limit governments’ call on markets,  

 reduce interest costs 

 Financial Agreement Act 1928 provided for: 
 Loan Council to regulate borrowing by Commonwealth & States  

 the Commonwealth to borrow on the States' behalf 

 limits on the States' borrowing powers 
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 Act’s effectiveness diminished over time, 
leading to several reforms: : 

 A 1936 “gentlemen’s agreement” brought state semi-
govt and local govt authorities under its ambit; 

 In 1984 this was replaced by “Global Borrowing 
Limits” which specifically included financing leases 
& other “quasi-loans” used to avoid LC scrutiny; 

 In 1992, the continued use of operating leases and 
other sophisticated financial instruments as 
avoidance mechanisms led to a new approach being 
adopted 
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 A Ministerial Council under CoAG since 1992 
 Formally comprised of Federal & state heads of 

govt 
 But in practice finance ministers act as their nominees 

 Federal govt has 2 votes plus a casting vote 
 Current roles: 

 To “co-ordinate public sector borrowing”, having regard 
to its macro-economic impact 

 Approves each government’s nominated (net) 
borrowings annually 

 Facilitates scrutiny of governments’ fiscal positions & 
trends by parliament, financial markets & the public 

 Currently operates on a voluntary  basis 
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 The Financial Agreement Act 1994: 

 removed the requirement for Commonwealth and 
State borrowings to be approved under the 
Agreement 

 removed the Commonwealth's explicit power to 
borrow on the States' behalf 

 abolished the restriction on State's borrowing 
through the issue of securities in their own names, 
and 

 included the Australian Capital Territory and 
Northern Territory as LC members (they previously 
had observer status). 
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 Each govt nominates a proposed Loan Council 
Allocation (LCA);  

 Scrutiny of nominations in relation to fiscal 
position & infrastructure needs of the govt 

 LC discussions supported by Treasury 
monitoring/analysis of governments’ fiscal data 

 Formally, the LC meets to approve the LCA 
nominations; 

 But the 1994 Act means LC approval is no longer 
legally required; 

 Unsurprisingly, since 1994, all LCA nominations 
have been approved; 
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 In practice, LC scrutiny is intended to promote 
transparency and accountability 

 Publication of LC data facilitates scrutiny of 
governments’ fiscal positions and proposed 
borrowings by: 
  parliaments,  

 financial markets &  

 the public 

 While ability of markets to fund govt 
borrowings is greater than before, the public 
expects borrowings to stay at low levels 
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 Loan Council mechanisms have not inhibited 
rapid shifts in fiscal stance, where this is 
considered needed – e.g. post GFC: 

 2008-09 deficit of $0.9 billion (state deficit $19.0 bn, 
federal surplus $19.9 bn) 

 2010-11 deficit of $84.8 billion (states $33.8 billion, 
federal govt $51.0 billion.) 

 Note, however, that the major shift has been in 
Federal fiscal stance 

23 



 Inter-governmental relations have become 
more formalised & more transparent in recent 
years; 

 Some opposing trends in terms of fiscal 
transfers to the States; 

 Less formal control of  borrowing activities; 

 Greater emphasis on transparency, 
accountability and market & public 
acceptability as tools to enforce fiscal discipline 
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