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		Abstract

		Australia’s current intergovernmental grant allocation framework fails to take a balanced approach when assessed against the criteria of efficiency, equity, transparency and accountability. Particularly compromised is the criteria of efficiency, resulting in states having little incentive to adopt policies in either their or the nation’s interest. Current intergovernmental fiscal arrangements in Australia do little to ensure governments face the financial consequences of their decisions; do little to strengthen accountability; and often contradict performance standards attached to specific purpose grants. This paper proposes a holistic approach to the allocation of general purpose grants to States in the Australian federation. Central to the proposal is acknowledging the importance of the interactions general grants have with other sources of State funding (specific purpose grants and taxation) and with how those funds are expended. The benefit of the grant allocation framework proposed is how it puts control (and interest) back in intergovernmental grant allocation for the national government through its direct approach to addressing the disincentive effects of applying fiscal equalization principles to general grant allocation. For sub-national governments, its benefit is how it restores the fiscal incentive for them to embrace policy reform in the difficult areas of healthcare and taxation. 
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