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Ex post evaluation frameworks
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	Key points

	· Ex post evaluations of regulation reforms need to be ‘summative’ in nature; that is, they should evaluate the results arising as a consequence of regulatory change.
· That said, there is a role for process audits in improving the quality of implementation, and in identifying a need for a summative evaluation.

· Most evaluations draw on qualitative and quantitative methods and evidence in making an assessment of the impacts of a regulation reform. 
· Quantitative methods add rigour to the evaluation, and can make communicating the findings more effective. 
· Where the analysis relies heavily on qualitative evidence, rigour can be improved through ensuring the full range of views are represented in collecting and testing the evidence.
· Key features of evaluation, beyond testing the logic of reform changes to outcomes, are consideration of:

· the counterfactual — what would have happened in the absence of the reform. Well-designed performance indicators can build in a counterfactual in the setting of targets

· indirect effects of the reform in an impact analysis — that is the flow-on and other economy-wide effects as part of the analysis
· timing of the impacts of the reform — how the benefits and costs arise over time from the initial consideration of undertaking a reform

· distributional consequences from the reform – who bears the costs or benefits from the reform.
· Good ex post evaluation is a potentially powerful tool that can attest to the value of a reform and provide lessons for future reforms. 
· Evaluations can improve the understanding of the impacts of regulation on risk — both the probability of an adverse event and the impact if it arises. Ex ante perceptions of risk are often distorted.

· To be more effective, ex post evaluations need to: be resourced in advance; embed data collection where it is not otherwise available; share the findings; and include governance arrangements which support transparent process to test the findings and to encourage their use.

	

	


Most approaches to identifying and prioritising areas for regulation reform involve some kind of evaluation of existing regulations — either of those already in place or experiences in other countries or jurisdictions. These are generally referred to as ex‑post evaluations. In general, ex post evaluation should examine the links between the regulation and outcomes. Such evaluations, which aim to provide a full analysis of the impacts of the regulation, have been called ‘summative’, ‘results-based’, ‘logic model’, ‘impact assessment’ and ‘benefit-cost’ evaluation. While these may vary in the way they present the findings of the evaluation, they all focus on identifying and testing the causal relationships between a reform and all possible (significant) consequences.
Other, more limited, ex post evaluation approaches include:

· process audits, which evaluate the process undertaken in implementing the reform. Performance audits take an extra step to look at achievement of specified outcomes. Such approaches may also identify areas where a more complete evaluation may be necessary
· performance measurement approaches, that use indicators to examine the performance of the regulation. These approaches can be used to support more detailed benefit-cost evaluation, or expand process audit approaches into performance audits.
Ex post evaluation methods can be qualitative, drawing on interviews and surveys to find common ground in the behaviour and views of the people consulted. Methods can also be quantitative, where survey and other data are used to estimate the costs and benefits of regulation. Many evaluations use both qualitative and quantitative methods. Ideally, the information base would be objective — based on observed behaviour and other outcomes. But subjective data — which draws on the views and opinions — can also provide valuable insights into the impacts of a reform. The right evaluation method depends on the purpose of the evaluation. Ex post evaluations can be used: to provide accountability for the reform investment; for diagnosis of what does not work and how to fix it; and for learning to improve future reform efforts. These uses are not mutually exclusive, but the use will guide the evaluation effort, which needs to be proportional to the potential value of the outcome. 
This appendix sets out a broad framework for ex post evaluation of reforms to regulation, or of existing regulations. It uses the term evaluation to refer to summative evaluation, and audit and performance measurement to refer to these types of evaluation. Quantitative methods of evaluation are discussed in greater detail in appendix J.
I.

 SEQ Heading2 1
A general framework for ex post evaluation
Why undertake ex post evaluations?
Ex post evaluations of regulation reforms are undertaken for a number of reasons (box 
I.1). But the main task of evaluation is usually to assess the effectiveness, efficiency and appropriateness of a reform.
· Ex post evaluation is a means of finding out about the effectiveness of reform — whether it achieves its objectives. Process audits usually seek to assess whether the reform has been implemented — an essential first step in assessing effectiveness. Performance audits and measurement usually seek to establish whether the reform has met specific objectives. These methods report only on whether the reform has achieved these objectives, and not on the broader impacts. Evaluation goes beyond effectiveness measurement as it seeks to report on impacts, including unintended impacts, and net, rather than the gross, effects.
· Audits, performance measurement and evaluation may also aim to assess the efficiency of the reform. To do this they have to assess the cost of implementing the reform. Performance measurement may report on the cost-effectiveness of achieving the objectives. Evaluations may pose the question of whether the outcomes could have been achieved for a lower cost.
· Where evaluation differs most from audits and performance measurement is that it seeks to assess the appropriateness of a reform — did it add to community wellbeing? A reform might have achieved the intended objectives, but the costs of implementation and unintended negative impacts may outweigh the benefits. Evaluation, rather than audit or performance measurement methods have to be applied to assess whether the reform is appropriate.

Evaluation is also important for testing the theoretical basis (or logic) of the reform. Policy should be based on an understanding of cause and effect — a change in policy aims to induce changes in behaviour that have the desired consequence. Good evidence underpinning the theory is central to evidence-based policy (PC 2010c). Ex post evaluations of reforms are an important part of building the evidence base. Undertaking evaluations also provides a learning opportunity for the people involved, and can build analytical skills that are important for good policy analysis.
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Reasons why ex post evaluations are undertaken

	The European Commission (EC) defines evaluation as ’judgement of interventions according to their results, impacts and needs they aim to satisfy’ (2004, p. 9). The EC views evaluation as a process that culminates in a judgement (or assessment) of an intervention. Moreover, the focus of evaluation is first and foremost on the needs, results and impacts of an intervention. The main purposes for carrying out evaluations are to: 
· contribute to the design of interventions, including providing input for setting political priorities

· assist in an efficient allocation of resources

· improve the quality of the intervention

· report on the achievements of the intervention (i.e. accountability).
The UK Treasury argue that: ‘evaluation findings can identify “what works”, where problems arise, highlight good practice, identify unintended consequences or unanticipated results and demonstrate value for money, and hence can be fed back into the appraisal process to improve future decision-making.’ (HM Treasury 2011, p. 7)
The Treasury of Canada requires that regulatory proposals include a Performance Measurement and Evaluation Plan. This provides a concise statement or road map to plan, monitor, evaluate, and report on results throughout the regulatory life cycle. When implemented, it helps a regulator: 

· ensure a clear and logical design that ties resources and activities to expected results

· describe the roles and responsibilities of the main players involved in the regulatory proposal

· make sound judgments on how to improve performance on an ongoing basis

· demonstrate accountability and benefits to Canadians

· ensure reliable and timely information is available to decision makers in the regulatory organizations and central agencies as well as to Canadians 

· ensure that the information gathered will effectively support an evaluation. 

	Sources: EC (2004); HM Treasury (2011); Treasury Board of Canada Secretariat (2009).

	

	


As mentioned, ex post evaluations are important for accountability of government. Ex post evaluations provide evidence on the outcomes from a government’s regulatory actions. But while accountability is important, the findings from ex post evaluation need to be applied to get the greatest value from the investment in evaluation. The information generated could feed into fine tuning the reform being evaluated, or repealing the reform if it turned out not to have delivered as expected. The information could also lead to a search for better ways of achieving the objective of the regulation, but at a lower cost. And it should be used to better inform future reform efforts, including the analysis in regulation impact statements (RIS).

The distinction between evaluation and performance measurement and audit is important. While these latter approaches have a role to play in assessing progress, and to a lesser extent, outcomes of regulation reforms, evaluation is the only approach that gets to the core of whether a reform has delivered benefits. This distinction is also noted by the European Commission (EC) in their evaluation approach (box 
I.2).
A broad evaluation framework
To evaluate the efficiency, effectiveness and appropriateness of a reform the evaluation framework has to be ‘summative’. That is, it should provide information on inputs, outputs, outcomes, impacts and net benefits, and seek to describe and test the causal links between them.
 
These links tend to play out over time, with reforms in regulations leading to changes in inputs and outputs that then lead first to direct outcomes such as changes in behaviour. These outcomes can be economic, social and environmental in nature. As these changes feed through, there can be feedback loops and spill over effects. These include dynamic effects such as those that arise from changes in, for example, savings and investment decisions, as well as the working through of resource reallocation in response to relative price changes. Impacts describe the full set of changes in all outcomes over time. The net benefits describe the total value of these impacts to the people who are affected, directly and indirectly, by the reform.

Government agencies have more control over the outputs of a reform than over the outcomes. These depend not just on policy change, but on the context in which the outputs arise. A different context can mean different outcomes. Different contexts are not just alternative external scenarios. This is important to recognise, especially when a regulatory change is applied in different contexts, such as jurisdictions, industry sectors, and socio-economic groups. 
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European Commission definitions of evaluation approaches

	Performance monitoring consists of identifying objectives and indicators for each policy area and activity and reporting on the attainment of these objectives. This system is designed to provide regular feedback on the implementation of activities (i.e. what outputs have been produced, at what cost (i.e. inputs), over what time period and by whom) and hence a means of assessing the performance of the Commission. Performance monitoring does not however usually collect data about the results and impacts occurring outside the Commission as a consequence of its activities. Furthermore, it does not provide answers as to why an activity does or does not attain its objectives, or indeed the relevance of these objectives, neither does it address the question of how performance can be improved. These questions are addressed through exercises of an evaluative nature. 

Audit, in the public sector, covers a broad range of activities ranging from the traditional financial audit, which concentrates on inputs and outputs, to performance audit, which may encompass some features of an evaluation. A comparison of the scope of evaluation, monitoring and financial audit is presented schematically in the diagram below.

The Commission differentiates evaluation and audit, but recognise that overlap can arise as both evaluation and audit can be used to assess performance. Evaluation and performance audit involve the study of implementation processes and their consequences to provide an assessment of economy, effectiveness and efficiency of an organisation and/or its activities. However, performance audit tends to be more focused on the implementation of an activity and its immediate effects, while evaluation is centred first and foremost on assessing performance in respect to an intervention’s effects. When evaluation examines implementation it normally tries to explain how the results and impacts of an intervention were conditioned by the implementation mechanisms. Furthermore, a broader range of issues fall under the practice of evaluation including an examination of an intervention’s relevance, utility and sustainability.
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The direct outcomes from the same regulatory change may differ for different regions, sectors and for producers, workers and consumers. In the United States of America, US Executive Order No. 12866, which sets out the requirement for the benefits of a proposed regulation to justify its cost, explicitly includes ‘distributive impacts’ and ‘equity’ as components of net benefits (Gayer 2011). Most evaluation methods seek to include information on the distribution of outcomes. 

Changes in distribution can be thought of as a particular dimension of outcomes. Different distributions of any outcome, whether it is consumption of health services, or protection of personal safety, may have different values to society. The ‘community value’ on any distribution depends on the social norms and values of the people in the community. 
Another dimension of outcomes is risk and uncertainty in relation to the outcome over time. Most people are risk averse and place a value (willingness to pay) on reducing the risk of adverse outcomes. These adverse outcomes could be environmental or social as well as economic. There is also potentially value in reducing uncertainty, in part as an input into better decision making, but also for the inherent psychological reaction people have to uncertainty. In addition, many people care the outcomes for future generations. These impacts on uncertainty about outcomes affect wellbeing, and can be summarised, albeit very roughly, as concerns about sustainability. How to bring impacts on risk and distribution into an evaluation are discussed later in this appendix.

Building on the evaluation framework set out in the Review of Government Services (SCRGSP 2009), figure 
I.1 adds in the concepts of context, economy-wide flow on and dynamic effects, and distribution and risk to the familiar inputs-outputs-outcomes evaluation framework. 
Evaluations may complete all the sections in this broad framework. Some may stop at direct outcomes because the flow-on and spillover effects are either minimal or inherently positive. But this assessment should be based on good evidence from past evaluations and testing of the theories that underpin the framework logic. This same framework is applied in ex ante evaluations, where the main difference is that the probability that each link will occur has to be factored in to find the expected impacts. The framework has also been applied as a program or intervention design tool (box 
I.3)

Figure I.
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A broad evaluation framework 
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Logical frameworks

	The first ‘Logical Framework’ was developed in the late 1960s by the United States International Development Agency. Since then the approach has been widely adopted by development agencies and others as a planning and design tool for aid projects and other interventions. The method requires the planner to set out the logic of the intervention, explaining how the proposed activities will achieve the explicit objectives. One of the important features of the logical framework approach is that it sets out the assumptions about the context for the reform (external environment) and conditions under which implementation is expected to be effective, or so called ‘success factors’. A second important feature is the selection, ex ante, of verifiable indicators that can be used to monitor progress and the ‘success factors’ as the reform is implemented. Various methods to collect the indicators may be used, and the indicators can be both qualitative and quantitative. 
The Logical Framework covers much of the same ground as a regulation impact statement in that it has to set out the problem, establish objectives, consider alternatives to achieving the objectives, and define the activities and inputs that will be used. As mentioned, the approach then sets out the assumptions on which the logic of the approach is based and establishes indicators for each of the: activities; expected outputs and outcomes; and broader objectives. As such, the approach is ideal for designing and embedding good ex post evaluation. 

	Source: NORAD undated. http://www.ccop.or.th/ppm/document/home/LFA%20by%20NORAD%20Hand
book.pdf’ AusAID AusGuideline Activity design, 3.3 The Logical framework Approach,  http://www.ausaid.gov.au/ausguide/pdf/ausguideline3.3.pdf

	

	


A critical characteristic of evaluation of a reform is that it reports changes from the counterfactual — the no reform case. While conceptually simple, the practical application of this can be challenging (see appendix J for a discussion on empirical approaches to determining the counterfactual). Trying to identify change from a counterfactual is just as important in qualitative analysis. This makes how questions are framed very important. For example, the ‘most significant change’ methodology takes a structured approach to collecting the narratives of people affected by a reform that tries to control for other sources of change (Davies and Dart 2005).
The other characteristic of good evaluation is the explicit recognition of the time profile of the outcomes from reforms — impacts are the time series of changes that result from a reform, and include the input costs as well as the direct and subsequent outcomes. 

It should be noted that there is nothing about this broad evaluation framework (figure 
I.1) that requires quantification of the measures (although quantification can help impose rigour in the analysis). What the framework does require is evidence of links between each of the parts of the change spectrum. This evidence can be empirical or provided through narratives. What matters for the evaluation is that the evidence is tested and the confidence in the results can be assessed. 
Summary measures used in evaluation
The evaluation framework set out in figure 
I.4 should provide information to support a wide range of evaluation measurement needs. There are many different sets of summary measures that might be considered. The measures report on specific aspects of the impacts in a way that helps to answer questions. For example, the Australian National Audit Office (ANAO 2009) lists appropriateness, effectiveness, efficiency, integration, performance assessment and strategic policy alignment as relevant dimensions of expenditure programs. AusAID’s Office of Development Effectiveness (AusAID 2006) lists relevance (were the objectives right?), effectiveness (were the objectives achieved?), efficiency (was it value for money?), impact (what are the long term effects, positive and negative, intended and unintended), and sustainability (will benefits, particularly in institutions and systems, be sustained?) as the summary measures used in evaluations of development assistance programs. 

The EC guidelines for evaluation set out 10 summary measures for reporting evaluations. However, the EC does not include ‘relevance’ and ‘coherence’ as measures that ex post evaluation would report. Box 
I.4 expands this EC list to include some other commonly used summary measures.
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Commonly used summary measures in evaluation

	The EC’s 10 dimensions and other common dimensions (in brackets) include the following.
· Relevance — The extent to which an intervention’s objectives are pertinent to needs, problems and issues to be addressed.
· Coherence — The extent to which the intervention logic is not contradictory/ the intervention does not contradict other interventions with similar objectives.
· (Appropriateness) — A combination of relevance and coherence.
· Economy — The extent to which resources are available in due time, in appropriate quantity and quality at the best price.
· Effectiveness — The extent to which the objectives set are achieved.
· Efficiency (cost-effectiveness) — The extent to which the desired effects are achieved at reasonable (least) cost.
· Sustainability (impact) — The extent to which positive effects are likely to last after an intervention has terminated.
· Utility (appropriateness) — The extent to which effects corresponded with the needs, problems and issues to be addressed.
· Consistency (impact) — The extent to which positive/negative spillovers onto other economic, social or environmental policy areas are being maximised/minimised.
· Allocative/distributional effects (impact) — The extent to which disproportionate negative/positive distributional effects of a policy are minimised/ maximised.
· (Impact) — The full set of outcomes (positive and negative, intended and unintended) that arise over time as a result of the intervention.
· Acceptability – The extent to which stakeholders accept the policy in general and the particular instrument proposed or employed.

	Source: EC (2004).

	

	


As illustrated in figure 
I.2, evaluation should provide information on each element — inputs, outputs, outcomes, impacts and net benefits. If measured in comparable units each of these can be used as input to quantitative evaluations. 

Some common summary measures used in economic evaluations are added to the framework in figure 
I.2. The efficiency with which inputs are converted to outputs is known as technical or production efficiency. It is related to, but slightly different from the term ‘economy’ described in box 
I.4 as ‘economy’ would be necessary, but not sufficient, for technical efficiency. The cost-effectiveness measure is the same as that used in box 
I.4 where unintended effects are not considered. A broader cost-effectiveness measure would take into account negative impacts (costs) as well as the positive impacts (benefits from the intended outcome). For example, the costs for firms to implement a regulation, which are an input to the reform, are also one of the impacts of the reform. Outcomes resulting from distortions introduced by the regulations, such as reducing the range of products that comes at a cost the firm and consumers, could also be considered costs, although these are rarely included in the evaluation.
Figure I.

 SEQ Figure \* ARABIC 2
Summary measures in a benefit-cost evaluation framework 
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Impact assessment usually aims to provide a balance sheet of all costs and benefits over time. The cost side of the ledger includes the input costs as well as outcomes that have a negative impact. The benefit side of the ledger includes all the outcomes that have a positive impact as they arise over time. Each entry in the ledger can be quantitative or qualitative — what matters is that each entry is evidence-based. Figure 
I.3 provides a stylised version of the benefit-cost ledger for a regulation reform. 
Quantification of impacts is required for a cost-benefit analysis. To provide a cost-benefit ratio the outcomes on both sides of the ledger have to be converted to a common metric (usually a monetary amount) and a discount rate applied to reflect the different value placed by the community on the timing when certain types of outcomes occur. The net present value (NPV) of the net benefit is an estimate of the overall allocative efficiency of the reform. If a net benefit is positive then the reform has improved the wellbeing of the community. If the NPV is negative, then the reform has detracted from community wellbeing.

Quantification of all the impacts of a regulation reform (or any other policy or expenditure intervention) is likely to be an impossible task, and it is more common to only quantify the economic outcomes. However, a good evaluation will consider other outcomes for which there is only qualitative evidence along with the economic outcomes. A common approach is to consider how big the (qualitative) benefits have to be to justify the quantified costs, and whether there is sufficient evidence of these benefits to more than compensate for the cost of the reform. A list of summary measures commonly used in economic evaluations is provided in table 
I.1.

Figure I.
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A stylised benefit-cost ledger
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Summary measures used in economic evaluations
	Measure
	Relationship measured
	Types of measure

	Technical or production efficiency
	Inputs to outputs
	Output units to input units: Often units of output to dollar value of inputs

	Effectiveness a
	Outputs to direct (intended) outcomes

Usually at a given point in time
	Extent to which objectives have been achieved. Often presented as a qualitative measure (very, somewhat, not very, not at all effective). Can be a measure of outcomes achieved relative to a benchmark as a percentage of benchmark or of target

	Cost-effectiveness
	Direct outcomes relative to inputs
	Outcomes units to input units. Often units of outcomes to the dollar value of inputs

	Impact assessment
	Final outcomes 

Time series often reported as snap shots at points in time
	Quantitative and qualitative measures of outcomes in units of outcome.

	Benefit-cost ratio

Internal rate of return

Net present value
	Net value of final outcomes to costs of inputs

Discount rate at which the net present value of costs and benefits is equal to zero
Discounted current value of the benefits less costs
	Discounted value of final outcomes expressed in a common metric relative to discounted value of input costs expressed in the same metric (dollars)


a(Not included in the figure I.2 as it is not a comparative measure, but so commonly used it is included in this list.
Evaluation of regulation reforms

While proposals for new regulation that impacts on business and the community are often evaluated ex ante as part of the regulation impact assessment process, there are relatively few examples of ex post evaluations of regulation reforms. Most evaluations are limited to process reviews and performance measures rather than a full evaluation that can assess the full impact of the reform. 

In Australia, most reforms end up being evaluated as part of the next wave of reform — and ex post evaluation of the impacts of an existing regulation form a core part of most in-depth reviews of regulation. Exceptions include the review of National Competition Policy (NCP) undertaken by the Commission (PC 1999; 2005b; 2005c), and various statutory reviews of regulation that are embedded in the legislation (see appendix E for examples). The NCP reviews applied a quantitative evaluation methods (discussed further in appendix J), however most embedded reviews take a more qualitative approach to assessing the benefits and costs of the reform. 

The Commission’s framework for assessing the impacts and benefits of the COAG reforms recognises that the assessment of some reforms may be limited to determining their cost-effectiveness, in large part because of the inherent difficulties and uncertainties in assessing the benefits (PC 2010b; box 
I.5).

In most countries it is much more common to use ex post evaluations to assess expenditure programs than for regulation reform (OECD 2010f). The main exception is in the United States of America, where the Office of Budget and Management (OBM) reports annually to Congress on the benefits and costs of federal regulations. Early this year, they reported the costs and benefits of 106 major regulations over the period 2001- to 2010, finding that the combined value of benefits (estimates in the range of $136 to $651 billion in annual benefits) greatly exceeded the cost (estimated in the range of $44 to $62 billion in annual costs) (OBM 2011).  
There is no systematic follow up of the ex ante regulation impact assessments with an ex post evaluation in Australia. Such examination of the reliability of ex ante evaluations is rare in other countries (OECD 2010f). Such analysis is, however, rather revealing (box I.6

). In general, comparisons find systematic overstatement of the likely compliance costs because of failure to take adaptation into account savings, and over statement of the effectiveness of the regulations in achieving the objective. This later finding is often called optimism bias. 

Do not delete this return as it gives space between the box and what precedes it.
	Box I.

 SEQ Box \* ARABIC 5
The conceptual framework for evaluating the COAG reforms

	The conceptual framework underpinning the Commission’s analysis makes a distinction between direct and economy-wide impacts. Direct impacts are the changes that can be traced directly to the reforms. The main types of direct economic impacts of the reform are changes in:

· productivity – changes in the productivity of labour or and other inputs

· prices – changes in unit prices

· workforce participation – changes in the engagement of people in the workforce

· population – change is life expectancy and other demographic variables. 

Economic impacts can also arise through changes in human capital and natural resources that then affect productivity, prices, participation and/or population. 

Direct impacts may also result in changes in social and environmental conditions that are not captured by market activities. 

The economy-wide impacts represent both the direct and indirect effects, such as changes in productivity and prices in one sector and how these influence production activities in another, on household income and hence expenditure. These indirect ‘feedback’ or flow-on effects include impacts on:

· resource allocation – for example, as labour and capital move between productive uses, income and hence consumption patterns change

· transition or adjustment costs – for example, down time as workers move to a new location, occupation or industry

· longer-term effects – for example, after adjustment of physical and human capital, and natural resource endowments.

The evaluation also needs to distinguish between reforms according to their stage of development and implementation.

· Realised reforms have been implemented and impacts are accruing.

· Prospective reforms have been implemented, but impacts have yet to occur.

· Potential reforms have yet to be implemented.

An evaluation of potential reforms is an ex ante evaluation, that can be used to assess the potential net benefits from future reforms. Evaluation of realised reforms is an ex post evaluation, while evaluation of prospective reforms has elements of both ex ante (probability of impacts) and ex post (actual costs and possibly outputs are known).

	Source: PC (2010b).
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Comparisons of ex ante and ex post evaluations

	One of the few systematic studies that compared the impacts found in ex post evaluations with the ex ante evaluation estimates was undertaken by Resources for the Future in the United States. The study compared 21 federal regulations for which both ex ante and ex post evaluations were available. Shapiro and Irons (2011) report that:

Government cost estimates of 13 regulations were significantly overstated when compared to actual costs, while the cost estimates for only three regulations were significantly understated. An update of this analysis by one of the researchers confirmed this general conclusion: Cost predictions used by government agencies tend to be too high. (p. 3)

One reason why costs might be overestimated is that faced with new regulations firms adapt and innovate to find lower cost ways of meeting the regulations. The tendency for compliance cost calculators to over-estimate the costs may be one reason why perception surveys do not tend to report significant cost reductions despite large cost savings estimated with red tape reduction targets.
Other studies have found that there tends to be an optimism bias in regards to the effectiveness of the regulation.

	Source: Shapiro and Irons (2011).

	

	


There are growing calls for a more systematic approach to ex post evaluation that will facilitate comparison with ex ante evaluations. This would eventually provide information to assist in improving ex ante evaluations of regulation. Moreover, ex post evaluations can point to areas where improvements can be made, and where demonstrating a high return to reform effort can bolster the support for further reform.

Good evaluations tend to be resource-intensive exercises. The quality of an evaluation depends on the availability of good information, both before and after a reform has been implemented. In the absence of this primary data, the quality of the evaluation depends on the reliability of the theoretical models of the causal relationships that are applied to assess the impact of the changes induced by the reforms. Ideally these models have been well tested against evidence, and would have been utilised in developing the reform, and in establishing robust performance measures.
Even with good data evaluation can be hard to do well. For example, identifying what has changed relative to a counterfactual (the without reform case) is less common than it should be. The Centre for European Evaluation Expertise (2006) reports on cost-effectiveness evaluations, mainly in relation to expenditure programs, and has noted that very few of these evaluations have established a counterfactual. In some cases this runs counter to the review body’s own guidelines. For example, the World Bank requires a rigorous quantitative specification of a counterfactual situation for an evaluation to be described as an ‘impact evaluation’. However, a review in 2002 found that only about a quarter of their evaluations met this criteria. 

Ensuring the full range of costs and benefits are recognised and can be measured can also be challenging, particularly where there may be unintended costs and benefits. In a meta-evaluation of the cost-effectiveness of its evaluations, the Centre for European Evaluation Expertise (2006) found that few considered deadweight loss, and most just focused on program expenditure and not the other costs associated with the program. Given these challenges, increasing the number of ex post evaluations undertaken will need to be supported with development of skills and capabilities in evaluation.
I.
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Performance measurement approaches
Performance measurement is applied to a wide range of situations, including as a business tool by firms, in contracts between firms and government, and within public agencies of which reporting on the consequences of regulation reform is only one. 
Performance measurement approaches have three main elements. The first is the set of indicators, where the indicators should be chosen to reflect the range of possible outputs and outcomes. The second element is how the indicator information is presented. This determines how the information is interpreted and passes judgement on the success or otherwise of a reform. Both the indicators and how the information is presented determine the usefulness of the performance measurement system — whether it is ‘fit for purpose’. The third element is the governance arrangements around setting up a performance measurement system, collecting indicator information and reporting this information. 
This section looks at examples of each of these three elements in performance measurement approaches to evaluations of regulations. The Council of Australian Government (COAG) performance measurement system provides a good example of the use of this approach in monitoring and reporting on regulation reform (box 
I.7). Examples from other applications of performance measurement are also provided where this demonstrates a feature of performance measurement that might be applicable to evaluation of regulation reform.
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The COAG Reform Council

	The COAG Reform Council (CRC) was established by COAG to strengthen public accountability as part of the arrangements for federal financial relations. It independently advises COAG on the performance of governments in delivering the various elements of the COAG Reform Agenda. The CRC:

· monitors, assesses and publicly reports on whether predetermined outcomes and performance benchmarks have been achieved under the six National Partnerships

· reports to COAG on the performance of the Australian Government and the States and Territories in achieving the outcomes and performance benchmarks specified in 24 key National Agreements
· assesses the performance of the Australian Government and the Basin States under five bilateral Water Management Partnerships under the Agreement on Murray-Darling Basin Reform
· advises COAG on the aggregate pace of activity in progressing COAG’s agreed reform agenda

· advises COAG on options to improve COAG’s performance reporting framework

· reviews the consistency of capital city strategic planning systems with the new national criteria.
Performance benchmarks range from meeting implementation milestones (such as enacting legislation by a particular date) to improving outputs (such as increasing hours of teacher aide assistance) and improving outcomes (such as reducing the incidence of type 2 diabetes).

The main COAG agreement on regulation reform is the National Partnership Agreement to Deliver a Seamless National Economy (SNE). The CRC reports annually on progress against the performance benchmarks for this agreement, which consist entirely of meeting implementation milestones. The CRC’s most recent performance report on the SNE reforms (for 2009-10) was delivered to COAG on 23 December 2010 and made public on 11 February 2011.

	Source: COAG (2008); CRC (2010b)..

	


The selection of indicators

A performance measurement approach can focus on monitoring indicators of process, progress, inputs, outputs and or outcomes. Performance measurement may include any or all of these types of indicators and can include a number of indicators that provide valuable input into undertaking a ‘benefit-cost’ evaluation. The relevance of the performance indicators for such evaluation depends on the underlying relationship between the change in the regulation and that indicator. Indeed, the usefulness of performance indicators depends on the extent to which they do reflect causal relationships with the changes resulting from the reform.

As indicated in figure 
I.4 there are strong links between the evidence needed in evaluations and indicators used in performance and process audits. The indicators used for process audits will ideally follow the steps in the process that is being evaluated. Performance indicators are ideally based on a clear logic model of the way in which a reform works to achieve its intended outcomes, from the inputs used through to the impacts of the reform on well-being (figure 
I.1). 

Figure I.
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Performance indicators, process audits and ‘benefit-cost’ evaluation
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Where performance indicators are selected using an inputs-outputs-outcomes framework they may be able to provide a number of the economic evaluation measurements (table 
I.1). Measures of technical efficiency, effectiveness, and cost-effectiveness may be possible if the right data is collected along the impact spectrum from inputs to overall impacts. Box 
I.8 contains some examples of indicator along the impact spectrum.
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Performance indicator example — World Bank

	The World Bank has outlined some indicators that could be used for a climate change adaptation program designed to minimise the impact of climate change on farmers.
· Input indicator — providing equipment and training for community collection of local climate data.

· Output indicators — the number of communities that have created and maintained a local weather station, and the number of farmers with access to climate forecasts.

· Outcome indicator — the percentage of farmers with increased trust in weather data and climate projections.

· Impact indicator — diminished variability in farming yields over an extended period.

	Source: World Bank (nd).

	

	


Indicators are often used in evaluations of reforms that have social and environmental impacts. One of the challenges for good evaluation of social and environmental is finding reliable and agreed measures of these types of outcomes. There is growing interest in measuring progress from a wellbeing perspective, and a more diverse range of measures that can be used to monitor non-market outcomes that are valued by the community are being promoted (for example, ABS (2011); OECD (201); Stiglitz, Sen and Fitoussi (2009)). These effort should improve the collections of data available in the future to assess the social and environmental impacts of reforms. 
Regardless of the nature of the impact being measured, whether an input cost, reform output, direct outcome or outcome resulting from flow-on or spillovers, there are a range of criteria for what makes a good indicator (box 
I.9). 
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Characteristics of a good indicator

	The Treasury Board of Canada Secretariat (2009), for example, observe that good indicators should be:

· objectively verifiable

· relevant and valid 

· prioritised and limited in number

· balanced and comprehensive

· meaningful and understandable

· timely and actionable

· cost-effective to measure.

The ABS sets out the characteristics of a good social indicator as:
· reflective of a social issue 

· available as a time series to allow comparison through time (and between social/geographic groups)

· meaningful and sensitive to change

· summary in nature (but not overly so)

· able to be disaggregated

· intelligible and easily interpreted 
· able to be related to other indicators 
· where possible, focus on outcomes for the dimension of progress (rather than on say, the inputs or processes used to produce outcomes)

· be supported by timely data of good quality

	Source: ABS Measuring Wellbeing (4160.0); Treasury Board of Canada  Secretariat (2009). 

	

	


Some performance indicators are measures of the variable of interest, for example the number of children attending school as a measure of whether children are engaged in and benefiting from school. (Although this indicator may not reflect if they are benefitting.) Others are proxy indicators, such as enrolment as a proxy for attendance. This may or may not be a good proxy depending on whether enrolment is likely to be highly (perfectly) correlated with attendance.
Where possible, performance indicators should be presented as quantities, such as raw numbers, averages, percentages, rates, ratios, or indexes.
One of the challenges in selecting performance indicators for summative evaluations is that they should reflect the change from the counterfactual — what would have happened to the indicator in the absence of the reform. ‘Good’ indicators are defined as a change from a baseline, so the extent to which the indicator captures the change from the counterfactual depends on how well the baseline captures this counterfactual (see appendix J for a discussion of how this can be done quantitatively). 

One example where performance indicators have been used is in the evaluation of the COAG National Education Agreement (box 
I.9). Five expected outcomes were agreed to, and a range of indicators are used to measure performance in meeting the outcomes. 
Presenting the results
There are a number of methods for presenting indicator information that assists in its interpretation. These include ‘traffic lights’, ‘balanced score cards’ and Goal-Attainment-Score (GAS) systems. In all these methods the actual indicator is assessed relative to a target. 

For traffic light approaches, the target is set out as the criteria to achieve a green, amber or red rating. The COAG Reform Council (CRC) assessment of the Seamless National Economy initiative uses this approach (section I.3). In this example, green means the indicator was met, red means the indicators was not met, and amber indicates that the indicator was met late, or only partially met, but that it is not expected that this would lead to jurisdictions being unable to meet future milestones.

Balanced scorecards involve attaching targets to a number of indicators, and measuring performance against these targets. For example, under COAG’s National Agreement on Literacy and Numeracy, targets are set for a range of performance indicators, and the CRC assess whether jurisdictions have met these targets (CRC 2011).
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Performance indicators used in the COAG National Education Agreement

	The overarching objective of the COAG National Education Agreement is that ‘all Australian school students acquire the knowledge and skills to participate effectively in society and employment in a globalised economy’. In order to assess whether this objective is being met, five expected outcomes, each with their own performance indicators have been set. The COAG Reform Council measures the performance of each jurisdiction against the following indicators.
1. All Children are engaged in and benefiting from schooling.


The indicator used to measure performance against this outcome is the proportion of children enrolled in and attending school.

2. Young people are meeting basic literacy and numeracy standards, and overall levels of literacy and numeracy are improving.


The literacy and numeracy of years 3,5,7 and 9 students is subject to national testing.

3. Australian students excel by international standards.


The proportion of students in the top and bottom levels of international testing is measured.

4. Schooling promotes social inclusion and reduces the educational disadvantage of children, especially Indigenous children.

Four performance indicators are used to measure progress towards this outcome: the proportion of Indigenous and low socio-economic (SES) status children enrolled and attending school; literacy and numeracy testing for Indigenous and low SES students; the proportion of Indigenous students completing year 10; and the proportion of the 20 to 24 year old Indigenous and low SES population having completed at least year 12 or a certificate II.
5. Young people make a successful transition from school to work and further study

Three indicators are used to measure progress towards this outcome: the proportion of the 20 to 24 year old population that has completed at least year 12 or a certificate II; the proportion of people undertaking further education or training within six months of completing school; and the proportion of 18 to 24 year olds engaged in employment, education or training at the certificate III level or above.

	Source: CRC (2010a).

	

	


Under the GAS approach, the results of individual indicators are added up based on selected weights. Under both balanced scorecards and GAS systems, achievement is measured relative to a target. The differences lie in how these targets are determined and how the achievements relative to targets are weighted to get an overall assessment of performance. Hence the setting of targets is central to performance measurement systems (box 
I.11). 
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Guidance on setting targets – Canadian Treasury

	Performance targets consist of projected indicator values for quarterly, semi-annual, or annual performance periods. The target for the regulatory proposal should relate to the analysis (for example, cost-benefit analysis and risk assessment) that supported the decision to regulate in the first place. Targets can also be set for achieving certain levels of performance in the longer term. Target measurements can be used as interim information about how particular indicators are working. Such information can also be useful for annual reporting and budgeting exercises. Suggested guidelines for setting targets include the following: 

· setting targets based on previous performance (i.e., the level at which performance is no longer deemed a ‘problem’)

· setting targets using the performance level achieved by the most successful performance to date

· setting targets using the performance level achieved by averages of past performance

· setting targets using performance levels achieved by other jurisdictions or by private firms with similar activities

· making sure that the targets chosen are feasible given the program’s budget, staffing, and anticipated influence 

· identifying developments — internal and external — that may affect the program’s ability to achieve desired outcomes. 

	Source: Treasury Board of Canada Secretariat (2009).
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Process audit approaches
Process audits are ‘formative’ evaluations and, as such, do not examine the causal links between action and outcomes. Process audits do not aim to measure project results, rather they examine whether appropriate steps have been taken according to what was agreed or intended, such as whether stakeholders were consulted, reviews were undertaken and legislation was enacted. 

Process evaluations rely on the assumption that good process delivers good outcomes. The core question is, ‘what has been done?’. This says nothing about what outcomes have been achieved, so the underlying assumption is that adherence to the process will generate desired outcomes. This may be the case, however the verification of this relationship can only be made through a ‘summative’ evaluation. 

Where have process audits been used?

Publicly available examples of process audit approaches are limited, as they are commonly undertaken by agencies as part of management oversight rather than for public accountability. One publicly available example is evaluations undertaken under the COAG Seamless National Economy initiative — which examines whether jurisdictions are meeting agreed milestones. In addition, the Australian National Audit Office (ANAO) undertakes performance audits of regulator processes. The Productivity Commission has also previously used process indicators in benchmarking studies.

COAG evaluations
Under the Seamless National Economy initiative, the CRC evaluates reform efforts against agreed criteria. These criteria are generally based on process — for example, whether legislation has been drafted and agreed to, or whether specified reforms have been completed.

Jurisdictions are required to report to the CRC on their progress in meeting the agreed milestones. The COAG Reform Council uses this information, as well as other publicly available information, to form an assessment of whether the milestone has been partially, fully, or not met (box 
I.12).

Based on whether jurisdictions are meeting the milestones, the CRC also examines the risks in each reform area. For example, in its 2009-10 report, the CRC noted that, due to some jurisdictions not agreeing to model national Occupational Health and Safety (OHS) regulations, there was a risk that there would not be a national OHS framework. In the area of chemicals and plastics regulation, the CRC noted some inconsistencies between the implementation plans proposed by the jurisdictions. 
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Evaluation of the Seamless National Economy

	The COAG Reform Council (CRC) monitors and reports on milestones for progress of governments against the 27 deregulation priorities in the Seamless National Economy reform agenda. Each National Partnership is underpinned by an implementation plan which articulates the policy outcomes sought in each reform area and, where possible, identifies key milestones for jurisdictions in progressing each reform.

The council‘s assessment of performance is evidence-based and draws on a range of inputs, including: 

· detailed progress reports and formal comments provided by jurisdictions 

· additional information from jurisdictions requested to assist the assessment process (such information is treated as an addendum to jurisdictional progress reports) 

· independent research on legislative and regulatory activities of governments, based on publicly available information. 

Tables are used to provide a visual representation of the CRC‘s assessment of progress against individual milestones. A commentary is also provided on progress and risk assessment. The tables use a green-amber-red representation of progress against individual milestones (white cells indicate that there is no milestone for the relevant jurisdiction).

Jurisdictions are required to provide detailed progress reports to the CRC on their progress against the key milestones in the implementation plan within three months of the end of each financial year using a common template. The template is provided to jurisdictions at the end of each reporting period, and is based on the most current version of the implementation plan at the time of distribution.  

In the CRC’s most recent report on the deregulation priorities, it was suggested that where appropriate: 

· new interim or final milestones are set in cases where reforms are off track 

· extra interim milestones to monitor key steps towards the final objective 

· milestones be revised if not consistent with other COAG agreements. 

The CRC also suggested the reporting framework could be strengthened to:

· specify accountabilities accurately in the implementation plan — so that it is clear which jurisdictions required to report 

· clear specification of deadlines for each milestone, and in setting such deadlines take account of the time it takes for sequencing of implementation where one jurisdiction takes the lead

· for implementation plans to be reviewed and updated before the end of the next reporting period, to ensure a clear basis for public accountability before the end of the reporting period.

	Source: CRC (2010b)

	

	


ANAO evaluations

The Australian National Audit Office (ANAO) undertakes frequent reviews of the administration of regulation. While such reviews may investigate the performance of regulators, they also focus on what processes the regulator has in place. For example, in its audit of the Australian Broadband Guarantee (ABG) program, the ANAO (2011) stated that the scope of the audit was to:

… assess if DBCDE had effectively managed the ABG program, and the extent to which the program was achieving its stated objectives. The audit examined DBCDE’s activities supporting the planning, implementation, monitoring and performance reporting for the ABG program from its commencement in April 2007 to June 2010. ( p.16)

These audits assess the regulator across a range of criteria. They generally contain recommendations on processes the regulator can implement to improve their administration of the regulation — for example, in the ABG program audit, the ANAO recommended strengthening the performance reporting of the relevant department (box I.13).
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ANAO review of Australian Broadband Guarantee Program

	In 2011, the Australian National Audit Office (ANAO) completed an audit of the administration of the Australian Broadband Guarantee Program. The criteria for the audit included examination of the Department of Broadband, Communication and Digital Economy’s (DBCDE) activities in relation to:

· program planning and implementation

· assessment of customer eligibility and registration of service providers

· compliance and monitoring

· performance measurement and reporting.

The process for the audit included interviews with staff, testing of the customer registration processes, reviewing the department’s testing of services, and analysis of databases.

The ANAO suggested that the DBCDE has established effective management strategies, and had sound processes for registering providers, assessing customer eligibility and monitoring and compliance. In addition, risk assessments were deemed to be more strategically focussed.

However, the audit did identify some shortcomings. In particular, the ANAO noted that the department had not reported against key performance indicators and whether the program objectives has been achieved. The ANAO recommended that this process be enhanced.

	Source: ANAO (2011).

	

	


Productivity Commission benchmarking of process
The Commission has also used some indicators based on regulation process in its study into benchmarking the quality and quantity of regulation (PC 2008). These indicators were selected to reflect each jurisdiction’s approach to the administration of regulation and consultation, the RIS process, and mechanisms for ex post evaluation. These indicators aimed to provide an indication of the quality of regulation (box I.14). 
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Benchmarking quality and quantity process indicators

	The Commission’s study into benchmarking the quality and quantity of regulation provided information on a number of process indicators. With regard to the administration of regulation, these indicators included:

· the availability of online information regarding licensing and applications

· whether regulators have binding time limits for the approval of applications
· whether enforcement strategies and/or outcomes are published
· whether regulators adopt risk-based enforcement strategies
· whether regulators have external or internal review mechanisms
The Commission also provided information on process indicators with regard to the flow of regulation. These indicators included:
· consultation — including mandatory public consultation requirements and the timing of consultation
· whether regulation is subject to a regulation impact statement and/or an impact assessment, and whether these are made public
· whether a mechanism is in place to prevent regulation from proceeding where it does not comply with RIS requirements
· whether there is a requirement for ‘plain English’ drafting of regulation
· whether sunsetting or other ex post evaluation mechanism are in place.

	Source: PC (2008).

	


The Commission noted that, ideally, benchmarking of the quality of regulation would be an evaluation of the compliance costs imposed on business for meeting comparable objectives. However, this was deemed impractical, and process indicators were used as:

Likely cost effectiveness is related to the extent to which compliance costs are identified and measured as part of the process of designing the regulation, the extent to which businesses are consulted during the development of the regulations and have the opportunity to comment and influence the design, and the application of independent oversight to encourage effective application of good process. (PC 2008, p. 19)

What indicators have been used?

The validity of process-based approaches rest on the robustness of the indicators used. A robust indicator will have a link between meeting the indicator and ensuring good regulatory outcomes. In general, the approach to choosing appropriate indicators is similar to the approach that should be undertaken for performance-based approaches (as outlined in section I.2). For example, the indicators chosen should be relevant, prioritised, meaningful and cost-effective.

In some cases, a range of milestones have been set, with performance evaluated against these milestones. This was the case in the Seamless National Economy reforms, with a set of indicators agreed to prior to the commencement of the reform agenda by COAG. The indicators chosen generally required the achievement of a milestone by a set date. Such milestones included assessing whether regulations were developed, whether implementation plans had been drafted, and whether reforms had been completed (box I.15).
Process audits are supported by a range of best practice guides. For example, the ANAO’s guide to administering regulation contains a number of processes that regulators can follow to meet ‘best practice’, such as adopting risk-based enforcement strategies. This can be used by the ANAO (or regulators) to evaluate the processes used by regulators in administering reforms (box I.16).

How useful are process audit approaches?

Evaluating a regulation or reform based on the processes undertaken is at best a partial measure of the overall effectiveness of a reform as it does not investigate the effectiveness of the reform based on the results achieved. The absence of, or a poor result in, a process indicator also does not necessarily indicate that the regulation is imposing unnecessary burdens (and vice versa). 

However, process audits do offer some advantages. Where the indicators are well-chosen, such evaluations could be used to highlight reforms that may be more likely to impose burdens, or suggest changes to the implementation or administration processes to enhance the effectiveness of the regulation. Importantly, process audits are likely to be less resource intensive than both evaluation and performance audits, as information required is likely to be limited to an assessment of whether a set milestone has been achieved. Process audits also provide valuable information for an evaluation — which, among other things, has to establish both the cost of undertaking the reform and that the reform was implemented and outputs achieved.
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Seamless National Economy indicators

	The COAG Reform Council (CRC) has used a range of area-specific indicators in assessing reform progress. Some examples are provided below.

Occupational health and safety

During the 2009-10 year, four milestones were set for OHS reforms that:

· the Workplace Relations Ministers’ Council (WRMC) agree to a model OH&S bill by September 2009
· Safe Work Australia commence developing model regulations by October 2009

· Safe Work Australia commence developing model codes of practice by late 2009
· WRMC report on progress in June 2010.

The CRC noted that Western Australia and New South Wales had not agreed to the WRMC model bill. Otherwise, the milestones were largely achieved.

Consumer law

Three milestones were set for consumer law in the 2009-10 year, that:

· the Commonwealth begin drafting the Australian consumer law by the end of 2009
· the Commonwealth undertake public consultation on the draft Australian consumer law between April and June 2010
· the Commonwealth complete the RIS for the Australian consumer law by June 2010
All three milestones were classed as completed.

Chemicals and plastics

Three milestones were set for chemicals and plastics regulation for the 2009-10 year, that:

· all jurisdictions complete ‘early harvest’ reforms by June 2010
· COAG agree on implementation plans for relevant Productivity Commission recommendations
· all jurisdictions report to COAG on progress by June 2010.

The CRC noted that most of the milestones were met, though the Commonwealth had not fully implemented all of its ‘early harvest’ reforms.

	Source: CRC (2010b).
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ANAO better practice guidelines

	The Administering Regulation Better Practice Guide (ANAO 2007) creates a framework, including principle and better practice, that regulators can use to create regulatory processes that are best suited to meet the objectives of the regulation. The guide is not specific to any particular regulation, so the frameworks rely on processes that are likely to lead to better practice.

For example, guidance is provided on how to monitor compliance by creating a risk-based monitoring strategy, conducting monitoring activities and making an assessment of compliance. Addressing non-compliance follows a graduated response from education to penalties. These requirements could be ticked off in a process audit.

The Better Practice in Annual Performance Reporting guide (ANAO 2004) sets out principles for reporting performance. If these principles are adhered to, the final outcome (the annual report) should be better practice. Whether an agency has adhered to the principles could be measured using a process audit approach.

For example:
· are standard definitions used throughout the report?
· do outcomes, administered items and departmental outputs reflect key results?
· do intermediate outcomes define progress toward other outcomes?

	Source: ANAO (2004; 2007).

	

	


Some complex issues in evaluation 
The discussion of evaluation methods above has alluded to the challenges in evaluation in terms of collecting qualitative and quantitative evidence of impacts — the change from the counterfactual. But it largely focused on only one dimension of impact — the overall observable outcomes of regulation reform. There are at least two other dimensions of impact that may be important to evaluate — the change in the distribution of outcomes, and the change in risk of outcomes. Assessing the impact on distribution and risk add complexity to ex post evaluation and can require additional methods. 

In addition to distribution and risk, social and environmental outcomes can pose challenges for evaluation. Where these outcomes are observable they can be measured in terms of whatever unit makes sense, and the problem is limited to estimating the value of the outcome in the absence of market prices. Where the outcome is intrinsic or intangible, finding evidence of the outcomes is more challenging. 
This section looks at some of these challenges for evaluation. The challenges are greater for evaluations that seek to quantify the impacts. But they also apply to finding robust qualitative evidence of impacts.

Evaluating ‘non-market’ impacts

Most impact assessments distinguish between economic, social and environmental outcomes only to the extent that they tend to draw on different fields of research and measurement to assess the causal links between the policy change and the relevant outcome. Outcomes, and their distribution, are reported in units that reflect the type of outcome being measured. For example, health outcomes could be measured in terms of changes in quality adjusted life years (QALYs), changes in life expectancy, or number of post-operative infections. Environmental outcomes might be measured as the changes in the area of threatened species habitat protected, emissions of a pollutant, or river flow rates at certain times of the year. 
Most economic outcomes, too can be expressed in terms of ‘volumes’ (number of cars sold, hours worked, bananas imported), but are more often expressed as ‘values’ because of the availability of market prices of output. One advantage of the value measure is that it can also reflects quality differences in the outputs — at least to the extent that such differences are valued. Where there is no market price for the output, as is often the case with government services, the value can be estimated using the value of the inputs that went to produce them. Similarly, the value of volunteer services and household services has been estimated using the likely wage that would have been paid to a person performing the same kinds of services in the market (PC 2010e). 
The CBA summary measures (benefit-cost ratio, internal rate of return and NPV) require that all significant costs and benefits can be quantified. This is can be done by measuring the volume of the outcome in whatever unit is appropriate, and estimating the value of this outcome. Where the outcomes do not have market prices, a ‘willingness to pay’ estimate can be used put a value on the outcomes. 

A number of methodologies have been developed to evaluate non-market outcomes. A variant of CBA, social return on investment (SROI), provides a way of putting values on social outcomes by using market prices of activities that are of ‘equivalent value’ to the social outcome (see for example, SROI Network (2009)). Social accounting provides a framework for reporting on the impact assessment (see for example, Robbie and Maxwell (2006)). Multi-criteria analysis adopts a system of weights to derive a single overall score where each outcomes is assessed against a target criteria. Discussion of these evaluation methods is given in appendix B of the Commission’s study on the Contribution of the Not for Profit Sector (PC 2010e).
Whether a reform is successful or not may be readily apparent from the benefit-cost ledger presentation of the findings of an impact assessment. It may be sensible to reduce the economic aspects to a single number to facilitate comparison with the measures of social and/or environmental impacts. However, if these impacts fall on both sides of the benefit-cost ledger it may then be important to take the next step of finding out how the community values the different outcomes. There are various methods for estimating these values, including hedonic pricing, contingent valuation and choice modelling. These approaches are discussed in appendix J.

Intangible or intrinsic impacts

The value of something can be defined as being the extent to which people would be prepared to sacrifice something else in order to obtain or safeguard a quantity of it (DTLR 2002). People may be willing to sacrifice consumption to live in a safer environment, or a society that looks after the less affluent. Conceptually, the value of something reflects its use and non‑use values (figure 
I.5). Use values comprise the current direct and indirect benefits people derive from something and the value of having the option of future use (for themselves, others or future generations). Non‑use values arise in contexts where an individual is willing to pay for something even though they make no direct use of it, may not benefit indirectly from it, and may not plan any future use for themselves or others. Non‑use value (also referred to as passive use value or existence value) can be thought of as a special case of a pure public good. For this type of ‘good’ to have value, people must at least be aware of it and be able to discern if there is a change in the quantity and/or quality of it. For example, people may prefer to live in a more equal society as it gives them and others greater opportunities (a use value) or because they believe it is morally the right thing (a non‑use value).

The importance of including non‑use value when estimating the value of an outcome rests on the contention that:

The enjoyment of life need not have as its limit things that can be seen and touched. Consumption, even as economists think about it, should extend to include the simple fact of knowing that a wilderness, endangered species, or other object in nature exists. Formally, the variables in a person’s “utility function” would not only comprise the amounts of food, clothing, and other ordinary goods and services consumed but also the various states of knowledge each person has of the existence of social and physical characteristics in the world. Implicitly at least, consumers would be willing to pay something for this form of consumption; hence the efforts by economists to estimate existence values in dollar terms. (Nelson 1997, p. 500)
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Components of total value
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Data source: DTLR (2002).
It is possible to design measures that can provide some evidence on the achievement of these kinds of outcomes. For example, a desirable outcome might be for people to feel more confident about the future, to be more tolerant to ethnic minorities, or to feel that their cultural heritage is respected. Proxy measures such as behaviour change that reflect changes in attitude provides one way to identify impacts. Attitude surveys, while providing subjective data, are another method of testing to see if a reform has resulted in change. 

There remains a lively debate about the feasibility, or even desirability, of reducing these social and environment effects of a reform to a single number, which reflects the stream of costs and benefits over time, and the validity of estimating intrinsic outcomes such as existence values. For example, Carson, Flores and Meade (2001) observe:

Three camps hold fundamentally different positions on passive use value. They are: (1) passive use values are irrelevant to decision making, (2) passive use values cannot be monetized, and thus, can only be taken account of as a political matter or by having experts decide, and (3) passive use values can be reliably measured and should explicitly be taken into account. (p. 175)
Evaluating the impacts on distribution

Distributional impacts matter for two reasons. The first is that distribution has consequences for investment in resources including in human and social capital. Over time this affects the opportunities for producing economic, social and environmental outcomes and hence sustainability (whether defined in economic, social or environmental terms). Distribution also matters because most people care about the ‘fairness’ and ‘equity’, including intergenerational equity. 

As discussed above, the community (the people in it) have preferences for the distribution of some outcomes. In part this might be because this affects their own outcomes (a use value), it can also be because they believe there is some ethically or morally right distribution (a non-use value). At a community level, a social norm exists where the distribution of preferences for a particular distributional outcome is clustered around a non-zero value. These values are also likely to vary across countries. As Boarini et al. (2006) argue in an OECD paper:

Overall, while inequality can have a significant impact on well-being assessment relative to conventional income measures, its size crucially depend on the degree of aversion to inequalities that prevails in different societies. (p. 26)
Clearly there are some outcomes where there are quite well accepted social norms, and others where no general consensus, and indeed very conflicting views, can be held. For example, while there may not be any ‘social norm’ in regards to the distribution of consumption of large screen televisions, there may well be in terms of distribution of access to the internet, or to education.

Just as there are some outcomes for which distribution seems to matter more to the community, there are some groups in the community that generate more concern. In particular, there is greater concern over people who already are disadvantaged in some way, or who are vulnerable. This is apparent in the emphasis on social inclusion, which requires consideration be given to the impact of policy on people who face multiple disadvantages. The Australian Government (2009) Compendium of social inclusion indicators, provide some breakdowns of measures by different groups that can experience disadvantage. These include people living in rural and remote areas, and people living with a disability.
Including distribution impacts in evaluation requires: 

· identifying which outcomes have distributional dimensions that matter to the community

· for these outcomes, identifying which groups in the community are likely to be affected and the relative importance placed on the impacts on these groups

· assessing the changes in the outcomes for these groups. 

In practice, this will generally involve assessing whether groups considered vulnerable or disadvantaged are negatively affected by the changes. Approaches to estimating the distributional impacts of changes in economic outcomes are discussed in appendix J.
Evaluating the impacts on risk and uncertainty
Much regulation is motivated by the desire to reduce the risk of ‘high cost’ events. Hence the reduction in risk achieved by the regulation is an important outcome for an evaluation to assess. This might be through direct action to address a source of risk. But it could be through better risk allocation — where risk is allocated to those best placed to minimise it at least cost. It can also be through risk shifting —where risk is ‘shifted’ to those better able to bear the risk, which often turns out to be the government, and by definition the taxpayers. Regulation may also seek to increase the likelihood of desirable events, and the issues discussed are as relevant for evaluating regulations with this kind of objective, although the discussion below is couched in terms of risk reduction and mitigation of events imposing costs rather than benefits.
Risk can be characterised by the frequency of the event (its probability) and the magnitude of the costs imposed by the event. Where regulation is aimed at reducing the magnitude of the costs and the event happens with a relatively high probability, evaluation is fairly straightforward as the change in cost associated with an event should be observable. However, the achievements of mitigation policies are only observed if the event occurs. In the absence of an event arising, as may often be the case with low probability events, the effectiveness of the mitigation policy cannot be assessed directly and proxy measures must be used. For example, measures of preparedness, such as tests of early warning systems, provide a proxy for the desired outcomes of fewer people being exposed to a hazard should it arise. The same is true of regulations that play out over a long period of time. For example, it is challenging to evaluate the effects of a policy that aims to mitigate the impacts of climate change.
Regulation often seeks not just to mitigate the effect of a event that could arise, but to reduce the probability of the event. For relatively high frequency events, it should be possible to assess the effect of the regulation on the frequency of these events. An example might be the number of cases of food poisoning over a year, although care is needed to account for where the policy affects the reporting rates. 
It is the low probability events that cause the greatest problem for evaluation. This is because the observation of an event arising (or not arising) provides little information on the change in the probability of the event. (Do two ‘100 year’ floods in one decade really mean these are 5 yearly events, or just bad luck for those in the flood affected area?) Again, proxy measures that relate to causal factors provide the only information on which to base ex post evaluation of the effect of the regulation on the probability of the event.
Even if the evaluation can find useful measures of the change in the magnitude of the outcomes and the probability of the event, there are several other issues that need to be considered. First, the value of a reduction in risk is rarely equal to the change in the expected cost of an event. If people are risk averse, they will value that reduction in risk by more than the change in the expected cost. The more risk averse they are the greater the ‘premium’ they are willing to pay to avoid the risk. This premium should be taken into account in the impact assessment. Second, as with all evaluations, the effect of the regulation on other outcomes, including other risks, should be taken into account in the impact assessment. Third, the analysis should look at the incremental changes in risk for the additional cost (marginal analysis) as part of assessing the options for reducing risk.
The effect of risk aversion for evaluation methods
There is an extensive and growing economic literature on the effect of risk aversion on economic behaviour. Indeed, growing risk aversion in the community is seen as one of the primary causes of the growth in regulation (Regulation Taskforce 2006). This suggests that the ‘price’ the community is willing to pay for a reduction in risk has risen. This is not very surprising given substantial growth in real incomes. But just how big the community premium is for different kind of risks is an empirical issue. This depends on perceptions of the impacts of the event should it occur and on estimates of the probability that it will occur. Expected losses are notionally the product of the consequence and frequency of the risky event, however, people may be impacted differently by these two elements. They may also systematically under- or over-estimate probability and impact. 
A number of researchers have examined the issue and concluded that the community’s ‘price’ on risk is an unreliable measure of the underlying risk. Sunstein (2005) argues that the qualitative aspects of risks affects people’s assessment of the probability of the risk. For this reason Sunstein argues that using ‘willingness to pay’ values in a cost-benefit analysis of a regulation can lead to sub optimal decisions. Wiener (2007) has described how perceptions of risk depend on how ‘available’ the risk is. An ‘available’ risk is something that people can easily comprehend (such as airline accidents), but are not familiar with (unlike car accidents). Unavailable risks are those that lie outside of most people’s comprehension (like climate change). Various tests suggest that people tend to have less concern (under-estimate the probability) of unavailable risks, have excess concern about ‘available’ but relatively infrequent risks, and insufficient concern about familiar and more regular risks. If the expressed levels of concern are reflected in willingness to pay to avoid risk, these findings suggest that the community, if left to their own devices, will under invest in risk reduction for extreme risks, over invest for unusual risk, and under invest in reducing common risks. 
This raises broader issues of risk analysis for ex ante as well as ex post evaluations of the impacts of regulation. On the one hand, if people are more averse to some risks than others, it seems sensible to reflect this in the ‘price’ for a reduction in risk. However, if people systematically underestimate some risks and overestimate others, governments should be wary about regulations that aim to reduce already unusual, but ‘available’ risk, especially if they impose high compliance costs or other burdens.
This supposes that the regulation can actually reduce the risk without other consequences. These consequences could be large and over time could include, for example, less tolerance for risk leading to more regulations, loss of societal resilience, greater attempts to shift risk and ossification of institutional structures.
A holistic approach to risk evaluation

Graham and Wiener (1997) provides a number of case studies in regulation that highlight the trade-offs in protecting health and the environment. These are not just regulatory and compliance cost-risk trade-offs, but point to the risk-risk trade-offs that can arise. A common example is the change in behaviour that can arise when it is felt that government regulation has removed, or substantially reduced, a risk. This is seen in playground accident rates, where parents are less vigilant because playground designs are required to reduce apparent hazards (risk homeostatis). It can be seen in the finance system, where regulation of capital adequacy requirements reduced the vigilance of the shareholders to monitor the behaviour of management. 

This illustrates the need for all evaluations to be aware of the impact on the probability of a whole range of possible impacts. In regard to risk, it is not just the probability or impact of the target event that has to be taken into account, but changes in the risk of other impacts. For example, increasing labour market flexibility can improve overall employment, productivity and income levels, but may raise the risk for some workers about whether they will retain their job.
Guides to ex post evaluation

A number of countries and agencies have established guidelines for undertaking evaluations of regulation. Many of the guides, such as the Office of Best Practice Regulation (OBPR) Best Practice Regulation Handbook (OBPR 2010), focus on ex ante cost-benefit analysis for use in undertaking RISs.

There are fewer examples of guidelines for undertaking ex post evaluations of regulations. The European Union (EU) followed up its 1997 Evaluating EU expenditure programmes, ex post and intermediate evaluation guidelines with a revised set of guidelines in 2004, Evaluating EU Activities: A Practical Guide For The Commission Services (EU 2004). These guidelines cover planning, organising and co-ordinating evaluations as well as the evaluation process (design, conduct and reporting). The UK Magenta Book (HM Treasury 2011) provides guidance on policy analysis. The Canadian Government’s Performance Measurement and Evaluation Plan Handbook for Regulatory Proposals (Treasury Board of Canada Secretariat 2009), sets out the obligations of regulatory organisations for measuring, monitoring and evaluating the extent to which their regulatory programs achieve the intended outcomes and review and adjustment when they do not. These guides tend to set out processes that agencies should follow rather than provide detailed methods of evaluation that should be used.

While relatively few guidelines have been developed explicitly for ex post evaluation of regulation, there are numerous guidelines for undertaking cost-effectiveness analysis, impact assessment and cost-benefit analysis of public investments, particularly in infrastructure and R&D, and expenditures (most notably in social policy areas).

Principles for a good practice evaluation framework

A good practice evaluation framework will satisfy the criteria set out in box 
I.17.
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Criteria for good practice evaluation framework

	The key criteria for a better practice evaluation framework include the following.

· The causal links are set out for verification in the evaluation.

· Unintended consequences as well as the intended ones can be identified. 

· Changes are identified from a counterfactual — what otherwise would have happened in the absence of the reform is fully considered in the analysis.

· There are clear rules about attribution — the extent to which the results can be attributed to a particular reform when part of a package of reforms.

· It is clear what data and information is needed to allow the results of the reform to be identified. 

· The assumptions that are used in the analysis of results are explicit.

· The evidence collected can be independently verified. 

· The extent of uncertainty over the findings of the evaluation are considered and reported.

	

	


These criteria can be used to assess the quality of an evaluation regardless of whether it is qualitative or quantitative in nature. 

Qualitative evaluations, which are based on the collection and analysis of narratives, can still satisfy these criteria through the use of rigorous methods. The most important of these is triangulation — where confirmation of the narrative is achieved by looking at the views on the links and counterfactual from different perspectives.
 Rigour in quantitative evaluations is discussed in detail in appendix J.

In addition to the above criteria (that need to be satisfied to ensure that the findings of an ex post evaluation are accurate), there are other broader standards that guide all evaluations. An example of the kinds of broad standards that should be met in undertaking all types of evaluations, including process audits and performance measurement, is given in box 
I.18. 
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Evaluation Standards – Canadian Evaluation Society

	· Utility Standards — The utility standards are intended to ensure that an evaluation will serve the information needs of intended users.

· Feasibility Standards — The feasibility standards are intended to ensure that an evaluation will be realistic, prudent, diplomatic, and frugal.

· Proprietary Standards — The propriety standards are intended to ensure that an evaluation will be conducted legally, ethically, and with due regard for the welfare of those involved in the evaluation, as well as those affected by its results.
· Accuracy Standards — The accuracy standards are intended to ensure that an evaluation will reveal and convey technically adequate information about the features that determine worth or merit of the program being evaluated.

	Source: Canadian Evaluation Society (2008).
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