	
	


	
	



5
Applying the framework to the reform streams

	Key Points

	· The impacts of reforms in the competition and regulation stream are largely economic in nature and should play out over relatively short timeframes.

· As implementation of a number of the reforms is progressing, assessments should be able to report on impacts being realised.

· Reforms in the human capital stream target the condition and capability of individuals, and are likely to involve both economic and social impacts.

· The economic effects include increased productivity and workforce participation. 

· As the effects of new policies are likely to emerge over a long timeframe, assessments would be largely prospective.

· In the environment stream, reforms target the condition of the environment and the use of environmental services. Many of the impacts would only be partially captured by markets and there would likely be long lead times before their full realisation. 

· Much of the reform agenda in the environment stream is still being developed, limiting any assessment of realised or prospective impacts.

· As reform impacts are often of a non-market nature, and significant uncertainties surround possible outcomes, some assessments will have to be limited to cost-effectiveness analysis.

	

	


This chapter looks at some of the main evaluation issues likely to be encountered in applying the analytical framework developed in chapters 3 and 4. The practical issues in implementing the evaluation framework, and gathering and interpreting evidence about reform impacts, differ between reform streams. Many of the issues canvassed in relation to specific examples apply more broadly throughout the three streams.

Section 5.1 outlines some of the key issues likely to be faced in any assessment of reforms within the competition and regulation stream. Section 5.2 provides a similar overview of potential issues in relation to reforms in the human capital stream, while section 5.3 looks at some of the main assessment issues likely to be associated with reforms in the environment stream.

5.

 SEQ Heading2 1
The competition and regulation stream

Competition and regulatory reforms are aimed at promoting productivity and economic efficiency within product and factor markets — in production, consumption and investment. The reforms focus on addressing regulatory and other barriers that impede competition and economic efficiency and add to costs. Some may also lower the cost to government of business regulation. Reforms in this stream can be broadly regarded as being similar to those delivered under National Competition Policy.
 

Many reforms within this stream relating to business and transport regulation, and particularly those within the ambit of the National Partnership Agreement to Deliver a Seamless National Economy, are aimed at reducing the regulatory burden imposed on firms which operate in multiple jurisdictions. Such reforms are intended to provide business with greater flexibility in shifting resources between jurisdictions, provide smaller firms with greater access to interstate markets and ultimately reduce the cost of doing business. If effective, the reforms should lower the costs of goods and services to producers and consumers.

Within the competition and regulation stream, there are two broad areas of reform:

· business regulation and competition — including measures to create a seamless national economy through the establishment of national or harmonised regulatory systems, as well as implementation of previously agreed changes to energy and transport regulation, and establishment of more effective regulatory review and evaluation processes; and

· infrastructure — including efficient provision of major infrastructure, and the development of a national construction code and capital city strategic plans (see annex).

While the reforms in this stream are mainly concerned with reducing business costs, raising productivity and encouraging efficient investment, some of the reforms also have social or environmental objectives, including reforms aimed at workplace safety or consumer protection. 

To assess the direct impacts of reform, the Commission would need to consider, among other things: the nature of the reforms; the activities, industries and individuals affected; available assessments of the likely magnitude of impacts; and the timescale over which they would occur. It would also draw on relevant benchmark studies to indicate reform potential. 

Implementation of reforms in the competition and regulatory stream is advancing (box 
5.1). In its 2008‑09 report, the COAG Reform Council found that governments had made ‘good’ or ‘generally satisfactory’ progress against 2008‑09 milestones across 18 of the 27 deregulation priorities set out in the National Partnership Agreement to Deliver a Seamless National Economy (CRC 2009c). Subsequently, it was indicated that reforms in 12 areas had been completed (Emerson 2010). The COAG Reform Council is scheduled to release its next report on progress in achieving the 2009‑10 milestones in early 2011.
	Box 5.

 SEQ Box \* ARABIC 1
Implementation of COAG priority areas for deregulation

	The COAG Reform Council independently assesses progress in implementing the National Partnership Agreement to Deliver a Seamless National Economy (COAG 2008c). These assessments are done annually, with the next report due to be publicly released in early 2011.

In its 2008‑09 report, the Council reported that governments had made ‘good or generally satisfactory’ progress against 2008‑09 milestones in 18 of the 27 deregulation priorities (CRC 2009c). While not prejudging the findings of their report for 2009‑10 which is due in early 2011, available information suggests that substantial progress has been made on the implementation of at least 12 priority areas:

· a national system of trade measurement;

· a national registration and accreditation scheme for the health professions;

· national regulation of trustee corporations;

· national regulation of mortgage broking;

· national regulation of margin lending;

· national regulation of non-deposit lending institutions;

· national regulation of credit providers;

· standard business reporting;

· environmental assessment and approval;

· the first stage of payroll tax harmonisation (except Western Australia);

· harmonised wine labelling requirements; and

· nationally consistent rail safety regulatory framework (Emerson 2010).
New Australian Consumer Law to implement the national consumer policy framework and product safety reforms will commence on 1 January 2011 (ACL 2010).

	Sources: ACL (2010); CRC (2009c); and Emerson (2010).

	

	


Two of the eight competition priority areas identified in the National Partnership Agreement to Deliver a Seamless National Economy involved Productivity Commission reviews — into Australia’s anti-dumping and countervailing system and restrictions on the parallel importation of books — both of which have been completed. The government decided not to liberalise book imports and has yet to respond formally to the anti-dumping review. 

Some progress has reportedly been made in several of the remaining competition priority areas:

· a review of demand-side participation in the national electricity market has been completed (AEMC 2010);

· amendments to the Trade Practices Act 1974 have been completed as part of the National Access Regime; and

· the Australian Government has implemented a consistent set of competitive tendering regulations and an annual competitive neutrality matrix has been submitted to COAG (COAG 2010s).

The COAG Reform Council is due to report publicly in early 2011 on the progress of reform in these areas as well as progress on National Transport Reforms and the feasibility of different pricing options for heavy vehicles under the Road Reform Plan.

With the implementation of reforms in this stream progressing and with some of the effects likely to be felt over relatively short timeframes, some early assessments should be possible, informed by progress reporting by the COAG Reform Council. 

The COAG Reform Council has not been asked to report on progress under the National Partnership Agreement on the National Building and Jobs Plan. Information to support any assessment of reform impacts in this area would be drawn from other sources. To date, COAG has asked Infrastructure Australia to conduct a national infrastructure audit and to identify infrastructure priority areas, both of which have been submitted to COAG for consideration (see annex). 

Some issues

The effects of regulation can vary

The nature of the impacts of regulatory reform will depend on what effects the regulation had on businesses in the first place. If the regulation required businesses to devote time, effort and resources to compliance, changing such regulations is likely to have the opposite effect; that is, it should reduce the cost of doing business and hence increase efficiency. If on the other hand, the regulation reduced competition in a given market, regulatory reform may encourage new entrants, efficient investment and innovation. Reduced business costs and improved productivity resulting from reform would yield lower prices for businesses and consumers in the longer term. Sometimes, however, regulation can have adverse unforseen and unintended effects (box 
5.2).

	Box 5.

 SEQ Box \* ARABIC 2
Impacts of regulatory barriers in energy markets

	Retail electricity price caps were introduced in some States to protect consumers from high prices that may arise through retailers abusing market power during the transition from government-owned monopoly retail providers to a ‘competitive’ market. The presence of a price cap may, under certain circumstances, affect competition in the retail market and mean that the price charged to customers may not reflect the underlying efficient cost of electricity.

The Australian Energy Market Commission (AEMC) found that overly stringent retail price caps in Victoria and South Australia prevented retail prices from rising with wholesale electricity costs, forcing some retailers to leave the market, and reduced competition by discouraging potential entrants (AEMC 2008a, 2008b).

Under the Australian Energy Market Agreement, the States have committed to developing effective competition (contestability) in retail energy markets. Where effective competition can be demonstrated, the States have agreed to phase out retail price regulation for electricity and natural gas (Conlon 2009).

	Sources: AEMC (2008a, 2008b); and Conlon (2009).

	

	


As well as affecting the regulated activity, regulatory reform can have much broader impacts on the allocation of resources in the economy — by altering the relative returns from different activities, and the consequential re-allocation of labour, capital and other resources. 

In undertaking its assessments of the impacts of reforms directed at changing the competitive environment in which firms operate, the Commission will be required to determine the nature of the impediment being addressed and its likely effects. The Commission will make judgements on a case-by-case basis, drawing on available studies as well as its own research. Account will need to be taken of jurisdictional differences, along with variations in the industrial structure of regions.

Impacts of nationally coordinated approaches may vary

As noted, some of the regulatory reforms seek to move towards a nationally coordinated approach to regulating activities, rather than the existing State-based approaches. 

Different regulatory settings may:

· create additional costs for businesses that operate in multiple jurisdictions; and

· create differences in the regulatory burden between jurisdictions for regulations seeking to achieve the same outcome.

Labour mobility may also be impeded. For example, a national accreditation or registration process can make it easier for people to take advantage of employment opportunities in other States.

Differences in firm and industry make-up and in the regulatory starting points across States mean that the impacts on business costs, labour mobility and productivity will vary between jurisdictions. Such differences would need to be recognised, and where judged significant, included in the reform scenarios and associated estimates of the realised and prospective impacts for States or regions. Notwithstanding possible regional differences, simplifying the analysis of some regulatory changes to a national perspective may not significantly affect the results. 

Some regulatory changes target potential future problems

Some reforms are aimed at reducing the risk of adverse outcomes in the future. One example in this stream is the regulatory ‘gatekeeper’ function that each jurisdiction has agreed to establish (see annex). Such arrangements are intended to help ensure that the impacts of regulatory changes are made transparent to decision makers and the public — and that new or changed regulations do not unduly raise the compliance burden of regulation and industry costs.

One difficultly of analysing the impacts of initiatives that seek to avoid or mitigate future problems is establishing the counterfactual — the effects of regulations that would have been introduced in the absence of the regulatory gatekeeper functions. Another difficulty is in determining whether regulatory review procedures in place are effectively avoiding unduly restrictive or costly regulation. 

Some regulatory changes may have social implications that need to be considered

Competition and regulatory reforms can also have a range of social impacts that are not fully captured within economic measures. This is particularly the case for reforms that impact on consumers’ ability to operate confidently in markets. In its Review of Australia’s Consumer Policy Framework (PC 2008), the Commission undertook an assessment of the net benefits from implementing its recommended reforms. In assessing consumer detriment, the Commission included a range of more tangible impacts such as repair and replacement costs incurred by consumers, costs incurred in following up problems, as well as the time taken to rectify problems. At least some of these costs can be observed in the market through reduced expenditure on other goods and services. In its review, the Commission also considered a number of intangible impacts, including the distress suffered by consumers who experience problems (PC 2008). 

Another area where potential social impacts and additional costs to households and governments may need to be considered is occupational health and safety reform. In addition to the economic impacts on business, work-related injury and illness also have impacts on individuals, their families and the wider community. Workers bear much of the personal cost of workplace injury and illness (PC 2010). But there are also significant costs and expenses for government (and taxpayers), in terms of healthcare costs, social welfare programs and monitoring and enforcement activities. Assessments relating to impacts will require judgements based on qualitative and quantitative information, some of which may not be comparable.

5.

 SEQ Heading2 2
The human capital stream

The objectives of this reform stream are to lift productivity, raise workforce participation (above levels that would otherwise be achieved) and to promote COAG’s broader goals of social inclusion and closing the gap on Indigenous disadvantage. 

It comprises four reform areas: education and training (referred to by COAG as the ‘Productivity Agenda’); health, ageing and disability; housing; and Indigenous reforms. Implementation of the some of the education-related reforms is in progress (box 
5.3) The COAG Reform Council is due to report on the implementation progress of education and training and health reform, as well as progress with the National Affordable Housing Agreement and the National Indigenous Reform Agreement, during 2011. 

	Box 5.

 SEQ Box \* ARABIC 3
Implementation of COAG education-related initiatives

	The COAG Reform Council’s report — COAG Reform Agenda: Report on Progress 2010 (CRC 2010e) — provided an update on the education-related reforms. Progress at that time included:

· National curriculum (National Education Agreement)

· A draft national curriculum for senior secondary years was released on 14 May 2010.

· National Action Plan for Literacy and Numeracy (National Partnership Agreement on Literacy and Numeracy)

· Implementation Plans for the State and Territories have been developed. 30 pilot programs on literacy and numeracy are in place and scheduled to be completed by the end of 2010.

· Evidence-based teaching (National Partnership Agreement on Literacy and Numeracy)

· Implementation Plans have been developed. 

· School leadership (National Partnership Agreement on Literacy and Numeracy)

· State and Territory Implementation Plans have been developed. 
· National Quality Framework for early childhood education and care (National Partnership Agreement on the National Quality Agenda for Early Childhood Education and Care)

· Implementation of the new system was to begin from 1 July 2010 with full implementation by 1 January 2012. Field testing of an assessment and ratings process took place during June 2010. Provisional assessment and ratings commenced in July 2010. 

· Universal access to early childhood education (National Partnership Agreement on Early Childhood Education)

· School level plans are being developed and will be published in line with existing school planning processes. 

· National Teacher Professional Standards Framework (National Partnership Agreement on Improving Teacher Quality)

· Draft National Professional Standards have been developed and released for consultation. 

· National framework for teacher professional learning and national consistency in pre-service teacher education course achievement (National Partnership Agreement on Improving Teacher Quality)

· State Implementation Plans have been developed.

	Source: CRC (2010e).

	

	


The terms of reference require the Commission to focus on the economic impacts of reforms. Many of these reforms do not directly target economic objectives, such as increased workforce participation or productivity (a notable exception being in the education and training area). Nevertheless, to the extent that they affect the capabilities of individuals and involve initial and ongoing costs, the reforms are also likely to have economic impacts.

The Commission’s assessment would need to consider the nature of the reforms and the often lengthy timeframes over which impacts are likely to flow through to target populations.

Some issues

The impacts of certain reforms will take time

The impacts of many of the human capital reforms will take some time to occur once they have been implemented. A number of information sources could be used to evaluate the possible gestation periods, including: 

· experience in the implementation of policies in other comparable jurisdictions or countries; and

· evidence from controlled trials or pilot tests — for example, randomised clinical trials of new products or procedures. 

The assessment of the direct impacts of reforms with extended ‘gestation periods’, requires a parallel counterfactual. For example, reforms in the education and training area target pre-school and school-aged children, with the aim of better equipping them with skills that will see them stay at school longer, and thus improve their employment prospects. But ongoing social and economic changes over the intervening period may lead to progressively higher retention rates anyway and this would need to be taken into account in any assessment of the effects of education reforms.

Thus, to estimate the additional impacts of reforms, information on past trends and judgements about likely changes will be needed. 

Changes in the size of the target population may be important

Many reforms in the human capital stream are directed at specific segments of the Australian population. For example, preventative health reforms are aimed at those people who have, or are likely to develop, key risk factors for chronic disease such as obesity, drug use, smoking and alcohol consumption. 

Given this focus, in order to assess the impacts of reform, projected changes in the size and location of those specific groups need to be considered. Such changes have the potential to alter the magnitude of the impacts, and whether or not the conditions are likely to prevail, for benefits to be achieved. 

The effect of such factors is illustrated by the reforms under the National Partnership Agreement on Preventative Health. The agreement states that the reforms aim to ‘increase the proportion of children and adults at healthy body weight by 3 percentage points within ten years’. By doing so, the agreement seeks to prevent the onset of a number of chronic diseases related to obesity. However, in assessing the impacts of reform, it is important to determine the future proportion of the population that might otherwise be expected to be overweight or obese. If rates were projected to fall anyway, say as a result of existing awareness campaigns or lifestyle programs, the impact of reform could be less than the targeted three percentage points. If rates would otherwise have risen, the impact of meeting the target would be greater.

Where the assessment of initiatives requires an understanding of changes in the size of the target populations, the Commission will consult relevant experts to obtain information about possible trends in socio-economic conditions to inform judgements about the most appropriate counterfactual to use in its analysis. Where possible, the Commission will make use of estimates of changes in the size of the target population that are consistent with the population projections underpinning the modelling reference case. 

The social impacts will be more important

As many of the reforms in the human capital stream are directed at the condition and capabilities of individuals, it is useful to examine, at least qualitatively, some of the possible changes in individuals’ quality of life. There are two types of measures:

· objective measures: descriptions of an individual’s ‘status’ based on recognised criteria; and

· subjective measures: what people report about their own conditions.

While there are numerous measures that might provide insight into quality of life, the choice of which ‘objective’ variables to examine is inevitably grounded in judgements about those factors considered important to measure and compare. The Commission will consult widely in order to identify which measures should be adopted in the analysis and the key linkages involved.

The use of subjective measures is also not straightforward. For instance, some subjective measures used in economic analysis may have an objective counterpart (for example, expected and actual income), whereas some subjective social measures, such as ‘life satisfaction’, do not. Nonetheless, these measures can be informative — for example, those workers who report poor health are generally more likely to leave the workforce than those reporting good health (regardless of their actual health status). This may have implications for linking measures of health (whether perceived or actual) to workforce participation.

Notwithstanding the difficulties, it is still important to understand the contribution of policy initiatives to changes in these indicators. As with assessing the economic outcomes, issues of effectiveness need to be considered in evaluating social and environmental outcomes. 

Despite their limitations, non-market measures can provide a useful basis to gauge the effectiveness of reforms in achieving social and environmental objectives that are not reflected in measures of economic activity. A number of possible indicators could be useful in such assessments including:

· performance reporting indicators — such as those used by the COAG Reform Council for reporting on progress in the implementation of COAG reforms, or those developed by the Steering Committee for the Review of Government Service Provision for reporting on the delivery of government services more generally; 

· mortality and morbidity related indicators — such as disability-adjusted life years (DALYs) (Mathers, Vos and Stevenson 1999) or quality-adjusted life years (QALYs) in the area of health reforms; 

· social disadvantage and related indicators — such as the Index of Relative Socio-Economic Disadvantage complied by the ABS (ABS 2006); and

· broader progress indicators — such as the ‘Measures of Australia’s Progress’ indicators developed by the ABS to shed light on the question of whether or not the quality of life of Australians is improving (ABS 2010).

5.
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The environment stream

The environment stream covers reforms aimed at achieving COAG’s broader goal of enhancing environmental sustainability. Two reform areas currently come under the environment stream — water and climate change policy.

The water reforms are covered by two Intergovernmental Agreements:

· Intergovernmental Agreement on a National Water Initiative; and

· Agreement on Murray-Darling Basin Reform.
The overarching objective of the Agreement on Murray-Darling Basin Reform parallels that of the National Water Initiative, which is to:

… increase the productivity and efficiency of Australia’s water use, to service rural and urban communities and to ensure the health of river and groundwater systems. (COAG 2008h, p. 2)

Many of the reforms relating to environmental matters, including in the areas of water management and climate change, are either in their early stages of implementation or still evolving. 

For example, in relation to water reforms, the Murray-Darling Basin Authority released the Guide to the Proposed Basin Plan on 8 October 2010 for community consultation and discussion and, on 14 October 2010, the Australian Government announced a Parliamentary inquiry into the Murray-Darling Basin Plan to focus on socio-economic impacts (Ludwig, Crean and Burke 2010). In the meantime, through the activities of the Commonwealth Environmental Water Holder, the Commonwealth is purchasing water entitlements from existing entitlement holders and delivering the associated water for environmental purposes to various sites across the Murray Darling Basin.
In the area of climate change policy, there are three COAG initiatives: the introduction of energy efficiency measures through the National Partnership Agreement on Energy Efficiency; the introduction of a national renewable energy target to increase the share of electricity in Australia generated from renewable sources to 20 per cent by 2020; and national principles for feed-in tariffs. 

The direct impacts from environment stream reforms will need to be considered in terms of their economic and social effects, as well as the environmental impacts. For example, direct economic impacts can occur through changes to the availability and price of water and energy. The reforms may also have significant distributional effects, including for rural communities in the Murray-Darling Basin and energy users.

Some of the social and environmental impacts are likely to be captured by economic measures. For example, the direct impacts of Murray-Darling Basin reforms on irrigated agricultural production — particularly in the cotton, rice, dairy and horticulture industries — would have flow-on effects on economic activity and employment in other industries in the basin — such as in the wholesale and retail trade, transport, finance and machinery repair industries. The resulting change in the distribution of income and employment between activities and regions would be accompanied by adjustment in rural and non-rural communities.

Some issues

Assessing the environmental impacts

The Murray-Darling Basin Authority (MDBA 2010) has identified a number of environmental impacts that the Murray-Darling Basin reforms are designed to achieve, ranging from the health of wetlands and floodplain forests through to the diversity of aquatic plant and animal communities. Many impacts of this nature are also likely to arise from the reforms undertaken through the National Water Initiative.

While some of the environmental impacts of the water reforms will be reflected, at least to some extent, in changes in market measures, others, such as the integrity of certain ecosystems, may not be captured by market measures. Such effects are inherently difficult to quantify in monetary terms. Various methods have been devised to estimate the market and non-market components of the value of ecosystem services (box 
5.4).

If directed to assess the impacts of water reforms, the Commission would anticipate using a range of non-monetary quantitative measures, to complement its assessment of the economic impacts. For those impacts that are particularly difficult to measure, it is likely that qualitative assessments would also need to be made.

The Commission will need to draw on existing studies — such as the work of the Murray-Darling Basin Authority — to shed light on the nature and magnitude of the environmental benefits of the water reforms. While the Murray-Darling Basin Authority has previously commissioned work on valuing the environmental benefits, it notes that ‘at this stage, additional work is required to have sufficient confidence in the economic value that might be put on environmental health’ (MDBA 2010, p 94). 
	Box 5.
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Valuing effects on ecosystems

	Ecosystem functions refer variously to the habitat, biological or system properties or processes of ecosystems. Ecosystem goods (such as food) and services (such as waste assimilation) represent the benefits human populations derive, directly or indirectly, from ecosystem functions. (These goods and services are often collectively referred to as ecosystem services.)

A range of valuation techniques is available to estimate the value of ecosystem services. These include stated preference techniques (surveys of people’s willingness to pay) and revealed preference techniques, such as hedonic pricing.

However, there are many conceptual and empirical problems inherent in estimating the value of ecosystem services, with estimates often subject to large uncertainties and error margins. For example, current prices, which form the basis — either directly or indirectly — for many of the valuation estimates, may be distorted because they do not incorporate the value of some ecosystem services. Similarly, values based on individuals’ willingness to pay can be inaccurate because, among other things, some individuals may base their preferences on incomplete or incorrect knowledge.

Stated-preference surveys are also vulnerable to framing bias, and the estimated ‘shadow prices’ may differ greatly from what people would actually be willing to pay.

	Source: Costanza et al. (1997).

	

	


Social impacts will also need to be considered

Many of the water reforms are also likely to have some significant social impacts. As with the environmental impacts, assessing these would be a complex undertaking. There would also be a spatial dimension, with the nature and magnitude of impacts varying between regions and communities. For example, communities with a high level of dependence on lower-value irrigated agriculture may be more significantly affected by any imposition of particular diversion limits than communities supported by higher-value irrigated agriculture or more diversified economies.

Markets will capture some of these impacts — for example, changes in property prices and assessments of the regional and distributional effects of change will reflect some of the adjustment pressures associated with changes in land use and possible declines in economic activity in some areas. Inevitably, however, there will be some social impacts that will defy market valuation, such as effects on social and community networks in areas facing adjustment. Assessments of such implications would typically draw on social indicators of the impacts of economic change. 

Addressing uncertainty and risk

Uncertainty and risk are likely to be central to any assessment of the impacts of COAG’s environmental reforms. For example, any assessment of COAG’s water reforms would need to recognise the often significant natural variability in rainfall, riverine flows and climate and their variability across regions and States.

Uncertainty and risk are clearly central considerations in assessing the effects of climate change policies. Indeed, this is more so than for water reforms. The environmental impacts of climate change policies depend on global actions, making the outcomes of domestic reforms even harder to assess. The Garnaut Report (Garnaut 2008) commented on the uncertainty surrounding many aspects of climate change, and the difficulties in assessing the economic benefits of policies intended to mitigate climate change (box 5.5). 

	Box 5.

 SEQ Box \* ARABIC 5
Risk and uncertainty and the assessment of climate change policy

	Estimating the potential economic impacts of climate change requires that appropriate scientific and economic frameworks be combined. As noted by Garnaut, this is a complex undertaking in view of the uncertainty in many aspects of climate change science at the climate system, biophysical and impact assessment levels. These compounding sources of uncertainty mean that quantifying the economic impacts of both climate change and its mitigation is a difficult and, at times, speculative task.

Garnaut classified the benefits of climate change mitigation into four types, of which only one was assessable using standard economic modelling: 

· currently measurable market impacts (for example, impacts on agriculture and on infrastructure; these effects are typically measured as an impact on GDP or consumption, with monetary values as the unit of measurement);
· market impacts not readily measurable (for example, the impact of climate change on the tourism industry; as with the first type of benefit, the estimation of these effects would be in monetary values of GDP or consumption);

· insurance value against high damages (some of the possible outcomes at the bad end of the probability distribution would be thought by many people to be catastrophic — this benefit comprises the ‘insurance premium’ the community may be prepared to pay to avoid a small probability of highly damaging or possibly catastrophic outcomes); and

· non-market impacts (for example, the impact on environmental amenity, such as impacts on the value that Australians place on the integrity of the Great Barrier Reef, which may be affected by anthropogenic climate change).

	Source: Garnaut (2008). 

	

	


Many of the uncertainties relevant to emissions trading and carbon pricing are also likely to be relevant to any assessment of energy efficiency initiatives or the National Renewable Energy Target scheme, should the Commission be asked to assess them. 

Such national energy efficiency and renewable energy initiatives could be assessed separately in their own right or as part of the broader domestic policy response to climate change. As noted, a difficulty in assessing such initiatives would be identifying the environmental impacts from domestic policy responses in the context of policy responses of the world’s major emitting economies — responses which are themselves evolving. The current state of play of such responses will be outlined in the Commission’s study on Emission Reduction Policies and Carbon Prices in Key Economies. Even then, the environmental impacts are surrounded by considerable scientific uncertainty about the evolution of climate and anthropogenic influences on climate change. 

Given such uncertainty about the magnitude of the impacts and benefits, the most viable approach may be to assess whether the policy response is cost effective in achieving the desired objectives. Cost-effectiveness analysis is widely used in such circumstances. It compares alternative policy measures on the basis of the ratio of their costs to a single quantified, but not monetised, effectiveness measure, such as reductions in carbon emissions.

�	Agreements associated with this stream also cover initiatives that support economic stimulus objectives in response to the global financial crisis. Such measures would not necessarily be evaluated as longer run reforms (see chapter 6). 
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