	
	


	
	



	
	


Overview

	Key points

	· The Commission has been requested to report every two to three years to COAG on the economic ‘impacts and benefits’ of COAG reforms. The Commission is also required to consider the extent to which Australia’s reform potential is being achieved and opportunities for improvement.

· In preparation for its first report, the Commission has been requested to provide this framework report outlining its proposed approach.

· As in earlier exercises, the Commission will adopt an economy-wide approach for its assessments. 

· The proposed framework recognises the direct and wider flow-on effects of reforms. As far as practicable, costs incurred by government to achieve reform objectives and outcomes will also be taken into account.

· The framework will provide for the quantification of the impacts of COAG reforms on national economic activity, employment and income. It will also provide quantification of fiscal, as well as State, regional and other distributional effects of change.

· The Commission proposes to use a ‘dynamic general equilibrium model’ to project economy-wide impacts.

· Where practicable, the social and environmental impacts will also be assessed.

· Although not in comparable metrics, available indicators will be drawn on to help provide a broader assessment of the overall impacts of reform.

· The Commission will group reforms into three broad streams: competition and regulation; human capital (including health, education and training); and the environment.

· The proposed framework will account for differing lead times and the implications of changing demographic and economic characteristics on reform impacts.

· Taking into account the progressive development and implementation of COAG’s reforms, it is proposed that the Commission’s first report provide:

· an overview of the agenda and the potential for gains;

· an assessment of areas of the competition and regulation stream for which policy development and implementation are advanced; and

· an assessment of an area of the human capital stream, such as education, where agreements have been concluded and there are some realised as well as prospective impacts.

· It is proposed that the Commission progressively report across the three reform streams in subsequent reports.

	

	


Overview

Since the early 1990s, Australia has experienced the longest period of continuous economic growth and associated rise in household incomes on record. It has also avoided some of the more severe effects of the global economic downturn associated with the global financial crisis. While the mining boom has played a key role in this, Australia’s economic performance has been underpinned by wide-ranging economic reforms that increased the productivity, competitiveness and flexibility of our economy.

National Competition Policy (NCP) was an important component of that program of reforms, with its emphasis on removing barriers to productivity and economic efficiency across the country. By the mid-2000s, most of the NCP reforms initially agreed to by the Council of Australian Governments (COAG) were in place. However, an ageing population, together with ongoing global competition and environmental pressures, mean that further reforms are needed if Australians are to achieve significantly higher living standards in the future.

These imperatives have been recognised by COAG, which developed a new agenda of reforms aimed at boosting productivity, increasing workforce participation and mobility and improving the quality of public services (COAG 2008b). The agenda also seeks to contribute to the goals of improving social inclusion, closing the gap on Indigenous disadvantage and improving environmental sustainability. At an early stage in the development of the COAG reform agenda, the Commission estimated that the achievement of identified infrastructure reforms and reductions in regulatory burdens could increase GDP by nearly 2 per cent (PC 2006). Other reforms to enhance workforce participation and increase productivity (through health, education and workforce participation reforms) were projected to deliver even larger gains, though these would materialise over a lengthy period and may require significant public investment.

More concrete information about individual reforms and implementation plans is now becoming available.
 This affords the opportunity for assessments to be made of actual reforms being implemented and the extent to which Australia is reaching its reform potential. 

What the Commission has been asked to do

The Commission has been requested by COAG to report on the economic impacts and benefits of the COAG reforms every two to three years. The Commission is also required to consider whether Australia’s reform potential is being achieved, and opportunities for improvement. The Commission’s reports are to complement the COAG Reform Council’s role of enhancing accountability and promoting reform by monitoring progress in the COAG Reform Agenda.

In preparation for its first substantive report, the Commission has been requested to provide this framework report outlining its proposed approach. This approach has been guided by COAG’s request that it:

· report on both the realised and prospective economic impacts and benefits of the different reform streams;

· give priority to informing governments of the nature of reform impacts and benefits;

· report on the timescale over which benefits are likely to accrue, given COAG’s reform framework and implementation plans; and

· identify emerging concerns about the potential impacts of reform and make assessments as to whether Australia’s reform potential is being achieved.

The approach proposed by the Commission in this report should enable it to provide governments with relatively up-to-date information, focused sequentially on specific areas of reform in three reports over eight to ten years. Early reports will not be able to cover the whole COAG agenda, which is still in train, but will focus on key areas where reforms have been implemented.

What the framework should cover

The Commission has been asked to develop a framework which can be used to address the broad reporting remit of its terms of reference. This indicates that the framework may need to address reporting priorities relating to:

· the fiscal impact of reform on each level of government;

· the availability of new material on COAG reforms or implementation plans;

· the implementation of a significant body of reform over a sufficient period to enable a meaningful review of the likely impacts and benefits of that reform; and

· any emerging concerns about the potential impacts or benefits of a reform.

Recognising the progressive implementation and, in some cases, long lead times of reforms, the Commission’s reporting will need to be tailored to areas for which it is possible to provide meaningful updates on impacts.

The terms of reference ask that the Commission’s framework provide for the quantification of the impacts and benefits of reform, and assessments of the economy-wide, regional and distributional impacts. The framework will also need to test the sensitivity of results to changes in key assumptions.

The Commission’s approach

The COAG reforms would be assessed in terms of their direct impacts, with flow-on effects to the wider economy and community then considered. As far as practicable, costs incurred by government to achieve these objectives and outcomes would be taken into account.

The Commission’s framework will provide for the quantification of the impacts on economic activity, employment and income at the national level. In relation to these economic impacts, it will also enable some quantification of fiscal, state and regional, and distributional effects of change.

Determining the impacts of COAG’s reforms requires the Commission to ascertain how the economy would differ compared to if there were no reform. This requires isolation of the effects of reforms from other influences. In its proposed framework, the Commission recognises that:

· it can be problematic to isolate such effects where different policies considered by COAG interact to affect a single sector (such as in power generation), or are subject to sequencing (such as in early childhood development, primary schooling and later education);

· reforms may interact with ongoing demographic and economic change (such as workforce participation and pollution reduction measures);

· demographic and economic changes over time have implications for the counterfactual used in assessing the impacts of reform (such as changes in the size of target population groups); and 

· some COAG reforms will have social and environmental outcomes that are not amenable to direct measurement using conventional economic accounting frameworks.  

The Commission has accordingly sought to develop methodologies that provide tractable approaches for meaningful analysis, notwithstanding these complexities. In particular, the Commission’s analysis of economic impacts will be complemented by assessments of social and environmental impacts, which are often only partially reflected in market-based (economic) measures.

Differentiating the reforms into streams through their direct impacts

The reform streams developed by COAG differ in some important respects:

· Reforms associated with the competition and regulation stream can be regarded as primarily focusing on the productivity and economic efficiency of product and factor markets. Changes in activity levels that would raise incomes generally flow from improvements in productivity. This stream of reform can be broadly regarded as falling within the framework established by previous analyses of the implications of NCP. 

· Reforms associated with the human capital stream focus on human service delivery and the condition of individuals and their capabilities.

· Reforms with a focus on the status of individuals and their capabilities, contribute to workforce participation and productivity. Human capital reforms also contribute to the goals of improving social inclusion and reducing Indigenous disadvantage, and in some instances involve the provision of new services. The achievement of these goals could require significant additional discretionary outlays. 

· Reforms associated with human service delivery (such as in the areas of health, education and community services) may also deliver productivity improvements. However, reforms in these areas also provide for improvements in quality. These have both economic and social impacts, making them distinct in many ways from activities covered in the competition and regulation stream. Reforms across the human capital stream will often involve long lead times before outcomes are achieved. 

· Reforms associated with the environment stream focus on the allocation of available environmental resources (notably water) between industrial, household and environmental uses and reducing the potential impact of human activity on the environment (such as carbon emissions). The reforms will have a number of impacts on productivity and efficiency, but will also have a number of complex environmental and social impacts. The establishment of market mechanisms can assist in achieving environmental goals, achieving a more efficient allocation of available resources among competing uses. Additional discretionary government outlays may be required to manage resources. The level and nature of government interventions to achieve environmental goals are likely to vary over time with the scale of human activity. Lead times between reform implementation and the realisation of benefits could also be protracted (especially in relation to policies directed at carbon pollution reduction).

Because of these differences, it is unlikely that estimates of impacts of the reform streams will be comparable. For the purposes of its reporting, the Commission will therefore group reforms into the above three broad streams.  

Analytical approaches

Given the breadth of the agenda, information gaps and the difficulty of quantifying all of the relevant economic, social and environmental effects, judgements will be required in assessing the impacts and likely benefits of the reforms. These will need to take into account the uncertainties surrounding the direct impacts of reforms and the likely flow-on effects on living standards. In making its assessments, the Commission will therefore need to conduct consultative investigations akin to the approach followed in its commissioned projects. To support its investigations, the Commission will also undertake its own quantitative and qualitative analysis of the effects of reform and draw on other available research.

The Commission’s proposed framework for quantifying the effects of reforms in each reform stream will take account of differences across streams, as well as lead times and the implications of evolving demographic and economic characteristics. It will also establish processes for drawing links between economic activity (changes in productivity, workforce participation and mobility and service delivery) and social and environmental outcomes and impacts. 

A common economy-wide model will be used to quantify the aggregate, regional and distributional effects of economic outcomes and those environmental and social outcomes that affect economic activity. The model will be similar to that used by the Commission on four previous occasions to illustrate the potential impacts of widely-based national reform: in 1995 for Hilmer and related reforms; in 1999 for a smaller range of NCP reforms of particular relevance to rural and regional Australia; in 2005 to report on the economic and distributional consequences of NCP reforms; and in 2006 to report on the potential benefits of COAG’s embryonic National Reform Agenda. 

The model used on this occasion will be an updated version of the model used in the 2005 and 2006 exercises. The model — referred to as the Monash Multi-Regional Forecasting (MMRF) model — treats each State and Territory as a separate economic region with over 50 industry sectors in each jurisdiction. For the forthcoming assessments, however, the MMRF model is being updated to include:

· a dynamic capability, to reflect the effects of demographic and economic change on the impacts and benefits of COAG reforms;

· explicit modelling of demographic change; and

· a revised treatment of energy and the environment (including carbon emissions).

Social and environmental impacts that fall outside of the economy-wide model will also be assessed to complement the Commission’s projections. 

Reporting priorities and sequencing

Taking into account the progressive nature of policy development and implementation of COAG reforms and associated reporting requirements, it is proposed that the Commission’s first report would draw on its previous work on the National Reform Agenda, as well as other studies, to illustrate the benefits of each reform stream. 

Specific reforms chosen for more detailed assessment will be those that:

· are likely to have a material impact (that is, those of national significance or which are likely to have a significant impact on communities in more than one jurisdiction);

· represent material changes to current policy settings; and

· have a longer-term perspective. 

It is proposed that the detailed reporting by the Commission across the reform streams be implemented progressively. Early assessments would focus on reforms covered by the Intergovernmental Agreement on Federal Financial Relations — currently the main Intergovernmental Agreement governing the implementation of COAG reforms. Environmental and other matters outside this agreement considered by COAG (including water market reform and addressing climate change) would be assessed in reports further along the reporting cycle, depending on policy development and reporting guidance from government.

Based on the above criteria, the Commission suggests that, for the first report, consideration be given to the inclusion of:

· areas of the competition and regulation stream likely to have realised or prospective impacts — for example, substantial progress has been made on the implementation of at least 12 deregulation priority areas; and

· an area of the human capital stream likely to have realised or prospective impacts — for example, currently a range of education and training reforms have been implemented or are at an advanced stage of development.

It is proposed that assessments of reform potential relating to these areas also be included in the analysis. 

A possible sequence for subsequent reports

The program for subsequent reports could be confirmed after the results of the first study are considered and further progress in policy development and implementation of reforms has been made. On the basis that it would be desirable to have completed an initial analysis of COAG reforms within ten years of the introduction of the current COAG reform agenda, the subsequent two reports (two to three years apart) could cover:

· competition and regulation reforms not covered in depth in the first report, including energy markets, transport and infrastructure;

· any education and training reforms not covered in depth in the first report; and

· health, ageing, affordable housing and disability related reforms. 

It is proposed that reporting on initiatives targeting specific social concerns (such as Indigenous disadvantage and gambling), and those in the environment stream (that is, water and climate change policy) would depend on policy developments and directions from government. 

In this sequence, reforms in the competition and regulation and human capital streams would be the focus of early reports. The Commission would not assess the changes in Commonwealth-State financial relations in their own right, but rather consider their effects as part of the assessment of the individual reform streams.

�	An annex detailing COAG reform agreements and initiatives as they currently stand, is available on the Commission’s web page.
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