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Business regulation reforms
	Key points

	· The 17 business regulation reforms assessed span a diverse range of activities and industries.

· Some relate to individual activities such as wine labelling, construction and rail safety.

· Others operate more broadly, such as consumer law, trade measurement and occupational health and safety.
· The nature, timing and assessed impact of each reform varies widely.
· The impacts of some are expected to occur shortly after implementation.

· Others require behavioural changes by businesses and consumers and the impacts are likely to take longer to occur.
· With full implementation, the assessed reforms could reduce business and other costs by around $4 billion per year (in current dollars).

· However,
· many of the reforms are just taking effect and have yet to result in substantial realised impacts; and
· increased commitment and sustained effort by government will be required to achieve most of the gains.

· With the realisation of the business cost reductions, the Commission’s modelling suggests that the reforms assessed could increase GDP by around 0.4 per cent (about $6 billion in current dollars) in the longer run. 
· The reforms are likely to increase activity and incomes in all jurisdictions.

· Much of the economy-wide benefits are likely to accrue by 2020, although achieving these benefits will require additional effort by governments. 

· There are a number of opportunities to improve the effectiveness and efficiency of the assessed reforms and to extend their reach.

	

	


The 17 business regulation reforms referred to the Commission cover a diverse range of activities (box 3.1). Most of the reforms target specific activities, although some, such as occupational health and safety and consumer law, span activities across the economy. Collectively, these reforms are likely to impact, either directly or indirectly, on a significant part of national economic activity. 
	Box 3.
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COAG business regulation reforms assessed 

	The Commission has been asked to examine the impacts and benefits of 17 COAG business regulation reforms:

· Consumer law and product safety — the reforms seek to create a national consumer policy regime, establish a single national consumer law and increase protection afforded to consumers; 

· Mortgage brokers, margin lending and non-deposit taking institutions (collectively referred to hereafter as the ‘consumer credit’ reforms) — the reforms seek to create a single national approach to consumer protection regulation in relation to the use of credit; 

· Personal properties securities — the reforms seek to create a national system for the regulation and registration of security interests in personal property;

· Trustee corporations — the reforms seek to established a national approach to the regulation of trustee corporations.

· Standard business reporting — the reforms seek to establish a multi-agency program to provide consistent and streamlined government financial reporting requirements; 

· Payroll tax — the reforms seek to reduce legislative and administrative differences in payroll tax across jurisdictions;

· Occupational health and safety — the reforms seek to establish a harmonised approach to occupational health and safety regulation; 

· Rail safety — the reforms seek to reduce the burden on rail operators of complying with a number of different rail safety regimes within and between jurisdictions; 
· Health workforce — the reforms seek to create a national health practitioner registration and accreditation system for specified health;
· Trade measurement — the reforms seek to ensure that nationally consistent and equitable practices and standards are used for all transactions based on measurement;
· Food regulation — the reforms seek to reduce the regulatory burden on businesses and not-for-profit organisations in relation to food regulation, without compromising public health;
· Wine labelling — the reforms seek to harmonise labelling requirements so that one common label (of the two usually found on wine bottles) can be used for both domestic and export markets; 

· Development assessment — the reforms seek to improve processes for development assessment across Australia and reduce building costs; and

· National Construction Code — the reforms seek to achieve a nationally consistent approach to building and plumbing regulation in Australia.

	

	


While some of the reforms, such as those relating to consumer law, consumer credit and product safety, have a consumer focus, all reforms will affect business. 

Each of the reforms assessed involve some combination of:

· the introduction of new legislation, regulation or regulatory instruments;

· changes to, or the repealing of, existing legislation, regulation or regulatory instruments;

· changes to the way regulations are implemented or to the way government regulators operate, interact with business or the processes by which decisions are made; and

· government expenditure to fund the associated administrative and policy changes or the development of new technology.

A vast majority of these changes involves coordinated action across jurisdictions to achieve greater national ‘consistency’.

This chapter presents the impact of the business regulation reforms assessed by the Commission. It places these reforms in the broader context of COAG’s Seamless National Economy reforms (section 3.1). It then reports on the direct and economy-wide impacts (sections 3.2 and 3.3, respectively). The chapter concludes by canvassing opportunities to improve these reforms (section 3.4).

Volume 2 of this report assesses each reform separately. Each chapter outlines how the new regulatory arrangements differ from those that operated previously, the timeframes over which implementation has occurred or is occurring, the Commission’s assessment of the direct impacts, the timescale over which these impacts are expected to occur, and any opportunities for improvement.
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The business regulation reforms in context

The reforms assessed form part of a broader COAG regulatory reform agenda covered by the National Partnership Agreement to Deliver a Seamless National Economy. The reforms encompassed by this National Partnership aim to:

… deliver more consistent regulation across jurisdictions and address unnecessary or poorly designed regulation, to reduce excessive compliance costs on business, restrictions on competition and distortions in the allocation of resources in the economy. (COAG 2009, p. 3)

The agreement seeks to create ‘a Seamless National Economy’ that transcends State and Territory borders. As well as the 17 reforms assessed in this study, the agreement also contains an additional 10 ‘deregulation’ priority areas (giving 27 deregulation priority areas in total), eight competition priorities and improved processes for creating and reviewing regulation.
 

The Seamless National Economy reforms drew together many pre-existing COAG initiatives into a single reform package (COAG 2009 and 2011). For example, the COAG Regulatory Reform Plan April 2007 (COAG 2007) covered rail safety, trade measurement, personal properties securities, occupational health and safety, National Construction Code, product safety and development assessment.

The agreement also drew in a range of other ongoing initiatives that were consistent with the objectives of the Seamless National Economy reforms, such as in the areas of payroll tax and health workforce. Other initiatives responded to particular business concerns, such as wine labelling. 

Many of the Seamless National Economy reforms (such as payroll tax, standard business reporting and trade measurement) were identified in the Regulation Taskforce (2006). Others have been the subject of previous Productivity Commission reporting: occupational health and safety reform was addressed in National Workers’ Compensation and Occupational Health and Safety Frameworks (PC 2004); health workforce reform in Australia’s Health Workforce (PC 2005c); and product safety and consumer law reforms in Review of Australia’s Consumer Policy Framework (PC 2008).

Motivations for reform

The National Partnership Agreement to Deliver a Seamless National Economy seeks to reduce the impost that regulation places on business by:

· creating a seamless national economy, reducing costs incurred by business in complying with unnecessary and inconsistent regulation across jurisdictions;

· enhancing Australia’s longer-term growth, improving workforce participation and overall labour mobility; and

· expanding Australia’s productive capacity over the medium term through competition reform, enabling stronger economic growth. (COAG 2009, p. 4)

The business regulation reforms assessed here seek to remove impediments to the efficient operation of markets by improving the consistency of regulation across jurisdictions, by improving the efficiency and effectiveness of regulation, by reducing the cost to business of complying with regulation (compliance costs) and by improving the operation of government regulators. Where practicable, the reforms also seek to reduce the cost to government of administrating regulation.

Improving the consistency of regulation across jurisdictions

Many of the assessed reforms involve greater harmonisation of regulatory arrangements to reduce and, in selected cases, eliminate regulatory differences across jurisdictions (usually between States and Territories). This move to greater regulatory harmonisation is aimed at reducing the costs incurred by businesses that operate across State and Territory borders. These changes may also have implications for businesses that operate wholly within a single jurisdiction (often in the form of temporary cost increases associated with adjusting to the new regulatory arrangements).

There are a number of methods that Australian governments can use to achieve a greater degree of regulatory harmonisation between jurisdictions, ranging from memorandums of understanding through to State and Territory governments legally transferring their regulatory power to the Australian Government (termed as a ‘referral of powers’) (box 3.2). They can also include ‘opt in’ arrangements tailored around the circumstances of particular types of business. 

For the areas under review, many of the reforms involve the transfer of existing State and Territory government regulatory functions to a single national regulator (as in the national registration of specified health practitioners, which is based on state legislation, and the national system of trade measurement). Some also involve the referral of state powers to the Australian Government (as in personal property securities and trustee corporations reforms), the extension of Australian Government powers under corporations law at the expense of the States (as in consumer credit), and moves towards the standardisation of assessment and reporting requirements (development assessment and standard business reporting).
Improving the efficiency and effectiveness of regulation
Many of the reforms go beyond what is needed to eliminate regulatory differences between jurisdictions and seek to improve the effectiveness and efficiency of the regulations in meeting policy objectives. These reforms aim to improve the operation of particular markets, increase consumer safeguards, increase probity of credit market transactions and enhance the quality of service provision. For example, the National Construction Code is being progressively developed to ‘provide nationally consistent and minimum necessary building design and construction standards relevant to health, safety, amenity and sustainability’.

	Box 3.
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Mechanisms for implementing national regulatory arrangements

	A number of methods have been used by governments in Australia to implement national regulatory arrangements.

· Referral of powers — Under Section 51(xxxvii) of the Constitution, the Commonwealth Parliament has the power to make laws with respect to ‘matters referred to the Parliament of the Commonwealth by the Parliament or Parliaments of any State or States’. If all jurisdictions refer their powers to the Commonwealth, the Commonwealth becomes the sole legislator and regulator on that matter.

· Template legislation — also referred to as ‘applied laws’ legislation, involves one jurisdiction enacting a law that is then applied by other jurisdictions as their law as if it was national legislation.

· Model legislation — involves the drafting of a model document that each participating jurisdiction draws on in drafting their own legislative instruments, which may include jurisdictional-specific considerations.

· Harmonising subordinate legislation — involves adopting common approaches to subordinate legislation such as reference to national standards or codes of practice.

· Mutual recognition — involves each jurisdiction recognising particular regulations created and administered by other jurisdictions, even where such regulations vary from their own rules and regulations.

· Implementing agreed principles — involves governments agreeing to a set of principles that they then implement as they see fit.
· Memorandums of understanding — involve setting out agreed processes to assist with coordination between jurisdictions and between regulatory agencies (both within and between jurisdictions).

· Service-level agreements — involve contracts that establish the terms for cooperation between agencies on certain matters.

· ‘Opt in’ arrangements — involves allowing parties subject to regulation to self-select (often subject to a certain criteria) between state-based or national (Commonwealth) regulation. An example of such a scheme was the self-insurance against workers’ compensation claims and later occupational health and safety regulation under the Commonwealth’s Comcare scheme. 

Many of these methods have been used in the 17 Seamless National Economy reforms assessed as a means to achieving greater national consistency or have been used previously. 

	

	


Reducing the cost to business of complying with regulation
Some of the COAG business regulation reforms seek to lower compliance costs and make regulations less onerous on business. In this regard, code-based processing of development assessment applications and a common set of national planning system principles to guide development assessments is being introduced to reduce unnecessary or unwarranted variation in local planning laws. In a similar vein, the development of a National Construction Code seeks to integrate the existing national building and plumbing codes into a single document to address areas of inconsistency and overlap between the two codes. Such measures have the potential to lower the costs of doing business within and across jurisdictions.

Improving the operation of government regulators

Some reforms require an increase in government administrative effort to implement the agreed reforms — such as the new Australian Consumer Law and occupational health and safety. Other reforms seek to streamline government administration and improve the way businesses interact with government regulators.

The streamlining of government administrative processes takes a number of forms. Some involved replacing existing jurisdictional-based regulators with a new national regulator, which should reduce unnecessary duplication of effort. In the case of the health workforce reforms, for example, the reforms involved moving to a new national registration and accreditation system for specified health practitioners. Similarly, the extension of corporations law to cover trustee corporations and the subsequent repealing of legislation by State and Territory governments has seen the Australian Government assume sole regulatory responsibility in this area. As indicated above, there are a number of legal means by which this move to greater national regulatory consistency has been achieved.

Other reforms seek to increase consistency in the way that existing regulators operate to reduce the unnecessary impost placed on business. In this regard, the payroll tax reforms seek to achieve greater legislative and administrative uniformity in the way payroll tax operates across States and Territories by adopting common provisions and definitions for key terms used in payroll tax legislation. The reforms do not involve changes to the rate of payroll tax or the thresholds at which it applies. 
Few of the reforms assessed, however, actually involve jurisdictions fully relinquishing their regulatory responsibilities to a single national regulator. State and Territory governments will therefore continue to incur regulatory administration costs and this will potentially involve some state-specific compliance costs for affected businesses and activities.

The assessed reforms all involve set-up and transition costs to government and business associated with designing, implementing, understanding and adapting to the new regulatory arrangements. These costs tend to be short-term in nature. Many reforms also give rise to ongoing costs, usually in the form of additional government expenditure. Some reforms also involve ongoing costs to business. For example, effective rollout of standard business reporting should lower ongoing regulatory compliance costs to industry as well as processing costs to government.
Implementation progress against agreed milestones
The COAG Reform Council is charged with reporting on progress in implementing the deregulation priorities that fall under the National Partnership Agreement to Deliver a Seamless National Economy. 

The Council’s 2010‑11 assessment of each of the 17 business regulation reforms referred to the Commission is summarised in table 3.1 (CRC 2012).
 In short:

· all of the reforms other than National Construction Code, personal property securities and occupational health and safety were found to be completed or largely completed;
· some of the milestones associated with the National Construction Code were assessed as not being met, but no significant risks were identified;
· all of the personal properties securities milestones associated were assessed as being completed, but the timeframe was considered as being at risk; and
· key milestones associated with the occupational health and safety reforms had not been met and that the output was assessed as being at risk.
Table 3.
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COAG Reform Council’s summary of progress in implementing the 17 COAG business regulation reforms assessed by the Commission, at 30 September 2011
	Reform priority area
	Reforms completed or largely completeda
	Reforms having substantial progressb
	Reforms with implementation issues or risksc

	Consumer law
	(
	
	

	Product safety
	(
	
	

	Mortgage brokersd
	(
	
	

	Margin lendingd
	(
	
	

	Non-deposit taking institutionsd
	(
	
	

	Personal properties securities
	
	
	(

	Trustee corporations
	(
	
	

	Standard business reporting
	(
	
	

	Payroll tax
	(
	
	

	Occupational health and safety
	
	
	(

	Rail safety
	(
	
	

	Health workforce
	(
	
	

	Trade measurement
	(
	
	

	Food regulation
	(
	
	

	Wine labelling
	(
	
	

	Development assessment
	(
	
	

	National Construction Code
	
	(
	


a All milestones have been fully or largely completed. b Substantial progress has been made on milestones and the reform objectives are on track to be achieved. c There are implementation issues or risks that the overall intended output or objective of the reform may not be on track. d Collectively referred to in this report as the ‘consumer credit’ reforms.
Source: Based on CRC (2012, pp. xv and xvii).
While assessing the pace of implementation of reform, the Council’s progress reporting does not focus on the achievement of the COAG reform goals or the effectiveness of reforms implemented. In this regard, the COAG Reform Council in its Report on Progress 2011 noted that: 

… while the National Partnership Agreement to Deliver a Seamless National Economy contains some challenging implementation milestones, it does not include true performance benchmarks as defined in the IGA [Intergovernmental Agreement on Federal Financial Relations]. (CRC 2011, p. 21)

The simple achievement of designated milestones therefore may not accurately reflect the extent to which Australia is achieving COAG’s reform goals or realising the potential economic benefits that may be available under the Seamless National Economy reforms. Similarly, achievement of specified milestones for the purpose of gauging reform reward payments under the National Partnership is not necessarily reflective of reform outcomes.
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Estimated direct impacts of the business regulation reforms
Assessing the direct impacts of reform is challenging and many judgements and assumptions are needed. In its assessments, the Commission has drawn attention to these issues and information gaps, and, to the extent possible, the sensitivity of results to alternative judgements. As many of the direct impacts will take time to occur and some reforms have yet to be fully implemented, assumptions also need to be made about the timescale over which benefits will accrue. Full realisation of the possible benefits, in practice, will depend on future circumstances and may require increased commitment and sustained effort of the governments involved. These assumptions give the resulting estimates a distinct ‘outer-envelope’ flavour.
Accordingly, the estimates of impacts presented are exploratory and should be regarded as being broadly indicative of the direction and scale of possible changes.
Direct impacts

The Commission’s assessments suggest that, with full implementation, the reforms have the potential to reduce business and other costs by around $4 billion per year (table 3.2).

The reforms likely to have the largest overall direct impacts are those that individually have a relatively large impact on business costs (such as the National Construction Code, occupational health and safety, development assessment and health workforce), or which affect a large cross-section of economic activity (such as consumer law, occupational health and safety and standard business reporting).

Around 80 per cent of the overall impacts are classified as ‘prospective’, with most of the remaining impacts classified as ‘potential’. The Commission has found that there has been little in the way of realised impacts to date, as most of the reforms have only been recently implemented.

While desirable and providing measurable contributions to total benefits, many of the reforms, such as trade measurement and payroll tax, individually are assessed as having modest effects at the national level. Cumulatively, these reforms are likely to afford worthwhile national future benefits.

Table 3.
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Estimated outer-envelope reductions in business costs of the 17 COAG business regulation reforms assesseda
$ million per year (2010-11 dollars)
	Reform
	Realised
benefits
	Prospective
benefitsb
	Realised and prospective benefits
	Potential
benefitsc

	Consumer law and product safety
	60
	820
	880
	..

	Consumer creditd
	10
	35
	45
	..

	Personal property securities
	..
	70
	70
	..

	Trustee corporations
	..
	4
	4
	..

	Standard business reporting
	2
	58
	60
	500

	Payroll tax
	20
	10
	30
	..

	Occupational health and safety
	..
	480
	480
	..

	Rail safety
	9
	7
	16
	..

	Health workforce
	..
	160
	160
	..

	Trade measurement
	5
	..
	5
	..

	Food regulation
	..
	1
	1
	..

	Wine labelling
	12
	17
	29
	..

	Development assessment
	25
	200
	225
	125

	National Construction Code
	..
	1 050
	1 050
	..

	Total direct impacts quantified
	143
	2 912
	3 055
	625


.. Zero, less than $500 000 or not estimated. a Longer-run direct impacts after rounding. Excludes identifiable ongoing costs and transition effects. b Reforms have been implemented, but reform-induced reductions in business costs yet to occur. c Agreed reforms to be implemented. d Mortgage brokers, margin lending and non-deposit taking institutions.
Source: Commission estimates.

The assessments for some of the reforms, such as consumer law (substantial impacts) and wine labelling (very small), are in line with those in the regulatory impact statements that initially accompanied the reforms. For other reforms, the Commission’s assessment is that the possible benefits could differ from earlier assessments. In the case of the rollout of electronic development assessment processes, information available to the Commission suggests that possible benefits may be higher than previous estimates suggest. For others, such as personal property securities, the assessments are lower than earlier estimates. These differences are discussed for each reform in the relevant chapters of volume 2.
Fully realising the benefits of reform depend on implementation of outstanding policy measures, including those implementation milestones assessed by the COAG Reform Council as being ‘at risk’. As the impacts of some reforms are expected to occur over an extended period of time, realisation of these benefits will require ongoing commitment and sustained effort from all governments involved (including local governments, in particular, in relation to construction codes and development assessment processes). Their realisation will also require future policy environments that are consistent with, and supportive of, the reform objectives.

Realised direct benefits

Although implementation is generally well advanced for the reforms assessed, the available evidence suggests that there has generally been little in the way of realised gains to date (table 3.2). As noted, the relatively modest nature of these impacts is because many of the reforms have only been operating for a short period of time and the expected impacts are yet to occur.
The Commission’s assessment is that the realised direct impacts could amount to $143 million, with the bulk of these gains coming from consumer law, development assessment and payroll tax. Other reforms assessed as having generated realised impacts include consumer credit, standard business reporting, rail safety, trade measurement and wine labelling

While standard business reporting is viewed as complete in terms of reaching its COAG milestones, its performance to date shows little of the estimated gains have been realised and increased effort will be required to achieve substantial gains.

Prospective direct benefits
The available evidence suggests that, after full adjustment, the regulation reforms assessed could afford reductions in business costs of around $3 billion per year (table 3.2).

The largest contributors to these prospective impacts are continuing gains from reforms to the National Construction Code, consumer law, occupational health and safety, development assessment and health workforce. In each case, the assumed future benefits are associated with the progressive adaptation of businesses and consumers (as appropriate) to the regulatory changes. 
However, as mentioned, realisation of these prospective direct impacts requires increased commitment and sustained effort by government and full implementation of the agreed reforms and achievement of the reform objectives. It also requires that there are no other regulatory or other impediments to reform objectives being achieved. For example, the estimate for development assessment depends on complementary action by local government.

The need for increased commitment and sustained effort means that realisation of the impacts in a number of areas can be considered ‘at risk’. These risks arise from implementation issues rather than from the reforms themselves and their objectives. For example, it was put to the Commission that Commonwealth environmental reforms being advanced were having adverse impacts on the streamlining of development assessment process, notwithstanding the potential for the development assessment reforms to deliver substantial benefits (sub. DR-G8).
These assessments suggest that achieving the implementation milestones need not be a good guide as to the benefits gained from reform. For example, the National Construction Code reforms have met their implementation milestones. However, differences in the administration of the code between jurisdictions can erode the intent of the reform. Other regulatory differences between jurisdictions are being codified into model legislation and regulations, thereby reducing the benefits from the move to greater national consistency (for example, rail safety).

Potential direct benefits
For the purpose of this study, a distinction is made between the potential impacts from reforms agreed to by COAG, but for which implementation is outstanding, and opportunities for further reforms that are consistent with the objectives of the reforms assessed to deliver additional benefits. The latter are canvassed in the next section under opportunities for improvement.

The Commission’s assessments of the potential impacts of each reform relate to the measures that have not yet been implemented. In ascertaining these impacts, the Commission has drawn on forward-looking (ex ante) assessments of the possible impacts referred to in existing commitments and timetables, including those used in the regulatory impact statements that accompanied each reform. In its assessment, the Commission has treated these benefits as accruing to jurisdictions in proportion to the scale of affected activities, industries or demographic groups within those jurisdictions. These assessments are distinctly ‘outer-envelope’ in nature at the national level.
The assessed reforms have the potential to deliver an additional $625 million per year reduction in business and other costs (table 3.2). These additional cost reductions come from standard business reporting ($500 million per year) and development assessment ($125 million).

It should be noted that very significant development expenditure has been undertaken as part of standard business reporting in the expectation of future benefits, with around $170 million spent by government on systems development. At this stage, the take-up rate for standard business reporting has been very small, as many of the key government forms are not standard business reporting compliant and the software used does not currently allow for the accompanying payments to be made. For this reason, much of the foreshadowed gain is assessed as being ‘potential’. 

Reform costs

For each of the supporting regulatory reform areas covered in this report, assessments are made of the additional costs involved in introducing and administering each reform using available information. The quality and comprehensiveness of this information varies markedly.

The Commission has found it difficult to reliably and accurately assess all of these costs. Many sources provide cost information on aspects of the reforms, especially those associated with the introduction of the new arrangements. These sources include various COAG documents, budget papers, annual reports and regulatory impact statements (in some cases, the source documentation reported budget appropriations rather than the actual costs involved). It is often unclear as to the comprehensiveness of this information and, in particular, precisely how these costs differ from those incurred in administering, and complying with, the previous arrangements. This makes it difficult to ascertain whether this expenditure involves additional costs associated with the new reforms or represent costs that would have been incurred anyway.
While quantification of the impacts of reforms requires many judgements, the Commission notes that the costs estimates, in particular, should be viewed with caution.
Setup and transition costs

Information available to the Commission indicates that the total additional cost to government of setting up and transitioning to the new regulatory arrangements is of the order of $500 million. One-third of this is attributable to standard business reporting and has been incurred, whereas most of the associated impacts are assessed as being potential. The remaining reforms assessed involve some, usually modest, transition costs to government, mostly incurred by the Australian Government.

In addition, many of the reforms may also impose transition costs on business. For example, the occupational health and safety reforms are assessed as involving additional training and other costs of roughly $75 per worker ($850 million in total). Total business transition costs across all reform areas assessed are estimated to be in the order of $1.2 billion.
While imposing an immediate impost on the economy, these setup and transition costs are not assessed as ‘ongoing’.
Ongoing costs

In addition to transition costs, it is recognised that additional ongoing costs are likely to be incurred by business and government to meet reporting and compliance, and administrative requirements of the new regulatory frameworks. 

With regard to costs to business, although the full effect of new frameworks cannot be easily ascertained until new frameworks are bedded down, available information indicates that the main area of additional compliance costs to business is in the area of occupational health and safety. In this reform area, it is recognised that businesses operating in a single state would incur costs associated with the new harmonised system, but will not be able to avail themselves of the offsetting benefits from harmonisation. Available benchmark estimates indicate that the ongoing additional costs to single-state businesses could be about $14 per worker (across single-state enterprises) or around $110 million across the economy. 

Increased governance arrangements and the introduction of new enforcement powers have also given rise to additional ongoing costs to government. Across all of the reforms assessed, additional ongoing administration costs are estimated to be around $150 million per year. In the Commission’s assessment, the main additional ongoing expenditure relate to occupational health and safety, consumer law and development assessment.
The assessed reforms also give rise to ongoing administrative costs saving to government of around $90 million per year. These cost savings arise from the transfer of certain regulatory responsibilities from State and Territory governments to the Australian Government (such as in trade measurement) or from more efficient service delivery (primarily flowing from the development assessment reforms). Full implementation of the occupational health and safety reforms are also expected to lead to a $55 million reduction in disability support pension and related payments associated with fewer workplace injuries.
The harmonisation of definitions for the collection of payroll tax (but not payroll tax rates and state-specific exemptions) is expected to lead to a $60 million (net) reduction in payroll tax revenue to governments. There would be an associated lowering of the cost of employing labour by payroll tax liable businesses. 

Overall, additional ongoing costs to business of around $145 million per year, and a net increase in government outlays of around $70 million, have also been identified.
Other effects

Other effects identified include, for example: 
· a reduction in outlays on health expenditures and higher workforce participation associated with the new OHS laws and rail safety laws; and

· a gradual increase in household demand for consumer products associate with the new Australian consumer law. 
The net effect of these changes is modest at a national level. 
3.3
Estimated economy-wide impacts of the business regulation reforms
As discussed in chapter 1, the Commission has used an economy-wide general equilibrium model to assess the flow-on effects of these direct impacts on the wider economy. A strength of this approach is that it explicitly takes into account the inter-linkages between businesses, households and government, and subsequent changes in investment and factor usage arising from changes in the financial returns flowing to primary factor owners (labour, capital and land).

Each of the 17 business regulation reforms assessed will impact on the economy in different ways. Some will reduce the resources that affected businesses may need to comply with government regulation, while others will generate productivity gains through increased competition and factor mobility. To make the economy-wide modelling of these reforms tractable given the wide range of industries and activities directly affected, the modelling assesses the overall impact of each reform on business costs in terms as its effect on multifactor productivity — the efficiency with which labour and capital are jointly used — in the affected activities and industries and the overall impact of each reform on government expenditure in terms of its effect on real expenditure on public administration by the Australian Government and each State and Territory government. To the extent that the reforms impact on inputs other than the use of labour and capital, the distributional consequences may differ from that presented here. The direct impacts on workforce participation, payroll tax revenue collected by state and disability support pension payments are modelled as per the direct impacts assessed.
As also noted in chapter 1, this modelling has been applied in two modes. In the first (comparative static) mode, the model is used to estimate the longer-run impacts of reform after full adjustment to reform-induced change. In the second (dynamic) mode, the model is used to trace out the time path over which the benefits of reform are likely to occur.

The economy-wide results presented in this final report differ slightly from those presented in the discussion draft as a result of refinements made by the Centre of Policy Studies to the preliminary model database and as a result of refinements in the application of the reform scenarios (that is, the model shocks).

National macroeconomic and sectoral changes

The Commission’s modelling suggests that, with increased commitment and sustained effort, the reforms assessed could increase GDP by around 0.4 per cent in the longer run (about $6 billion) (table 3.3). Of this, the realised and prospective reform benefits are estimated to account for around 85 per cent (approximately $5 billion), with the potential impacts accounting for the balance (approximately $1 billion).
The modelling indicates that, given the assumption that the reduction in business costs flow through into multifactor productivity, the reforms would free up labour and capital resources in the affected activities and industries. Over time, these resources become available for use in other activities and industries in the economy. Thus, reforms in specific areas of the economy also benefit activities and industries in the broader economy and resources freed up in one state may also benefit other states.

After allowing for the re-location of resources between activities, the modelling suggests that the longer-run effect of business regulation reforms will benefit most sectors of the economy, especially trade-exposed sectors such as mining, and will raise real wages and household consumption as well as national investment and exports.

Table 3.
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Estimated longer-run macroeconomic and sectoral effects of the business regulation reforms assesseda
Percentage change, real government spending assumed fixed
	
Variable
	Realised and
prospective impactsb
	
Potential impactsc

	Real gross domestic product
	0.37
	0.05

	Real net national incomed
	0.35
	0.05

	Real gross national expenditure
	0.28
	0.03

	of which:
	
	

	Real household consumption
	0.33
	0.05

	Real investment
	0.34
	0.02

	Export volumes
	0.64
	0.12

	Import volumes
	0.20
	0.02

	Terms of trade
	-0.13
	-0.02

	Real wages
	0.35
	0.06

	Value added (at factor cost)
	
	

	Agriculture
	0.26
	0.06

	Mining
	0.69
	0.11

	Manufacturing
	0.39
	0.06

	Services
	0.35
	0.04

	Employment (persons)
	
	

	Agriculture
	0.09
	0.00

	Mining
	0.43
	0.04

	Manufacturing
	0.10
	-0.01

	Services
	-0.02
	0.00


a Comparative-static simulation of the longer-run direct impacts of the business regulation reforms assessed, excluding all setup and transition costs. b Reforms have been implemented, with economy-wide reform-induced impacts occurring. c Agreed reforms yet to be implemented. d Real net national income is the value of Australian production after allowing for income accruing to non-residents and depreciation of the physical capital stock.
Source: MMRF model estimates.
State and Territory results

In keeping with the broadly positive macroeconomic and sectoral impacts, the modelling similarly suggests that full implementation of the reforms would lead to increased outputs and incomes in all jurisdictions (table 3.4). 

As mentioned, the business regulation reforms free up resources for use across the wider economy and not just those sectors that are the focus of reform. The modelling indicates increases in real GDP and real net income in all States. These increases are biggest in the mining-orientated states of Western Australia and Queensland and smallest in the Australian Capital Territory, which is the jurisdiction least reliant on exports. All jurisdictions are projected to benefit in per capita terms.
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Estimated realised and prospective effects of the business regulation reforms by State and Territorya
Percentage change, real government spending assumed fixed
	
	NSW
	Vic
	QLD
	SA
	WA
	Tas
	NT
	ACT
	Aust

	Real gross domestic product
	0.30
	0.30
	0.38
	0.36
	0.70
	0.33
	0.41
	0.19
	0.37

	Real net incomeb
	0.29
	0.28
	0.37
	0.36
	0.66
	0.33
	0.38
	0.18
	0.35

	Output per person
	0.35
	0.36
	0.37
	0.35
	0.39
	0.34
	0.37
	0.28
	0.37

	Consumption per person
	0.34
	0.34
	0.33
	0.32
	0.28
	0.32
	0.35
	0.35
	0.33

	Value added (at factor cost)
	
	
	
	
	
	
	
	
	

	Agriculture
	0.24
	0.23
	0.26
	0.26
	0.35
	0.25
	0.27
	0.07
	0.26

	Mining
	0.44
	0.61
	0.54
	0.51
	0.90
	0.56
	0.63
	0.00
	0.69

	Manufacturing
	0.33
	0.33
	0.44
	0.43
	0.77
	0.40
	0.52
	0.22
	0.39

	Services
	0.30
	0.29
	0.36
	0.36
	0.64
	0.32
	0.36
	0.18
	0.35

	Employment (persons)
	
	
	
	
	
	
	
	
	

	Agriculture
	0.05
	0.04
	0.08
	0.09
	0.21
	0.09
	0.10
	-0.10
	0.09

	Mining
	0.20
	0.35
	0.29
	0.31
	0.66
	0.36
	0.42
	0.00
	0.43

	Manufacturing
	0.06
	0.04
	0.13
	0.13
	0.47
	0.08
	0.23
	-0.01
	0.10

	Services
	-0.07
	-0.08
	-0.01
	-0.02
	0.27
	-0.04
	0.02
	-0.09
	-0.02


a Comparative-static simulation of the longer-run direct impacts of the business regulation reforms assessed, excluding all setup and transition costs and benefits. The modelling assumes that all of the prospective impacts are ultimately realised. b Real net income is the value of Australian production after allowing for income accruing to non-residents and depreciation of the physical capital stock.

Source: MMRF model estimates.

The State distribution after inclusion of the realised, prospective and potential impacts is shown in table 3.5.
Table 3.
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Estimated realised, prospective and potential effects of the business regulation reforms by State and Territorya
Percentage change, real government spending assumed fixed
	
	NSW
	Vic
	Qld
	SA
	WA
	Tas
	NT
	ACT
	Aust

	Real gross domestic product
	0.34
	0.34
	0.44
	0.42
	0.78
	0.38
	0.45
	0.19
	0.42

	Output per person
	0.40
	0.41
	0.42
	0.40
	0.45
	0.39
	0.42
	0.33
	0.42


a Comparative-static simulation of the longer-run direct impacts of the business regulation reforms assessed, excluding all setup and transition costs and benefits. The modelling assumes that all of the prospective and potential impacts are ultimately realised.

Source: MMRF model estimates.

Government revenue and expenditure implications

The fiscal modelling assumes that all discretionary government expenditure is held fixed. As a result, the main government expenditure items to change are Australian Government payments of revenue from the goods and services tax (GST) to the States, which depends on the level of taxable activity and is assumed non-discretionary in the model.
The modelling suggests that, with full implementation, the business regulation reforms have the potential to generate additional government revenue of almost $1.4 billion per year (table 3.6). The reforms to development assessments and the National Construction Code, in particular, are projected to boost building activity and, consequently, State property tax revenue is projected to increase proportionately more than all other taxes. Overall, almost 65 per cent of this revenue is projected to accrue to the Australian Government, which is close to its existing two-thirds share of revenue after accounting for the transfer of GST revenue to the States. The balance between the Australian Government and State and Territory government revenue in practice is sensitive to the nature of the reforms and the regional distribution of activities affected.
Table 3.
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Estimated longer-run government revenue implications of the realised and prospective effects of the business regulation reformsa
$ million (2010-11 dollars), real government spending assumed fixed
	Item
	State, Territory & local government
	Australian Government
	Total

	Operating revenues (excluding GST receipts)
	374
	893
	1 267

	GST receipts (net of GST-tied payments)
	165
	0
	165

	Total operating revenues
	539
	893
	1 432

	Operating expenses
(excluding GST-tied grant payments)
	45
	18
	64

	Operating balance (net government revenue)
	494
	875
	1 368


a Comparative-static simulation of the longer-run direct impacts of the business regulation reforms assessed, excluding all setup and transition costs and benefits. Assumes that all of the prospective impacts are realised.
Source: MMRF model estimates.
Timescale over which these impacts are expected to occur

Assuming full realisation of the estimated impacts and based on information about timing of implementation and the nature of reforms, most of the direct impacts on business costs (and other factors) assessed to be in prospect are anticipated to occur within the next five years. However, the full impacts of the reforms to consumer law, health workforce, product safety, rail safety and standard business reporting are expected to take much longer (at least a decade) to occur. 
Because of the considerable uncertainties involved, no attempt has been made to project the precise timescale over which the potential benefits of the reforms assessed, will occur. 

The Commission’s assessment is that around 60 per cent of the total economy-wide effects assessed would be felt by 2020 (figure 3.1). These estimates take into account: the realised and prospective effective of reforms implemented; and identified ongoing costs and one-off transition costs associated with all of the 17 Seamless National Economy reforms assessed. The impact of transition costs is particularly evident in the early years, over which costs are being incurred ahead of the realisation of the projected reform benefits. 
A further (that is, potential) benefit would be available from completing the implementation of the reforms assessed (figure 3.1, right hand axis). 
Figure 3.1
Timescale over which the realised and prospective impacts are estimated to occur, 2007-08 to 2049-50a,b,c
Per cent of increase in real GDP
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a Dynamic simulation results of the time-scale over which the economy-wide realised and prospective impacts of COAG business regulation reforms assessed are likely to accrue taking account of the impact of additional ongoing costs and transition costs. The modelling assumes that all of the prospective cost reductions and productivity improvements are ultimately realised. b The timescale over which potential impacts are likely to occur is not assessed. c The negative impact in 2011‑12 reflects the assumption that the $850 million in business setup costs associated with implementing the occupational health and safety reforms occur in that year. To the extent that these costs are spread over other years, the impact in 2011‑12 will be less than that indicated and that in other years will be more.
Data source: MMRF model estimates.
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Opportunities for improvement

Achieving effective, meaningful and lasting national reform across agencies at one level of government and in a federation such as Australia can be hard.

The Constitution places binding constraints on the nature and type of reform that governments, especially the Australian Government, can undertake. Under the Constitution, all residual powers not granted exclusively or concurrently to the Australian Government are assigned to the States. The limited range of exclusive powers constrains the ability of the Australian Government to undertake unilateral reform, and the concurrent powers, if exercised, may give rise to overlapping regulatory and administrative responsibilities with the States. As a result, State involvement and cooperation is often essential for successful national reform, especially where greater national consistency is important.
Building consensus for such reform takes time and involves trade-offs and compromises to overcome the numerous impasses involved.

National reforms can become complicated by jurisdictional differences, requiring some reforms to be sufficiently flexible to handle relevant regional differences. For example, national building codes need to handle climatic and other environmental differences between diverse regions, such as the sub-tropics, deserts and mountain areas.
Notwithstanding difficulties in designing reforms, even once initial agreement has been reached, political support for these reforms can also change over time. In the time since the Seamless National Economy agreement was signed in February 2009, there has been a new Prime Minister, six new Premiers, one new Chief Minister and numerous ministerial changes. In addition, there has been a range of new and emerging priorities such as the ongoing response to the global financial crisis, the subsequent European debt crisis, droughts, floods, bushfires, and altered public perceptions about the most appropriate type of reform required (such as has occurred with occupational health and safety).
A strong case for reform is important for achieving ongoing consensus and maintaining momentum in a dynamic environment. This is easier when there is a clear constituency for, and commitment to, reform from the wider industry and community, and the costs are not concentrated on particular sections of the community or sustained over time.

Trying to do too much, too quickly, however, can result in existing resources being spread thinly and reduce the scope for effective stakeholder participation. There are also risks that any stakeholder participation may not be used as effectively as it might. Ultimately, these considerations can compromise the potential for beneficial reform. For example, although the Commission heard that national accreditation and registration of specified health practitioners was worthwhile, some in the industry considered that the implementation process was rushed and placed undue adjustment pressure on the sector. Hence, there is a need to balance aspirations with what can be reasonably achieved within the time and resources available.
External constraints also may impinge on the achievement of reform objectives. For example, the Commission heard that local government mandates on the generation of energy within new buildings as part of the development approval process may be illegal under the ‘third line forcing’ provisions of the Competition and Consumer Act 2010 (Cwlth). This highlights risks in bundling ‘reforms’ and the need to consider the wider ramifications of reform. This example illustrates both the cost effectiveness of the on-site electricity generation requirement and the possible restrictions on the achievement of policy objectives that may arise from other unrelated regulatory requirements.
In ascertaining potential opportunities for improvement, the Commission has been cognisant of the realities that can give rise to gaps between the initial aspirations for reform, the objectives being pursued, the policies implemented and the subsequent impacts. However, such gaps may also highlight opportunities for reform.

Achieving the reform potential of agreed reforms

The Commission’s assessment is that there are a number of areas where reforms are in progress, but where there are risks around whether prospective or potential benefits will, in fact, be achieved. In particular:

· The full realisation of potential benefits from standard business reporting requires its adoption as the core reporting framework by key participating agencies including the ATO and ASIC. This will provide software developers with an economic incentive to include standard business reporting compatibility in their accounting packages. Such commitments will need to be supported by expanding the scope of standard business reporting forms and an increase in the awareness of its potential value to business for the full potential of standard business reporting to be realised. In the course of this study, the ATO and ASIC advised of their commitment to transition to the standard business reporting framework, with the ATO indicating its intention to adopt standard business reporting as the primary channel for electronic interaction between business and the ATO (chapter 6, volume 2).
· The full realisation of prospective benefits from the National Construction Code requires, among other things, uniform interpretation of building standards by administering authorities (mainly local governments). In the course of this study, the Commission was informed that there can be significant differences in interpretation, not related to climatic and other recognised environmental factors (chapter 15).

· The achievement of available benefits from the development assessment reforms requires, among other things, the extension of code assessment to commercial and industrial developments. It also would benefit from the maintenance of an effective inter-jurisdictional coordination framework and a body to drive reform. In this regard, the implementation of more efficient and harmonised development assessment procedures appears to have been put at risk by the winding up of the key ministerial reform council — the Local Government and Planning Minister’s Council — and separate reviews across jurisdictions (chapter 14).

· The achievement of the full benefits of harmonisation between jurisdictions entails common legislative provisions between jurisdictions. However, the Commission was informed that jurisdictional differences were codified (or consolidated) in some cases into model legislation and codes of practice, effectively eroding the original intent of harmonisation. It was highlighted in particular in the areas of occupational health and safety, rail safety and the National Construction Code (chapter 8, 9 and 14, respectively).

While reform priorities will change over time, COAG has recently reiterated the importance of completing the current Seamless National Economy agenda (COAG 2012, p. 3).

There are opportunities to secure anticipated benefits through Seamless National Economy reforms by aligning actual implementation of the reforms with reform objectives.

Broader opportunities for improvement

Most of the Seamless National Economy reforms assessed in this study are the latest step in a progression of reforms intended to improve the operational efficiency of business and reduce the cost of doing business across jurisdictions.

The Commission notes a number of other regulatory reform and policy developments that have been identified, including:

· extension of the coverage of the National Construction Code to additional construction services (such as gas fitting, electrical work, telecommunications and engineering have been mentioned in consultations as possible priorities);

· further harmonisation of food safety regulation and food labelling requirements;

· further development of code-based development assessment and planning approval processes, and the use of cost-effective electronic systems; and

· extension of standard business reporting to other administrative reporting (such as to Centrelink and Medicare). 

There would also appear to be scope for more fundamental reform in some of the Seamless National Economy areas being assessed. For example, the Henry Review of Australia’s taxation system recommended payroll taxation be replaced by an even more efficient tax (Henry Review 2010). The Commission has not estimated these gains.

Overall, in the Commission’s assessment there are opportunities for achieving further benefits by continuing or extending traditional reform approaches (including harmonisation of legislation and adopting common codes of practice). There would also appear to be opportunities for more fundamental change.

Some broader issues and governance
This study has highlighted gaps that can exist between initial aspirations, milestones being ‘ticked’ and impacts on the ground. It also suggests that there are opportunities for improvement both within the current reform frameworks and more broadly. 

Flexibility of arrangements

As regional markets become more integrated through interstate trade and investment, and the movement of people, the advantage of harmonisation of regulatory frameworks across jurisdictions also increases. Such harmonisation is frequently directed at lowering compliance costs for national firms. However, although they are much more significant in economic terms, such firms are relatively few in number.

In this context, the gains from harmonisation may be eroded to the extent that some firms bear additional transition and ongoing costs not matched by benefits to them. There are many small firms operating in only one state that may face increased regulatory compliance costs in order for a smaller number of large firms to have greater ease of access to interstate markets and lower costs in operating across State boundaries.
Given this, the adoption of more flexible arrangements (including opt-in arrangements for firms as an alternative to ‘universal’ harmonisation) may afford more cost effective opportunities for improvement.

In addition, while there has been an emphasis on the concept of harmonisation in Seamless National Economy reforms, the application of the framework through national laws, model laws, codes of practice and other arrangements has not, to date, afforded full harmonisation across a number of areas assessed. In this regard, one jurisdiction noted:

There also needs to be greater recognition that national harmonisation may not be equally appropriate for all States and that ‘harmonisation’ does not necessarily mean ‘identical’. States must have the flexibility to introduce reforms aligned to national agendas that take into account jurisdictional differences and needs. (sub. DR-G8)
The adoption of more targeted regulatory changes, including alternative harmonisation models, such as cross-jurisdictional opt-in arrangements and interpretative services where appropriate, may help achieve greater harmonisation where it is commercially important and administratively feasible. 

Reform payments not linked to outcomes

Because of the ‘vertical fiscal imbalance’ in the Australian Federation, reform payments have evolved through National Competition Policy reforms to be part of Australia’s reform architecture. In relation to the Seamless National Economy reforms, COAG reform payments are being made by the Australian Government to the States and Territories in two tranches. In the first tranche, ex ante payments have been made to facilitate reform. In the second tranche, reward payments are to be made on achievement of agreed milestones based on advice from the COAG Reform Council. In its monitoring, the COAG Reform Council has observed that achievement of reform milestones does not necessarily reflect effectiveness in achieving reform outcomes. 

In the Commission’s assessment, while there may need to be some initial payments to assist with up-front costs, reward payments should be linked, as far as practicable, to the achievement of agreed outputs and outcomes.
Closing the gap between realised and potential reform benefits 

There is evidence that substantial further government action is required to achieve anticipated reform potential. The Commission’s assessment is that the scale of unfinished business would be reduced, and realised reform benefits increased though a better matching of reform objectives with the scale of available review and implementation resources, and more effective stakeholder participation.
Because the cost-reducing and productivity enhancing benefits from reforms will accrue over a number of years, realisation of the full potential from the reforms assessed will require continued commitment and sustained effort by government.

Achieving effective reform 

Cooperation between jurisdictions is required to achieve meaningful and effective Seamless National Economy reform. Each reform typically, to varying degrees, progresses earlier reform efforts. This study suggests that to be fully effective, regulatory reform in this context requires: 

· agreement about the nature and extent of the problem to be addressed;

· agreed goals in selected priority areas that are practical and achievable rather than aspirational;

· tractable and cost-effective solutions commensurate with the scale of the problems and reform goals;

· strong leadership at the implementation level to ensure accountability and real momentum for change with implementation arrangements resting with institutions that have an interest in, and clear responsibility for, successful outcomes;

· an effective allocation of reform responsibilities between COAG and its members;

· pressure from industry to deliver real gains; and

· an effective monitoring process with real accountability — the COAG Reform Council process of checking milestones does create some pressure for action, but it does not go to outcomes on the ground and some milestones are little more than steps in a long process.
This study also suggests that any ex poste reform reward payments be tied to actual outcomes, rather than process milestones or projected outcomes. Process milestones are not necessarily real outcomes.
Increasingly COAG’s attention may need to be open to remedial steps that can be taken to get some reforms back on track in terms of achieving anticipated goals.

� 	The 10 deregulation priorities not assessed in this report are: electronic conveyancing; registration of business names; trade licensing; directors’ liability; environment assessment and approval processes; maritime safety; mine safety; chemicals and plastics regulation; oil and gas regulation (upstream processing industry); and other consumer credit (phase two of the consumer credit reforms).


� 	The Commission’s draft assessment drew on information from the Council’s 2009�10 progress report (COAG Reform Council 2010). Since that report, implementation of several reforms has advanced from ‘Reforms having substantial progress’ to ‘Reforms completed or largely completed’.


� 	The relative merits of ‘opt in’ regulatory arrangements and the scope for regulatory competition in a federal system are canvassed in PC (2005d) and Banks (2006).
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