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The MMRF model
This appendix provides an overview of the Monash Multi-Regional Forecasting (MMRF) model that was used to assess the economy-wide effects of business regulation and VET reforms and ascertain the wider fiscal implications. This model has been used widely by the Commission and others to analyse the effects of public policy in Australia, and is well suited to examining policies with a regional focus.
B.1
An overview of the MMRF model

The Monash Multi-Regional Forecasting (MMRF) model is a ‘bottom-up’ model that treats each State and Territory as a separate economy. The model includes:

· 64 industries and commodities in each State, and the interlinkages contained in the input-output tables;
· State labour markets, comprised of eight occupations, with the supply of labour moving between States to equate differences in occupational-specific real wages;
· eight State-specific household sectors, which supply production factors, consumer goods and services, and pay income and commodity taxes;
· eight State and Territory Governments; and
· the Australian Government.
Important elements of the theoretical structure of the version of MMRF used in this project include the following:

· households change their consumption bundles in response to changes in their incomes and in relative prices;
· producers adapt their output and their relative use of labour, capital and agricultural land in response to changes in the relative prices;
· productivity improvements are modelled as reducing resource costs; and
· foreign demand for Australian exports responds to the export price of Australian products, and exporters can accrue short-term rents in response to price changes.
The model is documented in more detail in CoPS (2007).

Database

The core of the updated MMRF model is its database, which can be thought of as being composed of:

· a production core, comprised of eight input-output tables that are linked through interstate trade; and

· fiscal accounts for the nine governments.

The production core of the database shows how each industry in each State economy is linked to other industries within that State and in other States. It is based on input-output tables prepared by the ABS and on various ABS state publications. It provides a detailed description of the structure of production and demand in each State and Territory, and shows:

· the flow of industry outputs to other industries (termed ‘intermediate inputs’), final demands by households (consumption), government, investment (for capital formation purposes) and exports; and

· the cost structures of industries in terms of intermediate inputs of commodities (goods and services supplied by domestic industries and by imports), primary factors of production (labour, capital and agricultural land), other costs to production and commodity taxes and subsidies.

The production core accounts for product taxes and subsidies on all transactions and includes margin services, which represent the costs associated with transferring products from the producer (or the port of entry in the case of imports) to final consumers and other users. Transportation and distribution margin services include gas supply, wholesale and retail trade, transport, storage and insurance costs. Product taxes and the value of margin services represent the difference between the cost of production of a good or service (the basic price of the good) and the price paid by the user (the purchasers’ price of the good). Import duties, other than excise on imported goods, are treated as a commodity tax on imports. The database also contains detailed intra-state, inter-state and international trade flows.

The fiscal accounts detail revenue and expenditure for the nine State, Territory and Australian governments and align with the ABS Government Financial Statistics. The accounts include a range of:

· government revenue sources, such as income tax, payroll tax, the GST, duties excise and other commodity taxes and tariffs; and

· government expenditure, including operating expenses, welfare payments and government grants. 

The fiscal accounts for each State and Territory Government also include, where relevant, those for local government.
B.1
Modifications made for this study

The version of the MMRF model used to assess the economy-wide effects of business regulation and VET reforms in this study is an updated and expanded version of the model used by the Commission to assess the economy-wide impacts of the National Reform Agenda (PC 2006).

The Terms of Reference for this stream of work direct the Commission to develop and maintain analytical frameworks appropriate for the quantification of the impacts and benefits of the COAG reform agenda, which is much broader the reforms contained in the letter of directions.

The Commission engaged the model developers, the Centre of Policy Studies (CoPS) at Monash University, to make the model better suited for assessing the impacts of this wider stream of work through time. The main modifications include:

· updating the reference year of the model database to align with the 2005-06 ABS input-output tables (ABS 2009)
;

· introducing a dynamic modelling capability so that the model can now be run in two modes: comparative-static and recursive-dynamic — comparative static mode presents a snapshot of the economy with and without the longer-run effects of the policy being modelled; the dynamic mode traces out the time path over which the effects are likely to occur;

· including explicit modelling of demographic change;

· revising the modelling of energy;

· introducing transformation between occupations in labour supply; and

· introducing transformation between supplying domestic and export markets.

The supplement to this report provides additional detail on the modifications made to the MMRF model undertaken for this report. 
The preliminary database used for the discussion draft has been updated by the Centre of Policy Studies for this final report.
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�	ABS 2009, (Australian National Accounts: Input-Output Tables — Electronic Publication, 2005-06 Final, Cat. no. 5209.0.55.001).
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