	
	


	
	



Introduction and summary
The Commission’s task
The request for the Commission to provide advice to the Taskforce was formalised through a letter from the Treasury Secretary on 11 May 2012: 

… the Taskforce has been asked to advise COAG on the likely costs and benefits of the reforms, drawing on high-level advice from the Commission … I would like to request that the Commission undertake, by end of June 2012, a preliminary high-level review of the areas of reform. (appendix A)
This review covers 16 topics nominated by COAG spanning an assortment of activities, markets, processes and practices (box 1). The six ‘priority’ reforms in group (a) originate from a submission by the Business Council of Australia to the recently convened Business Advisory Forum that held its inaugural meeting the day before the April COAG meeting. Matters in groups (b)‑(d) had previously been identified by the Business Regulation and Competition Working Group (BRCWG) and the Standing Council for Federal Financial Relations (SCFFR). Four matters — occupational conduct (di), occupational licensing (dii), explosives (diii), and the National Construction Code (div) — emanate from COAG’s Seamless National Economy (SNE) reform agenda. 
The reform topics: a diverse collection
The nominated reform topics span several broad reform streams, including reducing regulatory burdens on business, reducing government administration costs, improving productivity, enhancing regulatory processes and guarding against backsliding of reforms already achieved. Reflecting this, the topics also vary considerably in scope. Best practice regulation (avi), for example, could affect most of the Australian economy, whereas the inclusion of gas fitting in the National Construction Code is of a different order of magnitude.
	Box 1
Areas specified by COAG for preliminary high level review

	(a) Six Priority areas for major reform to lower costs for business and improve competition and productivity … 

(i) Addressing duplicative and cumbersome environmental regulation
(ii) Streamlining the process of approvals of major projects
(iii) Rationalising carbon reduction and energy efficiency schemes
(iv) Delivery of energy market reform to reduce costs
(v) Improving assessment processes for low risk, low impact developments
(vi) Best practice approaches to regulation
(b) Reforms … to reduce reporting burdens on business through the removal of overlaps in Commonwealth and State and Territory reporting obligations, including standard online reporting
(c) Reforms … as part of a new National Productivity Compact between the Commonwealth, States and Territories and business, to future proof national frameworks, including national regulatory principles, mechanisms to facilitate more consistent and efficient implementation and enforcement of regulation, and ex-post review of national frameworks
(d) Areas of reform identified by the Business Regulation and Competition Working Group and Standing Council for Federal Financial Relations
(i) Harmonisation of occupational conduct requirements
(ii) Further occupational licensing reform
(iii) Harmonisation of explosives legislation
(iv) Extension of the National Construction Code
(v) Land transport reform
(vi) Reforms to government services
(vii) Urban water reform
(viii) Tax reform

	Source: Extract from the Treasury Secretary’s ‘directions letter’.

	

	


Notwithstanding supplementary material from COAG communiques and the BRCWG and SCFFR, some topics are not well defined at this stage. Reforms to government services (dvi), which potentially covers extensive government expenditures, could relate to better systems, data linkages and technology in order to reduce transactions costs; or, they could extend to more fundamental matters such as privatisation, contracting and procurement, pro-competitive legislation and competitive neutrality. For tax reform (dviii), the SCFFR material makes it clear that the intention in this reform agenda is not to extend much beyond administrative harmonisation of certain State and Territory taxes.
There are also some overlaps between reform areas and topics. For example, environmental regulation (ai) is germane to approvals for major projects (aii). And, the demarcation between best practice regulation (avi) and ‘future proofing’ through more effective oversight mechanisms and institutions (c) is blurred. There are also close synergies between occupational conduct (di) and licensing (dii). 

The Commission’s approach
In the six weeks allotted to complete the task, and as indicated in the ‘directions letter’, the Commission has produced a paper based on its existing work. Given this limited scope, it has not conducted external consultations, nor has it provided any new estimates of costs, benefits or distributional impacts.
Reflecting this, coverage of the 16 topics is necessarily uneven. Some topics have benefited from recent comprehensive public reviews. For example, the Commission has been able to draw on its recent reports into carbon policies, urban water, planning and zoning, and SNE-related business regulation. Indeed, the Commission’s 2006 report into road and rail provides a ‘blueprint’ for reform of land transport (dv). In other cases, the source material is more dated and often the Commission’s reports only inform aspects of the topics — for example, its 
wide-ranging report on chemicals and plastics regulation raised governance issues in the broad rather than harmonisation of explosives regulation (diii) specifically.

The Commission also has reviews underway relating to the energy market (aiv) and regulation impact analysis (avi) and is yet to release draft reports. Further, the Australian Government has announced a forthcoming Commission inquiry into 
non-financial barriers to minerals exploration, and it appears that a review into assessment processes for major projects is also in prospect — such reviews would bear directly on (ai) and (aii).
For each of the topics the Commission has, to the extent feasible, briefly outlined: 

· the nature of the problem and rationale for reform

· previously identified potential benefits of reform including, where available, quantitative estimates — in many cases, these estimates are partial and/or relate to ‘slices’ of the topic areas 

· what has been achieved so far and what remains to be done

· the prospects and requirements for effective reform in the future, given transactions costs, implementation risks and political commitment across jurisdictions. 

Interpreting the Commission’s indicative judgements 

To assist the Taskforce to identify areas likely to offer greater net gains and/or earlier opportunities from COAG’s list, the Commission has endeavoured to offer broad qualitative judgements about the potential magnitude of the gains on offer and the time scale for these to be realised (table 1). These indicative judgements are shaped by perceptions of the significance of a prospective reform, the extent of clarity about its scope, the degree of confidence about the nature of the problem and the reforms required, and the prospects for effective remedial actions.
There is no pretence of precision in what is being provided. Rather, an ordinal scale of ‘major’, ‘moderate’ and ‘minor’ is used to indicate roughly the gains potentially on offer. Before a more quantitative estimation exercise might be contemplated, greater specification and evidence would be required, as well as time to obtain public input and feedback. 
‘Major’ gains relate to areas where there are (potentially) broad and deep problems and commensurate scope for improvement. For instance, nationwide achievement of ‘best practice regulation’ would undoubtedly yield a significant boost to Australia’s GDP. (For example, taking account of administrative burdens and also the costs arising from the effect of regulation on incentives, one estimate of the total cost of US regulations is around 8.5 per cent of GDP.) But if agreement to best practice were not reflected in actual regulatory practices, especially in key areas of regulation with pervasive effects across the economy, the benefits would obviously be much curtailed. As the judgements are to a large extent speculative, the Commission has not attempted to rank reforms.
The time scale for achievement of reforms in table 1 is denominated as ‘short term’ (5 to 10 years) or ‘long term’ (greater than 10 years). These judgements reflect the expected duration for realisation of gains assuming effective implementation. In relation to this, the experience of the SNE reforms suggests a cautious approach when contemplating the time taken to realise gains. Those reforms underscore the importance of recognising that implementation and transaction costs can initially loom large relative to the benefits over the longer term. 
On balance, of the 16 areas identified by COAG, those that appear to offer ‘major’ prospective gains based on their breadth and scope — again assuming effective implementation — are: 

· Energy market reforms (aiv) 

· Best practice regulation (avi) and ‘future proofing’ (c) 

· Land transport (dv)
· Government services (dvi). 

Achieving genuine reforms in these areas would be a long term endeavour, requiring sustained action and oversight. That said, there is scope for staged implementation to deliver early incremental gains — for example, attaining commitment to improved regulatory practices [(avi) and (c)] and progressive introduction of pro-competitive reform, where warranted, for government services (dvi). There are also prospects for early ‘down payments’ (gains achieved in less than 5 years). For example, governments could proceed to rationalise those carbon reduction and energy efficiency schemes (aiii) that are clearly redundant or counterproductive under a carbon price regime — with positive outcomes for revenue. 
Urban water reform (dvii) offers the prospect of significant net benefits. However, reforms may no longer have the scope to deliver as anticipated in the short to medium term, due to recent investments in capacity augmentation, notably desalination plants. Nevertheless, reforms to implement best practice institutional, regulatory and governance arrangements would still yield significant gains over time.

Achieving effective reform 

Given that much ‘front-end’ work on defining and specifying the 16 areas remains to be undertaken, this paper tests the limits of how far the Commission can go in providing ‘high level advice’. Based on the reviews that the Australian Government has announced recently, the need for more detailed preparatory work appears to have been recognised. 
Abstracting from the 16 areas, the Commission has conducted reviews that provide more general insights into the conditions for successful reform and the also pitfalls in cross-jurisdictional agendas.
 The critical success factors for the National Competition Policy (NCP) were agreement on: the main problem areas, the required policy approaches and, equally importantly, effective procedural and institutional mechanisms to implement them. In particular, the NCP highlighted the value of properly specified fiscal incentives and disciplines in securing reform milestones. 
Other salient lessons from past endeavours are that a manageable reform agenda should concentrate on areas where action is likely to bring substantial benefits and where achievement requires a COAG framework. These processes should be used sparingly given the downsides of overly cluttered agendas. Similarly, it is important to complete contemporary agendas before moving on to new ones — advancing cross-jurisdictional reforms places a heavy call on a limited pool of skilled people and the necessary public contributions depend on demonstrated achievement. 

The Commission’s more recent reports on identifying regulation reforms (PC 2011e) and the impacts of the SNE reforms (PC 2012a) reinforce these earlier assessments, pointing to the desirability of: 
· having a coherent agenda focussed on significant reforms 

· prioritising areas that are practical and achievable 

· paying attention to the costs of developing and undertaking reforms and the timeframe required to achieve benefits
· recognising that harmonisation will not always be the right answer and that other options — such as opt-in regimes and mutual recognition — can yield gains earlier in some areas, without risking lowest common denominator compromises in model legislation.

Quantification of the costs and benefits of reform can provide useful information to policy makers. However, the information required for meaningful estimates on projections of likely impacts can be extensive. They include: having well defined reforms with broadly specified timeframes; comprehensive information on the affected sectors; an understanding of transmission mechanisms; and estimates of transitional, implementation and on-going costs. In reports where the Commission has included quantification, detailed and extensive consultation  has been necessary to obtain this information, with judgements tested through public processes. The studies of the NCP, the National Reform Agenda (NRA) and the SNE each took around nine months to complete. 

For those studies, computable general equilibrium modelling was used to assess the economy-wide impacts (including fiscal impacts) of reforms — this analytical approach is suited to substantial reforms, where there are flow-on effects to the rest of the economy, or where a number of sectors are directly affected. Quantitative studies of the SNE, NCP, and NRA suggest that, as a rule of thumb, around two-thirds of the fiscal dividend generated from structural reforms typically accrue to the Australian Government and one-third to State and Territory governments. The modelling generally assumes full and effective policy implementation and thus presents an ‘outer envelope’ for what gains might be achievable in practice.
Table 1
COAG’s 16 reform areas: ‘judgements’ on relative payoffs

	Reform area (scope adjusted)a
	Prospective gains (assuming reforms are well implemented)b
	Time scale for realisation of gains (assuming effective implementation)c
	Available quantitative estimates of relevanced

	Environmental regulation
	Moderate
	ST
	· The investment pipeline over the next decade or so for the resources sector is estimated to be around  $500 billion, of which $240 billion is at early stages and still subject to government approvals. 

· Previously the Commission cited a case where expediting the regulatory approval process for a petroleum project by one year would increase its net present value by 10–20 per cent.

· The COAG reforms as announced are about streamlining processes with the same level of protection (no fundamental changes to the EPBC Act).

· International benchmarking may identify greater opportunities for reform.

	Major projects
	Moderate
	ST
	· Compliance costs for large oil and gas projects can amount to ‘millions of dollars’. More significant costs derive from delays, uncertainty, cost overruns, reduced flexibility, inflated capital costs, and difficulties financing projects.

· The upstream petroleum sector accounted for around 2% of GDP in 2008. Reducing regulatory burdens could provide national income gains of billions of dollars per year.

	Energy efficiency schemes 
	Moderate
	ST
	· Many of 230 identified policies, would not complement a carbon price — no benefit for significant budgetary outcomes.

· Nine emissions reduction policies have acted to increase retail electricity prices by around 1‑2%.


(continued next page)
Table 1
(continued)
	Reform area (scope adjusted)a
	Prospective gains (assuming reforms are well implemented)b
	Time scale for realisation of gains (assuming effective implementation)c
	Available quantitative estimates of relevanced

	Energy reforms
	Major
	LT
	· Investment in network infrastructure of about $42 billion in the National Electricity Market, and $3 billion in gas over the 5 years from 2009.

· NEM’s turnover in 2010-11 was $7.4  billion. 

· Even small price reductions would have significant impacts given the use of energy by all sectors of the economy. 

	Development assessment
	Minor-Moderate
	ST
	· Benefits from completed development assessment reforms amount to $25 million per year, with prospective benefits of around $200 million per year. 
· Further benefits of $125 million per year are available if agreed code based templates are implemented.

	Best practice regulation
	Major
	LT
	· ‘Best practice’ reforms to reduce regulatory burdens were estimated in 2006 to lower business compliance costs by 20%, leading to a 0.8% increase in GDP or around $7 billion.

· Full implementation of 17 of the SNE reforms aimed at reducing the regulatory burden on business could provide long run cost reductions to business of around $4 billion per year and increase GDP by nearly 0.5 per cent (around $6 billion per year).

· Depending on the scope of reform, the gains would be larger.

	Government reporting 
	Minor-Moderate
	ST
	· In 2009, record keeping requirements for OH&S (prior to harmonisation) imposed an average cost of around $900 per year on small and medium businesses.

· The initial business case for implementing standard business reporting was based on cost savings of around $800 million. Despite substantial government investment, few gains have been realised. If scheduled implementation by the ATO proceeds successfully, take-up will build and gains could be in  the order of $500 million per year.


(continued next page)

Table 1
(continued)
	Reform area (scope adjusted)a
	Prospective gains (assuming reforms are well implemented)b
	Time scale for realisation of gains (assuming effective implementation)c
	Available quantitative estimates of relevanced

	Future proofing
	Major
	LT
	· Potential gains linked to achieving best practice regulations.

· Efficiency gains from previous reforms of regulation have been large — the Commission has estimated that real GDP was about 2.5% higher as a result of NCP reforms to utilities and infrastructure.

	Conduct requirements
	Minor
	ST
	· Conduct requirements can be a greater barrier to mobility than the need to obtain more than one licence.

	Occupational licensing
	Minor
	ST
	· Pro rata license costs for selected occupations ranged from $300 to $1000 per year in 2009. 

· Different licence categories, classes and sub-classes exist for some occupations.

	Explosives
	Minor
	ST
	· Industries affected by regulation include chemicals, mining, engineering and construction, and transport.

	National Construction Code (NCC) — gas fitting
	Minor on gas fitting — Moderate on the successful application of phase 1
	ST
	· Once the first phase of the NCC reform takes effect, business costs would fall by around $1 billion — or 1% of the value of residential and non-residential construction. Gas fitting would yield smaller savings.

· In the first few years, the new code imposed transitions costs on business of around $30 million and governments were expected to incur transitional administration costs of around $5 million.


(continued next page)

Table 1
(continued)
	Reform area (scope adjusted)a
	Prospective gains (assuming reforms are well implemented)b
	Time scale for realisation of gains (assuming effective implementation)c
	Available quantitative estimates of relevanced

	Land transport
	Major 
	LT
	· Productivity improvements and price changes in urban transport, ports and rail added 0.75% to GDP (2006). 

· More efficient road provision and regulatory improvements across road and rail could deliver a 5% improvement in transport productivity, leading to an increase in annual GDP of nearly 0.4% (2006).

· A further 5% improvement in road transport productivity would be achievable from more fundamental pricing and institutional reforms, potentially leading to a further increase in GDP of 0.2%. 

· Harmonisation of rail safety regulations could deliver cost savings for rail operators of around $16 million annually (2012).

	Government services
	Major
	ST/LT
	· Expenditures on government services amount to around 8% cent of GDP.

· For many services, some jurisdictions spend from 10‑25% more than others in recurrent costs per unit of output.
· A plausible 4‑ 5% improvement in total factor productivity in the delivery of health care services would translate to a cost saving of around $3 billion (2005-06) or 0.3% of GDP (2005-06).

	Urban water
	Moderate 
	ST— some potential benefits forgone
	· Some recent investment decisions have impaired efficiency and reform scope. But  adopting best practice in institutional, regulatory and governance arrangements and reforms to encourage the efficient use of existing water resources would still yield significant gains. 

	Business and State tax administration
	Minor 
	ST
	· There has been progress in harmonising the administration of payroll tax — with the potential to reduce business costs by around $30 million per year.


a Scope of topic adjusted based on the Commission’s understanding of COAG’s expectations — for example, ‘tax reform’ has been respecified as ‘business and State taxes’. b Significance based on the scope given and a presumption that the full potential benefits on offer are achieved. c An expectation of whether the gains from reform might be achievable in the short term or long term. Such judgements can reflect inherent complexities, institutional rigidities, political will, whether ‘rewards’ are tied to milestones or outcomes, and track record of reforms to date. d Available estimates may reflect partial estimates or approximations of the scope of the potential reform. In some cases, only estimates of the magnitude of the activities in question are provided
� 	See: ‘NCP and beyond: an agenda for national reform’ (Banks 2004); Review of the National Competition Policy Reforms (PC 2005d); Potential benefits of the National Reform Agenda (PC  2006a); Identifying and Evaluating Regulation Reforms (PC 2011e) and Impacts of COAG Reforms: Business Regulation and VET (PC 2012a).
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