Government Policy for SMEs: Do Regulators “Think Small First”?

Francis Chittenden, ACCA Professor of Small Business Finance, Manchester Business School, Booth Street West, M15 6PB, U.K. Tel: +44 (0)161 275 6536  E-mail: F.Chittenden@mbs.ac.uk  

Tim Ambler, Senior Fellow, London Business School, Regent´s Park, London NW1 4SA, U. K.,
Tel: +44 (0)20 7262 5050  Fax: +44 (0)20 7724 7875, E-mail: tambler@london.edu
Monika Shamutkova, Manchester Business School, Booth Street West, M15 6PB, U.K. 

Tel: +44 (0)161 275 6536  Fax +44 (0)161 275 7413, mshamutkova03@man.mbs.ac.uk
U.K. guidelines on the introduction of new regulations require that politicians and civil servants should “think small first” when deciding whether and how to introduce new regulations that affect business.  Similar guidelines are currently being adopted across the EU. 

This paper presents the findings of a study of the effectiveness of the UK Regulatory Impact Assessment (RIA) system and the extent to which the effects of regulations on small firms are taken into account.  The study was conducted for the British Chambers of Commerce (BCC) between June and December 2002.

The data collected for the purposes of this study included preparation of the BCC Database of (700) RIAs; loading into the database the costs and benefits identified in a stratified sample of 200 RIAs; and conducting a survey of 153 organisations about the RIA consultation process.    

The research concludes that many RIAs do not comply with the governments’ own guidelines.  A minority of regulations are introduced after a proper assessment of the costs and benefits to business, consumers and the environment.  Finally we find that the views of small firms were considered in only 11% of new regulations and the additional costs of compliance borne by to small firms were only quantified in 2% of cases.  

The paper concludes with recommendations that, if adopted, would reduce the negative effects of regulation upon small firms.
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1 Purpose and objectives of this study

Regulation is one of the main tools that governments use to achieve their objectives; to protect their citizens and the environment and to promote a thriving economy. However, regulation affects business by imposing compliance costs, which is also known as the red tape burden.

Since 1998 government departments and agencies have prepared Regulatory Impact Assessments (RIAs) each time legislation is introduced or amended in a way that imposes (or reduces) significantly the costs and benefits to business or consumers and the environment. RIAs should be informed by a wide public consultation with organisations affected by the regulation. Guidance on the preparation of RIAs has changed on a number of occasions in an attempt to improve the quality of the impact assessment and to better achieve the RIAs objectives. However, apart from a study carried out by the National Audit Office (NAO) in 2001 the RIA system has not previously been thoroughly examined.

This paper has 7 sections. Section 2 reviews the literature available on compliance issues and Regulatory Impact Assessments both in the UK and EU context. It includes some discussion of the rationale behind RIAs and guidance on preparing RIAs. Some reports based on studies of RIAs undertaken so far are also reviewed.

Section 3 briefly identifies the methods that were used to meet the objectives of the project.  Section 4 looks in detail at the RIA preparation process and outlines the most significant trends in the number of RIAs produced, the distribution of RIAs among departments and throughout the years, and the availability of RAs to the general public.

Section 5 looks at the cost and benefit estimates found in a sample of 200 RIAs and draws some conclusions on their accuracy and reliability.  Section 6 presents the results of the survey conducted among consultees in the RIA preparation process and discusses their views on the effectiveness and transparency of the overall consultation process and the level of cost and benefit estimates quoted in particular RIAs.  And finally, Section 7 gives the main conclusions of the study.

2. UK Government Regulatory Policy and Practice

Background

Improving and simplifying the business environment is considered to be of the highest priority, as the level of regulation imposed by governments is claimed to be one of the major obstacles to business success (UNICE 1995, Dennis 2001). Whilst no society can exist without the state providing some kind of order, reducing the burden of regulation on business is entirely consistent with the objective of increasing the international competitiveness of the U.K. economy. 

In its Modernising Government White Paper of 1997, the current Government established a long-term programme of change in the way it makes policy with special emphasis on reducing the regulatory burden by both removing unnecessary regulations and making existing and new regulations “better”. To help civil servants achieve these objectives the Better Regulation Task Force (BRTF) established 5 main principles to be used for judging and improving the quality of regulation (BRTF, 1997).  The BRTF’s Principles of Good Regulation paper of 1997 also lists a number of alternatives to state regulation and encourages policy-makers to consider these before deciding to introduce regulations. Later, in its Professional Policy Making for the Twenty First Century report the Cabinet Office (1999) identified nine key characteristics with which policy-making should aspire to conform - policy should be forward-looking, outward-looking, innovative and creative, evidence-based, inclusive, joined up, and should evaluate, review and learn lessons.

The 2000 annual report on the progress of modernising government has provided strong evidence that progress is being made  (Cabinet Office, 2000). A report by the Cabinet Office’s Centre for Management and Policy Studies (CMPS) in 2001 has further confirmed the progress and the genuine attempt of policy-makers to change their approach to policy, implementation and delivery (CMPS, 2001). Originally intended to establish best practice for government policy-makers this report also recognised that there was much more to be done.

Furthermore, the National Audit Office (NAO) in their Modern Policy Making report  (NAO 2001) particularly emphasised the cost-effective aspect of good policies and set out a range of good practice in policy-making.  In addition the Small Business Service (SBS) was set up in April 2000 to enhance support for SMEs and to act as an advocate for small businesses within Whitehall.

Regulatory Impact Assessments

It is, of course, the prerogative and duty of governments to regulate the functioning of wealthy and sophisticated societies. However, a major problem of regulations is that they affect the functioning of markets. Regulations impose costs of compliance on businesses and citizens. Unfortunately, these costs do not fall equally on all sizes and types of economic activity. Rather, some sectors and sizes of firm bear a larger proportion of costs (Blackburn and Hart 2001), thus affecting the functioning of the market mechanism and potentially restraining certain types of economic or employment activity.

There are a variety of approaches that can be adopted to help determine the implications of regulations.  The most widely recognized technique is cost-benefit analysis (Froud et al 1998; Pearce 1998). It examines the trade-offs in terms of the costs and benefits of a policy. This method is recognized as particularly important for improving regulatory impact assessments.

Since the 1980s a number of initiatives have been undertaken to develop arrangements for regulatory appraisal. In 1998 the current Government introduced Regulatory Impact Assessments to replace Compliance Cost Assessments (CCA). The main purpose was to broaden the scope of the regulatory appraisals. This was achieved by including new features in the RIAs, including a cost-benefit analysis and more specifically estimating benefits as well as considering the overall impact on society. In addition, when estimating the costs special emphasis is put on the analysis of the impact on small and medium sized businesses (NAO, 2001).

Regulatory Impact Assessments have to be prepared by policy-makers in government departments and agencies every time the Government chooses to regulate using legislation which is likely to impose significant costs or benefits on business, consumers or the environment. To this effect, RIAs should be an integral part of the policy-making process and should aim at helping to inform the options that are considered as the policy develops (Cabinet Office, 2000). Therefore, the main purpose of a RIA is to explain the objectives of the proposal and to consider the risks and different options for delivering the objectives. It should give a reasonable estimate of the expected costs and benefits of the options and consider how compliance should be secured. The preparation of RIAs should be based on sound evidence and consultation with the different bodies involved (NAO, 2001).

Good Policy Making: A Guide to RIAs (Cabinet Office, 1998 revised 2000) identifies the milestones in the RIA preparation process.  Under this original guidance Regulatory Impact Assessments were expected to contain information on the following items in terms of costs and benefits:

· the administrative costs and benefits to government departments

· compliance costs and benefits to businesses

· additional costs of compliance incurred by small firms

· costs and benefits to consumers, the environment and society

HM Treasury’s Appraisal and Evaluation in Central Government (1997, 2002) that is also known as the “Green Book” provides guidance on the technicalities of discounting and also on identifying options, quantifying costs and benefits, and risks and uncertainties. ‘The main purpose of the Green Book is to ensure that no policy, programme or project is adopted without first having the answer to the question: ‘Is this objective worth the resources which will have to be spent on it?’

To a large extent it is the variability of the impact of compliance costs on different sectors and sizes of business that makes it important that government departments consult widely about the effects of proposed regulations.  With the Code of Practice on Written Consultation  (2000) the Cabinet Office set up seven major criteria that should be reproduced in consultation documents. The intention is ‘to make written consultations more effective, opening up decision-making to as wide a range of people and organisations as possible’ (Cabinet Office, 2000).

EU Practice

In the EU there is a new drive to simplify and improve the regulatory environment. The White Paper on European Governance (2001) prepared by the European Commission is an attempt to promote active cooperation between European institutions and the Member States to regulate better for the former and to transpose regulation more efficiently for the latter.

A significant contribution in this aspect was the work of the high-level consultative group on Better Regulation chaired by Mr. Mandelkern and set up by the Member State’s Ministers for the Civil Service. Their final report was produced in November 2001 and suggested a range of initiatives in seven key areas aimed to improve the regulatory environment in the EU:

· consider the full range of policy implementation options

· establish impact assessments as an integral part of the policy making

· consult early and effectively

· simplify existing regulations

· improve access to regulation

· create supporting structures to enhance better regulation

· improve implementation of European regulation

Following the recommendations of the Mandelkern report and an extensive consultation with   European institutions and the Member States, in June 2002 the European Commission (EC) presented their “Better Regulation Package”. The main document is the Action Plan for simplifying and improving the regulatory environment (EC, 2002). The plan attempts to identify the way institutions and the States can improve their lawmaking and focuses on each of the stages of the legislative cycle and on the individual and joint responsibilities of institutions – the preparation of legislative proposal by the European Commission (EC), discussion of the proposal by the European Parliament (EP) and the Council, and application of the legislation by the Member States (EC, 2002).

Alongside the Action Plan the Commission adopted two specific communications. The first sets out five minimum consultation standards to be applied by the Commission’s departments (EC, 2002). This is an attempt by the European Commission to systemise the wide range of consultation practices, to ensure the transparency of the process and to demonstrate the accountability of the parties by making public the results of consultation (EC, 2002). A point of interest to be mentioned here is that the consultation period provided for EU regulations is half the duration of the period required in the UK for a public consultation. This is found by some to be insufficient for all interested parties to contribute with comments and suggestions.

The other EC communication defines a new consolidated impact assessment method to be applied to EC key initiatives concerning policy and legislation (EC, 2002). As pointed out in the Communication on Impact Assessments (2002) the new method “aims to integrate, reinforce, streamline and replace all the existing separate impact assessment mechanisms for Commission proposals” known as fiche d’impact. This should help improve the quality of policy design and also the transparency, communication and information on Commission’s proposals.

The UK government has prepared special guidance for the preparation of RIAs for EU-driven regulation. The Better European Regulation guide was introduced in 1999 (Cabinet Office - CO) and builds on the Better Regulation Guide (CO, 1998), which was the valid guide on RIAs for UK regulations at that time. However, the Better European Regulation guide has not been updated since.

When compared with other countries in the European Union, the UK is the most advanced in using procedures to assess regulatory effects. As Mr. Provan, MEP points out in his speech at the European Policy Forum, “the UK system is far from perfect… but published analysis of the proportionality of costs and benefits is in its infancy elsewhere within the Community.”  Based on this, it could be expected that UK will not experience major problems when implementing the new integrated impact assessment initiative and particularly the increased requirements on Member States for the quality and depth of impact assessment when transposing EU legislation.

3. Methodology

In order to conduct this study it was necessary to find all UK Regulatory Impact Assessments and analyse them.  This work was conducted in two stages, an initial collection phase and a second, analytical phase.  For the collection phase we identified the total number of Regulatory Impact Assessments produced to date and assembled them in a database
.  In the analytical phase we focused on the costs and benefits shown in the RIAs and tested their accuracy and robustness by consulting organisations that participated in the RIA preparation process.

Once we had obtained a sufficient number of RIAs a sample of 200 (41% of all available RIAs) were loaded into the database with information about the origin of the regulation, the recurrent and non-recurrent compliance costs that businesses would incur, and the cost to government as a result of the regulation. The costs were then compared to the recurrent and non-recurrent benefits the regulation creates for businesses, for consumers and the environment and for government.

The choice of RIAs for the sample of 200 was biased towards those produced in 2001, as they were readily accessible on the departments’ websites. Apart from this limitation a good ratio of RIAs from different years and departments was sought with an emphasis on regulations that have a major impact on businesses in terms of costs and/or benefits
.

In order to assess the accuracy of the costs and benefits quoted a sample of 34 RIAs was compiled and the organisations mentioned in the RIAs and (where consultees were not listed) those organisations that we thought should have been consulted were asked to complete a short questionnaire.

The RIAs were selected out of those available, by department and by year taking account of the relative share of each department in the total number of RIAs and the distribution of RIAs by year. In selecting the RIAs special attention was also paid to the level of costs that the ensuing regulation had been projected to impose on business. The 34 chosen RIAs represented 77% of the compliance costs arising from the stratified sample of 200 RIAs for which the cost and benefit data has been analysed. For each RIA an average of five trade associations or other interested organisations were selected so the total number of consultees that we approached was 157. A response rate of 40% resulted.

4. THE RIA SYSTEM

Number of regulatory impact assessments produced

In total 630 Compliance Cost Assessments (CCAs) and Regulatory Impact Assessments (RIAs) have been listed in the Command Papers since the RIA system was introduced. The CCAs are few in number and were those produced in the period of transition to RIAs.  The number of RIAs in the Command Papers is 79 less than the total number of 709 in our database. The difference of 79 RIAs can be found on the Cabinet Office (CO) list.  As of the end of June 2002 the total number of RIAs (excluding CCAs) in the BCC database is 678.

Departments producing Regulatory Impact Assessments

Since the re-organisation in which environmental issues have been added to the responsibilities of the Ministry of Agriculture, Fisheries and Food the new mega Department for Environment, Food and Rural Affairs (DEFRA) has (logically) become the department issuing the largest number of RIAs – 155 or 22% of the total number. This was closely followed by the Department of Trade and Industry with 152 RIAs or 21% of the total, and the recently reformed Department for Transport accounting for 12% of RIAs (Table 4.1).
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Table 4.1
Number of RIAs by Current Department

Number of RIAs produced by year

As evident from Figure 4.2, 1999 was a record year for the production of Regulatory Impact Assessments. However, from the 206 RIAs in this year their number started falling to 195 for 2000 and 136 for 2001. This trend is not likely to be continued in 2002 since 91 RIAs had already been produced for the first half-year. The last few months of the year and particularly December are normally very active in terms of numbers of RIAs produced.  On average 142 RIAs are produced per year and if only full years are considered this number rises to 179.
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Figure 4.2
Number of RIAs Produced by Year

Ultimately, 70% of the RIAs have been found. Broadly, these were proportionately distributed throughout the years.

5. The Scale of Costs and Benefits

As already pointed out the sample of 200 RIAs was biased towards those produced in 2001, as they were readily accessible on the departments’ websites. Figure 5.1 shows the age of the RIAs analysed.
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Figure 5.1
Number of RIAs Analysed

Based upon the sample of 200 RIAs loaded in the database the following has been observed:

Administrative costs and benefits

Administrative costs and benefits that accrue to government have been estimated as follows (note administrative benefits may include revenue raised e.g. from fees introduced by the legislation):
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Table 5.1
Costs and Benefits to Government

Table 5.1 shows that on a recurrent basis the benefits to government substantially outweigh the costs, despite the fact that the benefits were only quantified for 5% of the RIAs studied.

Business costs and benefits

Costs were identified for 143 RIAs (71%) and quantified for 139 (69%), these totalled £1,773m in recurrent costs plus £3,634m of non-recurrent costs. However, once again benefits were only estimated for 36 RIAs (just 18% of the sample).  The business benefits quantified were estimated to amount to  £3,202m on a recurring basis to which should be added £1,465m of non-recurrent benefits. Here the estimated costs and benefits are much more evenly balanced although once again the benefits have only been assessed in a small proportion of cases.
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Table 5.2
Business Costs and Benefits

If this cost / benefit pattern were to hold true for the entire sample, then the business benefits would presumably substantially outweigh the costs. This seems most unlikely, and leads to the tentative conclusion that benefits are estimated where they are significant but not estimated where they are likely to be small or non-existent.

Benefits to consumers and the environment

Surprisingly, benefits to consumers and the environment have only been quantified for 6% of the RIAs examined. Benefits were also identified in a further 48% of the sample, but these were not quantified. If the argument above is valid (i.e. that benefits are quantified when they are large but not quantified when small or non-existent) – then the benefits of regulation to consumers and the environment may only be significant for 6% of all new regulations!
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Table 5.3
Benefits to Consumers and the Environment

Additional compliance costs borne by SMEs

Additional compliance costs borne by SMEs were identified in 28.5% of cases, however these were only quantified for 4 RIAs (just 2% of the sample). As a result the estimated costs are unrealistically low.
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Table 5.4
Additional Compliance Costs Borne by SMEs

Consultation

Consultation was undertaken for 168 RIAs (i.e. 84% of our sample of 200). However, the list of consultees was only included in 38.5% of the RIAs examined!

Table 5.5
Consultation Undertaken

[image: image8.png]List of consultees?

Ves 168 84.0% 77 385%
No ] 16.5% 8 4.0%
Not available ] 0.0% 3 £5.0%





6. Effectiveness of the Current RIA Process

The questionnaire’s main objective was to obtain consultees’ views on the overall RIA process as well as on the particular RIA about which they had been (or should have been) consulted. In addition we sought their views on appropriateness of the costs and benefits given in the final RIA. The questionnaire also sought their opinion on the effectiveness of the consultation process, i.e. whether they had in fact been consulted and whether the views of the organisations consulted had any impact on the adoption or amendment of regulations, and the extent of that impact if any.  In total 61 completed questionnaires were received, which represents a response rate of 40%. Another 14 organisations (9.4%) responded with useful comments on the consultation and RIA preparation process, but without completing the questionnaire.

The majority of the respondents (71%) had been consulted about RIAs in general, with 37% often being consulted. Surprisingly, however only 38% of the organisations responding have been approached for their opinion on the specific RIA that we enquired about. There are two possible explanations. First, this finding could be because organisations that are regularly consulted by government are listed in RIAs even though no explicit consultation took place. Alternatively, the particular respondent to our questionnaire may not have been involved in this particular consultation and may have been unable to identify the person in their organisation who was consulted.
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Table 6.1
Overall Opinions of the RIA System

As a whole, the results from the survey showed that most of the organisations consulted about regulations think the RIA system does not work very well (63% of respondents selected items 4 or 5). However, 27% of the respondents think the system is appropriate (i.e. selected 3) with 10% considering it works well or very well (selected 1 or 2). 

Similar results were found for those respondents that were only consulted about RIAs  in general. In contrast there were slight differences in the opinions of those organisations that were consulted on the particular RIA.  Half of these respondents think that the system is appropriate (selected 3) and none consider it works very badly. Respondents that had never taken part in the preparation of any RIA think the system is not working properly with 74% of them selecting items 4 or 5 and none thinking it works very well.  

“…the regulatory process is very slow. However it s necessary to understand costs involved and to consult with all stakeholders. The RIA process achieves that. The input to the attached RIA resulted in considerable changes being made to the original draft and formed the basis of a much improved document.”
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Table 6.2
Are Regulations Introduced in a Cost Effective Way?

Sixty-six per cent of those surveyed thought that regulations were not introduced in a cost effective way for business (selecting 1 or 2). Only 11% of respondents believe that regulations are introduced in a cost effective way (responses 4 or 5). Once again those consulted had a more positive view of the RIA system than those who had not been consulted.  Half of those consulted agreed that the cost estimates given in the RIA were about right (3 on the scale) 
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Table 6.3
Are Costs Quoted in the RIA Accurate?

Eighty-three per cent of the organisations surveyed think that their comments are taken on board a lot or a little in the preparation of regulations (Table 6.4a). Only eighteen per cent believe that most regulations remain unchanged as a result of the RIA consultation process. Again, if we look at the responses of organisations that were never consulted we will find a strong distrust to the system with 33% of respondents thinking that consultee’s comments are not considered in the RIA preparation process and the remaining 67% believing that their comments have little impact.
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Table 6.4a
Does Consultation Change Regulation? (in general)
However in response to the question: “Did the consultation on this particular RIA change the ensuing regulation?” opinions were divided. Half of the respondents answered positively whereas the other half believed that their views were not taken into consideration.

Table 6.4b
Does Consultation Change Regulation? (for a particular RIA)
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Some of the comments made in response to our survey give similar evidence:

“…the RIA system appears to pay 'lip service' to the concept of consultation - there appears to be little evidence that decisions are influenced materially following the process.”

“…on RIAs in general we find that, although government are able to 'guess' the costs, unless we can put together a robust case, they are unwilling to take into account our intuitive estimates.”

7. Conclusions

As the initial findings of the Regulatory Impact Assessments study showed and were further strengthened by the results of the survey of consultees, the consultation process in general and the resulting RIA system in particular is by and large functioning, however a number of shortcomings could be identified.

Administration of Regulatory Impact Assessments

A major flaw in the process is the administration of RIAs. There is no complete and accurate list of Regulatory Impact Assessments issued by government. In fact, there is no system of reference to facilitate the cataloguing of RIAs and as a result getting access to these public documents is a very demanding and, on occasions, an impossible task. Regulatory Impact Assessments are spread throughout departments and even within many departments there is no proper filing system or single location where RIAs are collected for future reference. Although most of the departments have a contact person for copies of RIAs, as a rule they can only provide RIAs that have been finalised recently or are currently being consulted upon. The majority of RIAs have been kept in paper format only, which additionally hampers their distribution and incurs extra cost for photocopying and posting.

From January 2001 these problems have been reduced as all RIAs are now supposed to be available on-line with a direct link from the DRIUs and the Cabinet Office’s web-sites. However, at the time of our study (June to December 2002) in some cases the web-links had already been broken. We fear that if this process is not more diligently managed than has hitherto been the case staff changes and the periodic re-organisation of departments will result in a system that is less than fully effective.

Issues related to the process of producing RIAs

1. The number of RIAs appears to be reducing. The Cabinet Office has informed us that there are two reasons for this trend. First, one of the current government’s election pledges was to adopt the Social Chapter and this led to a flurry of regulation in 1998 and 1999. This peak has since passed. Second, the general election in 2001 had a restraining effect on the rate of production of RIAs because the machinery of government was placed on hold from the announcement of the election and it took sometime for momentum to be regained.

2. Three departments account for 55% of total RIAs produced (DEFRA, DTI, DT)

3. In the period studied 58% of RIAs relate to UK legislation, 42% to EU legislation. As more and more Brussels led legislation is expected to be introduced in future an effort should be made to influence new EU legislation early in the process of preparation of a new directive and not when it is being transposed into UK legislation. We have identified only 38 RIAs on Proposals for EU regulations for the period covered by the study.  It is worrying that they were not listed in the Cabinet Office RIU website of RIAs. As one respondent to our survey commented:

“…few EU regulations are subject to a RIA, although it is planned that this will change. This is crucial.”
4. Throughout the years RIAs have been produced in a multitude of formats. This follows from the fact that government guidelines have changed on several occasions setting new requirements each time, with the objective of improving the substance of RIAs. In addition, RIAs vary in size from huge 50+ page documents to a single sheet of paper. In the first case, RIAs are overwhelming and confusing as they provide more than the necessary information (e.g. The Commonhold and Leasehold Reform Bill of June 2001), whereas in the second instance the RIA merely touches upon the issues and fails to provide a sound basis for decision-making (e.g. The Goods Vehicle (Authorisation of International Journeys) (Fees) Regulations 2001 of February 2001). However, this in some cases is acceptable considering that the level of analysis and detail in the RIA should be proportionate to the impact or sensitivity of the regulation (Cabinet Office, 2000). A new trend was observed in the format of the most recent RIAs, with the introduction of a summary that gives a good overall idea of all issues covered in details in the main body of the RIA.

5. Non-regulatory options were considered in only 11% of the analysed RIAs and less than half of the RIAs (44.3%) effectively quantify all the options considered, the rest providing cost/benefit analysis for the preferred option (31.3%) only or no quantification at all (24.4%). This makes a decision whether to adopt, amend or reject a regulation biased and considerably reduces the usefulness of the Regulatory Impact Assessment. This problem has also been identified and criticised by organisations consulted on the RIA preparation process. A comment on this issue from a respondent to our survey stated:
 “The (national  business representative body) would like to see RIAs treat the regulatory approach as a last resort. Often other alternatives (self-regulation, code of practice, etc.) have been dismissed.”

6. None of the RIAs reviewed contained sunset clauses, even though the Cabinet Office guidance suggests that these should be included wherever appropriate.

Estimated costs and benefits of regulations

The analysis of a sample of 200 RIAs produced some interesting results.

1. Many RIAs do not actually provide an estimate of the costs and benefits. Around half of the RIAs (54%) had an estimate of the costs that businesses incur in complying with regulations. Benefits to business were quantified in only 17.9% of the cases. As for the costs incurred by the government in applying the new regulations a value is given in a quarter of the RIAs whereas administrative benefits are only quantified in 5% of the RIAs. A similar proportion of RIAs give an estimate of the benefits for consumers and/or the environment, although half of the RIAs provide some evidence of these effects.

2. Whenever costs and benefits are quantified a variety of methods are used by each department and – some provide the absolute value per year (e.g. Life Insurance Policies Etc. – Information Duties of Insurers of August 2001), others discount the amount for several years and come up with one number for each of the costs and benefits (e.g. The Rail Vehicle Accessibility Regulations 1998 of October 1998). This is partially due to the fact that the government has changed its guidelines on a number of occasions. Evidence exists though, that even under the same guidelines, different agencies within the same department use different methods. This makes it extremely difficult to compare data from different years.

3. On a number of occasions it seems as if there is confusion about the different types of costs (e.g. policy and implementation costs) and therefore these are used differently, which further complicates the analysis and again hinders comparison between departments. In fact, there are not many RIAs where costs are given by policy and implementation categories, which were introduced with the Guide to Regulatory Impact Assessments of 2000 (Cabinet Office). Most of the departments preparing RIAs still use the old differentiation between recurrent and non-recurrent costs.  It is only recently that some departments have started following the new guidelines. In some instances the actual calculation and the assumptions made are not clear and well justified (e.g. the Land Registration Bill of June 2001).
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Table 7.1
Summary of Costs and benefits for the Sample RIAs

As a whole, the analysis shows that recurrent benefits are more than three times the size of the costs, whilst estimated non-recurrent costs and benefits are similar to each other (Table 7.1). Recurrent benefits are anticipated to be more than three times the estimated costs even though the benefits have been estimated in only 17.9% of cases compared to the costs that have been estimated for 54% of the RIAs (Table 7.2).

Table 7.2
Proportion of RIAs containing estimates of costs and benefits
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If this pattern were to hold true for the entire sample, then the business benefits would presumably substantially outweigh the costs. This seems most unlikely, and leads to the tentative conclusion that benefits are estimated where they are significant but not estimated where they are likely to be small or non-existent. Of course it must be recognized that the sample may not be representative of the rest of the years as 46% of the RIAs studied were drawn from 2001 (see Figure 5.1).

However, this was also the opinion of one of the respondents to our survey, who commented:

“…our association has been involved in 2 RIAs resulting from the Vehicle Act 2001. In both cases we felt that the added cost to industry has been somewhat understated whilst the benefits to be derived have been significantly overstated.”
4. Additional costs to SMEs have only been quantified for 2% of RIAs, even though such costs were identified for a further 10% of the sample. However, in these additional cases, apparently there was no data available to make the estimates. In 65% of the RIAs studied it is stated that there were no additional costs to SMEs.

5. Consultation has been conducted for 84% of RIAs, but lists of consultees have been published in less than half of these cases, leading to doubt about the nature and extent of the consultation carried out. It should be taken into consideration, though, that lists of consultees are sometimes made available on the department website as a separate document. Nevertheless, it would be much more informative if they were part of the RIA document.

Survey of consultees

Overall the survey of consultees shows that:

· Many of the trade associations and representative bodies have been consulted in the RIA process, but not necessarily about the specific RIA about which we approached them.

· On balance, the majority of consultees (63%) do not think that the RIA system is working particularly well. Only 10% of respondents believe the system is working well or very well.

· Most respondents state that regulations could be introduced more cost effectively that is presently the case.

· Almost half of the respondents think the estimates of costs to businesses contained in the RIAs were about right. However, 29% believe that they are too low; 9% believe they are too high.

· Eighty three per cent of respondents believe that, in general, the RIA consultation process does lead to changes in proposed regulations.

· However, with regard to the specific regulations about which they were consulted respondents were divided over whether their views had or had not led to a change in the regulation.

· An analysis of different groups of consultees responding to our survey produced results that slightly differed from the total results. Organisations that were consulted on a particular RIA or in general were much more in favour of the RIA system as compared to those that were never consulted. That could mean that once representatives of business become part of the system they can appreciate, to a greater extent, its effectiveness and robustness. However, some of the organisations that responded to the survey pointed out that they didn’t have the resources and the capabilities to provide technical information and estimates for the impact of new regulations, as this work may be very complex and time-consuming. 

On a positive note, most departments are consistently improving the RIAs they produce and the documents are now of a significantly better quality compared to those produced in the early years of the RIA process. In this regard, departments are becoming more consistent in applying the format requirements and most importantly in attempting to realistically quantify the costs that regulations impose on business and the benefits it creates for businesses, the public and/or the environment. These improvements should lead to more informed decisions being made by the regulating departments and result in the concept of “better regulation” becoming a reality.

However, there is still a long way to go. Although all departments actively participate in the RIA production process sceptics would argue that this has been done in a rather mechanistic way, that is they tend to see RIAs as a paper exercise that must be completed with the minimum effort possible and with as little disruption to the “real” business of getting the new regulation in place.

“…it is my perception that RIAs are undertaken with more emphasis on meeting policy implementation liabilities than an actual desire to accurately assess the impact of regulation. A more proactive information gathering exercise is required.”


Anonymous respondent to the survey

Finally, from the perspective of small firms, three comments should be made:

1. The current failure to explore alternatives to regulation (such as voluntary codes of practice) is particularly damaging, since SMEs bear the brunt of compliance costs that result from regulations (Chittenden, Kauser and Poutziouris 2002).

2. The fact that most RIAs do not adequately assess the additional costs to SMEs appears to result from a fundamental lack of understanding on the part of civil servants about the regressive nature of these costs.  Evidence of this lack of understanding can be seen from inspecting RIAs (such as the Disability Discrimination Act 1995 - Public Service Vehicle Accessibility Regulations 2002).
3. Since it is apparent that the UK RIA system does not yet properly take account of the needs of SMEs, the proposed EU system will need to be more effective if it is to contain the impact of the growing volume of regulations that have a disproportionate affect on small businesses.   
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� Known ad the British Chambers of Commerce (BCC) database of Regulatory Impact Assessments


� Whenever a range has been given for costs and benefits the larger figures have been used.
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