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In 2008-09, the global economy experienced the most severe downturn
since the Great Depression. Governments intervened early to stabilise the
financial system and implement stimulus packages. While these measures
averted a more serious global crisis, they left countries with sizeable
deficits. Indeed, the OECD-wide budget deficit is projected to reach more
than 8% of GDP in 2010 - its highest level in 60 years. And in the OECD as a
whole, gross government debt is projected to exceed 100% of GDP in 2011,
about 30 percentage points higher than in 2007.

In this challenging fiscal environment, governments will need to consider
regulatory reform as a strategy for recovery. Regulatory reform has been
extensively used throughout the OECD to stimulate recovery from crises in
the past, without further adding to debts and deficits. In the short term,
reform can boost confidence in regulatory systems by showing that
governments are committed to improving regulatory quality. Over a longer
period of time it can liberate the productive forces necessary to increase
competitiveness and growth.

Regulatory reform refers to changes that improve regulatory quality,
enhancing the performance, cost-effectiveness, or legal quality of
regulations and related policy instruments. This should not be confused
with deregulation or privatisation for it is wider in scope. When
governments withdraw from “command and control” measures, more
regulations may be needed, not fewer. Regulations are one of the key
levers of government to achieve policy objectives. How regulations are
designed and evaluated, and what they demand of citizens and firms, help
shape the regulatory environment. Reform can mean revision of a single
regulation, the scrapping and rebuilding of an entire regulatory regime and
its institutions, or improvement of processes for making regulations and
managing reform. By improving regulatory quality, regulatory reform aims
to increase competition, market openness and the health, safety and well-
being of citizens.

This Position paper presents some key lessons learned and insights from
recent OECD research on the use of regulatory reform during crises and its
impacts. These lessons may be of use to policy makers seeking to design,
adopt and implement regulatory reform programmes to boost recovery
from the global financial and economic crisis. This Position paper is
divided as follows: first, the role of regulatory reform in speeding up
recovery from crises is highlighted, with some examples of how countries
have used crises as opportunities for reform. Next, implementation
challenges are discussed, along with the importance of articulating the
benefits of reform. A section on the way forward for regulatory policy and
reform concludes the paper.

The opinions expressed and arguments employed herein do not necessarily reflect the official views of the OECD member countries.
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Box 1. OECD research on regulatory reform
as a strategy for recovery

This Position paper is based on work undertaken by the OECD’s Regulatory
Policy Committee (in collaboration with the Competition and Trade
Committees) as part of an organisation-wide effort to support governments
in tackling the crisis and moving towards stronger, cleaner and fairer
economies. The approach taken was to derive lessons learned from a set of
selected OECD countries (principally Japan, Korea, Mexico, Sweden and the
United Kingdom), in terms of how regulatory reform played a role in helping
countries recover from past crises of the 1990s and early 2000s. The final
study is comprised of a synthesis report and four detailed country case
studies of Japan, Korea, Mexico and the United Kingdom, available at
http://tinyurl.com/reformgrowth , under the reference Regulatory Reform for
Recovery: Lessons from Implementation during Crises (OECD, 2010).

Regulatory reform aims to improve the quality of regulations and the
regulation-making process, to create healthier competition, open markets
and a regulatory framework that is innovation-friendly and makes it easier
for firms to enter and exit markets. These factors contribute to increasing
economic resilience, or the process by which resources can be effectively
shifted from underperforming to robust sectors. Through this process of
adjustment, resilient economies can recover more quickly from a crisis by
being able to i) adapt to new economic conditions ii) take advantage of the
opportunities offered by other recovering economies and iii) innovate more,
adopting better, newer technologies that will drive productivity and growth.

Why does the speed of recovery, and hence economic resilience, matter?
Because short crises that turn into long ones, with persistently high
unemployment rates, can have dramatic consequences for an economy. If a
crisis is long, even if the drop in GDP is shallow, behaviours and expectations
tend to be permanently changed. The labour market will be subject to
hysteresis or path dependency effects, as the newly unemployed will find it
harder to reintegrate the workplace without retraining should they be out of
work for an extended period of time. This can lead to a permanent loss of
productivity and lower living standards, in a “lost generation” pattern. In the
case of a resilient economy, shorter crises mean that the loss in productivity
is only temporary and that there are no permanent changes in expectations
and economic fundamentals. While resilience speeds up recoveries, it is
important to note that it does not necessarily reduce the frequency of crises,
because opening markets increases the synchronisation of the business
cycles, making economies more vulnerable to external shocks. In the long
run however, open economies with high quality regulation experience
stronger growth than closed and heavily regulated economies.

Providing empirical evidence of reform impacts and benefits is a challenge,
because of the combined effect of the wide range of measures implemented
during economic downturns, including - but not limited to - measures
involving regulatory policy or reform. The OECD has conducted research on a
subset of regulation, product market regulation, and has found that easing
anti-competitive regulatory constraints in product markets leads to greater
employment and productivity growth, two channels that are the main
determinants of economic growth. (See e.g. OECD, 2009b) Observing the
pattern of productivity and GDP growth around crises can also be indicative
of potential regulatory reform impacts. Figure 1 shows the evolution of
productivity before and after crises of the early 1990s in Mexico, Sweden and
the United Kingdom. All three countries engaged in significant regulatory
reform in reaction to economic crises - these efforts appear to have
produced a “productivity dividend” (although other measures, including
fiscal measures would have also played a role), as the 5-year average labour
productivity growth shows a net increase after the crises.



Figure 2 shows the evolution of GDP for Korea and Mexico during crises: in
both countries, the recoveries from the crises of 1997-*
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