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This study explores the relationship between the scale of health and safety (H&S) activity undertaken by businesses and
their economic performance. The objective is to measure whether increased H&S activity encourages investment in
human and physical capital, thereby leading to an increase in productivity at both firm and industry levels. A gross
output multi-industry approach has been adopted, in which growth in each industry's gross output is decomposed into
the contributions from changes in capital services, labour and other inputs, with the residual defined as total factor
productivity. The study then examines whether investment in health and safety explains some of the residual
productivity.
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EXECUTIVE SUMMARY

This study seeks to gather robust econometric evidence on the relationship between health and
safety (H&S) activity undertaken by firms in a sector and sectoral economic performance in the
UK. It presents a relevant literature review, a methodology for undertaking an empirical study, a
review of H&S and other data used to inform the analysis, the empirical study itself and the
comments of an independent peer reviewer.

The approach taken involved:

framing a model for understanding the manner in which H&S activity impinges on the
productivity of a sector of activity in the UK

specifying a flexible empirical specification of the production process by sector using a
gross output growth accounting framework capable of embracing a range of theoretical
perspectives

allowing for the empirical estimation of the major drivers of long-run industrial
productivity growth in the UK by sector over the period 1970 to date as suggested by a
literature review and utilising Cambridge Econometrics' annual time series of input-
output consistent volume and value indices of change for 42 sectors of the UK economy
from 1970 and the Bank of England Industry Dataset (2003)

incorporating novel data sets on H&S activity by the HSE and LAs, specifically derived
for this study in cooperation with the HSE, so as to look at the potential impact of
health and safety activity on all components of factor productivity, while recognising
that observed data on stringency measures of H&S activity are only available for the
last ten years and are of mixed quality

The main conclusions of the study are:

The underlying process and linkage between H&S activity and sectoral performance is
quite complex.

It is not clear a priori whether greater H&S stringency would lead to a fall in output and
productivity as firms struggle to meet stricter regulatory requirements or whether, in
conformance with the Porter hypothesis, higher H&S stringency will lead to the
adoption of better technologies thereby enhancing productivity.

It is possible that greater H&S stringency in some sectors may lead to a short-term fall
in output but as newer technologies are adopted the long-term impact is an eventual
increase in productivity. However, the lack of sufficient time-series data on H&S
variables makes it difficult to identify any time trend in the impact of stringency data on
productivity.

The analysis done using the available (sectoral cross-sectional) data (while controlling
for average firm size in a sector) yields statistically stable results although these show
that the impact of H&S activity on sectoral productivity is not very strong. This may be
because the impact of H&S activity on technology and production techniques is felt
after a time lag which is difficult to capture given the lack of time-series data. Also, the
impact of H&S activity could also be felt through secondary sources such as increased
capital investment or better labour.
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Despite these caveats, the results show that measures of H&S stringency that have a statistically
significant, albeit small, effect on productivity are ‘notices issued’, ‘investigations’,
‘inspections’ and the ‘cost of regulation’.

The cost of regulation' and the number of notices issued are positively associated with
productivity. This indicates that sectors in which the cost of regulation is higher and those
which receive a greater number of notices may have more incentive to invest in safer
technologies that also positively impact productivity. These findings are consistent with the
Porter hypothesis, although with limited possibilities for building time-adjustment into the
analysis, this cannot be concluded with certainty. An alternative explanation could simply be
that firms with low compliance, and therefore which have a greater number of notices, have
higher productivity.

The number of investigations and inspections are both inversely related to productivity,
indicating that greater operational activity (more inspections and investigations) is associated
with lower productivity, although whether this is due to the simple fact that there is more HSE
activity and monitoring in lower productivity sectors or whether a higher number of inspections
initially lowers productivity as firms struggle to comply with regulation is difficult to ascertain
with the available data. This negative association might imply that if H&S stringency measures
were to be tightened, productivity would fall in these sectors, at least in the short-term.
Generally, more regulated sectors have a higher number of inspections while investigations are
higher in low-compliance sectors. If this is the case, then low compliance (higher notices)
would be associated with low productivity.

While there are both positive and negative effects associated with different stringency measures,
there is no over-riding positive or negative impact that can conclusively support Porter’s
hypothesis for the overall UK economy.

It can be concluded that increased H&S activity has not been detrimental to sectoral
performance. The evidence suggests that the investigations and inspections processes have a
small, negative association with productivity. These are therefore the two regulatory procedures
where the HSE may wish to ensure that the costs to businesses in terms of compliance are not
higher than required to “catch up” with achieving necessary compliance.

L 1t should be borne in mind that the ‘cost of regulation’ variable does not take into account how much of
the compliance cost a firm can pass on to consumers. The more firms are able to do this, the less incentive
there will be for them to make cost-saving investments.




















































































































































































































