	
	


	
	



4
Public funding principles

	Key points 

	· Government rural R&D programs should be premised on a consistent set of public funding principles.

· These principles should indicate: the role of investment in rural R&D and the basis for government to contribute to its cost; the relationship of R&D policies to other policies intended to improve the productivity, social and environmental performance of the rural sector; and design features that are likely to enhance the efficiency and effectiveness of individual programs.

· The various empirical studies looking at the relationship between investment in rural R&D and productivity growth in the sector provide an important indicator of the benefits of past research — but not a sensible stand-alone basis for future policy setting. 

· Such studies are subject to various methodological and data-related caveats.

· Even if it could be categorically established that current R&D investment levels were too low, the studies would provide no guidance on how individual policies should be adjusted to deliver good results from a higher level of investment.

· Establishing broad targets for overall spending on rural R&D would likewise be of limited benefit, and could have significant costs were those targets used to ‘drive’ policy settings. Rather, the emphasis should be on ensuring that:

· the framework is comprehensive and soundly based

· available funds, public and private, are spent wisely and there are timely and effective funding responses to emerging research needs.

· There are reasons to believe that Australian governments are shouldering too much of the responsibility for funding rural R&D. However, the case for changes to public funding for individual programs must still be assessed on the basis of program-specific benefits and costs — having particular regard to the likelihood that public funding will induce a reasonable amount of additional, socially valuable research.

	


For the reasons set out in chapter 1, in this inquiry, the Commission has focused primarily on how to enhance the efficiency and effectiveness of the Rural Research and Development Corporation (RDC) model, rather than on how to improve the rural R&D framework as a whole.

Undertaking detailed assessments of components of broad frameworks and adjusting policy settings on the basis of those assessments is a common practice. Indeed, without this sort of focused approach, policy reform would often become intractable. 

At the same time, it is important to guard against the possibility that changes predicated on an analysis of the RDC model alone could diverge from those that might have emerged from a comprehensive review of policy settings across the entirety of the rural R&D framework. This is especially the case as whatever the deficiencies in the model, it is seemingly one of the better performing components of the framework — a point emphasised by many inquiry participants.

One way to greatly lessen risks of this nature is to have in place a generally applicable set of public funding principles against which the efficacy of individual funding programs can be assessed. Even if a particular program is then considered in isolation, any changes necessary to promote compliance with such principles are likely to be much the same as the changes that would emerge were that same program to be assessed as part of a framework-wide review against the same principles. Indeed, premising public funding and other forms of government intervention on clear and soundly based principles is a generally accepted component of best practice policy making. 
Notably, there is currently no such set of principles to guide rural R&D policy makers. In the Commission’s view, remedying this gap would be of considerable value. As well as facilitating effective and consistent assessments of individual parts of the rural R&D framework, introducing a set of public funding principles would:

· help to reduce the potential for inconsistencies in approach across the multiplicity of individual funding programs

· provide a means to signal to the rural sector that government funding for R&D will not be made available on an unconditional basis. While many in the sector are well aware that funding support comes with obligations and must ultimately benefit the wider community as well as primary producers, there is clearly still an entitlement mentality in parts of the sector. During its discussions in New Zealand, the Commission heard that an emphasis of rural R&D policy in that country has been on transitioning to a mindset of government funding support as being ‘a privilege not a right.’

Central to the Commission’s proposed public funding principles is the additionality concept described in the previous chapter. That is, governments should only contribute funding for rural R&D where that funding is likely to add genuine value by inducing a commensurate amount of socially valuable research. 

However, additionality is not the only requirement for efficient and effective public funding programs. The role of R&D funding programs within the broader suite of policies designed to maintain a productive and sustainable rural sector must be clear and appropriate. Good program design and robust accountability requirements are also very important in helping to ensure that available funding is spent wisely. 

In the subsequent chapters that assess the RDC model and possible alternatives to it, the Commission has drawn heavily on its proposed public funding principles — though it reiterates that these principles are intended to be generally applicable to future policy reform initiatives across the rural R&D framework as a whole.

4.1
The basis for government involvement

Placing the role of rural R&D in context

Past investments in rural R&D — including by the RDCs (see chapter 5) — have contributed significantly to improving the productivity of Australia’s primary producers (as well as providing wider environmental and social benefits). 

That said, R&D is only one of many factors that have contributed to such improvements. As discussed in chapter 3, farm consolidation, enhancements to the Global Positioning System and other ‘non-rural’ information technology, improved agricultural machinery and chemicals, better transport infrastructure, and greater educational attainment within the rural workforce have all had an impact on productivity. More broadly, the dismantling of various trade barriers and other regulatory constraints on competition has greatly increased the incentives for primary producers to look for opportunities to improve their efficiency, including through investment in R&D. Also, because a sizeable part of Australia’s rural R&D effort sensibly involves adapting core rural R&D technologies and genetic material/varieties developed in other countries to meet local requirements, much of the ensuing productivity benefit is ultimately built upon overseas research effort.
The Commission’s strong impression is that the contribution of factors other than domestic research to productivity growth is frequently ignored or understated by rural policy makers. A contemporary illustration of this is the ‘big vision role’ for rural RD&E mapped out by the Rural Research and Development Council (2011) in its recently released Draft National Strategic Rural Research and Development Plan. In these circumstances, the risk is that insufficient emphasis will be given to other policy options for improving the productivity of the rural sector — such as continuing to look for opportunities to reduce barriers to competition and encourage farm consolidation. Even worse, were investments in R&D to be focused unduly on keeping uncompetitive primary producers in business, they could impede structural adjustment in the sector and detract from the effectiveness of other policies in place to facilitate change. 

The same issue also arises for rural R&D aimed at delivering better environmental outcomes. Here again, R&D is only one of several options in the policy tool kit. In the Commission’s view, it is particularly important that public investment in R&D does not deflect policy attention from exploration of instruments that would enhance the incentives (financial or otherwise) for primary producers to directly take account of any adverse impacts their activities have on the environment.

Ensuring that there is a conceptually sound basis for all rural R&D funding programs (see below) would go a long way to guarding against such problems. However, good outcomes are likely to be further facilitated by explicit recognition in policy setting that:

· investment in R&D complements and augments, rather than supplants, other drivers of productivity and performance improvement 

· public funding — and any related funding instruments such as compulsory producer levies — are not the only policy levers available to address potential under-investment in rural R&D

· R&D funding support should be consistent with other policies and programs designed to improve the economic, environmental and social performance of the rural sector.

A focus on encouraging additional, socially valuable R&D

As outlined in chapter 3, the key rationale for public funding for rural R&D is to address spillovers and related market failures that would otherwise mean that socially valuable research would not proceed (or would be unreasonably delayed). 

The Commission recognises that the additionality concept that emerges from this does not provide a precise basis for determining how much governments should contribute to the cost of rural R&D. Predicting what impact public funding support is likely to have on the level and mix of research undertaken will not always be easy — a point emphasised by many participants in responding to the draft report (see below). Hence, application of the additionality concept will necessarily require those determining and implementing rural R&D funding policies to exercise judgement — often in the context of the likely outcomes across a program as a whole, rather than in relation to individual projects receiving support through that program.

Nonetheless, as a starting point for examining the case for public funding, the concept is more rigorous than the notions that are typically to the fore at present.

· Providing funding support simply on the basis that investments in rural R&D are likely to provide a net benefit to the community removes any consideration of whether a government contribution is actually necessary to ensure that those investments proceed. At the extreme, this reasoning would justify public funding for any viable investment even if all of the benefits flowed to private parties who would otherwise be prepared to meet the full cost.

· Targeting public funding support on socially valuable cross-sectoral research, and/or research where the environmental and social benefits are a relatively large component of the total benefit stream, may often be a practical way of directing government funds into areas where they are most likely to add genuine value. However, such an approach does not obviate the need to look at additionality questions. For instance, there may be strong incentives for private parties to invest in certain types of R&D that provide large environmental or social benefits. Research directed at reducing on-farm water usage, or at addressing negative environmental or social impacts that undermine a producer’s or an industry’s ‘community licence to operate’, are two examples. Conversely, as discussed in chapter 3, because the industry levy system is unlikely to fully address free-rider problems, producers may vote for levy rates that are insufficient to fund all socially valuable, productivity-focused research.

Public funding for rural R&D that does little to induce additional research activity may still be a ‘less worse’ use of those funds than some other spending alternatives. In this context, the Queensland Farmers’ Federation (sub. 112) contended that diverting public funding from ‘Exceptional Circumstances’ drought support to rural R&D would provide a net benefit for the community. But if public funding for rural R&D were simply replacing private funding, then returning the government contribution to taxpayers, or redirecting it to ‘value adding’ programs outside the rural sector, would be even more beneficial. 

Accordingly, in the Commission’s view, the rural R&D framework should embed the concept of additionality in relation to public funding support. While practical application of the concept by policy makers would call for judgement, such a need would hardly be unique to this particular area. Rarely, if ever, will there be sufficient information available to determine precisely how public funding programs should be configured to deliver the greatest benefit for the community. Hence, judgements on likely additionality, even if implicit or couched in terms of getting the best bang for the buck, are a key element of such policy formulation. The Commission further notes that:

· additionality-related considerations are already explicitly brought to bear in the allocation of some public funding for rural R&D — see, for example, the Victorian Department of Primary Industries (sub. 161, p. 4) and CSIRO (2006, p. 63) 

· the concept was, in broad terms, recognised when the RDC model was introduced, with the Government’s matching contribution intended to help fund research that levy payers may not have been prepared to fully fund themselves (see Dairy Australia, sub. 265, p. 4)

· the broad concept is similarly embedded in the objects clause for the proposed new R&D tax incentives, which refers to R&D of benefit to the wider national economy that might not otherwise be conducted without a tax offset (Treasury 2010). 

Giving effect to the principle that public funding support should seek to induce additional, socially valuable R&D would in turn have implications for the role of the current rural research priorities (see chapter 2). Those priorities — modified as appropriate as circumstances change — would remain a vehicle for signalling desired outcomes from spending across the framework as a whole, and for shaping the mix of policy programs within the framework. However, where public funding was involved, the application of the priorities would need to also have regard to research additionality. The Commission further notes that a requirement to mesh the priorities with consideration of the likely additionality attaching to individual government funding programs would add to other arguments (see PC 2007, p. 370) against making the priorities more prescriptive.

Program and system design 

In its report on Public Support for Science and Innovation, the Commission (2007, chapters 9 and 10) mapped out a range of generic design requirements for R&D programs that can help to increase the benefits derived from the funding involved. As well as providing government funding in ways most likely to induce a reasonable amount of additional, socially valuable R&D, these requirements include:

· incentive structures and design features that encourage the efficient provision of quality research outputs — including by keeping administrative and compliance costs to a minimum, and promoting effective coordination across and within programs

· well defined adoption pathways that facilitate the uptake of worthwhile research outputs by intended users 

· governance, evaluation, reporting and research dissemination requirements that:

· promote transparency in regard to intended and actual program outcomes

· make those involved in procuring, managing and supplying R&D accountable for their performance

· help to ensure that the results of past research work are suitably accessible to the various stakeholders, including the next generation of researchers

· in-built mechanisms to preclude double-dipping into the public purse.

In designing programs, there will often be tradeoffs between these sorts of requirements. For example, greater targeting of research additionality, or more stringent governance and evaluation requirements, will typically increase administrative costs. Similarly, while duplication of research effort will add to costs, up to a point, tackling a problem in more than one way can often lead to a superior research outcome. Nonetheless, in the Commission’s view, such high level principles remain important starting points in the program design process.

As noted earlier, the Commission has not undertaken a comprehensive assessment of the overall rural R&D (and extension) framework, concentrating instead on the RDC arrangements. Yet as the following discussion of aspects of the framework illustrates, there is undoubtedly considerable scope for improvement in the basis for, and the design and governance of, individual programs — and more particularly in the way they come together as a funding and delivery regime. The ability to reference a set of ‘best practice’ program design requirements could provide impetus for such improvement.

Coordination issues

As the RDC experience (see chapter 5) illustrates, there has been considerable collaboration and coordination between those procuring and supplying rural R&D. Indeed, one of the strengths of the RDC model has been its system integrating role that has both fostered collaborative research work and helped to prevent unproductive duplication of research effort.

Even so, with policy and program responsibilities split within and across levels of government, there is also significant compartmentalisation within the framework. Thus, in its submission to the Commission’s 2007 study into Public Support for Science and Innovation, the Department of Agriculture, Forestry and Fisheries (DAFF) said that the difficulties of prioritising and coordinating activity across the framework had ‘previously led to duplication in some areas and gaps in others’ (PC 2007, p. 488). In a similar vein, in its submission to this inquiry, Irrigation Australia contended that:

… there is insufficient oversight of, and coordination and collaboration between, the different components of the framework. This is one of the major weaknesses in the current model and has significant implications for organisations like [Irrigation Australia] and researchers who seek to work across a range of commodities. (sub. 90, p. 10)

It is important that resources are not wasted in pushing together disjoint R&D activities in the name of coordination and collaboration. As one discussion participant told the Commission, collaboration and coordination can become ‘an easy “solution” for a government looking for a quick exit from a hard problem.’ Moreover, initiatives such as the National Primary Industries RD&E Framework may well help to address current fragmentation problems.

However, the capacity to better integrate decision making across the framework is significantly hampered by the lack of robust data on how much is being spent on rural R&D, who is providing the funding and where it is being spent. The collection and maintenance of better data on funding and spending across the entirety of the framework would therefore be highly desirable. In the Commission’s judgement, there would also be value in a ‘low key’ mechanism to better coordinate rural R&D policy and program formulation within the Australian Government. The case for specific policy initiatives of this nature (see chapter 11) is in turn illustrative of the need to reflect the importance of effective program coordination in the proposed high level public funding principles.

Leveraging issues

The multiplicity of funding sources for rural R&D provides considerable scope for those procuring R&D services to augment directly available funding with contributions from other sources. For example, the CRRDC (sub. 128, p. 58) reported that for the nine RDCs that were able to provide ‘leveraging ratios’, for every dollar each invested, an average of $1.76 (mainly in an in-kind form) was contributed by other parties.

Such ‘leveraging’ has many benefits. In particular, it may provide a means to: share costs and risks across the intended beneficiaries of an R&D project; cater for projects that would be too large for any one funding entity to sponsor; and draw in different sorts of scientific, financial and management expertise to enhance the quality and timeliness of a project. 

At the same time, as box 4.1 illustrates, where there is extensive leveraging, it becomes much harder to see what the various parties are actually contributing to the costs of projects. Such lack of transparency can in turn render effective monitoring and program evaluation considerably more difficult and thereby indirectly reduce the incentives for efficient service delivery. Also, as the sugar example in box 4.1 highlights, the amounts of funding involved in individual leveraging arrangements are often relatively small — meaning that the associated transactions costs are likely to be proportionately high.

	Box 4.1
The complex ‘money-go-round’

	Assembling robust data on overall funding for, and spending on, rural R&D is made much more difficult by the circulation of money within the system that results from the heavy emphasis on leveraging (and collaborative research effort). As a result, the same funding dollar can be recorded at several points in the delivery chain.

An example of the complex web of players and funding flows is shown below for sugar industry research in 2008-09.a The Commission was told that were the same exercise to be undertaken in other rural industries the outcome would be similarly complex. 

[image: image1]
a Funding for R&D, in millions of dollars. Dashed lines denote in-kind funding. b See table 2.1.

	

	


Moreover, the division of public funding responsibilities across and within governments, together with the indirect nature of some of this funding support, can sometimes provide incentives for leveraging that has few benefits other than to shift costs onto other parties. For instance:

· An RDC can make its funds stretch further by using its buying power to effectively appropriate all or part of the funding supplementation that universities receive when they perform commercial research work for (or in some cases collaboratively with) third parties. In effect, the services concerned are provided to the RDC on a marginal cost basis, with the Australian Government indirectly picking up the tab for the balance of the project cost.

· In a similar way, an RDC might be able to shift some costs by taking advantage of the need for the CSIRO to supplement its block funding with a significant amount of revenue from contract research. In commenting on this matter, the CSIRO said that:

When Government funded research providers are performing ‘near to market’ research through RDCs they do not receive full industry funding. Thus, the rural producers are supplementing funding they have received from government by further leveraging public funds from research providers. (sub. 123, p. 25)

· As purchasers of rural R&D, in dealing with universities and the CSIRO, State Governments may also have scope to shift research costs back to the Australian Government. Conversely, in their capacity as research providers, they too may face pressures to provide services at less than full cost.

The scope for this sort of cost shifting may also make it more difficult for research providers that do not receive government funding to compete for business. Hence, the Southern Tree Breeding Association — a not-for-profit research agency in the plantation forestry area — contended that the supply of R&D by government providers at less than full cost can:

… discourage participation by smaller (but efficient and innovative) service providers which may not have the muscle and resources of larger agencies such as CSIRO. … Not funding reasonable administration and overheads of service providers is commercially unrealistic. (sub. 38, p. 2)

More generally, the CSIRO (sub. 123, p. 14) argued that an emphasis on leveraging government funding by those procuring research can lead to an undue focus on ‘sector needs (often short-term) and can remove core public funding from the strategic research that it was intended to support, distorting the roles of research and development providers’.

In drawing attention to the potential for such outcomes, the Commission is not seeking to cast aspersions on those parties which have taken advantage of available opportunities to the benefit of their particular stakeholders. It is perfectly reasonable for them to do so.

Further, because of the many benefits of leveraging, seeking to generally curtail the practice would not be appropriate. Indeed, as discussed in chapter 11, the changes necessary to preclude the sort of cost-shifting behaviour detailed above could themselves have significant downsides (and ramifications extending well beyond the rural R&D arena). Accordingly, an element of ‘unproductive’ cost shifting is most probably unavoidable. 

However, making reference in the proposed public funding principles to the desirability of discouraging leveraging that is motivated solely, or largely, by a desire to shift costs onto other parties, may help to shine light on more egregious instances of such behaviour. It might also help to focus attention on any aspects of the design of particular rural R&D funding programs that augment the more general incentives and opportunities for unproductive cost-shifting. 

Insufficient attention to adoption pathways

No matter how intrinsically valuable a piece of rural R&D, if its outcomes do not result in changed practices, then beyond the knowledge generated, there will be no benefit from that research for the community. Thus, as the CRRDC emphasised:

Extension and adoption is a fundamental component of investment in rural research and development to ensure the translation of R&D to practical application along the supply chain. (sub. 128, p. 2)

Lending empirical support to this contention, very recent research by ABARES (Sheng, Gray and Mullen 2010) found that the total benefits for producers and others in the community from past (public) investment in extension have been nearly as large as from the investment in the preceding research.
 

Many of the concerns raised by participants in relation to extension and adoption related to what they perceived to be an inappropriate reduction in State Government funding for extension services and the maintenance of related infrastructure. Typifying these concerns, Across Agriculture argued that:

It has been apparent for some years that the progressive downgrading of state government agricultural extension activities has longer term implications for the efficient operation of the Australian agricultural R&D system. … [This] has placed added demands on … RDCs [with] implications in terms of the availability of RDC resources for research activities. (sub. 116, p. 67)

Achieving an appropriate balance between private and public funding for extension services is important for the effectiveness of extension outcomes. (Some particular issues that arise in this context are discussed in chapter 11.)

However, in the Commission’s view, an even more fundamental policy requirement is to ensure that the adoption of research outputs is treated as an integral part of the R&D planning and delivery process. As discussed in chapter 5, this does not always appear to have been the case for research sponsored by the RDCs. Moreover, the Commission’s strong impression is that for much of the rural R&D undertaken without the involvement of the RDCs and the industry linkages that this involvement brings, the attention given to adoption pathways has been less again. Drawing the same conclusion, AgriFood Skills Australia contended that:

One of the biggest challenges facing Australia’s research bodies is how to speed up dissemination, adoption and adaptation of new knowledge at a grass roots level and to equip managers and employees with the skills to extract ideas from research in a practical manner, and that delivers strong economic returns. (sub. 99, p. 4) 

Similarly, in commenting on the responses to its national survey on adoption and capacity building matters, undertaken in conjunction with the Corporate Development Institute and the CRC Association, the CRRDC said that:

It is apparent that the role of government agencies as partners is of great concern to the RD&E sector at large, with significant inconsistencies across state agencies. Clearly there are varied levels of focus, interest and ability in the extension, adoption and capacity building fields. Some issues are clearly sector-dependent; much of it concerns entire national RD&E segments. (sub. 128, p. 74)

Adoption problems do not exist in all areas. For example, several West Australian grain interests told the Commission that the uptake of worthwhile innovations in that sector has often been rapid. More broadly, the National Primary Industries RD&E Framework initiative should help to give higher priority to adoption issues across both the public and private components of the framework. 

Nonetheless, the Commission considers that the importance of ensuring that there are mechanisms and resources available to facilitate the adoption of research outputs should be reflected in the proposed public funding principles to guide government investment across the framework. This is especially the case as the overall balance between public and private funding in the extension area continues to evolve. 

A still developing evaluation culture

Historically, there does not appear to have been a strong evaluation culture permeating the totality of the framework. This is seemingly a reflection of the fact that, until recently, the large amount of government funding for rural R&D came with few strings attached. Indeed, some discussion participants characterised this public contribution as an act of faith, underpinned only by the empirical work showing strong returns to investment in rural R&D in aggregate (see section 4.2); and periodic, similarly high level, program reviews. As such, there was relatively little onus placed on funding recipients to undertake the sort of more detailed case-specific evaluation that could have:

· provided guidance on whether available rural R&D funding was delivering best value to primary producers and the wider community

· highlighted means to improve service delivery and increase adoption, and thus boosted the payoffs from research effort 

· increased the accountability of those involved in the procurement, management and delivery process and thereby reinforced incentives for good performance.

While some publicly funded R&D entities did have robust project evaluation protocols in place, this was largely on a self-initiated basis. Others remained free to operate without the need to justify their government (or levy payer) funding or demonstrate a commitment to performance improvement.

However, with governments increasingly requiring public funding recipients to demonstrate that the community has received an appropriate benefit from its investment, attitudes to evaluation are changing. This is exemplified by the evaluation process for the RDC program initiated in 2007 by the CRRDC, and its more recent initiatives to help promote best practice evaluation across the rural R&D framework as a whole (see chapter 9). To reinforce this attitudinal change, the Commission considers that robust project evaluation — before as well as after the event — should now be entrenched as an integral part of the rural R&D framework. 

A greater commitment to evaluation — and the incentives this would provide for improvements in the quality of evaluations — would not, of course, remove the need for judgement in decision making. 

· While good evaluation data will be of considerable assistance to those entities investing in rural R&D, there will always be uncertainty about whether a proposed project will succeed and, if it does, precisely what benefits it will deliver. 

· Similarly, whatever the benefits that have come from, or are likely to come from, specific projects, when deciding on how much to contribute to an R&D support program, Governments will still need to make judgements on the likely degree of additionality attaching to public funding across the program as a whole.

Nonetheless, as AgForce (sub. DR238, p. 20) observed, robust ex ante and ex post evaluation should be viewed as a critical component of a larger continuous improvement process. Beyond incorporation in the proposed new public funding principles, the National Primary Industries RD&E Framework and National Strategic Rural R&D Investment Plan initiatives would be two other vehicles for heightening the focus on timely and effective evaluation.

Research balance issues

A perennial and complex issue for rural R&D policy making is whether the overall research balance is appropriate to meet the current and future needs of the sector and the wider community. In particular, while Australia’s focus on adapting overseas technologies to meet local requirements is a sensible one, there is still the question of whether Australia is doing sufficient basic, larger-scale, higher-risk, rural research. 

· Adaption of overseas technologies must be built on a platform of basic knowledge and skills. 

· Gaining continued and timely access to those technologies may require Australia to demonstrate that it is making some contribution at the more basic end of the research spectrum. 

· Too heavy a focus on small scale, low risk, R&D may both remove any possibility of quantum leaps in performance improvement and reduce the likely research additionality attaching to the public funding contribution. 

In an inquiry focused on the RDC arrangements, the Commission has not undertaken the sort of analysis that would allow it to come to definitive judgements on whether the research balance across the framework as a whole is broadly appropriate. 

Even so, its discussions with a wide cross-section of stakeholders have left it with the impression that, in two areas at least, some change to the current research balance could be beneficial. First, there sometimes appears to be too much emphasis on attempting to preserve existing industry structures; rather than helping forward-looking and innovative primary producers and rural enterprises to enhance their intrinsic competitive strengths. Second, there appears to be merit in the argument that, even in an adaptive context, Australia is investing in too many small, short‑term, low-risk research projects. By way of illustration, Horticulture Australia Limited (HAL) — the second largest RDC — reported that its average project size in 2009‑10 was just $77 000. Even with smaller projects such as ‘study tours, conferences and industry annual communications excluded’, the average project size was still only $150 000 (sub. 101, p. 20).
 Notably, the Commission was struck by the seemingly much greater emphasis given by entities investing levy funds in New Zealand, including in the horticulture sector, to larger-scale, ‘game-changing’ research. 

Against this backdrop, the Commission gave consideration to including a research balance provision in its proposed public funding principles. However, it concluded that research balance issues are generally better assessed in the context of specific funding programs (recognising that such assessments must, in turn, have regard to relevant research being sponsored elsewhere in the framework — a point emphasised by the Horticulture Taskforce (sub DR283, pp. 21–2).) To this end, the Commission’s proposed new RDC principles (see recommendation 9.1) refer to the need for RDCs, as a condition for receiving government funding, to invest in project portfolios that appropriately balance long-term and short-term, high-risk and low‑risk and strategic and adaptive research needs. This requirement is in turn consistent with the broader public funding principle that government support should add genuine value by facilitating research that would not otherwise have been undertaken. 
Responses to the draft report 

A considerable number of respondents to the draft report — including some RDCs — supported the idea that there should be an overarching set of public funding principles to help guide government investment across the rural R&D framework. The Government of South Australia, for example, said that a set of principles:

… covering: the basis for government to contribute to the cost of rural R&D; the relationship with other policy levers; and good program design features, is essential for ensuring that R&D into the future is efficient and effective. (sub. DR203, pp. 5–6)

(Others to voice support for the sort of principles enunciated in the draft report included: Cotton Australia, sub. DR220; CSIRO, sub. DR219; Irrigation Australia, sub. DR262; Red Meat and Livestock RDCs, sub. DR252; the Rural Industries RDC sub. DR275; and the Victorian Department of Primary Industries, sub. DR168.)

Indeed, much of the opposition to the draft report proposal seemingly reflected unease about some of the individual principles, rather than about implementing a set of principles as such. In particular:

· The CRRDC (sub. DR260) and Dairy Australia (sub. DR265), amongst others, raised concerns about the proposed principle that the aim of government funding should be to induce socially valuable R&D that would not otherwise be undertaken. The CRRDC (p. 8), for example, said that it could not:

… agree that a rule of thumb which requires a common sense approach to its application can at the same time constitute a clear and soundly based principle, or provide an effective benchmark for evaluating performance or promote accountability for outcomes achieved …


More specifically, Dairy Australia (p. 11) interpreted the principle as meaning that an RDC would have to demonstrate additionality for each and every project for which it sought matching funding.

· The CRRDC was also opposed to making reference in the principles to non-R&D drivers of performance improvement in the rural sector, arguing that it was unclear how this role should be recognised in specific funding contexts.

· The Cotton RDC (sub. DR248) was one of several to raise concerns about reference to discouraging leveraging that is administratively costly and/or designed solely to shift costs — contending that it was unclear how such leveraging could be singled out from leveraging that contributes to better research outcomes.

There was, however, some broader concern about whether any set of principles would do much to improve policy making in the rural R&D area. In this regard, DAFF said that:

… there is not a sufficient uniformity of objectives and frameworks across all Australian, state and territory government programs that provide funding to rural R&D to make such principles useful or applicable in practice. (sub. DR266, p. 14)

DAFF went on to argue that the usefulness of the principles would be further limited by the fact that many programs that provide some funding for rural R&D lie outside the rural policy portfolios (see chapter 2). In this context, it pointed to the Framework of Principles for Innovation Initiatives, adopted by Australian, State and Territory Governments in December 2009, which is intended to ‘enhance consistency and improve the overall accessibility and efficiency of government innovation initiatives across Australia’ (see DIISR 2009).
The Commission’s assessment

The Commission is not surprised by the opposition of some industry stakeholders to an emphasis on additionality in regard to government funding support. As alluded to above, government funding for rural R&D has historically been predicated heavily on the high level linkage between investment in R&D and productivity growth; and on the notion that, whenever research is likely to have wider benefits, a government contribution is necessarily called for.

However, the Commission reiterates that these are not of themselves a robust basis for government to contribute to all types of rural R&D investments. What is required is a likelihood that the government contribution will add genuine value by facilitating socially valuable research that would not otherwise have been undertaken. In the Commission’s view, as an objective, this cannot be reasonably disputed. Moreover, while the application of the additionality principle to the configuration of public funding programs for rural R&D will necessarily involve judgement, as noted earlier, such judgement is inherent to almost any decision involving the allocation of scarce public funds. So too is the need to call on ‘rules of thumb’ — such as the likely distribution of benefits across the various stakeholders — to help indicate whether government funding is likely to make a real difference.

Likewise, the Commission does not see the application of the additionality principle as involving onerous new procedural requirements for RDCs or others procuring rural research for which government is meeting a part of the cost. The Commission’s emphasis on additionality is directed at ensuring that governments are more conscious of the need to avoid spending scarce funds on research that primary producers would have had sound financial reasons to fund themselves. Certainly it is not the Commission’s intention that an RDC (or other procuring entity) would have to demonstrate additionality on each and every project in order to retain its public funding. Rather, any additionality-driven decision to change public funding support (up or down) would be based on a broader ‘ex post’ assessment of outcomes across a program as a whole. 

The draft report principle relating to the discouragement of unproductive leveraging was similarly not intended to require a forensic delineation between ‘good’ and ‘bad’ leveraging. Instead, the objective was to ensure that the potential downsides of leveraging are not ignored. More specifically, as noted above, this might be valuable in shining light on any egregious instances of such behaviour and in helping to ensure that the design of individual rural R&D programs does not augment more general incentives and opportunities for unproductive cost-shifting. As well, the principle could serve to: 

· reinforce the onus on government research suppliers to deploy their resources in a manner consistent with their core responsibilities 

· remind those procuring rural research of the administrative costs that can attach to a large number of small value leveraging arrangements. As the example provided in box 4.1 illustrates, it is far from clear that this notion is ‘front of mind’ at present. 

The ‘front of mind’ issue is also the reason why it is important that there is explicit recognition in the policy framework that investment in R&D is not the only contributor to productivity growth in the rural sector. As the input to this inquiry illustrates, this message is easily lost, especially when public funding issues are in the spotlight.

The Commission acknowledges that its proposed principles will not have direct application to public funding that comes from programs outside of the primary industries portfolios. But it does not see this as a reason to eschew a robust platform for the large amount of public funding that does come through these portfolios. It further notes that:

· The proposed mechanism for better coordinating Australian Government funding for rural R&D (see recommendation 11.1) would potentially allow the principles to be given wider airplay within the Australian Government sphere at least. 

· It is putting forward a specific approach for implementing the principles that reflects the dual roles of the Australian and State and Territory Governments in this area (see below). 

· While the recently agreed innovation framework principles apply to all portfolio areas, they are necessarily more general than the Commission’s proposed rural R&D-specific principles and do not refer to the concept of additionality. In contrast, as noted above, this concept is embedded in the proposed new R&D tax incentives. Also, in their submissions to this inquiry, three State Governments that have adopted the framework principles endorsed the introduction of a set of principles focused explicitly on public funding for rural R&D.

In the light of the above, the Commission sees no reason to modify the thrust of the approach enunciated in the draft report. It reiterates that the proposed set of principles should be viewed as statements of general intent, and focused mainly on governments in the context of formulating and reviewing their rural R&D policies. The Commission sees such checks as being inherently desirable — especially given the widely acknowledged tendency for ‘issues of the day’ to intrude unduly on policy formulation.

However, in the light of its own further analysis and input from participants, the Commission has added a small number of principles to the list in the draft report:

· In line with a suggestion from the South Australian Government (sub. DR203, p. 5), and consistent with the rationales discussion in chapter 3, the ‘contextual’ section of the principles now includes reference to the fact that public funding is not the only policy lever available to address potential under-investment in rural R&D.

· In line with a suggestion from the CSIRO (sub. DR219, p. 2), the program design-related principles now make explicit reference to the importance of facilitating collaborative research effort.

· Consistent with the RDC-specific principles (see recommendation 9.1), the Commission has added a principle dealing with the importance of facilitating future research through appropriate disclosure and dissemination of research results. Indeed, good practice in this area can also serve a broader role in helping to reinforce for primary producers the benefits of soundly-based investment in R&D. 
The Commission also gave consideration to whether there is a need to define the meaning of the term ‘socially valuable R&D’. As noted in chapter 3, there are various perceptions of what the term encompasses. But, in a public funding context, its meaning is straightforward — research where the collective benefit to industry stakeholders and the wider community (that is, to society) exceeds the total cost, inclusive of any public funding. In the Commission’s view, elaboration of the relevant principle is therefore probably unnecessary — though there would be no reason why it could not be amended to reflect the preceding notion were this seen to be helpful.

Implementing the proposed public funding principles

Because policy and program responsibilities in the rural R&D area are shared between the Australian and State and Territory Governments, introduction of a set of overarching public funding principles would need to occur on a cooperative basis. Accordingly, the Commission is proposing that, as a first step, the Australian Government should embody the principles in all of its rural R&D policies and programs. Through the Primary Industries Ministerial Council (PIMC), the Australian Government should then seek the agreement of the States and Territories to do likewise, and also to import the principles into the National Primary Industries RD&E Framework initiative. The Commission further emphasises the importance of a concomitant commitment from governments to regularly review their programs and policies against the principles.

Recommendation 4.1

The Australian Government should incorporate the following high level public funding principles in all of its rural R&D policies and funding programs. 

· The primary aim of government funding is to enhance the productivity, competitiveness and social and environmental performance of the rural sector and the welfare of the wider community by inducing socially valuable R&D that would not otherwise be undertaken.

· Public funding programs for rural R&D should:

· give appropriate recognition to non-R&D related drivers of performance improvement in the rural sector

· have regard to policy levers other than public funding (and any related funding instruments such as compulsory producer levies) for addressing potential under‑investment in rural R&D

· facilitate, or at least not impede, structural adjustment in the sector

· be consistent with other policies and programs designed to improve the performance of the sector.

· The design of individual funding programs should:

· encourage the efficient delivery of quality research outputs, including through promoting effective intra- and inter-program coordination

· facilitate collaborative research effort where this would improve the quality of research outcomes or avoid wasteful duplication of research effort

· help ensure that there are appropriately resourced mechanisms to facilitate the adoption of worthwhile research outputs

· promote transparency and accountability in regard to program outcomes through effective governance, evaluation and reporting requirements

· facilitate future research efforts by providing for appropriate disclosure and dissemination of research results

· promote transparency in funding flows and discourage leveraging behaviour that is administratively costly relative to the benefits provided, and/or designed solely to shift costs onto other parties.

The Australian Government should further:

· commit to regular independent review of its various rural R&D programs against these principles

· through the Primary Industries Ministerial Council, seek the agreement of State and Territory Governments to incorporate the principles and the review requirement:

· in all of their rural R&D policies and funding programs

· in the National Primary Industries RD&E Framework initiative.

4.2
Funding level issues 

Application of the proposed public funding principles would, over time, have implications for the total amount of government funding provided for rural R&D. And, unless there were exactly offsetting changes in private funding, total expenditure levels would also be affected.

Of themselves, changes in public and total spending on rural research, up or down, should not be a cause for concern. As elaborated on below, if the rural R&D policy framework is comprehensive and soundly based, the funding outcomes that emerge from it would logically be appropriate.

Nonetheless, based on a variety of empirical work looking at the benefits of past investment in rural R&D, it is frequently argued that Australia should necessarily be spending more on such research. Indeed, as part of its terms of reference, the Commission was asked to advise on how much in total Australia should be spending on rural R&D, and what share of this spending should be funded from the public purse.

As is evident from the discussion below, these are difficult questions to answer in an abstract sense — not least because of the various empirical uncertainties involved in the postulated links between investment in R&D and improvements in the productivity of the rural sector. 

More importantly, even if it could be categorically established that spending in total was too low, this would still not indicate how individual policy settings should be changed to deliver good results from a higher level of investment. Nor would it preclude the possibility that public funding for particular policy programs was too high. That is, the appropriate level of public contribution to individual rural R&D programs would still need to be judged against the public funding principles enunciated above — with particular emphasis on whether that contribution was adding genuine value as distinct from simply substituting for private funding.

The Commission has therefore concluded that seeking to supplement the proposed public funding principles with a global spending or research intensity target, or a target government share of total spending, would not be helpful. In its view, the risks that such targets would come to supplant rigorous analysis of the merits of particular policy approaches and funding programs would be considerable. As the input to this inquiry illustrates, any perception that total spending might be insufficient can quickly become an argument that all existing public funding programs should be inviolate.

The quantum

There is an extensive body of empirical work, including by the Productivity Commission, on the benefits of investment in rural R&D (see chapter 3, appendix B and PC 2007). This work strongly suggests that, in aggregate, past investments in rural R&D have provided a significant payoff both in Australia and internationally. 

High past returns are of course no guarantee that future returns will be similarly beneficial. 

But as several participants emphasised, the aggregate returns reported in most of the more recent studies are not greatly different from those in earlier work. Prima facie, this suggests that a higher level of investment in rural R&D (public and/or private) could provide a net gain for the community. A similar implication emerges from a recent study by Sheng, Mullen and Zhao (2010) and follow up work by Sheng, Gray and Mullen (2010), which indicates that a slowing in underlying productivity growth in Australia’s broadacre rural industries since the mid-1990s can be partly attributed to a decline in (public) investment in rural R&D. 

Based on this body of empirical work, and in the light of the challenges facing the rural sector, many participants argued that Australia should increase its spending on rural R&D (see box 4.2). Indeed, in its response to the Draft Report, ABARES was critical of the Commission for what it perceived as a failure to give sufficient weight to the empirical evidence in formulating its proposals for future public funding of the RDCs.

Given this evidence, and concerns [about the Commission’s assistance estimates — see chapter 6], as well as the downside risk to agriculture productivity growth and, in turn, rural communities, the case for a reduction in government expenditure on rural R&D remains weak. (sub. DR270, p. 15)

Similarly, Grain Producers Australia contended that:

There is such an extensive body of research available in this area demonstrating almost universally positive, high rates of return for rural R&D that … it is not valid for the Commission to disregard this body of work and … then recommend Government funding to the RDCs be cut. (sub. DR205, p. 6)

For its part, the Commission readily acknowledges that the empirical work adds considerably to the various other indicators of the worth of past investments in rural R&D. 

However, in its view, that empirical work cannot sensibly be a stand-alone basis for determining future rural R&D policies. There are two broad reasons for this. 

	Box 4.2
Views on the quantum of funding for rural R&D

	The high cost–benefit returns from rural RD&E are a clear indicator that there is substantial under-investment and that rural RD&E investment in Australia should be significantly increased. (Council of Rural Research and Development Corporations, sub. 128, p. 48)

… the current quantum level of investment in primary industries innovation and R&D needs to be increased to deliver the economic, environmental and social outcomes expected by the industry and community and address the future challenges. (Department of Agriculture, Fisheries and Forestry, sub. 156, p. 50)

It is hard to suggest benchmarks for overall levels of funding except to suggest that current levels need to be maintained or increased as indicated by:

1) the correlation between reduced government spending in agricultural R&D and the decline in agricultural productivity growth …

2) The absence of evidence of declining rates of return … 

(Industry and Investment NSW, sub. 69, pp. 15–6)

There is increasing evidence that the current overall level of funding allocated to rural R&D in Australia will not be sufficient to maintain or accelerate sector productivity growth rates, which will be required in order for businesses in the sector to remain internationally competitive, and also to meet future challenges such as climate change, climate change policy, water scarcity, and increased competition from developing nation agricultural exporters. (Across Agriculture, sub. 116, p. 9)

Given the … need to maintain an efficient and productive agriculture sector, one would hope to see investment in R&D of close to 5% of the value of production. … [T]his would translate to a public sector investment of around $2.5 billion, well above current levels. (Australian Centre for Plant Functional Genomics, sub. 15, p. 4)

Given the significance of agriculture and other rural industries to Australia's economic wellbeing and long term security, we are of the view that levels of investment are too low. We are conscious that this is the rallying cry of many sectors in the economy, but the challenges [facing the sector], along with the changing nature of risk to society, place rural industries in a unique position within the innovation sector. There are few other significant sources of funding for the rural research sector. (University of Melbourne, sub. 50, p.3)

There is an increasing need for government to lift their spending on research and development in the rural sector. With increasing demands on the rural sector in areas including food production and land stewardship, government needs to increase investment in R&D to ensure that the greater community’s needs are met. (Victorian Farmers’ Federation Livestock Group, sub. 27, p. 6)

	

	


First, as elaborated on in appendix B, there are a range of general methodological caveats to this sort of work, with estimates of the contribution of R&D investment to productivity growth relative to other factors depending heavily on the model specifications and data sets used. More specifically, there are some significant data-related uncertainties that go the heart of the results of the recent Australian-focused studies by Sheng, Mullen and Zhao (2010) and Sheng, Gray and Mullen (2010).

· The farm survey-based data used in these studies that indicate a slowdown in trend productivity growth since the mid-1990s relate only to the broadacre sector. In contrast, as detailed in appendix B, ABS productivity data for agriculture, forestry and fishing as a whole suggest that trend productivity growth has been much more stable over this period, with the apparent slight decline not being statistically significant at any reasonable level of certainty. The implication is seemingly that productivity outcomes in the broadacre industries over the last decade and a half may not have been representative of what has been happening across the rural sector more widely. Indeed, the farm-survey data themselves indicate that there has been considerable variability in productivity outcomes for individual broadacre industries over this period.

· Likewise, the paucity of robust data on aggregate investment in rural R&D means that it is difficult to be certain that overall public funding has fallen significantly over the period covered by the two studies. Though aggregate funding from State and Territory Governments has almost certainly declined, the trend in funding from the Australian Government is less certain — especially when account is taken of funding for rural R&D provided through climate change and other programs outside of the primary industries portfolios. 

· Because of the data limitations, the studies do not take account of private investment in rural R&D and hence of the extent to which any reduction in public funding has been offset by a greater private contribution. There is some data to suggest that any such offset would not have been large, with the studies’ authors also pointing to other reasons why the bias in the results from the omission of private investment may not necessarily be large (see appendix B). Even so, as explained in appendix B, it is unclear to the Commission that this issue can be quite so easily dismissed.

Thus, the Commission does not see these two studies — or the various studies that preceded them — as providing a compelling basis for concluding that Australia is significantly under-investing in rural R&D. Notably, the Commission is not alone in this regard. In commenting on these matters, Across Agriculture observed that:

It is apparent from the extensive published research into the links between rural R&D and rural productivity growth that there are no firm ‘rules of thumb’ about how much rural R&D investment is required … (sub. 116, p. 63)

The Commission is similarly unconvinced that alternative high level metrics for assessing the adequacy of Australia’s investment in rural R&D are likely to be particularly insightful. In this regard, cross country comparisons are sometimes made of countries’ ‘rural research intensities’ — that is, their spending on rural R&D as a percentage of the value of their rural output. But here too data problems abound (see chapter 2). In addition, because of differences across countries in the industry composition of their rural sectors, there is no reason to presume that ‘optimal’ research intensities would be similar. That is, in countries where the rural sector is dominated by industries that typically invest heavily in research (such as biotech and crop and veterinary chemicals), the overall research intensity should logically be higher than in countries where the sector is mainly comprised of industries whose future prospects are less dependent on R&D.

It is quite possible that some soundly based investments in rural R&D have previously been delayed or precluded by funding constraints. In the coming years, there could also be a need to boost spending on system infrastructure, or to provide additional resources for extension (see chapter 11). 

However, the Commission has not seen evidence that it considers would substantiate the case that Australia’s overall spending on rural R&D is demonstrably much lower than it should be. Nor has it seen convincing evidence that the policy framework will in future be unable to mobilise additional funding (private and public) if this were clearly required to meet emerging needs.

The latter point in turn lies at the heart of the Commission’s second broad concern about the empirical studies — namely, the potential for those studies to detract from, rather than enhance, soundly-based policy making. As noted earlier, even if it could be categorically established that spending in total was too low, the empirics would provide no guidance on how individual policy settings should be changed to deliver good results from a higher level of investment. In the Commission’s view, were broad targets for overall spending on rural R&D — or target research intensities — used to drive policy settings, there would be a very real risk that robust assessment of the merits of individual policies and funding programs would fall by the wayside. More specifically, a focus on increasing total spending could open the way for putting additional government money into under-performing programs, or providing incentives that made private investment in projects of low value appear to be worthwhile. In these contexts, the Commission has considerable concerns about the aspirational recommendation by the Rural Research and Development Council (2011) in its Draft National Strategic Rural Research and Development Plan, to boost public and private investment in rural RD&E, ‘in order to double rural sector output over the next 30 years while consuming proportionately fewer resources’.

In sum, future rural R&D policies cannot sensibly be predicated on broad funding targets — or targets for research intensity — that are both empirically problematic and divorced from the particulars of the policy framework that determine how much funding is ultimately forthcoming from the various parties and on what sort of research it is spent. Rather, the emphasis should be on identifying what policy settings will facilitate best use of available public and private funds, and timely and effective funding responses to emerging needs. If the policy framework satisfies these requirements, then it should, over the longer term, deliver a broadly appropriate level of R&D spending. Also, with such a framework in place, any increases in aggregate spending levels would be driven by specific needs and effectiveness and efficiency considerations as opposed to the simplistic notion that more spending in total is necessarily better than less. Notably, the limitations and risks of seeking to drive policies off broad targets were recognised by some of those responding to the finding to this effect in the draft report. (See, for example, Cotton Australia, sub. DR220 and the Grape and Wine RDC, sub. DR229.)

Finding 4.1

Establishing broad targets for overall spending on rural R&D — or a target for rural R&D intensity — would be of little benefit, and could have significant costs were those targets used to ‘drive’ rural R&D policy settings. Rather, the emphasis should be on ensuring that the policy framework is comprehensive and soundly based, and that settings within the framework facilitate efficient use of available public and private funding, and timely and effective funding responses to emerging needs.

The public–private share

As outlined in chapter 2, it appears that Australian governments fund some 
three-quarters of total domestic spending on rural R&D. Here again, past empirical work sheds little light on whether this share is appropriate. 

From a conceptual perspective, the appropriate overall balance between public and private funding will be dictated in the first instance by how strongly the spillover-related rationales for government to contribute to the cost of rural R&D (see chapter 3) apply to the various components of the framework. 

However, as the Commission’s proposed public funding principles set out above emphasise, to be effective in addressing such spillover problems, public funding must induce a reasonable amount of additional R&D. Otherwise, public funding will merely be replacing private funding — at some cost to the community because of the efficiency losses that attach to government revenue raising and the diversion of public funding away from areas where those funds would add genuine value for the community. 

Against these requirements, two considerations suggest to the Commission that Australian Governments are collectively shouldering too much of the overall funding load.

· A significant component of public funding is currently used to support adaptive and industry-focused rural R&D that primary producers would seemingly often have had sound financial reasons to fully fund themselves. For example, the Commission has concluded that, across the RDC program as a whole, the level of additional research activity induced by the very significant Australian Government funding contribution has most probably been quite modest (see chapter 5).

· Government funding support for rural R&D is considerably more generous than in most other parts of the economy. For instance:

· The government share of total R&D spending in Australia is a little over 40 per cent (PC 2007, p. 31) — around half the apparent share for the rural sector. 

· Under any reasonable measurement methodology, the level of Australian Government support for the RDC program is several times greater than the assistance provided through the general R&D tax incentives (see chapter 6).  


Though the rural sector does have some distinguishing characteristics, for the reasons spelt out in chapter 6, it is not sufficiently different to warrant disparities in public funding support of these sorts of magnitudes.

The Commission further notes that there is some evidence that the public funding share for rural R&D is higher in Australia than in many other developed countries. As discussed in chapter 2, such comparisons are subject to various ‘apples and pears’ problems. Even so, these comparative data — and the trend in most developed countries towards a greater funding role for the private sector (see, for example, NSW Farmers’ Federation, sub. 145, p. 6) — raise further questions about the appropriateness of the current public-private funding split. 

Moreover, the specifics of the data aside, a significant component of the current rural R&D framework dates from an era when the basis for government intervention in the rural sector or elsewhere was less rigorously examined — and where legitimate rationales for such intervention were often conflated with more problematic justifications (such as infant industry arguments). In an environment where there is now much greater emphasis on requiring Australian producers to stand on their own feet, the efficacy of ‘legacy’ public funding regimes warrants particularly close scrutiny.

That said, making changes to individual public funding programs on the basis of some broad notion of how much Australian governments should be collectively contributing to rural R&D would again be a poor policy approach. Even if governments are contributing too much in total, any changes to public funding for particular programs should still be assessed with reference to program-specific benefits and costs. 

Thus, at the framework-wide level, the focus should be on whether it is possible to get better value from the existing suite of programs through which governments currently contribute funding for rural R&D, and whether there are any major gaps in the coverage of those programs. Such detailed program assessment should in turn be informed by the Commission’s proposed public funding principles (see recommendation 4.1), with particular consideration given to the additionality requirement. This is the basis on which the Commission has put forward its suggested improvements to the RDC model (see chapters 6 to 9).

In responding to the draft report, many participants took issue with the suggestion that Australian governments are shouldering too much of the overall funding responsibility for rural R&D. Most of this argumentation was based on disagreement with the Commission’s conclusion on the level of additionality attaching to public funding for the RDC program, and with its estimates of the ‘per dollar’ rate of assistance provided by that funding relative to the support afforded to other sectors through the R&D tax incentives. (These contentions are discussed at length in ensuing chapters.) Nonetheless, there was general agreement with the Commission’s conclusion that setting an indicative target for the share of total spending on rural R&D to be collectively met by Australian governments would be a blunt, and quite possibly counterproductive, approach.

A significant number of submissions also drew attention to what was perceived to be an inconsistency in the Commission’s conclusions in relation to the merits of setting broad public funding (and aggregate spending) targets, and the basis for its recommendations on future public funding for the RDCs (see chapters 7 and 8). The specific contention was that in recommending on future public funding for the RDCs, the Commission had used the sort of broad target approach that it had rejected for rural R&D as a whole. (See, for example, Joint Red Meat and Livestock RDCs, sub. DR252, p. 17). 

However, the Commission sees no such inconsistency. 

· Notwithstanding its judgement that, in an overall sense, governments are most probably doing too much of the ‘heavy lifting’, it is arguing that decisions on the appropriate level of public funding for any individual rural R&D program must be made with reference to the likely specific benefits and costs of that program. While very precise information on those benefits and costs would ideally be available, in reality, policy makers will have to deal with significant data limitations and uncertainties about what would happen in the absence of government funding. In these circumstances, less precise metrics — such as consideration of the extent to which the distinctive characteristics of the rural sector warrant a higher rate of support than is provided for similar types of R&D undertaken in other sectors — must be used to inform judgements on appropriate levels of public funding for individual programs. 

· Nonetheless, this is a quite different to setting a target for the total amount of government funding for rural R&D across all programs, and then adjusting funding for individual programs to move towards that target without any reference to the specific benefits and costs attaching to each individual program. In contrast to this sort of approach, the Commission’s recommendations on future public funding for industry-focused research within the RDC program give explicit recognition to program-specific factors bearing upon that funding decision — such as imperfections in the levy regime through which producers contribute to the cost of research sponsored by the RDCs. 

The Commission also disagrees with the specific changes suggested by the CRRDC (sub. DR260, pp. 5–6) to the wording of the draft finding on public funding targets and levels. In essence, these involved removing reference to the proposed public funding principles — a change which the Commission considers would fly in the face of more soundly-based future policy making. The thrust of the final finding therefore remains unchanged. 

finding 4.2

The appropriate collective contribution by Australian governments towards the cost of rural R&D should ‘emerge’ from: 

· an assessment of each of the various programs through which governments currently contribute funding for such research against the public funding principles spelt out in recommendation 4.1; having particular regard to the likelihood that public funding will induce a reasonable amount of additional, socially valuable research

· any evidence that the current program portfolio is failing to cater for particular types of socially valuable rural R&D that would meet the additionality requirement for public funding support.
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�	This finding is subject to the general caveats on empirical studies in the R&D area (see section 4.2 and appendix B). There are also seemingly many empirical challenges in taking account of the various linkages between research and extension. That said, a finding of a significant overall return to producers and other parties from (public) investment in extension activity accords with the critical importance of widespread adoption to the realisation of the benefits of rural R&D.


�	The Mushroom Growers Association of Australia (trans., p. 92) said that spending by HAL on mushrooms research often took the form of contributions to sizeable global projects. However, even making allowance for such collaborative research would not fundamentally alter the thrust of the observation the Commission is making.
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