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About the inquiry

1.1
The context for this inquiry

Research and development (R&D), accompanied by ‘extension’ activity to promote adoption of research outcomes, is widely regarded as essential to enhance the productivity and competitiveness of primary producers. Indeed, the benefits from rural R&D (box 1.1) typically extend beyond these producers. Consumers enjoy a range of higher quality food and fibre at lower prices. Regional communities are strengthened through new production and employment opportunities. Society as a whole gains from improved environmental and animal welfare outcomes. Some R&D is also directed at helping developing countries to address poverty and famine.

Partly in recognition of these wider benefits, the Australian and State and Territory Governments contribute significant funding for rural R&D. A key Australian Government funding program is for the 15 Rural Research and Development Corporations (RDCs), which commission R&D on behalf of primary producers and the Government. The RDCs are funded by levies on rural industries, which are matched by direct contributions from the Government (often, though not always, on a dollar‑for‑dollar basis). 

	Box 1.1
What is ‘rural R&D’?

	This inquiry focuses on R&D investments in the agriculture, fisheries and forestry industries. Consistent with the Australian and New Zealand Standard Industrial Classification system, these industries are defined as:

… mainly engaged in growing crops, raising animals, growing and harvesting timber, and harvesting fish and other animals from farms or their natural habitats. (ABS 2006, ANZSIC, Cat. no. 1292.0, p. 76)

‘Processing’ activities — such as wine production and meat processing, which are served by dedicated RDCs (chapter 2) — are also considered part of the agriculture, fisheries and forestry industries for the purpose of this inquiry.

Throughout this report, references to R&D in the agriculture, fisheries and forestry industries are collectively referred to as ‘rural R&D’.

	

	


Although levy arrangements have existed in different industries since as early as 1900, specific R&D co‑investment programs did not emerge until the 1980s, with the RDC model formally coming into effect under the Primary Industries and Energy Research and Development Act 1989. Since that time, and as the needs of industry have evolved, there have been various alterations to the specifics of the model. The broader policy focus for rural R&D has also shifted somewhat towards areas of cross-sectoral interest and wider community benefit (for example, addressing climate change), rather than solely on increasing industry productivity and returns to primary producers. This too has had implications for the operation of the RDC arrangements.

As submissions to this inquiry demonstrate, there is very strong support for the RDC model within the rural sector. However, some have questioned the continued suitability of the model in its current form. One general concern is the degree to which public funding support complements private R&D investment by addressing unmet broader rural research needs, rather than simply subsidising R&D that primary producers would otherwise have had sound financial reasons to fund themselves. Participants have also raised issues relating to governance, administrative efficiency and the differences that exist in the institutional configuration of the various RDCs — in particular, between statutory RDCs (which are solely R&D focused) and industry‑owned RDCs (which also perform marketing and, in some cases, industry representation functions).

What has the Commission been asked to do?

The Government has asked the Commission to inquire into the RDC arrangements, examining among other things:

· the rationale for Australian Government investment in rural R&D

· the appropriateness of current funding levels and arrangements — particularly levy arrangements, and the basis for Australian Government contributions

· the effectiveness of the RDC model in enhancing the productivity and competitiveness of Australia’s rural industries 

· the extent to which RDC-funded projects deliver an appropriate balance between industry-specific and wider community benefits

· how the current RDC model compares and interacts with other arrangements for funding and delivering rural R&D

· the scope for improvements to the current model and any alternative models that could deliver better outcomes.

The full terms of reference for the inquiry are reproduced at the front of this report.

1.2
The Commission’s approach

Promoting the interests of the whole community

The Commission’s enabling legislation requires it to ‘have regard to the need to improve the overall economic performance of the economy through higher productivity in the public and private sectors in order to achieve higher living standards for all members of the Australian community’ (Productivity Commission Act 1998, s. 8(1)(a)).

The interests of rural industries are clearly paramount in an inquiry into the RDC arrangements. The RDC model is a central feature of the rural R&D landscape and, as such, plays a leading role in promoting productivity improvements in the sector.

Nonetheless, industries’ interests cannot be considered in isolation from the interests of others in society. The effects on the rural sector must be assessed alongside broader impacts — including for other parts of the R&D system, the environment and taxpayers. While these interests will often be aligned, ultimately, the Commission is charged with determining what policy settings would achieve the greatest benefit for the community as a whole.

Avoiding duplication with other inquiries

As outlined in chapter 2, the RDC arrangements sit within a complex broader framework for funding, managing and delivering rural R&D. In determining the extent to which it should delve into the broader framework as part of an inquiry focused principally on the RDC arrangements, the Commission has faced some competing considerations.

On the one hand, the RDC arrangements both influence, and are influenced by, the broader framework. More generally, the potential payoffs from addressing some widely acknowledged deficiencies in the broader framework may well be higher than from making improvements to what is clearly one of the better performing components of that framework. Reflecting these sorts of issues, various participants (for example, the National Farmers Federation, sub. DR230) encouraged the Commission to interpret its terms of reference very broadly.

On the other hand, several parallel reviews and processes constrain how far this inquiry could reasonably extend into broader framework issues without risking considerable duplication of effort.

· The Rural Research and Development Council — a body created in 2009 to advise the Australian Government on rural research matters — released a draft investment plan for the entire rural R&D sector in January 2011 (Rural Research and Development Council 2011).

· The Australian Government, through the R&D subcommittee of the Primary Industries Standing Committee, is working with the State and Territory Governments and other key stakeholders to develop the National Primary Industries Research, Development and Extension Framework. Among other things, this framework provides for the establishment of ‘centres of excellence’ for industry‑specific and cross‑industry research streams within particular States and Territories (DAFF 2010b).

· The Department of Finance and Deregulation, following a recommendation in the Blueprint for the Reform of Australian Government Administration, is examining governance arrangements for a multitude of statutory authorities and taxpayer‑funded entities, including the RDCs (Advisory Group on Reform of Australian Government Administration 2010).

· The Prime Minister’s Science, Engineering and Innovation Council established ‘expert working groups’, which have released reports on food security and the nexus between energy, carbon and water (PMSEIC 2010a, 2010b).

· In the context of concerns about food security (chapter 3), the Australian Bureau of Agricultural and Resource Economics and Sciences and the Rural Industries RDC are to conduct a study into the history of foreign investment in Australian agriculture. Related to this, the 2011 agricultural census by the Australian Bureau of Statistics will provide a contemporary snapshot of foreign ownership levels of Australian farming land (Shorten and Ludwig 2010). 

Also, a sizeable part of government funding for rural R&D comes through programs that are not specific to the rural sector, and which therefore could not be assessed solely, or even primarily, on the basis of their impacts within this one sector.

On balance, the Commission’s judgement is that this inquiry can best add value by focusing on reforms to enhance the efficiency and effectiveness of the RDC model. Accordingly, in regard to broader framework matters, it has limited itself to:

· setting out some generally applicable public funding principles

· addressing the questions in the terms of reference about total funding for rural R&D and the share of that funding that should be met by government

· exploring a small number of specific framework issues that have a direct bearing on the efficacy of the current RDC model and of potential means to improve it.

As discussed in chapter 4, the Commission sees the proposed public funding principles as being especially important for facilitating effective and consistent evaluation of individual funding programs — including the RDC model. Even if a particular funding program were 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.

Analysis informed by evidence

In forming its views on the efficacy of the RDC arrangements, and in its consideration of related broader framework issues, the Commission has drawn on both quantitative and qualitative evidence.

However, the quantitative data available are subject to significant limitations: 

· There are major gaps in the data on how much money is currently being invested in rural R&D.

· Various methodological and data issues mean that the results of project‑specific evaluations, as well as studies on the aggregate impact of past rural R&D investments, need to be interpreted with caution. Moreover, as explained in chapter 4, the latter studies provide relatively little guidance on what policy changes might be made to deliver better outcomes in the future.

Hence, rather than add to the plethora of empirical work already in the public domain, the Commission has used judgement and qualitative assessment to supplement the available quantitative evidence.

Broad‑ranging consultation with stakeholders

In preparing this report, the Commission has sought input from the full spectrum of stakeholders in the rural R&D area. The inquiry was advertised nationally, including in regional print media. The Commission produced an issues paper in March 2010, to which interested individuals and organisations responded with 163 submissions. Following the release of a draft report in September 2010, a further 132 submissions were received.

The Commission also:

· held public hearings in Sydney, Canberra, Melbourne, Tamworth, Brisbane, Hobart, Adelaide, Perth and Mildura to receive feedback on the analysis and findings in the draft report

· consulted extensively with participants on a more informal basis. In addition to discussions with all 15 RDCs, meetings were held with a broad cross‑section of groups including producers, industry representative bodies, cooperative research centres, universities, private researchers, and various Australian Government and State and Territory Government departments and agencies

· met with a number of parties in New Zealand, to discuss whether any different approaches for funding, managing and delivering rural R&D in that country might be applicable in Australia.

The Commission is grateful to all who have taken the time to contribute to the inquiry. As can be observed throughout this report, public input has helped considerably to inform the Commission’s analysis and findings. A list of all individuals, agencies and organisations that provided written submissions, or with whom the Commission met over the course of the inquiry, is included in appendix A.

1.3
A ‘road map’ for the report

Figure 1.1 illustrates the structure of the report. Beyond this introductory chapter:

· Chapter 2 provides an overview of the rural R&D framework and the positioning of the RDC arrangements within it. 

· Chapter 3 considers the benefits of investing in rural R&D and various rationales for government to contribute to the cost of that research. 

· Chapter 4 specifies some high‑level, generally applicable public funding principles, on which the Commission has based its subsequent assessments of the RDC arrangements. Drawing on these principles, the chapter also addresses the questions in the terms of reference relating to how much in total Australia should be investing in rural R&D and how the cost should be shared between public and private parties.

· The subsequent suite of chapters analyse the current RDC model and how it might be improved.

· Chapter 5 considers how well the RDC model has performed, and identifies the main factors bearing upon its suitability in the future.

· Chapter 6 sets out why a modified RDC model should be retained, and the nature of the key changes required to achieve better ‘value for money’ from the Australian Government’s contribution to the model.

· Chapter 7 details the Commission’s specific recommendations on the future level and configuration of public funding support for industry‑focused R&D sponsored through the model.

Figure 1.1
What the report covers 
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· Chapter 8 outlines how broader rural research needs could be more effectively addressed within the model.

· Chapter 9 discusses supporting changes to the more detailed architecture of the model, with an emphasis on future governance arrangements.

· Chapter 10 identifies a small number of enhancements to the industry levy system that underpins the RDC model.

· Chapter 11 looks at some other matters that have been germane to the Commission’s assessment of the model, including framework‑wide data deficiencies and shortcomings in the coordination of government programs.

· Chapter 12 draws together the report’s various recommendations, and discusses how the proposed reform package would benefit the community as a whole. It also outlines the basis for a further review of the RDC arrangements.

Impacts and review
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