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Terms of reference[Make the text in this section appropriate for the report]
I, CHRIS BOWEN, Assistant Treasurer and Minister for Competition Policy and Consumer Affairs, pursuant to Parts 2 and 3 of the Productivity Commission Act 1998, hereby refer government assistance for drought events to the Commission for inquiry and report by the end of February 2009. The Commission is to hold hearings for the purpose of the inquiry and produce a draft report by the end of October 2008.

Background

Government assistance for drought events is guided by the current National Drought Policy (NDP). Under the NDP, drought assistance or support is intended to be a short term measure to help farmers prepare for, manage and recover from drought. The objectives of the NDP are to:

· encourage primary producers and other sections of rural Australia to adopt self-reliant approaches for managing a changing climate;

· maintain and protect Australia’s agricultural and environmental resource base during periods of extreme climate stress; and

· ensure early recovery of agricultural and rural industries, consistent with long-term sustainable levels.

Although self-reliance is a key objective, the NDP also recognises that there are rare and severe events that are beyond the ability of even the most prudent farmer to manage. The Commonwealth Government provides support to farmers and rural communities under the Exceptional Circumstances (EC) arrangements and other drought programs. The states and territory governments also participate in the NDP and provide support measures of their own.

To be classified as an EC event, the event must be rare, that is, it must not have occurred more than once on average in every 20 to 25 years. Australia is experiencing a drought that has been unprecedented in its geographic extent, length and severity. Some areas have been drought declared for 13 of the last 16 years, leading to some recipients receiving EC assistance since 2002.

Climate change will bring with it significant challenges for Australian agriculture. Climate change is expected to increase the frequency, severity and length of drought periods in future. 

Australian primary industries ministers have agreed that current approaches to drought and EC are no longer the most appropriate in the context of a changing climate. They agreed that drought policy must be improved to create an environment of self-reliance and preparedness, and encourage the adoption of appropriate climate change management practices. 

To improve drought policy, ministers agreed to consider:

· relevant social dimensions and policy responses to drought and Exceptional Circumstances;

· the provision of accessible social welfare support, including eligibility criteria;

· the effectiveness of business support payments;

· the effectiveness of financial risk management strategies, including Farm Management Deposits;

· the effectiveness of preparedness policies; and

· cost-benefit analysis of state and federal drought assistance.

The Productivity Commission is requested to assess drought support provided to farmers, farm businesses and farm dependent rural small businesses. 

This inquiry, as part of a review of drought policy, will be supported by:

· an expert panel’s assessment of the social dimensions of the impacts of drought and the extent and range of current government and non-government social support services available to farm families and rural communities; and

· an assessment by the Bureau of Meteorology (BoM) and Commonwealth Scientific and Industrial Research Organisation’s (CSIRO) of what a changing climate means for drought in Australia and the appropriateness of using the concept of exceptional climatic circumstances to trigger the availability of assistance measures.

Scope of the inquiry

The Commission is requested to:

1. Report on the appropriateness, effectiveness and efficiency of the Commonwealth, state and territory governments’ business support and income support measures provided to help farmers, farm businesses and farm dependent rural small businesses manage drought. Support measures assessed will include, but not be limited to, EC Relief Payments, EC Interest Rate Subsidies, Exit Assistance, Farm Management Deposits, Professional Advice and Planning Grants, Irrigation Management Grants and rate rebate schemes.

In undertaking this inquiry, the Commission is requested to report on the impact that the provision of support to farmers, farm businesses and farm dependent rural small businesses has on performance and productivity at the individual, business, industry, regional and state levels.

2.
Identify impediments to farmers, farm businesses and farm dependent rural small businesses improving self-reliance and preparedness for periods of financial difficulty.

3. Identify the most appropriate, effective and efficient Commonwealth, state and territory government response to build farmers’, farm businesses’ and farm dependent rural small businesses’ self-reliance and preparedness to manage drought. 

The Commission may draw lessons from the broad range of support measures that are or have been available to farmers, farm businesses and farm dependent rural small businesses, or which are more broadly available to the Australian community.

The Commission is to take into consideration the NDP objectives and the Commonwealth Government’s Expenditure Review Principles. The identification of appropriate, effective and efficient government support should be consistent with these objectives and principles.

With reference to the findings of the expert panel and the BoM and CSIRO, the Commission should examine the interaction between current government social support services and business support and income support measures, and the impact of social support services on self-reliance, preparedness and performance.

The Government will consider the Commission’s recommendations, and the Government’s response will be announced as soon as possible after the receipt of the Commission’s final report.

CHRIS BOWEN 
20 June 2008
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Abbreviations

ABARE
Australian Bureau of Agricultural and Resource Economics
ABS
Australian Bureau of Statistics

AFF
Australia’s Farming Future

ATO
Australian Taxation Office

BRS
Bureau of Rural Sciences

BoM
Bureau of Meteorology
CCAP
Climate Change Adjustment Program

CRCs
Cooperative Research Centres

CSIRO
Commonwealth Scientific and Industrial Research Organisation
DAFF
Department of Agriculture, Fisheries and Forestry

EC
Exceptional Circumstances

ECIRS
Exceptional Circumstances Interest Rate Subsidy

ECRP
Exceptional Circumstances Relief Payment

FMD
Farm Management Deposits

ICL
Income contingent loan

IGA
Intergovernmental Agreement

GL
Gigalitre

MDB 
Murray-Darling Basin

ML
Megalitre

NAMS
National Agricultural Monitoring System

NDRA 
Natural Disaster Relief Arrangements

NDP
National Drought Policy

NFF
National Farmers’ Federation

NRAC
National Rural Advisory Council

PAPG
Professional Advice and Planning Grant
PC
Productivity Commission

RAFS
Retirement Assistance for Farmers Scheme

RFCS
Rural Financial Counselling Service

RPL
Recognition of Prior Learning

RRDCs
Rural Research and Development Corporations

SBIS
Small Business Income Support

TIS
Transitional Income Support
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