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Impacts and review

	Key points

	· The key goal of the Commission’s recommendations is to help ensure that the community gets a better return from its sizeable investment in the Rural Research and Development Corporation (RDC) model.

· To this end, the Commission’s proposals for the future funding of the RDC model seek to: provide for a more appropriate balance between private and public funding responsibilities; incentivise producers to increase their investments in the model; and address aspects of the current funding arrangements that discourage investment in broader rural research.
· It is also recommending some more specific supporting changes to improve the efficiency and effectiveness of the model.

· While the Australian Government’s total contribution to the RDC program would most probably decline, it seems unlikely that this reduction — or any ensuing reduction in the total amount of funding available for rural R&D — would be particularly large. 

· Indeed, levy payers would not have to replace a particularly large portion of the reduced government contribution to the industry RDCs to maintain, or even increase, the total amount of public and private funding available across the reconfigured RDC model as a whole.

· But while such indicative funding outcomes are important for putting the Commission’s proposals in appropriate context, they are not a good basis for judging the worth of the reform package. 

· The key in this regard is the redistribution of government funding towards research areas where levy arrangements alone are least likely to ameliorate under-investment.

· There is no good reason to delay the introduction of the revised funding arrangements — especially as adjustment concerns are addressed by the recommendation to reduce the cap on dollar for dollar matching contributions from the Government very gradually and introducing the uncapped second tier subsidy immediately. 

· After the ten-year phased reduction in dollar for dollar matching support is complete, there should be an independent public review of the impact of the new RDC arrangements. 

	

	


The Commission has proposed a package of reforms to the Rural Research and Development Corporation (RDC) model. For each of these reforms it has outlined the benefits that would result for the community, as well as addressing criticisms of the suggested approach from participants. 

However, the Commission considers it useful to draw together the key elements of those earlier discussions here. Additionally, the chapter discusses when the proposed new arrangements should themselves be reviewed and what that review should encompass. 

12.1
What has the Commission sought to achieve?

Consistent with its enabling legislation the Commission’s recommendations are intended to promote the interests of the community as a whole. 

On this basis, retention of the RDC model is clearly warranted. As outlined in chapter 5, the model has some important strengths and has provided significant benefits to both the rural sector and the wider community. In the Commission’s view, it is highly unlikely that any alternative approach (see chapter 6) would deliver as good an outcome. 

Even so, the community does not seem to be getting the best return for its very substantial investment in the model. In particular, a considerable proportion of that investment appears to be simply replacing private funding — and thereby subsidising research that producers/industries would otherwise most probably have fully funded themselves — rather than making a genuine difference to research outcomes. Such modest ‘additionality’ is in turn reflective of deficiencies in the basis on which the Government’s contribution to the RDCs is currently provided.

To address these deficiencies, the Commission’s proposals for the future funding of the RDC model seek to:

· provide for a more appropriate overall balance between private and public funding responsibilities 

· explicitly incentivise producers to increase their investments in the model — one of the major objectives when the RDC arrangements were introduced more than twenty years ago

· address the particular features of the current funding approach that tend to discourage investment in broader rural research.

Specifically, it is recommending:

· a halving over ten years in the cap on the dollar for dollar matching government contribution from 0.5 per cent to 0.25 per cent of an industry’s gross value of production

· the immediate introduction of an uncapped, second tier subsidy for industry contributions above the cap at the rate of 20 cents in the dollar

· the establishment of a dedicated, government-funded RDC — Rural Research Australia (RRA) — to sponsor broader rural research.

The Commission is also recommending some supporting changes that are designed to improve the efficiency and effectiveness with which the RDCs and the Government discharge their responsibilities in giving effect to the model. Importantly, most of these changes involve a strengthening of performance monitoring and review mechanisms, rather than prescriptive new one-size-fits-all requirements. As such, they would build on the eminently desirable flexibility in the current model to cater for the differing circumstances of individual rural industries.

12.2
Likely impacts 

In discussions on the likely impacts of the Commission’s proposed reform package it is probable that there will be a heavy emphasis on aggregate funding outcomes. As detailed below, aggregate funding outcomes are not the only or even the major part of the story — the proposals are directed at improving the efficiency and effectiveness with which funding is deployed within the RDC model and, in particular, helping to ensure that the Government’s very sizeable contribution is spent in a way that adds genuine value for the community.

Nonetheless, to put the proposals in appropriate context, it is useful to reiterate what the likely aggregate funding impacts would be.

· Based on current industry output values and levy rates, public funding for the industry RDCs would be some $75 million to $80 million a year lower at the end of the ten-year phase-in of the reduced cap on dollar for dollar matching government contributions.
 

· But this would be the maximum reduction — if the second tier subsidy had the intended incentivising effect, and producer contributions increased, there would be a smaller overall decrease in public funding. 
· In addition, the creation of RRA would bring with it a sizeable new public funding stream for broader rural research.

As discussed in chapter 8, the precise amount of funding for RRA would depend on its yet to be finalised remit. However, the Commission’s intention is that RRA would be an integral and major part of the future RDC arrangements with a funding appropriation to match. Thus, while the Australian Government’s total contribution to the RDC model would most probably decline, the extent of that reduction would not be particularly large. By way of illustration, were the appropriation for a fully functioning RRA to be of the order of $50 million a year, and without any response from levy payers to the new second tier subsidy, total government funding at the end of the ten-year phase-in period would be some $25 million to $30 million a year lower than at present. 

In fact, provided it were clear that the new funding arrangements were fixed for at least the next decade, the Commission is very confident that a possibly significant number of primary producers would, over time, be prepared to pay more to help fund research that had the potential to provide them with a sizeable direct financial benefit. Access to the new uncapped second tier subsidy and the continuation of levy arrangements to ameliorate free-rider problems — together with the modifications to make increasing levies easier — would serve to reinforce these commercial incentives. 

This in turn suggests that any reduction in the total amount of public and private funding available to the RDCs, including RRA, would be very small. Indeed, it may well be that total funding for the RDCs could increase. Again using a funding appropriation for RRA at $50 million a year for illustrative purposes, levy payers would only have to replace around a third of the reduction in government funding for the industry RDCs to deliver a neutral public-plus-private funding outcome. 

As discussed in chapter 7, there are necessarily uncertainties about precisely how levy payers would respond to the proposed funding arrangements. Equally, it is clear that there could be no basis for claiming that those proposed arrangements could put at risk either the future of the RDC model or Australia’s overall rural R&D effort. Viewed through an aggregate funding lens, the opposite might well be the case.

That said, such aggregate outcomes are not a good basis for judging the worth of the reform package. Consistent with sound public funding principles (see chapter 4), the Commission has sought to reconfigure the funding arrangements for the RDCs to help ensure that the public contribution makes a real difference to research outcomes. Central to this is the creation of RRA and the consequent allocation of a greater share of government funding to broader rural research. While levy arrangements are alone unlikely to ensure that all socially valuable, industry-focused research proceeds, it is in the broader rural research arena where the extent of underinvestment is likely to be greatest and where the case for public funding support is therefore most compelling.

Likewise, the benefits from that part of the reform package designed to strengthen the performance disciplines on RDCs and the Government could be significant. In the first instance, with the RDCs currently spending nearly $500 million a year, and with administrative expenses absorbing upwards of 10 per cent of that spending (see chapter 5), even quite modest improvements in their efficiency could free up significant resources for use on actual research. More importantly, improvements to the quality and relevance of research across the RDC model and to the way that research is managed — together with an even greater emphasis on ensuring timely uptake of research outputs by producers — could provide sizeable benefits for both the rural sector and the wider community.

In sum, and while retaining the core elements of a highly worthwhile funding model, the Commission’s reform package would help to ensure that the model delivers efficient and effective research outcomes and that the public contribution makes a real difference to those outcomes. While there continues to be uncertainty about whether the community is getting reasonable value for money from its very sizeable investment, question marks over the future of the model will inevitably remain. Viewed in this light, the proposed reform package provides for a set of measured and gradual changes that should help to cement the RDC model as an important and ongoing part of Australia’s rural R&D landscape.

12.3
Is there any case for delayed introduction?

Various respondents to the draft report argued that, irrespective of the intrinsic validity of the Commission’s suggested reconfiguration of the RDC model, now is not the right time to be making significant changes to the model. For example, several said that any changes should wait until better data on rural R&D funding and expenditure across the framework are available, while others contended that changes should only be made as part of a wider review of the entire rural R&D and innovation framework. More generally, there were suggestions that major changes to the model should be put on the back burner until all of the current environmental and economic challenges facing the rural sector are resolved. 

As discussed in chapter 7, the Commission strongly disagrees with these sentiments. As recent and current weather-related difficulties exemplify, the rural sector will always be facing challenges and pressures of some description. Thus, necessary reforms to the model cannot sensibly be beholden to ‘right time’ considerations of this nature. In fact, waiting for a period of ‘calm’ would simply be a recipe for policy paralysis. Moreover:

· Better data would not obviate the need for judgement in determining the parameters of the broad RDC funding arrangements. For instance, no matter how good the data, there will always be a degree of uncertainty about precisely how producers will respond to such funding changes.

· Provided that changes to the model put forward in an inquiry of this nature are consistent with sound public funding principles, they should be little different from the changes that would emerge from a framework-wide review.

It is of course important that change is sufficiently gradual to allow levy payers, RDCs, researchers and other stakeholders to make the necessary adjustments. For this reason, the Commission is proposing that the halving in the cap on the matching dollar for dollar government contribution to 0.25 per cent of GVP occur gradually over 10 years. But with this gradual implementation approach in place — supported by the immediate introduction of an uncapped, second tier subsidy — there would be no good reason to delay the introduction of the recommended changes. 

12.4
Review arrangements

The Commission’s proposed reconfiguration of the RDC model offers the prospect of a significant gain to the community — especially if primary producers respond to the changes in government funding for the industry RDCs in a way that would seemingly be consistent with their own financial self-interest. Nonetheless, as alluded to above, there is inevitably some uncertainty about precisely how the reform package would play out. Also, changes ensuing from the reform initiatives in train elsewhere in the rural R&D framework (chapter 1) could have implications for the RDC arrangements, over and above the changes proposed by the Commission. 

More broadly, in looking to the longer term, the proposed funding arrangements would see industry-focused research within the RDC model still receive very generous public funding support compared to most other Australian industries. Accordingly, the arrangements that the Commission is putting forward for the next 10 years should not necessarily be viewed as the final ‘resting point’. 

Against this backdrop, and in keeping with a best-practice policy-making process, the Commission considers that provision should therefore be made for an independent public review of the impact of the proposed new RDC arrangements. In the draft report, the Commission argued that this review would best be conducted at the end of the ten-year phased reduction in dollar for dollar matching government contributions. 

Several respondents to the draft report argued that waiting ten years would be too long, suggesting that a five-year review would be more appropriate. In particular, they saw a review midway through the phased reduction in matching dollar for dollar contributions as providing an early opportunity to assess how producers were responding and to identify any unforeseen impacts.

However, as indicated in chapter 7, the Commission considers that a five-year review would be too early. In particular, it would be important that there was ample opportunity to bed down the new arrangements before that review was initiated. Specifically:

· RDCs and their levy payers should have had a realistic opportunity to respond to the changed environment — especially to the proposed second tier subsidy — before the effectiveness of the new arrangements was examined and consideration given to any further changes that might be required. In this regard, and even with the proposed streamlining to the levy change process (see chapter 10), adjusting levy rates in response to the new funding environment would still take time. It could also take time:

· to break the conditioning effect that the current cap on dollar for dollar matching funding appears to have had on investment behaviour in a number of rural industries 

· for levy payers to fully come to accept that they were to shoulder a greater share of the responsibility for funding research of direct benefit to them.

An early review could distract from this necessary change in mindset, and even encourage gaming behaviour designed to garner support for a reversion to the previous regime. 

· The process of gearing up RRA would take time (see chapter 8), meaning that it would also be some time before its detailed operational interface with the industry RDCs was clarified. And even after five years, it would only be some of RRA’s very early research projects which would be coming to fruition. 

· Likewise, adjustment of the industry RDCs’ research portfolios in response to both the creation of RRA and the changes to their own funding arrangements could not occur overnight. 

Accordingly, the Commission remains of the view that a broad-ranging examination of the proposed new arrangements should be left until after the end of the ten-year phased reduction in dollar for dollar matching government contributions. In broad terms, this review should look at the impact of the new arrangements on the level and mix of R&D sponsored through the model — with a particular emphasis on the response of levy payers to the changed funding regime and the effectiveness of RRA in catering for broader rural R&D needs and encouraging uptake of its research outputs by producers. 

The review should also address a number of specific matters flagged in this report, including whether all RDCs should be able to fulfil industry representation functions if their levy payers so wish, and whether the Australian Government should continue to match contributions made by processors to RDCs for funding R&D. More broadly, the review would provide an opportunity to look at the implications of changes in the wider rural R&D framework for the future configuration of the model. 
Recommendation 12.1

At the end of the ten-year phase-in of the proposed new government funding arrangements for industry Rural Research and Development Corporations (RDCs) — see recommendation 7.1 — there should be a further independent and public review of the RDC model. Amongst other things, that review should examine:

· the responses of levy payers to the changed matching government contribution regime

· the extent to which the changes to the model, and especially the establishment of Rural Research Australia, have helped to increase the amount of additional, socially valuable R&D induced by the Government’s funding contribution

· the impacts of the changes to the model on the adoption of research outputs by producers

· the case for making industry representation a generally allowable function for any RDC

· the arguments for and against continuing to provide matched government funding for contributions to the RDCs by processors

· whether the statutory levy rate review requirements have had any effects on the frequency of levy changes

· the implications of changes in the wider rural R&D framework for future RDC arrangements.

�	As noted in chapter 7, this ignores the small funding changes that could ensue from any special arrangements for smaller rural industries falling within the HAL and RIRDC umbrellas.
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