	
	


	
	



	
	


Overview

	Key points 

	· Through the Rural Research and Development Corporations (RDCs), rural industries and the Australian Government together invest some $490 million a year in R&D.

· This co-investment model has important strengths, including: helping to ensure that public money is not spent on research of little practical value; and facilitating greater and faster uptake of research outputs.

· However, as currently configured, the model has some significant shortcomings.

· It does not cater well for broader rural R&D needs.

· The overall level of public support for industry-focused research is too high given the sound financial reasons that producers or industries would have to fully fund much of this research themselves.

· The basis for the Government’s matching contribution to RDCs provides no incentive for producers to increase their investments in the model over time.

· While the broad model should be retained, significant changes to the way in which the Government contributes its funding are therefore called for. Specifically:

· The current cap on dollar for dollar matching of industry contributions by the Government should be halved over a ten-year period.

· A new, uncapped, subsidy at the rate of 20 cents in the dollar should be immediately introduced for industry contributions above the level that attracts dollar for dollar matching.

· A new, government-funded, RDC — Rural Research Australia (RRA) — should be created to sponsor broader rural research. With RRA in place, the other RDCs (except for the Fisheries RDC) should be left to focus predominantly on funding research of direct benefit to their industry constituents.

· These new arrangements would result in a modest reduction in total government funding for the RDC model — though with a similarly modest increase in private contributions, the overall amount of funding available to the RDCs could increase.

· More importantly, the redistribution of some public money to broader research would deliver better value for the community from its investment in the model.

· These funding changes should be supported by a new set of program principles, setting out the broad obligations on RDCs in return for their public funding and how the Government should discharge its responsibilities on behalf of the wider community. 

· Some more specific changes should also be made, including to: 

· enable (though not require) the appointment of a ‘government director’ to the board of an RDC

· improve the robustness and transparency of project evaluations, independent performance reviews, and the monitoring of program outcomes by the Government.

· There is also a need for better data on overall rural R&D funding and spending.

· However, overlaying the framework with a target level of total spending on rural R&D, or a target ‘research intensity’, would not be appropriate. 

	

	


Overview

Research and development (R&D) plays an important role in enhancing the productivity and competitiveness of Australia’s agriculture, fishing and forestry industries. It can also provide various other benefits, including better and lower priced food for consumers and improved environmental and animal welfare outcomes. 

Many of these benefits come from overseas research that is embodied in imported products and technologies used by primary producers. Also, while some of the rural R&D undertaken in Australia is ‘cutting edge’, the focus of much of this research is sensibly on the adaptation of global technologies to meet particular local requirements.

Though the available data are far from comprehensive, it appears that current annual funding for rural R&D and related extension activity in Australia is around $1.5 billion, of which three-quarters is provided by the Australian and State and Territory Governments (see table 1). This public funding is delivered through an array of general and sector-specific programs, with the research in turn conducted by a mix of government and private research providers. 

A sizeable part of the Australian Government’s funding for rural R&D is provided to Rural Research and Development Corporations (RDCs). These corporations commission rural research on behalf of primary producers, some processors and the Government. Producers contribute to the cost of this research primarily through statutory and voluntary levies, with most of the Government’s contribution provided on a matching dollar for dollar basis. In 2008-09, expenditure by the RDCs on rural R&D and related extension was nearly $490 million, with the Government contributing a little under $220 million to that cost. The RDCs are also able to ‘leverage’ this expenditure with cash and in-kind contributions from other sources (including other government-funded programs). Further background on the RDC arrangements is provided in box 1.

The RDC ‘model’ has a number of strengths (see below) and is generally held in high regard both in Australia and overseas. Nonetheless, concerns have been raised about aspects of the arrangements — particularly, the extent to which the Government’s funding contribution has helped to address unmet rural research needs, as opposed to subsidising R&D that producers would have had sound financial reasons to fund themselves.

Table 1
Rural R&D funding: where does the money come from?a
	Organisation type
	Funding
	Share

	
	million
	%

	Australian Government
	
	

	
Cooperative Research Centres
	63
	

	
Core funding for the CSIRO
	193
	

	
Core funding for the universities
	118
	

	
Research and Development Corporations (RDCs)
	218
	

	
Other departmental programs
	114
	

	
Forgone tax receipts arising from R&D tax concessions
	9
	

	Total Australian Government 
	715
	48

	
	
	

	State and Territory Governments
	
	

	
Project-related budget allocations
	348
	

	
Capital investment in R&D facilities
	47
	

	
Payments to other funders and suppliers
	21
	

	Total State and Territory Governments
	416
	28

	
	
	

	Private/Industry
	
	

	
Levy payments provided to RDCs
	248
	

	
Other (for which a tax concession is claimed)
	116
	

	Total Private/Industry
	364
	24

	
	
	

	Total
	1495
	100


a 2008-09 financial year. Includes funding for related extension activity.
Source: Productivity Commission estimates.

Against this backdrop, the Commission was asked to report on how well the RDC model has been working, whether it should be retained and, if so, how it might be modified to deliver better outcomes for the community. It was also asked to advise on how much Australia should be spending on rural R&D in total, and how much of that spending should be funded by governments.

Why should government support rural R&D?

The benefits of investment in rural R&D have been extensively investigated. While hard to quantify with any precision, there is little doubt that the overall payoff for both producers and the community from past investments has been significant.

	Box 1
An overview of the RDC ‘model’

	There are currently 15 RDCs — 6 statutory corporations and 9 industry-owned corporations (IOCs). All bar one cover single (though often broad) rural industries (for example, horticulture and grains). The exception is the Rural Industries RDC (RIRDC) which covers several smaller rural industries, as well as sponsoring research on ‘national rural issues’. (Land and Water Australia, which ceased operations at the end of 2009, was also a non-industry entity.) 

Most of the current RDCs derive the bulk of their funding from statutory or voluntary levies on primary producers, and in some cases processors, and matching funding contributions from the Australian Government — generally up to a ceiling of 0.5 per cent of an industry’s gross value of production. 

The RDCs are governed by boards, as well as being subject to various planning, consultation and reporting requirements imposed by the Government in return for its funding contribution. Those industries that pay statutory levies can vote on the rate.
However, while often characterised as a single model, there are considerable differences in the RDCs’ functions, funding and governance arrangements.

· A key difference is between the statutory corporations and the IOCs. The former are solely responsible for funding R&D and related extension activity, and operate under the Primary Industries and Energy Research and Development Act 1989 (the PIERD Act). In contrast, the IOCs also have marketing and, in some cases, industry representation functions. Moreover, they are subject to the Corporations Act 2001, with the requirements of the PIERD Act replicated through ‘Statutory Funding Agreements’.

· There are further differences within the two types of RDC in regard to such things as stakeholder consultation and board selection procedures.

· There is considerable variation in the statutory or voluntary levies through which producers contribute funding to their RDCs. As well, RIRDC and the Fisheries RDC receive ‘non-matching’ government funding for broader research tasks. 

The RDCs operate within a complex rural R&D framework. 

· An array of Australian and State and Territory Government funding programs are directed at meeting various government priorities and objectives. Public funding responsibilities are further split within levels of government. (For example, funding providers at the Federal level include the Agriculture, Fisheries and Forestry; Innovation; Climate Change; Education; Environment and Foreign Affairs portfolios.) 

· Primary producers and other private parties separately fund rural R&D, sometimes assisted by the R&D tax incentives and other general R&D support programs.

· Research management and delivery involves a range of public and private sector entities, including government departments, the RDCs, universities, the CSIRO, Cooperative Research Centres, farming groups and private firms and individuals.

Evaluating how overall funding and delivery responsibilities are shared across the various players is very difficult — not least because of the ‘money-go-round’ that ensues from the multiple funding pools available to those conducting rural R&D.

	

	


But such payoffs are not sufficient to justify public funding. If a producer can expect to capture sufficient benefits to make investment in a piece of research a financially attractive proposition, then a public funding contribution is unlikely to lead to a different investment outcome. Rather, it will simply shift part of the cost of the investment onto taxpayers.

Thus, as most inquiry participants agreed, the main rationale for public funding support dovetails from the un-priced benefits for third parties (‘spillovers’) that often attach to investments in R&D — though even this broad argument requires further unpacking.

· Even in the presence of spillovers, public funding support will only be justified where the expected benefits for a producer/industry are insufficient to motivate investment in research that is of net benefit to the community as a whole.

· Public revenue raising has various administrative and efficiency costs. Hence the expected benefit for the community from any public funding for rural R&D must be sufficient to cover these costs as well as the direct funding expense. Also, there are many calls on government funds, meaning that the expected benefits from public investment in rural R&D must have regard to the likely payoff for the community from alternative spending options.

In addition, it may be possible to ameliorate the impacts of ‘policy relevant’ spillovers in other ways. In the case of rural R&D, for example, industry levy arrangements have long been recognised as a means to help ensure that all producers who benefit from research contribute to its cost. 

However, as a means to address under-investment in rural R&D, producer levies are not a complete solution. In the first instance, their role is to address free-rider problems that could preclude worthwhile investment in R&D of direct benefit to the industry concerned. They are much less likely to facilitate investment in research where the benefits are either spread thinly across a wide range of industries, or mainly accrue to the wider community. General research into climate change or environmental issues are cases in point. As well, there are several reasons why producers might not contribute a sufficient amount of funding through levies — or other collective industry contribution mechanisms — even to allow all worthwhile industry-specific research projects to proceed. These reasons are detailed in the body of the report.

Accordingly, government funding support for rural R&D that induces additional, socially valuable research can add genuine value. 

Soundly based rural R&D, partly supported by public funding, may in turn contribute to a range of other goals — such as promoting food security and building stronger regional communities. But such outcomes are not by themselves sufficient reasons for government to contribute to research costs. Here again, a government contribution will only be beneficial for the community if the research concerned would not otherwise proceed.

Public funding principles

As outlined above, the RDC arrangements are only one, albeit very important, part of the rural R&D framework. It is therefore important to guard against the possibility that policy changes based on an assessment of this one part might diverge from those which would have resulted from a review of the entire framework.

One way to greatly lessen risks of this nature is to have in place a generally applicable set of public funding principles against which individual funding programs can be assessed. Indeed, basing public funding (or other forms of intervention) on clear and soundly based principles is widely recognised as being important in delivering good outcomes. 

Notably, there is currently no such set of principles to guide rural R&D policymakers. 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.

Central to the Commission’s proposed public funding principles is the additionality concept referred to above and elaborated on in box 2. The principles also cover matters such as the relationship of R&D funding programs to other policies affecting the performance of the rural sector; and design features that are likely to enhance the efficiency and effectiveness of individual funding programs.

Should these principles be supplemented with aggregate funding targets?

Based on the extensive empirical work looking at the benefits of past investment in rural R&D, it is frequently argued that Australia should be spending more on such research. 

	Box 2
Why has the Commission focused on research ‘additionality’?

	It is hard to dispute the notion that government funding for the RDCs should be provided in a way that makes a difference to research outcomes. Using scarce public funds to support research that would most probably have been undertaken anyway, would be no less costly than any other wasteful government subsidy. 

Application of the additionality concept will of course require those determining and implementing rural R&D funding policies to exercise judgement — especially given that it will not always be easy to predict what impact public funding is likely to have on the level and mix of research undertaken. However, the need for such judgement is hardly unique to this area. Rarely, if ever, will there be sufficient information available to determine precisely how a public funding program should be configured to deliver the greatest benefit for the community. Judgements on likely additionality, even if implicit, are therefore a key element of such policy formulation.

Also, while judgements on the likely additionality effects of government funding will often involve consideration of the relative size of the public and private benefits attaching to particular streams or types of research work, the additionality concept does not lead inexorably to the conclusion that only ‘public benefit’ research should be supported through the public purse. As noted in the text, if levy arrangements do not fully overcome free-rider problems, publicly supported research that is intended to benefit mainly producers can still be both additional and socially valuable. In other words, the delineation at the heart of the additionality concept is not between public and private benefits. In fact, most successful research projects in the rural sector will deliver a mix of both. Rather, it is between research that producers would have strong incentives to fully fund themselves and those where an appropriate producer/industry contribution is much less likely to be forthcoming.

	

	


But for a variety of reasons (see box 3), the Commission is not convinced that the empirical evidence substantiates the case that Australia’s overall spending on rural R&D is much lower than it should be. Similarly, it has not seen evidence that the policy framework would in future be unable to mobilise additional funding were this clearly identified as necessary to meet emerging needs.

More importantly, even if it could be categorically established that R&D spending in total were too low, this would still not indicate how individual policies 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 public contribution to individual rural R&D programs would still need to be judged against robust public funding principles — with particular emphasis on whether that contribution was adding genuine value as distinct from simply substituting for private funding.

	Box 3
Some empirical uncertainties

	An extensive body of empirical work strongly suggests that, in aggregate, past investment in rural R&D has provided a significant payoff both in Australia and internationally. Moreover, the large returns reported in most of the more recent studies are not greatly different from those in earlier work. The implication is that a higher level of investment in rural R&D would provide a net gain for the community. Prima facie, recent studies which indicate 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, lend further support to this notion.

However, in the Commission’s view, this empirical work cannot sensibly provide the foundation for determining future rural R&D policies. 

· As explained in the body of the report, there are a range of general methodological caveats to this sort of work.

· There are also some significant data-related uncertainties that go to the heart of the results of the studies looking at the broadacre experience in Australia.

· In contrast to the apparent slowdown in trend productivity growth in the broadacre sector since the mid-1990s, ABS productivity data for agriculture, fisheries and forestry as a whole suggest that trend productivity growth has been much more stable over this period. 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 wider rural arena. Indeed, even the broadacre-specific data reveals considerable diversity in productivity outcomes within this sector.

· The paucity of robust funding data means that it is difficult to be certain that overall public support has fallen significantly over the period covered by the studies. Though aggregate funding from State and Territory Governments has almost certainly declined, the trend in funding from the Australian Government is less certain. 

· Likewise, 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 greater private contribution. 

Even ignoring these caveats and uncertainties, the empirical work still provides little guidance on how individual programs should be configured and funded (see text).

	

	


Therefore, 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. Indeed, there would be a real risk that such targets could supplant rigorous analysis of the merits of particular policy approaches and funding programs. 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.

How well is the RDC model performing?

Various qualitative and project evaluation evidence suggests that the research sponsored by the RDCs has, in aggregate, been of significant benefit to the rural sector and the wider community. Moreover, while much of this benefit has come from research-induced productivity improvements in the sector, there have also been positive environmental and social impacts.

As a vehicle for planning, funding and delivering rural R&D, the RDC model has important strengths. 

· The strong linkages with producers, and the significant contribution that those producers make to the cost of the R&D, helps to ensure that money is not wasted on ill-conceived research, or work likely to be of limited practical value. 

· Those same linkages and financial contributions can encourage greater or more rapid uptake of research outputs by producers. This increases the overall value to the community of the research concerned.

· By virtue of their research brokering function and the large amount of cash funding they have at their disposal, the RDCs play a valuable ‘systems integrating’ role. For example, their capacity to influence the projects funded through other rural R&D programs has helped to prevent wasteful duplication of research effort.

· Over the past two decades, the RDCs have accumulated and retained considerable expertise in the funding and management of rural research. This would be difficult to quickly replicate within a completely different funding vehicle. 

Also, some criticisms of the model reflect the way it has been implemented in specific cases, and do not call into question the merits of the broad approach.

However, a range of general considerations and some specific evidence together suggest that the Government’s funding contribution is likely to have induced only a modest overall amount of additional, socially valuable research (see box 4).

The preceding observations do not mean that the investments made by the RDCs have been of limited value. To the contrary, without those investments, Australia’s rural sector would almost certainly be much less productive and competitive. Nor is the Commission suggesting that the level of research additionality has necessarily been modest for every RDC. The natural resource management and other broader research sponsored by RIRDC and the Fisheries RDC is germane in this context. It would also be possible to find individual projects sponsored by almost any of the RDCs for which the government contribution has been the primary driver.

	Box 4
Research additionality within the RDC model

	Given that the basis for public funding for rural R&D should be to induce socially valuable research that would not otherwise have been undertaken, in assessing the RDC model, the Commission has looked closely at the likely ‘research additionality’ attaching to the Government’s funding contribution.

Significant judgement is involved in considering what part of the RDCs’ research portfolios might have proceeded without government funding. Also, the degree of research additionality is likely to vary across individual projects and individual RDCs. 

Nonetheless, a range of considerations and specific evidence suggest that the overall degree of research additionality has probably been modest.

· As noted, the bulk of the RDCs’ research has been aimed at improving the productivity of producers. With levy arrangements in place to help address free-rider problems, there would seemingly often be sound financial reasons for producers to fully fund research of this nature. In contrast, there has been much less investment by most RDCs in broader rural research where the benefits are either thinly spread across a wide range of industries, or accrue primarily to the wider community — and where government funding is therefore more likely to make a difference. 

· High estimated benefit–cost ratios for many RDC-sponsored projects reinforce the notion that the incentives for private investment would often have been strong.

· Reflecting these sorts of incentives, the grains, wool and some fishing industries are paying levies to their RDCs that exceed the cap on matching government contributions and for which there is therefore no public funding support.

· There are similarly various examples of industries and individual entities investing in productivity-enhancing rural research outside of the RDC model. In fact, it appears that one of the effects of the high rate of support available through the matching contribution regime (see text) has been to draw in research from outside of the RDC tent. In a framework-wide sense, such research is not additional.

· The abolition of LWA and reduced government support for non-industry specific research within RIRDC has shifted public funding out of two of the areas within the RDC model where additionality most likely was/is greatest.

	

	


Even so, across the model as a whole, the community does not seem to be getting the best return for its very substantial investment. Put another way, 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.

A modified RDC model should be retained

The Commission looked at a number of alternatives to the RDC model — including reallocating the Australian Government’s current funding to the RDCs to either CSIRO, the universities or departmentally run research programs; or relying solely on the generally available R&D tax incentives. 

It concluded that it is highly unlikely that such approaches would deliver as good an outcome for the community. The case for retaining core elements of the model is therefore strong.

But this is not an endorsement of the status quo. The apparently modest level of additional research induced by the Government’s funding contribution is reflective of some systemic shortcomings in the current model. The model therefore requires significant reconfiguration.

The model does not cater well for broader rural R&D needs

The RDC model seeks to address broader as well as industry-specific rural research needs. Indeed, this is a key reason for the Government’s contribution — public support for R&D where the prospective benefits are spread widely over a range of industries, or would flow mainly to the wider community, is likely to have stronger inducement effects than support for industry-focused research. Reflecting this, the Government has recently been putting greater pressure on the RDCs to invest in more of this sort of research.

However, without substantial changes to the current model, any attempt to achieve a sizeable shift towards broader research will most probably be ineffectual. This is because, with the bulk of the Government’s funding contribution bundled with industry payments, any changes to the way government funding is spent will also affect how industry funds are seen to be spent. In these circumstances, exhortations alone are unlikely to overcome the likely resistance from producers (and even some of the RDCs) to a diversion of investment away from industry-focused research. 

Significantly, a considerable number of the key stakeholders now accept that changes to the current model are required to better address broader research needs.

The level of public support for industry-focused research is excessive

The higher is the rate of public funding support, the greater should be its likely inducement impact. As noted earlier, government revenue raising has administrative and efficiency costs and there are also various other calls on that revenue. Given this, it would be hard to justify spending large amounts of public money supporting research that, with the levy system in place to help address free-rider concerns, producers would often have had sound reasons to fully fund themselves. 

Judgements on what is ‘large’ or ‘too high’ inevitably must have regard to the level of public support for industry-focused research available to other sectors. Significantly, the Commission estimates that:

· The overall level of funding support provided via matching contributions to the RDCs over the last decade has been 10 times greater than the basic 125 per cent R&D tax concession and nearly 3 times greater than the premium 175 per cent tax concession.

· There would be a similarly large disparity under the proposed new R&D tax offsets.

(As explained in the body of the report, alternative measures from participants that sought to portray a smaller, or even no, disparity do not stand close scrutiny.)

The rural sector does have some characteristics that, in combination with deficiencies in the levy system as a means to overcome free-rider concerns, justify somewhat higher public support for industry-focused research than in most other parts of the economy. But these are not sufficient to justify support that is several times greater than is available for comparable research elsewhere.

The public funding ‘knife edge’ is discouraging additional industry contributions

At present, the government matching contribution is only paid on eligible industry contributions to the RDCs up to the 0.5 per cent of an industry ‘gross value of production’ (GVP). Thereafter, additional industry contributions attract no government funding (and are not even eligible for the R&D tax incentives).

Yet the case for at least some public funding support for industry-focused R&D within the RDC model does not evaporate once this arbitrary level of investment by producers is reached. In fact, this cut-off point for public support sets an unhelpful investment benchmark for producers that has no linkage to the benefits and costs of the research opportunities that are, or may become, available. Notably, the current knife-edge arrangement stands in contrast to the uncapped nature of the R&D tax incentives. 

How should these shortcomings be rectified?

Reflecting the above, the Commission’s proposals for improving future funding arrangements for the RDC model have three broad planks.

· Levy payers and other industry stakeholders should gradually take on greater responsibility for funding industry-focused research sponsored through the model.

· At the same time, there should be some uncapped publicly funded incentive for industries to increase their investment in the model over time.

· The Government’s contribution for broader rural R&D should in some way be managed separately from its contribution for industry‑focused research that is linked to levy and other industry payments.

Future funding for the industry RDCs

Several factors bear upon by how much, and over what period, relative funding responsibilities for industry-focused research within the model should be rebalanced. As well as the case for some enduring disparity in public support for such research, there are necessarily uncertainties about:

· the extent to which levy payers and other private parties would increase their investments to offset reduced government funding

· possible flow-on effects for State and Territory Government research funding and for broader rural research capacities

· the degree of pressure in coming years from other changes in the framework.

A degree of caution is therefore called for to help ensure that reductions in support are not excessive, and that the longer‑term stability of a highly worthwhile funding model is not put at risk. Also, it would be unfortunate if the effectiveness of the proposed new incentive for producers to increase their investments in the model over time (see below) was undermined by too large a reduction in the Government’s total funding contribution in the short to medium term.

At the same time, policy cannot be predicated on the possibility that some, or even many, producers might not respond to commercial incentives to invest more heavily in R&D — especially with those incentives still reinforced through levy arrangements. To seek to compensate for responses that would seemingly be counter to producers’ self‑interest would be to undermine the normal competitive pressures that reward innovative behaviour and wise investment decision-making, to the detriment of the community as a whole.

Balancing these competing factors, the Commission is proposing that there be:

· 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 GVP

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

As this second tier subsidy was not included in the funding proposal in the draft report, the Commission did not have the opportunity to formally test the approach with stakeholders. Nonetheless, concerns about the lack of an incentive for levy payers to maintain or increase their funding contributions to the RDCs were widespread, both before and in response to the draft report. Also, while this second tier subsidy would provide somewhat more generous funding support than the proposed new R&D tax offsets, investing within the RDC model brings with it some added costs. Hence, it is unlikely that this modest assistance differential would, by itself, encourage significant ‘importation’ of existing rural R&D into the RDC model.

With these changes in place, the Government’s contribution to the industry RDCs would gradually decline — based on current industry output values and levy rates, government funding would be some $75 million to $80 million a year lower at the end of the ten-year phase‑in. Importantly, however, this would be the maximum reduction. If the second tier subsidy had the intended incentivising effect, and levy contributions increased, there would be a smaller overall reduction in government funding. In addition, with the creation of Rural Research Australia (RRA — see below) there would be much less pressure on industry RDCs to invest in broader research that did not provide direct benefits to producers.

This new funding regime would affect individual industries and their RDCs differently. In particular, in those industries where producers are currently making above-cap contributions (for example, grains and wool), the proposed second tier subsidy would provide for some new public funding dollars — and in effect reward the sort of behaviour that the Commission is seeking to encourage across the industry RDCs as a whole. Also, the Commission has left open the possibility of separate government support arrangements for very small rural industries serviced by RIRDC and Horticulture Australia Limited. Were government funding for these industries to be subject to the proposed general approach, it is possible that there would be insufficient resources available to support even very rudimentary research programs. The Commission is therefore proposing that the future matching contribution regime for these industries be the subject of further consideration between the Government and stakeholders.

Finally, 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’. 

Creating a new non-industry RDC 

There is no bright dividing line between industry-focused, productivity‑enhancing, rural R&D and research aimed at addressing issues common to many rural industries or meeting needs of the wider community. Nonetheless, as discussed above, the current RDC arrangements have not been particularly effective in directing government funding into research where most of the benefits accrue outside of particular rural industries — and where a public contribution can therefore potentially make an important difference. It is for this reason that the Commission has concluded that there should in future be a separation of the management of government funding for industry-focused and broader rural research within the RDC model.

There are two generic ways in which such separation could be pursued:

· ‘earmark’ a portion of the government contribution provided to each RDC for use in sponsoring broader rural research, with direction from the Government on how that funding should be spent

· use a dedicated government‑funded RDC as the primary vehicle to sponsor such research.

For several reasons, the former approach would be problematic. Most importantly, though industry RDCs can and sometimes do invest in broader rural research, the interests of their producer constituents remain paramount. In light of past investment behaviour and the attitudes that remain in parts of the RDC community, the Commission is simply not convinced that reliance on greater direction from the Government within a still industry-focused setting would be sufficient to prevent the continued subjugation of broader rural research requirements. 

There would also be significant difficulties in seeking to augment the current broader research functions of RIRDC (that currently account for just $3 million of the entity’s total public funding of $13 million), whilst still leaving it responsible for meeting the research needs of some or all of its current industry constituency. The most likely result would be a potentially dysfunctional amalgam of a major publicly funded broader research program and some small‑scale, highly diverse, industry-focused R&D. Moreover, the mooted administrative savings from using RIRDC rather than a completely new RDC could, to a large extent, be illusory. Were RIRDC to be transformed into an entity charged with sponsoring a major broader rural research program, its board and staffing arrangements and its administrative and consultative processes would all require a major overhaul. 

Accordingly, if the Government is serious about having its broader research priorities appropriately addressed within the RDC arrangements, it should create and fund a new RDC — Rural Research Australia — to sponsor non-industry research directed at promoting the productive and sustainable use of resources by Australia’s rural industries. 

· RRA’s precise remit should be determined through a consultative process involving discussions by its board with the relevant areas of the Australian and State and Territory Governments, industry RDCs, major research providers such as CSIRO and the universities, and researchers. RRA’s board should then seek the agreement of the Government for its proposed remit and initial research agenda; and the funding appropriation necessary to deliver that agenda.

· In each of the first two years of its operations, RRA should receive seed funding of $5 million. Thereafter, it should be funded under a quadrennial agreement at a level which would allow for implementation of its agreed agenda in a timely way and without excessive reliance on leveraging from other funding sources. While it would not be sensible to specify a longer‑term public funding target in advance of the remit‑setting process, in establishing RRA, the Government should clearly signal that the new entity is to become an integral part of the RDC regime and that its future funding appropriations will reflect this.

In broad terms, RRA should be subject to the same sorts of governance, reporting and consultation requirements as the other RDCs. 

However, reflecting its very different nature, some of the more detailed requirements would be specific to the new entity. In this regard, a particularly important set of requirements will be those that the Commission is proposing to help ensure that RRA engages appropriately with other RDCs and their industry stakeholders. There is little point in undertaking applied research that is not adopted. Involving the industry RDCs in the development and implementation of RRA’s research program and extension strategies, and potentially in the delivery of the extension itself, will be crucial if many of those research outputs are to be widely adopted. 

Following the establishment of RRA, the industry RDCs should be left to focus predominantly on funding R&D of direct benefit to their producer constituents. Importantly, this change in role would not provide a licence for the industry RDCs to shift to the short-term, low-risk, adaptive end of the research spectrum. As reflected in the Commission’s proposed RDC principles (see below), in return for what would still be a significant amount of government funding, the industry RDCs would be expected to invest in an appropriate amount of longer-term, higher-risk and strategic research. It is this sort of industry research that would more likely be underprovided were there to be reliance on the levy regime alone. Nor would the change of research emphasis obviate the need for the industry RDCs to invest in environmental R&D of relevance to levy payers, or to collaborate with their counterparts and other research entities, including RRA. Even for industry-oriented R&D, collaboration will often be a means to improve efficiency and research quality, and to allow for investment in larger, potentially game‑changing, projects. Here again, the Commission is proposing some specific governance changes to ensure that the creation of RRA does not lead the industry RDCs to inappropriately disinvest in these sorts of areas.

More detailed changes to the RDC model and levy arrangements

Complicating the proposed revamp of the RDC model with a large number of more detailed changes would not be helpful. Indeed, it is highly desirable that the scope for the RDCs to tailor a general set of requirements to meet their particular needs is retained. The Commission has therefore focused in the first instance on developing a set of principles indicating:

· the conditions that should attach to the public funding provided to the RDCs

· how the Government should discharge its obligations so as to assist the RDCs to appropriately perform their roles and also to help ensure that the community receives a return commensurate with its large investment in the model (see box 5).

In addition, the Commission has recommended some specific changes to promote these principles, as well as to further enhance the flexibility of the model, namely:

· reducing Ministerial involvement in the priority setting and planning processes of the industry RDCs 

· permitting statutory RDCs (if a majority of levy payers agree) to undertake industry-funded marketing activity, thereby removing the current difference with the industry-owned corporations 

· allowing both statutory and industry-owned RDCs to request the appointment of a ‘government director’ to their boards where they consider this would complement board skills and improve dialogue with the Government

	Box 5
Principles to guide the future operation of the RDC program

	As a condition of receiving government funding, RDCs should:

· invest in a project portfolio that appropriately balances long‑term and short‑term, high‑risk and low‑risk, and strategic and adaptive research needs

· collaborate, as appropriate, with other relevant RDCs and research organisations in cross‑sectoral research

· have in place suitably resourced processes to facilitate timely adoption of research results

· use government funding solely for R&D and related extension purposes and not for any marketing, industry representation or agri-political activities 

· promote effective communication with industry stakeholders, researchers and the Australian Government

· publish relevant information on the outcomes of completed research projects in a timely manner

· through their processes for nominating potential directors and/or engagement with the Government on potential director appointments, facilitate boards that have a suitable balance of relevant skills and experience, rather than a balance of representative interests

· pursue ongoing improvements in administrative efficiency, with regard to both their own activities and those of their research partners

· undertake rigorous and regular ex ante and ex post project evaluation

· participate in regular and transparent independent performance reviews

· remedy identified performance problems in an effective and timely manner.

For its part, the Australian Government should:

· clearly articulate the role of the RDCs within the broader rural R&D framework

· engage openly and constructively with RDCs and other stakeholders

· discharge its administrative responsibilities in relation to the RDC program in a timely and efficient fashion

· verify that nominated representative bodies for each of the statutory industry RDCs remain suitably representative of the industries concerned and are not overly dependant on funding from the RDCs they are meant to oversee

· monitor the RDCs’ performance in a way that will enable transparent assessment of the outcomes of the program as a whole, and identification of specific performance problems

· effectively communicate with RDCs in regard to opportunities to improve performance, and take prompt and appropriate action if performance problems are not satisfactorily addressed.

	

	


· making the board of each statutory RDC, rather than the Minister, responsible for appointing its chairperson, thereby removing another current difference with the industry-owned corporations

· requiring all RDCs to continue to participate in a regular, comprehensive, transparent, program-wide, project evaluation process — such as that currently sponsored by the Council of Rural Research and Development Corporations

· extending to statutory RDCs the current requirement for the industry-owned RDCs to commission independent performance reviews every three to five years 

· requiring the Department of Agriculture, Fisheries and Forestry (DAFF) to prepare a consolidated, publicly available, annual report on the activities of the RDCs 

· making more explicit how DAFF should deal with an under‑performing RDC and the steps that should precede any withdrawal of government funding from the RDC concerned. 

Effective monitoring and sanctions on under‑performance are particularly important as unremediated performance problems within an individual RDC can potentially damage confidence in the model as a whole.

The Commission is also recommending a small number of changes to the levy arrangements — primarily to make it easier for rural producers to increase their contributions and thereby enhance their capacity to fund research that is of direct benefit to them.

Broader framework and review matters

In this inquiry, the Commission’s focus has been on the RDC arrangements rather than on how to improve the wider rural R&D framework. 

However, beyond the general issue of the basis on which governments should contribute to the cost of rural R&D, two other broader matters have been particularly relevant to the Commission’s assessments of the RDC model.

Improving the rural R&D data base

An important revelation in this inquiry has been the paucity of reliable data that are available on what is happening across the totality of the rural R&D framework. 

Of paramount concern is the absence of robust data on funding and spending flows within the framework. As a result, it is hard to be certain about how much in total is being spent on rural R&D, with whom it is being spent, and which parties are ultimately providing the funding. A particular challenge is unravelling the ‘money-go-round’ that results from the heavy emphasis on leveraging and collaborative research effort. An illuminating example for the sugar industry is provided in figure 1.

Figure 1
The sugar industry R&D funding money-go-rounda

	[image: image1]


a Funding for R&D in millions of dollars. Dashed lines denote in-kind funding. b See table 2.1 in the body of the report.
Though better funding and spending data would not remove the need for judgement on how much governments should be contributing to particular rural R&D funding programs, remedying the current information vacuum would undoubtedly help to improve policy making. DAFF should therefore undertake a scoping study to determine how such funding and spending data might be cost-effectively improved.

Better policy and program coordination

Where innovation and R&D matters are involved, special care is required to ensure that program and policy coordination initiatives do not unduly diminish diversity, flexibility and competition. Coordination initiatives motivated by a desire for a more ‘strategic’ approach to research also carry the risk that governments will assume too great a role in directing outcomes, or attempt to ‘pick winners’. 

Even so, there would be value in a lower key mechanism to better coordinate the Australian Government’s very substantial funding contribution for rural R&D. As indicated in box 1, this funding is channelled through a variety of individual programs, many of which do not reside within the agriculture, fisheries and forestry portfolio. An approach suggested by DAFF, which would draw on an existing coordination mechanism in place for the Australian Government’s innovation policy as a whole, could meet this requirement at relatively little cost.

Further review of the revised RDC arrangements

The funding and other changes that the Commission is proposing to the RDC model are significant. Especially, given uncertainties about precisely how producers would respond to the modifications to the level and form of government funding for industry-focused research, provision should be made for a subsequent further review. 

However, it is also important that there is ample opportunity to bed down the new arrangements before that review is initiated. Notwithstanding the proposed streamlining to the levy change process, adjusting levy rates in response to the new funding environment will still take time. It may also be some time before producers fully come to accept that they are to shoulder a greater share of the responsibility for funding research that is 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 Commission is therefore suggesting that the next review occur at the conclusion of the ten-year phase-in of the new funding arrangements. 

Why would the community as a whole be better off?

Implementation of the proposed funding package is unlikely to have large effects on total public funding for, and overall investment in, rural R&D. Were, for example, the budget 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 phasing period would be some $25 million to $30 million a year lower than at present. On this basis, producers would not have to replace a particularly large portion of the reduction in the Government’s contribution to the industry RDCs to deliver a neutral or even increased overall rural R&D investment outcome.

Such indicative aggregate funding outcomes are important for putting the Commission’s funding proposals in appropriate context and for addressing any claims that the future of either the RDC model or Australia’s overall rural R&D effort could be put at risk. 

That said, such aggregate impacts are not in fact a good basis for judging the worth of the Commission’s reform package. What that package seeks to do is 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.

In addition, the proposed changes would strengthen the performance disciplines on both the RDCs and the Government to the benefit of the rural sector and the wider community — and in a way which built on rather than detracted from the flexibility in the current arrangements. 

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.

The recommendations at a glance

	Recommendation
	Targeted benefits 

	Public funding principles

	· Institute a set of high level public funding 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.
	· Provision of clear and consistent guidance on what public funding is intended to achieve and how those goals are best pursued. Improved program evaluation and more consistency in funding approaches.

	Future public funding arrangements for the industry RDCs

	· Over ten years, halve the current cap on the Government’s dollar-for-dollar matching of industry contributions. 
	· Gradual shift to a more appropriate balance between private and public funding responsibilities for industry-focused R&D.

	· Immediately introduce an additional, 20 cents in the dollar, uncapped, matching contribution for industry payments above the cap on dollar for dollar matching.
	· Provision of an open-ended incentive for producers to increase their investments in the RDC model, akin to the generally available R&D tax incentives.

	· Give further consideration to the matching contribution arrangements for very small rural industries.
	· Ensure that a reasonable level of resources is available for research in these industries.

	Catering for broader rural R&D

	· Create a new non-industry RDC, ‘Rural Research Australia’ (RRA), to sponsor broader rural R&D. Leave other RDCs to focus predominantly on research of direct benefit to levy payers.
	· Through separation of the Government’s funding for broader research, remove the risk that broader research needs will be subjugated to producers’ R&D priorities.

	· Use a consultative process to determine RRA’s precise remit and funding requirements. After an initial period of seed funding, provide RRA’s budgetary appropriation through a quadrennial funding agreement.
	· Involvement of all relevant stakeholders in the considered development of RRA’s research agenda. Protection for RRA against funding cuts motivated by short‑term budgetary imperatives. 

	· Differentiate RRA’s governance, reporting and consultation processes to reflect its distinctive nature and to ensure there is effective engagement and collaboration with industry RDCs.
	· Facilitation of the effective discharge of RRA’s research responsibilities, including through involving producer interests in the research program and aiding adoption of research outputs at the farm level.

	Principles to guide the future operation of the RDC program

	· Implement a set of principles setting out the conditions that should attach to public funding for RDCs and the obligations on the Government as a key stakeholder in the program.
	· Continued flexibility for RDCs to tailor requirements to their particular circumstances, subject to them meeting overall performance obligations. More onus on the Government to engage constructively with RDCs and take effective action where an RDC breaches its obligations.

	Specific changes to help give effect to those principles

	· Lessen Ministerial involvement in the priority setting and planning processes of the industry RDCs (other than the Fisheries RDC).
	· Greater scope for RDCs to bring their expertise to bear in the formulation of research portfolios and reduced administrative costs.


(Continued next page)

The recommendations at a glance
(continued)
	Recommendation
	Targeted benefits 

	· Allow statutory as well as industry-owned RDCs to take on industry-funded marketing functions.
	· Realisation of synergies and administrative efficiencies through the combination of functions.

	· Defer assessment of whether industry representation should be a generally allowable RDC function until next review (see below).
	· Assessment informed by experience with stronger proscriptions on agri-political activity in statutory funding agreements.

	· Enable (though not require) the appointment of a ‘government director’ to an RDC board.
	· Complement existing RDC board skills and improve dialogue with the Government.

	· Allow boards of statutory RDCs to elect the chairperson.
	· Consistency with good governance practice in regard to promoting effective boards.

	· Require all RDCs to continue to participate in a regular, comprehensive and transparent program-wide project evaluation process.
	· Better information on project outcomes with flow on benefits for future investments.

	· Require all RDCs to commission regular, independent, performance reviews.
	· Through extension/augmentation of the existing requirements for industry-owned RDCs, enhance performance disciplines and improve research quality.

	· Require DAFF to prepare a consolidated, publicly available, annual report on RDC program outcomes.
	· More effective monitoring and identification of performance problems requiring remedial action.

	· Make more explicit the escalating sequence of actions that may be taken by the Government to deal with an under‑performing RDC.
	· Greater clarity for all stakeholders on how performance problems will be addressed by the Government.

	Levy arrangements

	· Abolish product-specific maximum levy rates.
	· Removal of an impediment to producers taking on a greater role in funding rural R&D.

	· Introduce an indicative time limit of six months for implementing a levy proposal that complies with the relevant requirements.
	· Increase the discipline on DAFF to process levy change proposals in an expeditious fashion.

	· Preclude matching government support for a contribution to an RDC by a single producer. 
	· Remove scope for public funding support through the RDC model for R&D that is largely of benefit to a single entity.

	Framework data collection and program coordination

	· Undertake a scoping study on how to cost-effectively collect better data on funding and spending across the framework.
	· Address a significant information impediment to effective policy making in the rural R&D area.

	· Establish a mechanism to coordinate the Australian Government’s various funding programs for rural R&D.
	· Reduced likelihood that decisions to introduce new programs, or modify existing programs, will be made in isolation.

	Further review

	· After the new RDC arrangements have been fully implemented, undertake a further, independent, public review.
	· Opportunity to examine how effective the new arrangements have been and what further changes might be required. 


Recommendations and findings 

Public funding 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.

Overall rural R&D spending and funding

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.

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.

Future public funding arrangements for the RDC model

Recommendation 7.1

The basis on which the Australian Government matches levy and other eligible industry contributions to the Rural Research and Development Corporations (RDCs) should be modified as follows:

· The generally applicable cap on the Government’s dollar for dollar matching of eligible industry contributions should be reduced from 0.50 per cent to 0.25 per cent of an industry’s gross value of production (GVP). This reduction should be phased-in over 10 years, with the cap reducing by 0.025 per cent of GVP each year during this period.

· There should be a new uncapped matching contribution of 20 cents per dollar for eligible industry contributions in excess of the applicable cap on dollar for dollar matching. This new contribution should be introduced in full at the commencement of the phase-in of the lower cap on matching dollar for dollar contributions.

· Contributions made to RDCs through donor company arrangements by an individual private entity (as defined in recommendation 10.3) should not be eligible for any matching government contributions.

Future matching contribution arrangements for very small industries paying statutory levies or making voluntary contributions to the Rural Industries RDC (RIRDC) or Horticulture Australia Limited (HAL) should be determined by the Department of Agriculture, Fisheries and Forestry, following further consultation with the Council of Rural Research and Development Corporations, HAL, RIRDC and the industries involved. This consultation process and the subsidy arrangements that emerge from it, should aim to:

· deliver a reasonable level of resources for research activity in the industries concerned

· ensure that access to these arrangements is appropriately limited in terms of both industry coverage and the duration for which special funding support is available.

This process should also encompass future arrangements for matching voluntary contributions made to RIRDC by the Fodder and Horse industries.

recommendation 8.1

The Australian Government should establish and fund a new Rural Research and Development Corporation (RDC), ‘Rural Research Australia’ (RRA). 

· RRA’s broad remit should be to invest, on behalf of the Australian Government, in non-industry specific R&D that promotes productive and sustainable resource use by Australia’s rural sector.

· Its precise remit should be developed through a consultative process, involving engagement by RRA’s board with: the Department of Agriculture Fisheries and Forestry (DAFF) and other relevant areas of the Australian Government; the Primary Industries Standing Committee (PISC) of the Primary Industries Ministerial Council; industry RDCs; major research providers and researchers. As part of this process — which should be completed with 12 months — explicit consideration should be given to:

· bringing the ‘national rural issues’ R&D (and the associated funding) that is currently the responsibility of the Rural Industries RDC within the new entity

· the scope to beneficially transfer any Australian Government departmental research programs (and the associated funding) into RRA.

However, RRA’s remit should not extend to the sector-specific, broader resource management, research undertaken by the Fisheries RDC. 

RRA’s board should then seek the agreement of the Government for its proposed remit and initial research agenda; and the funding appropriation necessary to deliver that agenda. 

· RRA should be created as a statutory R&D corporation under the Primary Industries and Energy Research and Development Act 1989 (Cwlth). 

· In each of the first two years of its operations, RRA should receive seed funding from the Australian Government of $5 million to meet establishment expenses, to allow it to engage with relevant parties as part of the remit and agenda setting process, and to cover the costs of any early research contracts.

· Thereafter, its funding appropriation should be provided under a quadrennial agreement at a level which would allow it to implement the agreed agenda in a timely way and without excessive reliance on leveraging from other funding sources, including from other RDCs.

· More generally, in establishing RRA, the Government should clearly signal that the new entity is to become an integral part of the RDC arrangements and that its future funding appropriations will reflect this.

· RRA should operate under the same broad governance, reporting and consultation requirements as other statutory RDCs. However, it should:

· be exempted from the designated industry body provisions

· be subject to the existing rather than the proposed new general arrangements governing Ministerial involvement in priority setting and planning processes (see recommendation 9.2)

· be excluded from the proposed change to allow statutory RDCs to take on marketing functions (see recommendation 9.3)

· have special board composition and selection procedures: specific provision should be made to include a senior member from DAFF; an equivalently senior State and Territory Government member nominated by PISC; and either the independent chair of the Council of Rural Research and Development Corporations, or a chair of one of the industry RDCs elected by the Council. The remaining board members should be appointed by the Minister based on the advice of a selection committee chaired by the Secretary of DAFF.

· In giving effect to the requirement for periodic independent reviews of the performance of all RDCs (see recommendation 9.8), the reviews of RRA’s performance should explicitly assess whether: 

· it has engaged effectively with industry RDCs

· its research portfolio includes an appropriate number of collaborative projects with industry RDCs and/or other industry interests

· its extension strategies have given suitable attention to drawing on the skills and producer linkages of the industry RDCs.

· Following the establishment of RRA, the other RDCs — except for the Fisheries RDC — should be left to focus predominantly on funding R&D of direct benefit to their levy payers, with their funding contributions from the Australian Government gradually adjusted in accordance with recommendation 7.1.

Principles to guide the future operation of the RDC program

Recommendation 9.1
As a condition of receiving government funding, Rural Research and Development Corporations (RDCs) should:

· invest in a project portfolio that appropriately balances long‑term and short‑term, high‑risk and low‑risk, and strategic and adaptive research needs

· collaborate, as appropriate, with other relevant RDCs and research organisations in cross‑sectoral research

· have in place suitably resourced processes to facilitate timely adoption of research results

· use government funding solely for R&D and related extension purposes and not for any marketing, industry representation or agri-political activities 

· promote effective communication with industry stakeholders, researchers and the Australian Government

· publish relevant information on the outcomes of completed research projects in a timely manner

· through their processes for nominating potential directors and/or engagement with the Government on potential director appointments, facilitate boards that have a suitable balance of relevant skills and experience, rather than a balance of representative interests

· pursue ongoing improvements in administrative efficiency, with regard to both their own activities and those of their research partners

· undertake rigorous and regular ex ante and ex post project evaluation

· participate in regular and transparent independent performance reviews

· remedy identified performance problems in an effective and timely manner.

For its part, the Australian Government should:

· clearly articulate the role of the RDCs within the broader rural R&D framework

· engage openly and constructively with RDCs and other stakeholders

· discharge its administrative responsibilities in relation to the RDC program in a timely and efficient fashion

· verify that nominated representative bodies for each of the statutory, industry RDCs remain suitably representative of the industries concerned and are not overly dependant on funding from the RDCs they are meant to oversee

· monitor the RDCs’ performance in a way that will enable transparent assessment of the outcomes of the program as a whole, and identification of specific performance problems

· effectively communicate with RDCs in regard to opportunities to improve performance, and take prompt and appropriate action if performance problems are not satisfactorily addressed.

Specific changes to help give effect to the RDC principles

Recommendation 9.2
Consistent with the overarching public funding principles for the rural R&D framework (see recommendation 4.1), the legislation and statutory funding agreements for Rural Research and Development Corporations (RDCs) should indicate that the ultimate objective of the public funding they receive is to induce socially valuable rural R&D that would not otherwise be undertaken.

With that guidance and the RDC-specific principles (see recommendation 9.1) in place, requirements for formal Ministerial involvement in research priority setting and approving RDCs’ strategic and operating plans should be removed, except for the Fisheries RDC and Rural Research Australia.

Recommendation 9.3
The Primary Industries and Energy Research and Development Act 1989 (Cwlth) should be amended so that the statutory Rural Research and Development Corporations (RDCs) — with the exception of Rural Research Australia — can add marketing to their functions, where this is supported by the majority of levy payers and approved by the Minister for Agriculture, Fisheries and Forestry. The amendments should ensure that government contributions to any RDC that takes on marketing functions are only used to fund research and development, as defined in the Act.

Recommendation 9.4

The case for making industry representation a generally allowable function for any RDC — statutory or industry-owned — should be considered as part of the proposed future review of the new RDC arrangements (see recommendation 12.1). In the interim, the two RDCs that already have an industry-representation role — the Australian Egg Corporation Limited and Australian Pork Limited — should be allowed to maintain that function.

Recommendation 9.5

Provision should be made in statutory funding agreements for the Australian Government to appoint a director to the board of an industry-owned Rural Research and Development Corporation (RDC) where that RDC requests such an appointment in order to complement existing board skills and improve dialogue with the Government. This director should not be a current Commonwealth public servant, but should have significant contemporary experience in, and knowledge of, government policy processes and public administration.

For the same purpose, the Primary Industries and Energy Research and Development Act 1989 (Cwlth) should be amended so that the Government can, if requested to do so by a statutory industry RDC, select and appoint a single director to that RDC’s board outside of the usual nomination process. Such a director could be, though need not be, a current Commonwealth public servant.

Government appointments to the board of Rural Research Australia should be the subject of entity‑specific provisions (see recommendation 8.1).

Recommendation 9.6

The Primary Industries and Energy Research and Development Act 1989 (Cwlth) should be amended to make the board of each statutory Rural Research and Development Corporation responsible for electing one of its appointed directors as chairperson, and setting the term of this appointment.

Recommendation 9.7

The Primary Industries and Energy Research and Development Act 1989 (Cwlth), and the statutory funding agreements for industry-owned Rural Research and Development Corporations (RDCs) should be amended so that all RDCs are required to continue to participate in a regular, transparent and comprehensive program‑wide project evaluation process, such as that currently facilitated by the Council of Rural Research and Development Corporations (CRRDC).

Through the CRRDC, the RDCs should continue to explore means to increase the robustness of this evaluation process, including through a greater emphasis on revisiting past evaluations to assess whether assumptions about such things as adoption rates and additional extension‑related costs have proved to be reliable.

For the time being, the program‑wide evaluation process should continue to be on an annual basis. However, if based on the advice of the CRRDC and the Department of Agriculture, Fisheries and Forestry, the Minister is satisfied that the benefit–cost tradeoff is such as to justify a less‑frequent timeframe, that timeframe should be adjusted accordingly.

Recommendation 9.8

The Primary Industries and Energy Research and Development Act 1989 (Cwlth) should be amended so that each statutory Rural Research and Development Corporation (RDC) is required to commission an independent performance review every three to five years. Similarly, statutory funding agreements should continue to require that each industry‑owned RDC commission an independent performance review every three to five years. 

· The precise frequency and scope of review for each RDC should be agreed with the Department of Agriculture, Fisheries and Forestry. 

· However, every review should explicitly examine the performance of the RDC concerned against the principles articulated in recommendation 9.1, and should also consider the scientific merit of that RDC’s research portfolio.

· Review reports should be provided to the Minister for Agriculture, Fisheries and Forestry — along with proposed actions to address any identified performance deficiencies — and then be made publicly available.

Recommendation 9.9

The Department of Agriculture, Fisheries and Forestry should prepare a publicly available, consolidated, annual monitoring report on the activities of the Rural Research and Development Corporations (RDCs). These monitoring reports should draw, as appropriate, on the outcomes of the program-wide project evaluation process (see recommendation 9.7) and independent performance reviews (see recommendation 9.8), and contain:

· data on each RDC’s funding arrangements, including a breakdown of 
industry and matching government contributions, as well as the division of expenditure between R&D-related activity and any other functions

· a broad overview of R&D sponsored by the RDCs and associated outcomes

· details of any identified breaches of obligations under relevant legislation and associated funding agreements during the monitoring period; and the steps that have been, or will be, taken to address those breaches 

· a summation of the department’s performance in implementing new R&D levies, and changes to existing levies (see recommendation 10.3).

Recommendation 9.10

To motivate an under‑performing Rural Research and Development Corporation (RDC) to remediate problems identified in an independent performance review (recommendation 9.8), the Department of Agriculture, Fisheries and Forestry (DAFF) should employ an escalating series of monitoring and reporting mechanisms. These should draw on the existing provisions available to DAFF, including to:

· require an interim follow‑up performance review within 12 months

· initiate a formal audit of an under‑performing RDC by the Auditor‑General

· invoke its powers under the Primary Industries and Energy Research and Development Act 1989 (Cwlth) to direct the conduct of a statutory RDC

· apply the provisions in statutory funding agreements enabling it to impose conditions on how, and for what purposes, funds can be spent by an industry‑owned corporation.

If, after a reasonable period of time, it becomes clear that non‑pecuniary sanctions have not been sufficiently corrective, then the Australian Government should partially or fully withdraw its funding for the RDC concerned.

Levy arrangements

Recommendation 10.1

Product-specific maximum levy rates should be removed from schedules 1 to 26 to the Primary Industries (Excise) Levies Act 1999 (Cwlth).

Recommendation 10.2

An indicative time limit of six months should be introduced for the implementation of new levies, and changes to the rates of existing levies, following the receipt of a complying proposal. As part of its annual monitoring report on the Rural Research and Development Corporation program (see recommendation 9.9), the Department of Agriculture, Fisheries and Forestry should report on its performance against this requirement, and where the requirement has not been met, indicate the reasons for this.

Recommendation 10.3

Voluntary contributions to Rural Research and Development Corporations should only be eligible for matching government funding if the following conditions are satisfied.

· At least two non-associated entities — whether directly or through an industry body — have made a financial contribution toward the cost of the research concerned. 

· There are no commercial-in-confidence provisions precluding general disclosure of the outcomes of the research for any longer than is needed to apply for agreed intellectual property protection.

Finding 10.1

In industries where an RDC is responsible for undertaking both research and marketing functions, levy payers should be free to opt for either separate levies or a combined levy. It should also be up to levy payers to determine the scope for the boards of these RDCs to reallocate levy funding between R&D and marketing without requiring formal approval from levy payers and what other mechanisms might be required to ensure that such reallocations are appropriate.

Finding 10.2

It is important that the Levies Revenue Service continues to monitor its performance and the costs of collecting levies, and communicates the results of that monitoring to stakeholders via its Annual Report and other appropriate communication channels.

Finding 10.3

There is no strong basis for extending statutory R&D levies on processors beyond their current application.

Finding 10.4

Especially over short time periods, it would be counterproductive for RDCs to try and precisely calibrate the expected regional distribution of benefits from their project portfolios with the regional distribution of levy payments. However, over time, if RDCs’ research outputs do not deliver benefits to all levy payers, ongoing support for the levy system and the RDC model could be put at risk.

Framework data collection and program coordination

recommendation 11.1

The Department of Agriculture, Fisheries and Forestry (DAFF) should undertake a scoping study to determine how the data on funding and spending flows within the Australian rural R&D framework might be improved in a cost‑effective way to better inform future policy making. In doing so, DAFF should consult with relevant stakeholders, including State and Territory Governments, the Council of Rural Research and Development Corporations, farming groups and the Australian Farm Institute. DAFF should finalise and publish this scoping study within 12 months.

recommendation 11.2

The Australian Government should establish a subcommittee to its Coordination Committee on Innovation, focused exclusively on rural R&D. That subcommittee should be tasked with:

· promoting consistency in approaches across specific and more general Australian Government programs that provide funding for rural R&D

· liaising with other relevant entities — including the Primary Industries Standing Committee of the Primary Industries Ministerial Council — on the implications of changes in Australian Government funding programs for the totality of the rural R&D framework and on any associated cross-government or industry-government coordination issues that arise

· providing advice to the Australian Government on any systemic coordination issues that require remedial action.

The subcommittee should also provide input to the development of the research remit for Rural Research Australia (see recommendation 8.1).

Further review

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.
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