F  Supporting research and related
activities

The Commission’s supporting research program encompasses a range of activities.
This appendix provides brief summaries of Commission Research Papers,
Submissions and Staff Working Papers released in the year. It also lists the
presentations given by the Chairman, Commissioners and staff to parliamentary
committees, conferences and industry and community groups in 2010-11, as well as
briefings to international visitors.

Commission Research Papers

Population and Migration: Understanding the Numbers

December 2010

In this Research Paper, the Commission sought to improve the information base for
public discussion by describing the main demographic trends and what lies behind
them. That said, it did not seek to be exhaustive, but rather to focus on those
features that seem most important.

Key points of the study were:

« Since the 1980s, net overseas migration has overtaken natural increase as the
major contributor to Australia’s population growth.

« Although the total fertility rate in Australia has risen recently, it is still only half
what it was in the early 1960s.

« Over the past century, life expectancy has increased significantly. This has
mitigated the decline in natural increase and been the main contributor to the
ageing of Australia’s population.

« Migration flows are shaped by the economic and social motivations of migrants
and by government policy in Australia.

— Only the permanent migrant intake is controlled directly by the government,
but migration is also influenced indirectly through other policy settings and
conditions.
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« Net overseas migration has grown strongly during the past ten years, with most
of the growth being in the ‘temporary’ categories.

— Temporary migration contributes to Australia’s population growth in the long
term as well as short term. In the last five years, many overseas students and
skilled temporary migrant workers obtained permanent residency onshore.

o The Humanitarian Program is a small component of the total migrant intake.
Refugee visas granted to unauthorised arrivals do not increase its size.

« Australia’s population is highly urbanised. In recent years, population growth in
capital cities has exceeded growth in most other parts of the country.

o Future population levels are sensitive to even minor variations in the
components of population change and cannot be predicted with accuracy.

o The economic effects of immigration and population growth are diverse,
depending on source, composition and context.

Submissions

Submission to the Rural Research and Development Council
February 2011

In January 2011, the Rural Research and Development Council (‘the Council’)
released a draft National Strategic Rural Research and Development Investment
Plan (‘the draft plan’). The Council invited public comment on this draft plan,
including from the Productivity Commission, before preparing a final version for
the Minister for Agriculture, Fisheries and Forestry.

The Commission considered that it was well placed to comment on the draft plan,
having just completed an inquiry on the Rural Research and Development
Corporations (RDCs) (PC 2010); and having also undertaken a major study into
public support for science and innovation in 2007.

The submission stated that there were a considerable number of aspects of the draft

plan and its foundations which, based on its own studies, the Commission

supported, including:

« the considerable benefits for both the rural sector and the wider community from
soundly based investments in rural R&D.

o the role that collaborative research effort — including as appropriate with
international entities — can play in improving research quality and allowing for
investment in larger, potentially game changing, projects
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the role of rural R&D in helping to integrate natural resource management
within farming systems. (Partly for this reason, in its 2010 report on rural
research and development the Commission proposed that the Government create
and fund a new non-industry RDC, Rural Research Australia)

the potential to increase private investment in rural R&D. (Indeed, in the
Commission’s view, governments in Australia have been shouldering too much
of the overall funding load, with the funding changes proposed in its report for
the RDC program designed to gradually rebalance funding responsibilities
within this one component of the framework at least. Some further commentary
on the public/private funding interface is provided below)

the need to engender a culture of evaluation and a commitment to robust
performance evaluation across the entirety of the rural R&D framework. (To this
end, both the proposed public funding principles and RDC operating principles
in its report made specific reference to evaluation, with the Commission also
putting forward some specific enhancements to the performance evaluation and
monitoring regime for the RDCs)

the difficulties created for effective policy making and program delivery by the
fragmented nature of much of the rural R&D framework. (To build on current
initiatives to address such fragmentation, in its report, the Commission proposed
a new ‘low key’ mechanism to better coordinate the Australian Government’s
funding for rural R&D)

the difficulties created for effective policy making by the lack of robust data on
funding and spending flows. (Thus, like the Council, in its report the
Commission put forward a specific data improvement initiative)

the need to support human capital development through high quality education
and training systems.

Nevertheless, the Commission had some concerns about the thrust of, and
underpinning for, the Council’s draft plan. These included:

giving little weight to means other than domestic investment in research for
improving the economic, environmental and social performance of the rural
sector;

a need to ensure that a concern to coordinate R&D programs and associated
institutional structures does not unduly diminish diversity, flexibility and
competition;

the lack of a clear basis for determining when government should be involved in
rural R&D investment decisions; and
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« little detail about the analytical underpinnings for many of the Council’s detailed
findings and recommendations, including alternative approaches that may have
been considered and rejected.

Submission to the Taskforce on the Sustainable Population Strategy
for Australia

May 2011

This submission to the Taskforce on a Sustainable Population Strategy for Australia
was prepared initially as a background paper for attendees at a recent Commission
Roundtable on the topic of ‘A 'Sustainable' Population? — Key Policy Issues’.

The paper set out a framework for exploring the different dimensions of ‘population
policy’. It drew on earlier research by the Commission on the impacts of migration
and population ageing and its analysis of recent trends, to:

« briefly describe recent population growth and its sources;

« set out a broad policy framework with the remaining sections addressing the
potential impacts of population growth and the policy implications;

« provide an overview of the impacts of population growth on economic growth;
« discuss some implications for urban and environmental amenity; and

« provide a brief discussion of the potential social and cultural impacts.

Staff working papers

Note: The views expressed in staff working papers are those of the authors and do
not necessarily reflect the views of the Productivity Commission.

Investments in Intangible Assets and Australia's Productivity Growth:
Sectoral Estimates

Paula Barnes, July 2010

This staff working paper examined sectoral investment in intangible assets in
Australia following on from an examination of intangibles assets in the market
sector as a whole (Barnes and McClure 2009). It highlighted some significant issues
relating to the measurement of intangibles and their contribution to productivity,
finding that estimates of intangibles at the aggregate level mask considerable
sectoral differences.
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Key points of the paper included:

In addition to tangible assets, such as plant and equipment, intangible assets,
such as knowledge, firm-specific skills, and better ways of doing business, are
important for economic growth.

Most spending on intangibles is treated as a current expense in the national
accounts rather than as an investment. This understates total investment and
value added (production less intermediate inputs) in any period. The effect on
measured productivity growth will vary by industry sector.

Australian investment in intangibles in 2005-06 was estimated to be almost 65
per cent of tangible investment in the manufacturing sector, but only 50 per cent
of tangible investment in the service sector.

— Manufacturing invested almost $14 billion in intangible assets, while the
service sector invested $35 billion.

— By not fully capitalising intangibles, value added was understated by almost
13 per cent in manufacturing, and by almost 8 per cent in services.

— Since 1993-94 average annual growth in total intangible investment in
manufacturing has been somewhat less than in services; with relatively high
growth rates in organisational capital (strategic planning, adaptation and
reorganisation) and computerised information in both sectors.

— Manufacturing invests a larger share of its total intangible investment in
innovative property than does the service sector, as a result of the
concentration of ‘traditional’ R&D in manufacturing. The service sector has a
larger share in computerised information, while economic competencies
account for around 50 per cent in each sector.

Treating intangibles as investment increases both the capital stock and capital
income. Hence the average rate of return on all capital can rise or fall. In
practice, in each sector, capitalising the new intangibles increases the rate of
return in about half the years and decreases it in the other half. Unmeasured
intangibles do not appear to be the main factor behind rate of return differences
between these sectors.

Treating investment in intangible assets as capital raises measured final output
and measured capital inputs and alters the capital-labour ratio. Hence the effect
on measured multifactor productivity (MFP) growth is complex. While adjusting
for the ‘new’ intangibles does not have a large direct effect on conventionally-
measured MFP growth for the Australian market sector as a whole, this conceals
considerable sectoral differences.
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— In the 1998-99 to 2003-04 productivity cycle, the contribution of these
intangibles to conventionally-measured MFP growth was -0.03 of a
percentage point in manufacturing but 0.15 of a percentage point in services.

— In the period of the market sector productivity surge (1993-94 to 1998-99),
the contribution was 0.09 of a percentage point in manufacturing but only
0.04 of a percentage point in services.

— However, capitalising intangibles did not change the pattern of MFP growth
between cycles in either sector in Australia — in contrast with Japan, where
it changed in both sectors. Prior to capitalising intangibles, Australian service
sector MFP growth in the early 2000s was higher than the Japanese rate, but
after capitalising intangibles the rate was lower in Australia than in Japan.

Childhood Obesity: An Economic Perspective

Jacqueline Crowle and Erin Turner, September 2010

Key points from the paper were:

The weight of Australian children has increased markedly in recent decades, to
the point where around 8 per cent are defined as obese (based on Body Mass
Index), and 17 per cent as overweight.

While the prevalence of obesity may have levelled off since the mid 1990s, it is
still widely considered to be too high.

Childhood obesity has been linked to a raft of physical and psychosocial health
problems, including type 2 diabetes and cardiovascular disease, as well as social
stigmatisation and low self-esteem.

Simply put, obesity results from an imbalance between energy consumed and
expended. But the underlying causes are complex and difficult to disentangle.

— An economic perspective considers how individuals respond to changes in
incentives, and how they make decisions involving tradeoffs between
different consumption and exercise choices, including how they spend their
time.

Governments need to consider a range of issues in addressing childhood obesity.

— Most of the costs of obesity are borne by the obese themselves and their
families.

— Market incentives to provide information about the causes and prevention of
obesity are weak, creating a role for government. But unlike alcohol and
tobacco consumption, the externalities (spillovers on unrelated third parties)
associated with obesity are probably minor.

212

ANNUAL REPORT
2010-11



— Behavioural limitations can influence how people use available information
about preventing obesity — even when it is available — and their responses
to incentives and tradeoffs. Children are particularly susceptible to these
limitations and have difficulty taking into account the future consequences of
their actions.

— Obesity prevalence varies across the socioeconomic profile of the
community, such that there can be important distributional issues.

— The obese also consume a disproportionate share of medical services, which,
equity considerations aside, adds to the costs of our public health system.

There is only limited evidence of interventions designed to address childhood
obesity achieving their goals.

— This could reflect the inherent complexities and the multiple causes of
obesity.

— But it might also reflect poor policy design and evaluation deficiencies.

Notwithstanding the lack of evidence of interventions reducing obesity, some
studies suggest that they can positively influence children’s eating behaviours
and levels of physical activity, which in turn might influence obesity over time.

The complex nature of the problem suggests that policies need to be carefully
designed to maximise cost effectiveness, and trialled, with a focus on evidence
gathering, information sharing, evaluation and consequent policy modification.

Links Between Literacy and Numeracy Skills and Labour Market
Outcomes

Anthony Shomos, October 2010

Key points were:

Literacy and numeracy skills are key components of human capital, which is an
important driver of economic growth.

This paper utilises data from a 2006 survey on the literacy and numeracy skills
of the Australian adult population. Analysis reveals that literacy and numeracy
skills:

— for nearly half of the population were assessed at either levels 1 (the lowest
level) or 2, both of which are below the minimum level deemed necessary to
participate in a knowledge-based economy (level 3).
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— vary according to a number of factors, and were generally highest for people
who had either undertaken higher levels of education, were born in an
English speaking country or were of prime working age (2044 years old).

Models were used to estimate the effect of improved literacy and numeracy
skills on the probability of labour force participation and on wages.

Results confirm previous research in the human capital literature — that
improving literacy and numeracy skills has a positive, statistically significant
effect on labour market outcomes.

More specifically, it was estimated that an improvement in literacy and
numeracy skills from level 1 to level 3 would:

— increase the likelihood of labour force participation by about 15 percentage
points for women and about 5 percentage points for men

— increase hourly wage rates by about 25 and 30 per cent for women and men
respectively.

Improving educational attainment was also estimated to have a positive,
statistically significant effect on labour force participation and on wages.

— However, once literacy and numeracy skills were controlled for, the effect of
increasing educational attainment on labour force participation and on wages
was reduced. Some of the benefit occurs because more highly educated
people tend to have higher literacy and numeracy skills.

Literacy and numeracy skills are developed through education, but they can also
be enhanced in other ways.

— Understanding the factors that influence literacy and numeracy skills is
important and could be further explored with the data used in this paper.

Labour Force Participation of Women Over 45

Geoff Gilfillan and Les Andrews, December 2010

Key points from the paper were:

The contribution of mature aged women (aged 45 to 64 years) to total hours
worked in the economy by people of working age has increased from 6 to 15 per
cent over the past three decades.

— Over 40 per cent of this growth has resulted from an increase in the share of
mature aged women in the working age population; the rest is due mainly to a
steady increase in the labour force participation rate. Work intensity has
hardly changed.
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The share in employment accounted for by mature aged women has increased
across nearly all industries, including those where they have traditionally not
been employed in large numbers.

Younger women today have both higher levels of education and labour force
participation than mature aged women had when they were younger. It is likely,
therefore, that participation rates for mature aged women will continue to rise as
these younger women enter older age groups.

A woman’s health status and caring responsibilities also influence her likelihood
of participating in the labour force in later life. A mature aged woman is more
likely to be in the labour force the longer her previous period of labour force
engagement.

Currently, proportionately fewer mature aged women participate in the labour
force than either mature aged men in Australia or mature aged women in similar
OECD countries. However, the gaps in participation have narrowed considerably
over the past three decades.

Most mature aged women who are not in the labour force appear to prefer not to
work.

Around 7 per cent of mature aged women could potentially be induced to enter
the labour force. However, the barriers or obstacles to participation of many in
this group are significant and difficult to address.

Almost one quarter of mature aged women working part time want to increase
their hours of work. However, one half of women working full time want to
work less hours. If all mature aged women were to work the hours they
preferred, the net effect would be a fall in total hours worked of nearly 11 per
cent.

As in most OECD countries, women retire earlier than men, although the gap is
narrowing.

— The decision to retire is influenced mainly by considerations of financial
security and health/physical ability.

Over the next couple of decades, the contribution of mature aged women to total
hours worked will continue to rise steadily. However, the potential for additional
growth in participation and average hours worked for the current cohort of
mature aged women appears limited.
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