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Submission by the Business Council of Australia

Summary

Production in all areas of human activity is becoming increasingly knowledge intensive.
This poses a range of difficult challenges for all societies. 

It is crucial that Australians face up to the issue both for ourselves and on our behalf of
our children. We see this as an area requiring strong national leadership with potentially
large social benefits.

Much of the recent success of the Australian economy has been due to process
innovation put in place over the last decade. While it is important to be innovative in
process terms, Australia should complement this effort with an increased focus on
product innovation.

The Business Council of Australia treats the matter very seriously. It was for this reason
that we co-sponsored the National Innovation Summit, and strongly supported the
subsequent processes.

The recommendations of the Innovation Summit Implementation Group (the Miles
Report) and the Chief Scientist focus attention upon three key concerns: the need to
create an ideas culture; the generation of ideas; and the commercialisation of ideas.
Boosting the research infrastructure and creating a more attractive tax environment for
R&D are fundamental elements of that.

Accordingly we broadly support the ideas put forward by both the Chief Scientist and
the Implementation Group. Nevertheless, we have reservations about two issues in
particular in the Miles Report viz Recommendations 6 and 11, and suggest that changes
are made to two others 3 and 12. 

We believe that a national innovation agenda has four main elements:

� Ensuring the science infrastructure is adequate;

Inference: Increase support for public research entities. Do so by means of targeted
support rather than block funding.

� Providing the right incentives to public research agencies and researchers to
commercialise their work;

Inference: Change the incentives for researchers in public agencies to start spin-offs and
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generally to commercialise their research.

� Encouraging firms to undertake significant research and development, and to
undertake it here;

Inference: Provide strong R&D tax incentives to firms which undertake research and
development in Australia: preferably the 150% concession, or alternatively a more
powerful scheme at the margin.

� Ensuring that we have sufficient well-trained scientists, technologists and
skilled workers, as well as a workplace culture to take advantage of new
ideas and to bring products to market.

Inference: Rethink immigration strategies, continue with taxation reform, continue with
workplace reform, and focus educational system on producing highly skilled workers.

The future of the country is at stake. Jobs for our children, and our future living
standards, depend upon Australia meeting the challenge. We need changed attitudes,
we need a more entrepreneurial attitude, we need the best educational system in the
world, we need an outstanding training system, we need entrepreneurial scientists, and
we need to have businesses undertake high value-added production in Australia. 

Our competitors are rising to the challenge. We need to meet this competition. A
wholehearted commitment to improve national performance is required.

This is an area that calls for strong national leadership.
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Introduction

The Australian economy has performed strongly over most of the past decade. There is
general agreement that much of this is the result of microeconomic reform. 

Many of the benefits of microeconomic reform are actually captured by process
innovation, that is, by the reengineering of the ways in which firms and public entities
undertake their activities. Business culture has changed, and businesses are more
productive as a result.  

Alongside such process innovation, it is essential for Australia to be involved in
significant product innovation. 

Such product innovation is important for a number of reasons. Most significantly, the
average age of products on the market appears to be shortening and the knowledge-
intensity of products appears to be rising. [eg McKinseys’ cites a fall in typical business
system and product cycle from 5-7 years in the early 1980s to 1-3 years in the early
1990s]  The trend towards the more rapid evolution of products with a high knowledge
content provides important challenges for firms which will need strategies of constant
innovation to meet the commercial challenges of the future. It also provides
fundamental challenges for the educational and scientific infrastructure that supports
them. 

The Miles Report and that of the Chief Scientist, both point to the need for change. Both
argue that we need to rethink certain elements of our culture, to redesign some of our
institutions, and to increase the degree of support for some of our research institutions.

It is clear that a number of other countries have some to a similar realisation and have
put in place procedures and measures to promote such innovation. Singapore, Taiwan,
Finland, Sweden and Ireland are all small countries which are pushing hard along this
path. 

We view the central objective of the innovation reform process as being 

� to promote the generation of innovative ideas, and 

� to encourage their commercialisation within Australia or to the benefit of Australia.

The promotion of innovation requires a robust research sector and we support the bulk
of the recommended changes there.
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The commercialisation of research is of even higher priority. In this regard we consider
the R&D tax concessions fundamental to the reform process, as is an increased focus on
high levels skills and capacities which will ensure that Australia has the competencies to
bring ideas through to commercialisation.

It is crucial to recognise that improved performance in innovation is not sufficient. We
need to carry innovation to the commercial stage. This commercial step requires a strong
commitment 

� to creating a workforce with the skills and competencies
appropriate to the new technologies of which strengthened
immigration is an important element, 

� to encouraging highly skilled workers to be more entrepreneurial
in their approach through further reforms in the taxation system,
and

� to encouraging firms to locate the high value-added elements of
their businesses in Australia including corporate or regional
headquarters, and research units. The tax concession are central to
this process.

Productivity and R&D

Australian productivity growth over the last decade has been outstanding.  On the basis
of output per hour worked it has it has exceeded that of the US and Ireland, as well as
surpassing growth in Japan, Germany, Britain, France,  and Italy by a significant
amount. [Scarpetta et al 2000]. 

The bulk of tis improvement has been from growth in multi-factor productivity, that is,
in the overall efficiency with which labour and capital are used in production. In this
area Australia was only surpassed by Ireland and Finland, and keeps close company
with other Scandanavian countries.

Microeconomic reform

A number of authors have argued that this improved growth performance has arisen
from the microeconomic reforms of the last fifteen years. [Commonwealth  Budget Paper
No1, 2000-01; Access Economics 2000].

Many of the process gains arose from Australia implementing policy reforms which had
been pioneered elsewhere and, in that sense, are catch-up benefits. These reforms
included:
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- floating the currency;

- lowering tariff barriers to trade;

- enhancing competition;

- privatising or corporatising utilities; 

- enhancing integration of local markets; and

- moving away from central wage fixing.

A number of these reforms have further to run. It is very clear that energy markets,
water markets and labour markets need further reform, and changes are likely to
produce ongoing benefits.

Process innovation

The mechanisms by which the microeconomic reforms are likely to be effective involve
three distinct paths:

� improved allocative efficiency

Both inputs and outputs are likely to be allocated to more efficient uses in an economy
subject to fewer distortions.

� improved dynamic efficiency (product innovation), 

In a more competitive world, firms are likely to search out productive opportunities
more assiduously than in a more competitive environment.

� improved technical efficiency (process innovation).

As a result of the reforms, firms and government agencies have rethought much of how
they structure their businesses. Process innovation (re-engineering) has led to
organisations changing their internal structures, making better use of technology and of
more appropriate labour structures. The large increases observed in multifactor
productivity suggest that this has been a major source of Australia’s improved
productivity performance. 

Recent OECD research support this view: “In some other OECD countries (including
Australia, Ireland, the Netherlands and Norway, as well as Canada in recent years) growth rates
of trend GDP per capita, employment and multifactor productivity have generally accelerated in
the 1990s as compared with the previous decade. It is noticeable that these are also the countries
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that made substantial reforms in their labour and product markets over the past two decades”
[Scarpetta et al, p45].

Product innovation

When the OECD went to a finer scale of analysis, to find the proximate causes of such
growth, they produced two important correlates of high multi-factor productivity:
improvements in R&D spending, and improvements in workforce skilling. Scarpetta et
al (2000) found each of skill upgrading and R&D intensity to be the main explanatory
factors for labour productivity growth in Australia. This suggests that microeconomic
reform is not the only factor at work in Australia’s improved productivity performance
but R&D is also important. 

In 1992, Lester Thurow suggested that the US was on the wrong track and would lose
out in the economic growth process to Japan and Germany precisely because it invested
two-thirds of its R&D into product innovation and only one-third into processes,
whereas the other countries invested relatively more in processes than products. With
the benefit of hindsight the US concentration on product innovation seems clearly to
have been the superior strategy.

And the benefits from  investing in R&D are large. Cameron (1998) writes “A consensus
has emerged that innovation has a significant effect on productivity at the level of the
firm, industry and country, whether measured by R&D spending, patenting or
innovation counts” (p21). In a key survey, Griliches (1988) found that the social rate of
return to R&D spending is between 20 and 50 percent - that is, it is far larger than the
private returns. More recent studies have tended to support this. There is also some
evidence that public R&D spending produces lower social rates of return than private
R&D (Nadiri and Mamuneas 1994) but the overall level is far below its social optimum.
Jones and Williams (1998) find that the US is still under-investing in R&D by a factor of
between 2 and 4. 

The inference we take from this evidence is that, while process innovation is important,
the development and implementation of new products should also be a high priority for
Australia.

Australia has a long record of product innovation in the mining and agricultural sectors.
The worst effects of the long downward trend in the prices of commodity exports in
those industries has been offset by a continuing process of product improvement.

Much of this has been supported by governments. State departments of agriculture, as
well as CSIRO and much university research, has been undertaken in support of the
agricultural sector. Most of this research and development has been developed in the
public sector and then provided free and at low cost to the industry to implement, or
funded by compulsory industry-levies. We have a long history of such interaction
between public research and private industry in the rural sector.
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Why do R&D in Australia?

It could be argued that Australia should not bother about doing R&D but should simply
import the results of work done elsewhere. While this strategy is feasible, it has
weaknesses.

At the empirical level Crosby (2000) has found that “falls in innovation rates in Australia
are not met fully by rises in foreign sourced patenting activity in Australia. Since this is
the case, cuts to R&D subsidies will likely lead to declines in both the level of
domestically sourced innovations, and in the total quantity of innovation in Australia
and might be expected to reduce economic growth in Australia” (p262).

There are two other arguments for undertaking R&D activity in Australia as opposed to
buying all of it:

� The first is that R&D activity undertaken here is likely to lead to
spin-off firms being created here. Such new firms are increasingly
important in the economy and especially so in the newer
technology sectors. They are an important source of economic
growth and employment in the economy. If the R&D is done
elsewhere we will not get the spin-off starting up here.

� Secondly, if major firms have important R&D labs in Australia,
then the flow of ideas into the country from their other
laboratories is likely to be faster and more effective than if they
have no laboratories here.

Subsidising R&D

Quite clearly Australian economic growth, and Australian living standards, will be
enhanced to the extent that the amount of R&D done here is increased.

There is a strong case for subsidising R&D. It relies on a very standard observation that
the market fails to undertake the right amount of activity in certain circumstances. With
R&D it is quite clear and widely accepted that the market fails because R&D activity
generates strong externalities. That is, R&D activity generates benefits which the
investing firm is not able to capture and, as a result, it undertakes less R&D than is good
for the society.

Externalities and Spillovers

Estimates of the size of these external benefits vary. In Australia’s most definitive study
Ralph Lattimore of the Productivity Commission in 1997 put these spillover benefits at
70 percent of the private investment. This was  slightly more conservative than the 1993
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Bureau of Industry Economics analysis which used 90 percent. There is an extensive
body of evidence for other countries which finds similar large returns. 

Two other recent studies support the idea that the externalities generated by R&D in
Australia are large and important to our economic growth. The OECD (cited above) has
published a major analysis of economic growth this year. It highlights our outstanding
productivity growth in the last decade and finds that one of the likely causal factors for
the big jump in Australia’s multifactor productivity is the increase in R&D during the
eighties and early nineties. 

Crosby (2000) has also found that increased R&D has had a strong lagged effect on
Australia’s economic growth. Significantly Crosby finds that the growth slowdown from
the late seventies was strongly correlated with low levels of R&D activity from the late
sixties. 

The clear inference from these studies is that growth in R&D is strongly correlated with
high levels of productivity growth. These are benefits that are largely external to the
firms which undertake the investment. As such it is sensible economics and good public
policy to consider subsidising them.

Australia has a long tradition of subsidising R&D in the rural sector. Government
departments, research centres and subsidised funding have provided the vast majority
of R&D for the sector. The long and continuing tradition of high rates of productivity
growth in agriculture are all based upon publicly funded R&D. Industry levies have
played a relatively small part. That is, one of our most successful industries has always
depended upon subsidised R&D.

In other areas we have been far less inclined to provide the subsidies necessary to
produce the socially desirable levels of R&D. In recent periods our experience has been
most unfortunate. While many other countries have been undertaking increased levels
of R&D, Australia has seen business R&D fall as a share of GDP and total R&D remain
static. In contrast to the economies that seem to be doing best, the US, Ireland, Finland,
Singapore, Taiwan etc, our share of GDP going to such investment is low and falling
relatively further behind. Our relative under-investment in R&D seems likely to signal
more slowly growing productivity in the future and to result in lower growth rates in
the future.

 As a nation we have accepted that capital is mobile and that lower corporate tax rates
are necessary to keep mobile capital here, but seem reluctant to accept that lower taxes
on activities intensive in R&D will increase the amount of R&D done here. The BCA’s
estimates of the social return to tax subsidies on R&D, ignoring completely the private
return to the investor and fully accounting for the deadweight cost of taxation, is
actually close to 40 percent. There can be few better social investments.

In a period of high levels of product innovation in the world economy, and with well
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established social benefits from R&D, Australia should be willing to accept that firms
which undertake extensive R&D in Australia should have a lower tax rate.

Tax subsidies versus grants

It will be tempting for governments to prefer grants to tax subsidies in promoting R&D.  

One clear advantage of grants is that they are better defined than tax concessions and
hence making budget outcomes more predictable. However a Finance Department
capable of making all of the other forecasts required in constructing a Budget, should
not find the problem of predicting usage of an R&D tax concession especially difficult.
Thus scoping the size of the incentives should not prove a problem.

Grants do however have important weaknesses. They require a cumbersome
administrative overlay, which makes them slow, clumsy and unpredictable, besides
which such grants predominantly go to infra-marginal projects.  The main difficulty
arises because officials need to justify decisions. This leads them to require extensive
documentation which is administratively costly; it make the process unpredictable from
the viewpoint of the firm; and the officials are most likely to fund projects which have
the greatest probability of success and hence least need the funding.  

Clearly grants are better for the government officials who run them, it is not obvious
that they are better for Australia.

Elements of an innovation strategy

The Business Council of Australia sees a national innovation strategy which has four
main elements:

� Ensuring the science infrastructure is adequate

� Providing the right incentives to public research agencies and researchers to
commercialise their work

� Encouraging firms to undertake significant research and development and to
undertake it here

� Ensuring that we have sufficient well-trained scientists and technologists,
and workplace culture  to take advantage of new ideas and to bring products
to market

The science infrastructure

The Chief Scientist has undertaken a study of the science and infrastructure research
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base and identified significant deficiencies. 

We support the basic thrust of his recommendations in “A Chance to Change” without
necessarily agreeing with all of the rhetoric.  There are significant deficiencies in the
science infrastructure. 

We strongly support the recommendation to increase the funding for university and
public research infrastructure.  Rather than add this as a block grant to the university
sector we would prefer to see it added in a strategic manner to deepen our skills in a
number of important areas, and enhance the best institutions.

Similarly if additional funding is to go to the ARC, then the areas to which it is directed
should be tightly controlled and directed towards the development of knowledge with a
high probability of commercialisation. 

Incentives to researchers

As is well recognised both in the Miles Report and in the Chief Scientist’s Report, there
are still deficiencies in the incentive structure for scientists, technologists and other
researchers to spin-off new research companies and ventures. 

There appear to be two main deficiencies. The incentives for individuals to take the risks
involved have not been adequate, and the public institutions are still too conservative in
their control of intellectual property developed internally.

Spin-offs are important. A large part of the growth in the US economy, and the
expansion of employment, is driven by small enterprises: Australia should be trying to
emulate this success. The other advantage of such spin-offs is that they tend to locate
near to where the original ideas were first developed. This is the concept behind
clustering. As has been widely observed, such clusters tend to promote further growth
within the local economy and to enhance local employment.

The recent changes in capital gains tax go some way towards solving the first problem. 

However the incentives to scientists, technologists and researchers in public research
institutions remain inadequate. 

Public research institutions have little incentive at present to encourage such growth
dynamics. They generally prefer to try to hold too much of the intellectual property for
themselves – this is good for them if it comes off, but leads to researchers and developers
having too little incentive to do the commercial research which is socially desirable, and
to little incentive to start new companies. 



13

It is very important that the government change the incentives for CSIRO, the
universities and other research entities to have them actively promote spin-offs. This
may involve a change to the funding formulae, or event to provide stronger personal
incentives for the chief executives of the institutions (by way of bonuses) to promote
such spin-offs.

A different model to achieve the same end would be to move university employment
towards the US model. There, academics are employed for twelve months of the year
but only expected to be present at their institution for nine months. In the other three
months they are able to work for other entities or not at all. This means that US
academics are much more closely linked to external bodies and less locked into their
own institutions. The result is a broader awareness of commercial cultures and
commercial opportunities than exists here.

However it is solved, the issue of how to get more commercial value out of the public
investment in research institutions involves freeing up the entrepreneurial instincts of
individual researchers and lessening the dead hand of their institutional environment.

Encouraging firms to undertake significant research and development, and to
undertake it here

We have argued above the importance of expanding the commercial R&D base in
Australia. The intuitive case for this is supported by the available empirical evidence
due to Crosby (2000) and Scarpetta et al (2000).

The small countries which seem to be doing best (Ireland, Singapore, Finland, Denmark
etc) appear to be much more focussed on the promotion of a strong culture of research
and development than we have been to date. Measured BERD suggests, and the advice
of our members confirms, that firms face commercial incentives to locate their R&D
activities in other places than Australia.

To address this issue clearly requires a mix of policy actions. One central tool available
to the government is to increase significantly the R&D tax incentives.

The proposal in the Miles Report, of an increase in the base tax write-off from 125% to
130%, is unlikely to have any sufficient incentive effect. The highly desirable reduction
in the corporate tax rate (from 36% to 30%) has reduced the marginal influence of any
tax concessions on corporate decisions. 

Consider the following table:

Old New Proposed Alternative

Tax rate 36%    30%      30% 30%
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Concessional deduction 125%  125%    130% 150%

Incentive per $1 of R&D 45c  37.5c      39c  45c

Note: Incentive is calculated as the effect on the corporate bottom line which
arises from $1 of R&D expenditure (ie 125c x 0.36 = 45c). This ignores the
investment effect of R&D and considers it only as an expenditure.

This means that, at the new rates of corporate taxation, firms are less likely to spend
money on R&D than they were before the changes. The proposals in the Miles Report
make R&D slightly more attractive but a return to a 150% concessional rate would be
needed to restore the incentive. Our prediction is thus that business R&D is unlikely to
be significantly changed if these proposals were implemented and they may actually
fall.

The second element of the Miles Report proposals is to introduce a marginal incentive
for new investment. This involves any increase in business R&D above a threshold being
an allowable deduction at a higher rate. The rationale for this approach is that it
provides an additional reward to firms that increase R&D without ‘wasting’ the
incentive on expenditure which they are currently undertaking. That is, it avoids any
infra-marginal subsidy.

The proposal suffers several difficulties. It is administratively complicated. In
Lattimore’s analysis of the R&D tax concession discussed above he found that the
compliance cost imposed on firms by these schemes was four times the direct
administrative cost to government. This scheme is likely to be even more wasteful in
those terms. Secondly, the power of the scheme to leverage up R&D spending depends
on the level of concession offered and the choice of threshold. 

We would prefer to see a scheme implemented which had a powerful incentive
mechanism ie one with a low threshold and a high consessional rate (ie a 200% write off
for any increment over the base level).

While these schemes appear expensive in terms of taxation revenues, it is important to
recognise that these are transfer payments with very high benefits which spillover to
society. In our estimate (BCA Papers, September 2000) we found that the social rate of
return on these investments was close to 40%. This estimate fully accounts for the cost of
taxation revenues, and the leakage to foreign shareholders, but does not include the
benefits captured by the firm undertaking the investment. This means that the true
social benefit of any R&D concessional arrangement is very high.

Ensuring that we have sufficient well-trained scientists, technologists and
workplace culture to take advantage of new ideas and to bring products to
market

The other fundamental step in the commercialisation of R&D is the step from concept
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into production. To make this step requires both enterprises which are focussed on
innovation and workers who are well-trained, skilful and willing to implement new
ideas. The workplace culture has to be both activist and professional.

The reforms to labour relations over the last decade have improved the flexibility of
workplaces, and the reforms to skill formation have improved that skill quality, but
there are still important deficiencies. The drive to make workplaces more dynamic and
flexible must continue. 

The schools systems, the TAFEs and the universities all are in need of further serious
attention. There is a need of additional resourcing but the main deficiency is the absence
of any serious attention to the quality of education. If Australians are to continue to
command high wages in the world economy they must be highly productive. 

Migration continues to be an issue. If other countries train workers and then the workers
migrate to Australia, we clearly gain. Since Australia is generally seen as a desirable
location for knowledge workers to live, we should facilitate this as much as possible. To
help achieve this the points allocated to skill in the immigration programme should be
increased significantly. Similarly, when universities and other research institutions wish
to employ a foreign scientist or technologist then migration approval should be
automatic – at least on a temporary basis. Similarly the partners of such skilled workers
should be granted visas with work permits automatically. It is important to realise that
there is international competition for such workers. Pro-active approaches to
immigration policy are needed.

The brain drain from Australia is of similar concern. This has been highlighted recently
with the issue of the out-migration of many of Australia’s top mathematicians. While the
outflow is part of the working of the international labour market for skilled workers,
Australian research institutions could defend their interests more actively. The practice
of universities not differentiating the pay and reward system for academic staff makes
little sense. An increase in the funding of the ARC, with a significant component going
to support our most outstanding researchers who are perceived to be internationally
mobile, would be a second important strategy.

Concerns with specific recommendations of the
Miles Report

There are four recommendations of the Miles report with which we have particular
concern.

Recommendation 3
To build business and enterprise skills in schools, government and business support a new
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program of Enterprise and Innovation Scholarships for teachers to take up structured workplace
learning opportunities with innovative businesses.

BCA Comment:

� Strong support but with reservation that teachers should be provided free to
industry. The teaching profession has been isolated and insulated with poor
consequences for educational outcomes. Because of the long time period for which
teachers continue teaching, professional development outside of teaching is likely to
produce beneficial outcomes for education. The outside experience, if it could be
coupled with complementary training on business issues, could have lasting positive
effects.

� Cost: In-kind support from business will be necessary. The amount is difficult to
estimate. Assuming that there are 1000 placements per year each for six months, that
the Education Departments continue to pay salaries and that training costs are
$10,000 per placement, the cost to business would be of the order of $5m per year
against which would be offset the value generated by these temporary ‘employees’.
Much thus depends on the particular design of the scheme.

Recommendation 6
Provide an additional 2000  student places per year from 2002 for degree programs in areas of
skills shortage, such as in mathematics, information technology and related areas, with the
Commonwealth Government to meet half the costs and business to match this contribution.
Allocate places by competitive tender, with a strong emphasis on quality and innovation in
course content and design.

BCA Comment:

� Support with important reservations – prefer Chief Scientist’s position.

� Comment: There should be no requirement by business to fund training directly. If
we are training too few people in the enabling disciplines, this can be changed quite
directly by 

- manipulating supply through renegotiating loads with public universities; 

- manipulating demand through lowering the HECS contribution required of 
people in particular subject areas.

Our basic concern is with the areas in which students are being trained not with the
number of students being trained.

(Chief Scientist reco0mmends giving additional 500 HECS-free places in sciences and
enabling disciplines)
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Recommendation 11
To stimulate innovation through increased business investment in research and development, the
Commonwealth Government should:

� increase the base rate of the R&D Tax Concession to 130 per cent 

� raise the rate of the R&D Tax Concession to between 170 per cent and 200 per cent for the
increment of research and development, which is over and above a threshold base. (To qualify,
companies would need to increase their level of research and development by an average of 10
per cent over the identified base rate

� determined by, for example, their previous claim history); and

� introduce a cash-out option for small to medium sized enterprises with a turnover of less than
$1 million and an investment in research and development of less than $1million, based on
the 130 per cent rate 

BCA Comment:

� Support subject to modification

� Effectiveness: 

(a) The marginal incentive to invest in R&D with a tax rate of 36% and a 
concession rate of 125% for R&D was 0.45. 
With the cut in the tax rate to 30% this falls to 0.375. Restoration to 130% lifts this
slightly to 0.39. 
Nevertheless the marginal incentive to do R&D falls from the current situation
although not quite as much as otherwise. On the basis of this policy alone,
business R&D is likely to continue to decline.

(b) The impact of the incremental scheme which is proposed is to raise the marginal
incentive rate by applying a higher rate to new increments to expenditure but not
to the base level of expenditure. This saves the government from ‘wasting’
subsidies on expenditure firms would have undertaken anyway. It should have
the effect of ratcheting up R&D expenditure.

(c) Our recommendation is that this incentive effect be made more powerful. Rather
than simply applying it to the additional increment above the first 10%, it should
be applied to the whole increment. (Such a move would also make the scheme
simpler to administer). Thus if a firm increased R&D expenditure from 100 to
112, they would only allow the higher write-off on the last 2 units. Our
suggestion is that it should apply to the whole 12 additional units.

If this leads to an increase of $200 million per year in business R&D, it would
produce $340 million (at 170%) in extra claims of which $250 million would have
been deductible under normal provisions (ie 125% write-offs). The incremental
cost of the incremental subsidy is thus about $90 million.
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(d) The AIRG model shows a benefit to a firm over five years of about $800,000
($160,000 per year) from stepping up its R&D spend from $1 million to $2 million
per year over the period compared to a situation where the spending only
attracted the 100% rebate. Compared to a 130% rebate assumption the gains are
far smaller.

(e) Use of the research intensity measure (ie R&D/Sales) as the factor which has to
be improved to attract the subsidy should simplify the rules but lower the
leverage for firms.

Recommendation 12
To build Australian research capability, Commonwealth Government funding for the competitive
research grants schemes administered by the Australian Research Council be doubled over a five-
year period. 

BCA Comment:

Support with modification. Australia should consider targeting its expenditure more
closely and carefully to produce quality outcomes. This will not be difficult to do since
the ARC currently focuses research on particular fields in its allocations.



19

Conclusion

The world is becoming more competitive. At the same time, production is becoming
more knowledge intensive. 

If we are to keep Australian living standards near the top of the international standards,
we need an aggressive policy of support for the entities that generate knowledge, for the
individuals who embody it, and for the institutions which commercialise it.

This will require the same commitment across a range of policy areas as was seen with
national competition policy. Where that policy has supported strong growth over the
last decade, the knowledge industries will be crucial to the next decade.
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