


reliability. There are therefore a possible set of “soft-skills” 
among lower educated workers that may enhance their 
employability in R&D firms.

Target SME investment: the UK has a strong track-
record in attracting and supporting cutting edge R&D from 
big industry (eg Boeing, Land Rover and AstraZeneca). 
However, only 6% of SMEs are high-value innovators, 
with a long tail of SMEs and micro industry that is unable 
or is not incentivised to invest in R&D. This tail of low 
productivity should be the focus of targeted incentivising 
and enabling policies.

Deploy fiscal incentives carefully: Fiscal incentives, 
including R&D tax credits and other public funding, are a 
well-used means to increasing investment, and are another 
of the top priorities listed by businesses4. 

• R&D tax credits have been shown to be successful 
in stimulating additional investment amongst SMEs 
(particularly among firms that were also likely to be credit 
constrained) although their value in stimulating investment 
from larger businesses is less clear-cut. 

• There are other aspects of the system that need reform 
however, particularly at the SME end of the business 
spectrum. Policies that give large tax breaks to the self-
employed and company owner-managers have not been 
shown to correlate to enhance growth, proving expensive 
for Government.

• Fiscal incentives should also seek to boost 
entrepreneurship, including through exploring how gains 
from innovation within firms can be distributed among 
workers, to better incentivise innovation and productivity.

A research, development and innovation ecosystem

Traditional measures of R&D fail to capture many 
emerging areas of research that can be seen throughout 
the UK economy such as training, marketing, design 
services, and software development - all parts of the 
growing UK services sector. They also overlook the 
UK’s large cultural and creative industries sector, one 
of the most dynamic industry sectors in Europe5. If such 
rapidly growing areas of research and development and 
productivity are not recognised, the policy to stimulate 
investment will fail to address growth areas within the 
UK economy and policy may not deliver appropriate or 
sufficiently targeted fiscal and other incentives. 

Focusing on innovation more broadly, with traditional 
R&D seen as one of a number of inputs, would capture a 
wider sectoral base. Whilst this may create new challenges 
over concepts and definitions, it would allow policies to 
take a wider, more holistic approach to increasing 
business investment in the UK economy and in R&D. 
Whilst measurement is important, policy should not be 
constrained by a narrow focus only on what can currently 
be easily measured. 
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