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UNITED KINGDOM

Prior to this year’s planned Science and Innovation White Paper, the main thrust of the UK Government’s
STI policy strategies can be gleaned from the 1998 Knowledge Driven Economy Competitiveness White
Paper (CWP). However, the CWP does not touch on all of the UK’s main STI policy areas. Thus, please
find below an explanation of the general STI policy framework. The Office of Science and Technology’s
Forward Look 1999 also provides details regarding science spending priorities across UK Government.

In general terms, the most significant UK S&T policy changes in the last two years have been increasing
support for: knowledge transfer from the SEB; e-business; and innovation amongst SMEs. As a policy tool,
fiscal measures have increased their influence.

Evaluation of policy performance is becoming ever more important in the policy-making process.

Building STI Capabilities

Science and Engineering Base

UK Government finances R&D performed by universities and Research Councils, the NHS and
Government departments. These funds help maintain the world class standing of the UK science base.
They ensure that government policies are well founded and generally have wider spill-over effects. In
partnership with the Wellcome trust Government will spend an extra £1.4 billion between 1999-2001 to
modernise the infrastructure and equipment of the UK science base, with a view to gaining more economic
value from this key national resource. This policy thrust is a continuation of previous thinking.

Net Government expenditure on R&D is planned to increase in real terms, year-on-year for the next
three years at least. Yearly real increases were patchy during the early/mid-1990s. UK public spending on
defence related R&D has significantly reduced post-Cold War. A more detailed look at UK public SET
expenditure and R&D statistics is provided in the SET Statistics 1999.

The UK recognises that one of the most economically valuable outputs of the publicly funded SEB are
high quality graduates. Such graduates are a key national resource who act as a conduit for knowledge
transfer. The UK thus continues to be committed to providing high quality further education opportunities
for its citizens – for example, in addition to the various existing further study methods available – a new
two-year degree programme, aimed at vocational skills (e.g. technicians), has recently been announced.

Business R&D

Last year the Government announced an important new policy in the form of an R&D tax credit targeted at
small and medium-sized enterprises (SMEs). This credit will commence in April 2000 and will act to
increase the current 100% relief for R&D to 150%. This will reduce the cost of R&D by 30% for profitable
SMEs. The credit will also extend to tax-exhausted SMEs whose cash cost of R&D will be reduced by
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24% (if the relief is taken up-front). This tax credit is estimated to cost £150 million per year, £80 million
in foregone tax and £70 million under the payability feature.

Traditional UK funding of business enterprise R&D, which is to remain, consists of: LINK which provides
funds to support pre-competitive collaborative R&D projects, with commercial potential, between UK
business and the science base. The level of public support contribution (including funding of HEIs)
provided under LINK cannot exceed 50% of a project’s cost; and SMART, this competition helps small
firms (less than 250 employees) develop and acquire new technologies by helping to fund R&D projects.

The scheme evaluations that took place during the 1990s moved the various Governments to retain LINK
and SMART as core umbrella schemes yielding good value for money via their R&D incentives.

The EU Framework Programme (which has been running for 20+ years) provides the backdrop to the UK’s
domestic R&D incentives. The UK currently pays approximately £300m per annum into this
predominantly research and technological development oriented fund.

Further Business Innovation Taxation Policy

In 1999 the UK Government announced a number of other changes to the domestic taxation system that are
designed to promote and stimulate business innovation.

Following consultation after the 1999 Budget, the Government’s 2000 Finance Bill will be introducing a
tax incentive to encourage UK companies to undertake corporate venturing. Those engaged in corporate
venturing will receive an up-front corporation tax relief at 20% on investments in small higher risk trading
companies as well as a deferral relief where companies sell shares and reinvest the gain in corporate
venturing.

The 1999 Budget announced that the Government is to be introducing a comprehensive all-employee share
ownership scheme from April 2000. The Government has further announced proposals for reforming the
taxation of intellectual property rights – due to be finalised for the 2001 Finance Bill. This move is aimed
at providing a more simple treatment of IPR transactions, based more closely on accounting practice.

The 2000 Finance Bill will see the introduction of a new Enterprise Management Incentives scheme aimed
at encouraging key employees to join and remain in small high-risk companies by offering access to
tax-advantaged share options.

Enterprise Fund

The Government is creating stronger incentives for entrepreneurial venture capital investment through the
establishment of an enterprise fund. The fund will combine public support and private finance through a
national high-tech venture capital fund and a network of regional venture capital funds.

The national fund will combine a £20 million Government investment with private finance to raise a total
of up to £100 million for investment in venture funds specialising in backing early-stage, high-tech
companies.

The regional network of funds, each of at least £10 million, are aimed at small scale, equity gap
investment.
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Furthermore, the existing Small Firms Loan Guarantee Scheme will form an integral part of the enterprise
fund. This scheme provides guarantees to banks on loans made to businesses with viable propositions who
lack the necessary security or track record to justify normal terms.

An enterprise grant system is also to be created in order to ensure a coherent package of financial support
for small dynamic firms.

Small Business Service (SBS)

As part of its commitment to small firms, the Government is setting up a new SBS – due April 2000. It’s
main tasks will be to: help small firms deal with, and be considered in the formation of, regulation;
increase the coherence of Government support for small businesses; and act as a strong voice for small
business at the heart of Government.

The DTI’s Innovation Budget

Successive UK governments have recognised the vital role that innovation plays in increasing long-term
factor productivity and thus economic growth. The CWP announced that the DTI’s hand was to be
strengthened in its efforts to stimulate UK innovation by increasing the Innovation Budget by more than
20%. The Innovation Budget helps to finance numerous activities and schemes that can be broadly defined
under the following headings – NB. these activities encompass both the areas of building STI capacities
and knowledge transfer:

− Helping Industry Innovate.

e.g. encouraging business to adopt good design, aiding supply chain interactions, help SMEs
access technology from abroad, aiding the spread of business best practice.

− Promoting Innovation in Small Firms and the Regions.

e.g. SMART, a major scheme, worth over £30 million per annum, which helps small business
develop and acquire new technologies.

− Exploiting the Information Age.

e.g.  encouraging the take-up of ICTs by SMEs and individuals.

− Applying Sustainable Technologies.

− Harnessing New Technologies.

e.g. LINK, a major scheme that funds collaborative R&D projects between business and the
SEB. A range of Biotechnology related activities such as encouraging its take-up and
overcoming risks for start-ups, incubation/mentoring.

− Linking to the Science Base.

e.g. The Higher Education Reach-Out to Business and the Community fund, this is further
explained later.

− Creating Technical Standards for Business.
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e.g.  the National Measurement System.

E-Commerce

In addition to the Innovation Budget’s Exploiting the Information Age activities, the CWP provides an new
commitment to ensure that, by 2002, the UK provides the best environment in the world for electronic
trading.

In an effort to widen access and best use of computers and the internet, the Government has announced a
further package of measures. These include: providing £1.7 billion for a national IT strategy; enabling
employees to borrow computers form work as a tax-free benefit; developing a system under which poorer
individuals will be able to lease computers; linking all schools, libraries, colleges and universities via the
internet through the National Grid for Learning; and establishing up to 1000 ICT learning centres across
the UK to improve access to ICT for all.

Clusters

1999 saw the publication of a Ministerial report into UK Biotechnology Clusters and the commencement
of an exercise to systematically map the UK’s industrial clusters. The Government is also committed to
creating conditions which encourage the formation and growth of clusters.

 Collaborate to Compete/Knowledge Transfer

SEB Knowledge Transfer

There is a range of government programmes that selectively encourage the exploitation of new knowledge,
especially from the science base, e.g. LINK. The policy focus in this area has been significantly enhanced
in the last couple of years by the introduction of: Higher Education Reach-Out to Business and the
Community – a fund which finances university departments working directly with industry to transfer
knowledge and people; and University Challenge – a fund which provides seed-capital for HEI spin-offs.
Furthermore, the newly established Science Enterprise Challenge is a scheme designed to establish new
enterprise centres at UK universities which will bring the teaching of entrepreneurship and business skills
into the science curriculum to a greater extent, and act as centres of excellence in knowledge transfer.

The Baker Report (published in 1999) is an independent study concerning the improvement of the
exploitation of public sector research establishment (PSRE) research. Following its recommendations, the
UK Government will, amongst other measures: ensure a much stronger drive to exploit PSRE research;
allow Government scientists new incentives and rewards for participating in exploitation; tackle the risk
avoidance culture in PSREs; and address the need of PSREs for advice to help them commercialise their
discoveries and inventions.

The UK is an active and successful participant in the EU Framework Programmes which support
collaborative research between large and small companies and universities in Member States. There are
also selective UK Government programmes to stimulate partnerships across borders and knowledge
acquisition including best practice from foreign countries e.g. Overseas Technology Missions which enable
groups of businessmen to visit examples of good technology practice in other countries.
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Best Practice/Foresight

The UK remains committed to benchmarking business best practice and looking forward in terms of STI
issues. Thus, a new round of the UK’s Foresight programme has been launched – this seeks to link
Government, science and business to identify new market opportunities and to address issues such as
education, skills and training, and sustainable development. The spread of business best practice via the Fit
for the Future initiative continues to be funded and up to ten proposals from sectors to improve the
knowledge flows via their supply chains will also be funded.

Competitive Modern Markets

The UK’s main policy drives with respect to promoting competitive markets are:

− The UK is committed to maintain its position as one of the world’s most open economies.

− Provide the Office of Fair Trading with an extra £15 million (over three years) to enforce the
very powerful 1998 Competition Act effectively.

− Implement an action plan to modernise the IPR system.

− Remove legal obstacles that stand in the way of e-commerce.

− Reform telecommunications regulation.

− Consider the scope for providing better guidance as to the measurement and valuation of
intangible assets.

UK Competitiveness Indicators 1999

1999 saw the first publication of the UK Competitiveness Indicators report – copy enclosed. This report is
intended to be an annual document providing indicators as to the UK’s competitiveness as a knowledge
driven economy and to monitor progress in closing the gap in productivity and living standards with our
main competitors.


