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1. Executive Summary 

As was the case with the previous report on this topic, only a small number of new measures 
have been introduced in the field of Innovation Financing during the period covered by this 
report (May – September 2001). The apparent trends identified in that report seem, however, 
to be continuing. 

Analysis of the measures currently in the Trend Chart database shows that the proportion of 
active measures dealing with direct financing continues to fall, now accounting for 50% of 
measures. The percentage of enabling measures introduced since the beginning of 1996 is 
45%, whereas this had only been 20% for the period 1991-1995. Direct financing measures 
show a decrease over that same period from 45% to 30%. 

This is the second innovation finance thematic report to include a section focusing on a 
specific aspect of the topic. The previous report in this series took the topic of seed finance. In 
this report, the subject of tax incentives for R&D has been examined. The survey on this type 
of measure was conducted among the Trend Chart correspondents in the EU Member States 
to analyse the current trends in policy towards tax incentives for the stimulation of R&D and 
innovation activity. 

The general trend is towards the greater use of the taxation system as an instrument of 
innovation policy, though the precise operational mechanism may vary. Ten of the Member 
States have some form of tax incentive specifically targeted at R&D with others considering 
the adoption of such incentives. In some Member States, however, no such measures are in 
place or anticipated. 

Data on evaluation and benchmarking is insufficient, though studies have been undertaken 
which have identified some positive outcomes from the use of tax incentives. However, the 
case for this type of policy measure is not definitively proven. 

It is also unclear at present to what extent policy makers are ‘transferring’ measures from one 
country to another, or using existing measures in other countries as a basis for new measures 
in their own countries, i.e. what level of cross-fertilisation of policy is taking place. 
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2. Introduction 

This report continues the series that investigate policy trends in the financing of innovation in 
the Member States of the European Union and in the accession States. It covers the period 
from May to September 2001. As in the previous report in this series1 one specific topic has 
also been considered in further detail. In this report, the featured topic is Tax incentives for 
R&D. 

The second and third quarters of 2001 have seen continuing decline in industrial production 
and stock markets around the world. Technology stocks have continued to suffer heavily in 
the international bear markets, with an increasing number of investors taking the view that 
many of these stocks have been overpriced, and that telecomms companies have paid too 
much for third generation wireless licences. Although these developments relate directly to 
large established companies, the general loss of confidence in the sector has also affected the 
attitude towards financing innovation at all levels. The attack on the World Trade Center in 
September and its aftermath have only served to increase the degree of risk aversion amongst 
investors. 

In the light of this, the role of government in stimulating investment in innovation, 
particularly in areas perceived as high risk, is now more important than ever. Access to 
finance remains a critical issue for young innovative companies and is still widely cited as the 
most significant barrier to development and constraint to growth for such companies. The 
boom and bust of much of the ‘dot com’ sector earlier in the year serve as a reminder, 
however, that access to finance is not in itself a sufficient condition for success. A sound 
business plan and competent management remain key success factors for all businesses, 
whether innovative or not. 

Innovation finance policies should therefore be considered in this context, with several issues 
in mind. Among them: 

• What is – and should be – the role of government in the stimulation of innovation 
finance? 

• How do the innovation finance support measures of the Member States contribute to the 
overall stimulation of innovation and economic development? 

• What improvements can be made to innovation financing and/or R&D financing, and how 
can such improvements be implemented? 

• To what extent can and should public and private sectors work together? 

• What mix of financial and fiscal measures is desirable? 

This last question is directly addressed in this report in the survey on tax incentives for R&D. 
This issue is covered in section 4. 

Section 3 continues the general analysis of innovation finance trends. Using the framework of 
the previous report, it also includes the new measures introduced during the six-month period 
covered by this report. 

                                                 
1 European Innovation Trend Chart Thematic Report: Innovation Financing December 2000 to April 2001 
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3. Policy analysis 

3.1 Analysis of existing and new measures 

Innovation finance remains a fairly high priority area of policy in most EU Member States. 
The table below shows the relative priority accorded to this policy area in the country reports 
for the period May-September 2001. Though the numbers only measure relative positions and 
thus have no absolute meaning, they can be considered to be a fair indicator of policy 
priorities. The table also includes the priority accorded to taxation measures, both by way of 
contrast and in the context of the focus on tax incentives in this report. 

 
Table 1. Relative priorities of innovation finance and taxation in EU Member States 
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Innovation finance 4 4 2 5 4 4 4 4 3 3 2 2 4 3 2 2 3.25 

Taxation 2 1 3 0 4 1 1 1 2 1 1 2 3 2 1 2 1.69 

Source: European Trend Chart on Innovation. Country Reports May-September 2001 

Note: A value of 4 or greater is indicative of a high or very high priority in the policy area. 1 or 0 indicates a 
very low level of priority accorded to the area. 

The overall analytical framework remains the same as in previous thematic reports. For the 
sake of brevity, this framework will be repeated only in summary here. Over 100 policy 
measures gathered by the Trend Chart under the heading of innovation finance have been 
analysed. 

The measures in general cover a wide range of activities which aim to facilitate the financing 
of companies – especially SMEs – to carry out RTD and innovation activities. 

Most measures are aimed at the innovative firms themselves. The second grouping targets the 
enablers such as investors and intermediaries. It is noticeable, when examining the newly 
introduced measures (described in section 3.2), that these measures – with one possible 
exception – are not really new but rather a new implementation of an established policy 
instrument. Indeed, it could be argued that there is no longer anything really innovative about 
innovation financing support measures. 

The measures may be divided into three broad categories: 

• direct financial support to firms; 

• indirect support to firms; 

• support to enablers. 

The breakdown2 given in figure 1 of the measures in the Trend Chart database shows that 
providing financial support to firms remains the preferred mechanism for innovation 
                                                 
2 Many of the measures have several aims, hence are included in several different categories 
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financing measures, accounting for 68% of the total. At least half of these aim to provide 
direct financial support to firms (50%). Although the proportion of financial support measures 
has fallen, this is more a result of the consolidation of programmes than an indication of any 
move away from this type of support. 

Figure 1. Innovation finance measures 
- broad category breakdown1

Indirect financing of 
firms
18%

Enablers
32%

Direct financing 
of firms

50%

 

3.1.1 Direct financial support 

Direct financial support to firms covers: 

• Grants for R&D or innovation projects.  

• Loans for investments or the costs of RTD projects, usually at preferential interest rates. 

• Taking equity in companies – Government-backed provision of capital to companies 
undertaking innovative activities. As shown in the previous report, there is a consensus 
that seed and pre-seed capital is the priority area for government intervention. 

• Subsidies for capital goods investment, projects, etc. 

Grants retain their popularity as the most frequently used measure (60%, see figure 2) to 
support R&D and innovation activities. The main beneficiaries are generally SMEs or public 
institutions (universities, research centres, etc.). This mechanism is applied at both national 
and regional level with an important macroeconomic impact on economic development and 
employment levels. In recent years there has been an increase in the allocation of available 
support funds through some form of competitive process. The newly introduced Irish 
Advanced Technologies Research Programme is typical in this regard in that proposals are 
judged on a competitive basis against each other in order to try to maximise the benefit of the 
support by picking ‘winners’. 

Loans, accounting for 21% of the direct support measures, are the next most popular approach 
to financial support. A distinction is commonly made between financing newly established 
companies and supporting those companies of longer standing that are embarking on specific 
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innovation projects with a perceived high risk of failure. Several Member States have set up 
public or publicly supported institutions to provide loans, often together with equity, for the 
very early stages of high-tech firms. This support is often tied into other indirect support 
mechanisms such as mentoring or other management support to the young company. 

 

Figure 2.  Breakdown of direct financial support1

Equity/Early stage 
financing

13%

Subsidies
6%

Loans
21%

Grants
60%

 

Loans to established companies are more likely to be made at subsidised interest rates or over 
an extended period in return for a commitment from the recipient to exploit the technology in 
future, if successful. There is also the loan/grant mechanism, whereby a loan is only to be 
repaid in the event of a successful outcome to the project for which the loan was granted. 

Seed-financing programmes generally take an equity stake and account for 13% of the direct 
support measures. There is a view that this form of state intervention distorts the market and 
generates unfair competition with financial institutions. The opposing view, however, is that 
such government support addresses a failure of the market at the high-risk end. 
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3.1.2 Indirect financial support 

Indirect financial support to firms typically comes in one of the following forms: 

• Provision of loan and equity guarantees for lenders/investors, making it economically 
profitable for the financiers to provide loans or equity to innovative firms. 

• Providing tax incentives for innovation. 

• Interest rate subsidies on loans to firms from financial institutions. 

Guarantees are applied in 72% of the measures in this category (see figure 3). Equity 
guarantees make up 48% of the indirect financial support measures, and loan guarantees 
(amongst the oldest measures to facilitate the provision of finance to SMEs, especially to 
start-ups) cover 24%.  

Tax relief is mainly used to stimulate R&D and innovation in firms, and in effect to subsidise 
high-risk capital investments. There is a considerable divergence in views on the 
effectiveness or desirability of this mechanism as a stimulant to innovation, but there is no 
doubt that it will continue to play a significant role in the policy portfolio of some Member 
States. 16% of the indirect financial support measures fall into this category. Section 4 of this 
report examines this mechanism in further detail. 

Figure 3. Indirect financial support1

Loan guarantee
24%

Interest subsidy
12%

Tax
16%

Equity guarantee
48%

 

 

The final category, interest subsidy measures for SMEs (usually provided by regional 
development banks or agencies) accounts for 12% of the total. 

3.1.3 Enablers 

The main enabling measures can be classified as follows. 

• Measures aimed at investors: 

¾ Tax relief for investors in innovative companies. 

¾ Equity investment in financial organisations. The State contributes towards the 
capital of a fund which itself invests in companies of a predefined profile (e.g. 
technology start-ups). 
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• Measures aimed at improving the financial environment, in particular by fostering the 
development of the ‘supply’ side – financial institutions capable of dealing with 
technologically innovative firms, stock exchanges adapted to the needs of start-ups, etc. 

¾ Creation of a professional infrastructure of investors. 

¾ Other more regulatory measures, such as changes in the fiscal and legal environment, 
have also been used to channel funds towards financing technology start-ups. 

¾ Development of stock markets adapted to innovative/high technology projects. These 
measures, also of a largely regulatory nature, complement the first ones by providing 
an exit route for investors. 

• Intermediation, in a situation where money seems plentiful, one route for action in order 
to exploit that money has been to develop structures and actions to improve the links and 
understanding between investors and entrepreneurs through training and reciprocal 
provision of information. 

• Measures which have a stronger focus on the creation and support of new technology-
based firms (NTBFs) but are relevant to financing such as: 

¾ Consultancy services 

¾ Incubators 

¾ Administrative simplification 

The largest two categories (see figure 4) of measures – those aimed at reinforcing the position 
of investors through tax relief and equity stakes (34%) and intermediation (35%), show the 
clear trend of measures in the most recent years. 

Figure 4. Breakdown of enabling measures
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In fact there is a shift towards enabling measures in general, which can be seen in the chart 
given in figure 5. 
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Figure 5.  Relative distribution per broad category per 
period 
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This chart shows that the percentage of enabling measures has increased from less than 20% 
in the period 1991-1995 to almost 45% in the period following 1996, with the largest increase 
coming after1998. The percentage of direct financing measures has decreased over the same 
period from 45% to about 30%. 

The breakdowns per country of the chart given in figure 6 can only be indicative. Too few 
measures have actually been introduced in some countries to permit a full comparison. 
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3.2 Analysis of newly introduced measures 

Five new measures in all are reported as having been introduced during the period covered in 
this report. It is interesting to note, however, that in a number of other cases, existing 
measures have been modified in the light of operating experience in order to increase their 
effectiveness. No detailed analysis of these changes has been undertaken as they were 
operational changes which did not materially alter the relevant policy aims. 
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The most recent development in German innovation policy in the area of innovation financing 
is the new BTU-Early Stage scheme (DE 66), which started in July 2001. The scheme is a 
direct funding measure that provides pre-seed and seed venture capital up to €150,000 for 
technology start-up companies, especially science-based start-ups. This programme is 
interesting in the respect that the capital comes with a requirement for the recipient company 
to co-operate with a ‘coaching investor’. The role of this investor is to provide management 
support and to seek additional investors. The programme is co-ordinated by the tbg bank. 

In Spain, the Ministry of Economy has introduced a Plan for the strengthening and 
competitiveness of SMEs (PYME, ES 27). Although not targeted primarily at innovation 
finance, the measure provides 50% funding for innovative projects undertaken by SMEs. This 
measure replaces two earlier policy initiatives (ES 3 and ES 5). 

The Irish Government has recently introduced the Advanced Technologies Research 
Programme (IE 27). The object of this programme is to generate technologies, products and 
processes that can provide the basis for new start-up companies in Ireland or improve the 
competitiveness of Irish companies. 100% direct funding support is provided to companies 
and research organisations (up to a maximum of IR£400,000 (€507,895) for specific projects 
approved by the co-ordinating body, Enterprise Ireland. 

The Netherlands launched the TOP programme (NL 34) in May as a replacement for three 
separate earlier schemes (NL 2, NL 10 and NL 28). TOP is a direct funding measure which 
provides an interest-free credit for up to ten years to companies undertaking innovative R&D 
projects with high levels of technical (and hence financial) risk. 

The final new initiative in the innovation-financing field during the six months covered by 
this report is the United Kingdom’s Corporate Venturing ‘matchmaking’ project (UK 56). 
This enabling initiative was developed in response to research undertaken by the government 
and business which revealed the difficulty of matching small innovative businesses with 
larger corporate partners. This initiative is being implemented jointly by the government’s 
Small Business Service (SBS) and the National Business Angels Network (NBAN). 
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4. Tax incentives for R&D 

4.1 Introduction 

This section of the report focuses on the provision of tax incentives by EU Member States to 
promote R&D in the private sector. The survey is based upon the information contained in the 
Trend Chart country reports, on additional information provided by Trend Chart 
correspondents (through a short questionnaire, a copy of which is given in section 8) and the 
database of innovation policy measures maintained by the Trend Chart. This report provides 
an overview of the results of the survey, putting them into a wider context. 

Table 1 in section 3.1 would indicate that taxation is not a high priority in most EU Member 
States in relation to innovation policy, though there are some exceptions. Nevertheless, the 
recent conclusions of the European Industry Council of 5 December 2001 have stressed the 
increasing importance of taxation as an innovation policy instrument. 

The arguments for and against the use of tax incentives to stimulate R&D spending can 
generally be categorised as follows: 

• For: relatively easy to administer for both government and industry, and can be easily 
targeted at certain sizes of company if required. 

• Against: tendency to favour large companies (which do not need assistance) over small 
companies (which do), and merely subsidises expenditure which would have been made 
anyway. 

 

Table 2. EU Member States with current tax incentives for R&D 

Country Primary measure(s) 

Austria Tax allowance for all R&D spending, with an additional allowance for ‘rapidly increasing’ 
expenditure. 

Belgium Increased tax deduction for R&D or patent investment, especially for SMEs. 
Tax deduction for employment of R&D personnel with plans to extend this scheme. 

France Tax credit for increased R&D expenditure. 
Ireland Tax deduction for additional R&D expenditure (recently discontinued). 
Italy Tax deduction for specific R&D items identified in company statutory accounts. 
Luxembourg Accelerated depreciation rates for equipment used in research. 
Netherlands Reduced payroll taxes and social contributions for R&D staff 
Portugal Tax credit for companies performing R&D with a higher rate for incremental expenditure. 
Spain A range of tax credits for a number of activities and costs associated with R&D. 
United 
Kingdom 

Tax credit to SMEs for R&D expenditure, subject to this exceeding a threshold level. 
Reform and simplification of tax regime related to intellectual property. 

The outcome of this particular policy debate in different countries is sometimes seen as a 
measure of the relative strengths of the Ministries responsible for Finance and Innovation. 
Opinion on the effectiveness and desirability of tax incentives for R&D is split, though the 
balance appears to be in favour. At present, ten EU Member States  have put specific 
measures in place (summarised in table 2 above) which provide for tax incentives as a means 
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of promoting higher levels of R&D spending in industry. The arguments within each country 
follow the general outline given above. 

4.2 Tax incentive policy in Europe 

4.2.1 Tax credits and allowances 

It is clear from what has been said above that most tax incentives offered to companies for 
undertaking R&D fall into two categories of credits or allowances: one for all R&D-related 
expenditure and one providing only for incremental increases in expenditure on R&D. In 
addition to these two primary instruments, there is a third approach, which essentially 
provides a subsidy to the employment costs of staff engaged upon R&D activities. 

In Austria (AT 26), this approach has been combined in such a way that all R&D expenditure 
qualifies for an allowance of 25% against the company’s tax liability, with a 35% allowance 
granted on expenditure which is above the average for the previous three years. The intention 
of this measure is to provide a particular incentive for any young companies, i.e. technology-
based start-ups, which have high levels of expenditure on research and development. 
Interestingly, a recent report3 on this tax incentive made a number of criticisms of the policy. 
However these did not concern the basic concept of tax concessions but rather some specific 
points on the way that the policy had been implemented in practice. The key critical points 
raised were that: 

• the policy provides no particular advantages to SMEs or start-ups over those available to 
large corporations; 

• the tax allowance only benefits enterprises if they are making profits, thus its impact on 
start-up companies is reduced; 

• the tax allowance is only granted when patent protection is granted as a result of the work 
undertaken or if ‘social returns’ are forthcoming; this approach neglects the difficulties 
and costs associated with measuring such ‘social returns’. 

The report made recommendations on all of these points and also suggested how the 
administration of the measures might be simplified. Perhaps the most significant proposal is 
that effectiveness should be evaluated after a period of three years. Discussion continues, with 
a further report expected to be published shortly by the Austrian social partner, the Beirat für 
Wirtschafts- und Sozialfragen. 

Portugal operates a system very similar to that of Austria, with a 20% tax credit on R&D 
expenditure and a 50% rate applied to incremental expenditure. This programme was 
modified during 2001 to increase the credit rates and to expand the range of eligible 
expenditure to which the credit could apply. These changes are part of an apparent trend in 
Portuguese innovation policy towards the greater use of fiscal stimuli in place of direct 
financial incentives. The operation of the Portuguese policy also shows up a key shortcoming 
in the Austrian system in that the tax credit in Portugal can be carried forward for up to six 
years and be offset against future profits, rather than having to be used up in the year of 
expenditure. 

                                                 
3 Hutschenreiter, G., Aiginger, K., Steuerliche Anreize für Forschung und Entwicklung, Internationaler 
Vergleich und Reformvorschläge für Österreich, Wifo, 2001. 
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Spain operates a similar, but somewhat more complex, system, with tax deductions available 
against numerous different categories of R&D costs and external spending. The rate applied 
varies between 10% and 60% depending on the category of expenditure, but the overall scope 
of the measure is very broad, even covering some aspects of software acquisition and quality 
certification. Tax allowances given under this programme depend on the relationship between 
the level of the current year’s spending with the average level of spending over the two 
previous years. 

Luxembourg does not provide tax relief on R&D spending as a whole, but offers accelerated 
rates of depreciation on equipment items that are used for scientific or technical research. This 
has a similar effect to other allowances but clearly favours capital investment over other 
spending, such as current spending on researchers’ salaries, for example. One advantage of 
this approach is that it makes it easier to identify the eligible costs against which the tax 
allowances can be granted. 

The French experience is a little different, with the Crédit Impôt Recherche (CIR) providing 
for tax credits on eight categories of R&D expenditure. This scheme was originally launched 
in 1988 as a horizontal measure applicable to all industrial sectors. The tax credit granted is 
50% of the difference between the current year’s R&D expenditure and the average of the two 
previous years. Studies of this scheme have produced inconsistent results, though an average 
of just under 7000 companies have applied annually for tax relief under the scheme since 
1986. It appears that the scheme has been especially advantageous to SMEs, with the 
financial benefits being concentrated at the lower end of the range of expenditure. 

One significant negative factor to have emerged during the operation of this scheme is that 
companies which are unable to maintain the levels of their R&D spending accrue negative tax 
credits. These companies therefore drop out of the scheme and are unable to take full 
advantage in later years when their spending levels rise again. New measures to remedy this 
situation are expected to be introduced in the near future. 

The final member of the group of countries operating a scheme of tax relief on general R&D 
spending is the United Kingdom. Historically, the UK has been somewhat sceptical about the 
benefits of any special form of tax relief for R&D, but the current Labour administration has 
recently introduced the Small Firms’ Tax Credit scheme, which provides for tax relief to 
SMEs (as normally defined by the EU) at a rate of 150% of their current R&D spending. 
Although no direct evidence is available, it is thought that this measure was probably 
introduced after an assessment of other countries’ experiences with tax credits. Following 
submissions from employers’ organisations, the government is considering extending the tax 
credit to larger companies and it issued a consultation paper4 earlier this year. 

4.2.2 Other tax incentives 

Both Belgium and the Netherlands have adopted a slightly different approach to using fiscal 
measures to stimulate R&D efforts. Here, tax relief has been directed specifically at the costs 
of staff employed in R&D functions. 

In Belgium, a fixed deduction of €11,006 is allowed from the taxable profits of a company for 
each additional staff member recruited into an R&D role. If the person is especially highly 
qualified, this deduction is doubled. The main advantage of this scheme is its relative 
                                                 
4 HM Treasury/Inland Revenue, Increasing Innovation – A Consultation Paper, Budget 2001 
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simplicity; the disadvantage for companies is that the allowance is a one-off reduction which 
applies for one year only and which cannot be carried forward if the company does not record 
a profit in the year of recruitment. The programme has been running since 1992, and 
consideration is currently being given to some relaxation of eligibility criteria for spin-off and 
start-up companies. 

The Dutch approach is much broader in its application. The WBSO scheme (NL 05) allows 
for a tax deduction of 40% on R&D-related wage costs up to €68,000 per year with a 13% 
deduction on all costs above this level up to a ceiling of €6.8 million per company. The 
scheme entered into operation in 1994 and is considered a success, not least because of the 
simple administration procedures and ease of accessibility to SMEs. Two reports published in 
19985 considered the effectiveness of the measure and established the following points: 

1. There is a high correlation between the level of WBSO per employee and the intensity of 
R&D activity. 

2. Firms using the WBSO spend more on R&D than those that do not use the scheme. 

3. WBSO has led to higher numbers of R&D employees.. 

Interestingly, the evaluation was unable to determine the direction of the causality for points 1 
and 2 above. 

4.2.3 Member States not using tax incentives 

The other Member States of the EU do not at present use tax incentives that are specifically 
directed towards R&D spending as a means to stimulate innovation. The position of Swedish 
policy-makers in this regard is that R&D expenditures are tax-deductible, like any other 
business expense, and hence no special treatment is required. Similarly, in Germany there is a 
view that market forces are generally sufficient to stimulate R&D in larger companies, and 
that specific market failures are better addressed through providing direct subsidies and other 
innovation-financing mechanisms rather than fiscal incentives. In both these countries, as in 
others, tax allowances are available for certain types of investment expenditure, hence some 
of this benefit will accrue to companies that are making investments for R&D purposes. 
Denmark and Finland subscribe essentially to the same view as Sweden and Germany, with 
this aspect of innovation policy having a very low priority. 

Other countries are not so firm in their opposition to tax incentives for R&D. In Norway, the 
Hervik Commission proposed in 2000 that state subsidies should be provided to companies 
making expenditures on certain types of R&D project. The committee majority recommended 
that such subsidies should be provided in the form of a tax credit, but the Finance Ministry 
was successful in opposing this and a more modest scheme was subsequently introduced. 
Recent moves in Parliament, however, suggest that the proposed tax incentives may still be 
introduced in the near future. 

Greece offers a further indication that fiscal incentives are gaining in popularity. A wide-
ranging study has been made into a possible overhaul of the whole taxation system. It is 

                                                 
5 Bureau Bartels, Evaluatie van de wet vermindering afdracht loonbelasting en premie volksverzekeringen, 
onderdeel speur- & ontwikkelingswerk (voorheen de WBSO) – Deel I, Amersfoort, 1998  
Van den Hove et al. Evaluatie van de effectiviteit van de Wet vermindering Afdracht, S&O-vermindering 
(WVA/S&O, voorheen WBSO), Deel II, Voorburg: Centraal Bureau voor de Statistiek, 1998 
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anticipated that, as part of this review, tax incentives for stimulating R&D and innovation will 
be studied with a view to their introduction. 
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5. Conclusions 

Developments in the field of innovation financing continue to be slow but steady. While, as 
observed earlier, it would be premature to attempt to draw definite conclusions about policy 
trends in this area, it is possible to identify some emerging trends in innovation financing. 

Only five new measures having an impact on innovation financing were introduced during the 
six-month period covered by this report. Some of these measures replace earlier measures or  
consolidate previous schemes. Although direct financial support continues to account for 50% 
of the total measures, this proportion continues to fall slowly, as greater use is made of 
enabling measures and fiscal incentives. 

One emerging trend goes in the direction of consolidation, amalgamation and simplification 
of the administration of innovation support measures, which is in keeping with the philosophy 
of reducing the burden of government on business. However, it is clear that there is, at present 
at least, little innovation in how policy is applied in this area of innovation finance. Policy 
measures are quite stable, with greater emphasis on changing they way they are operated 
rather than any significant changes in direction. 

There is some indication that fiscal measures are increasing in popularity amongst 
governments as a means of promoting certain types of innovative behaviour. Using the tax 
system as a policy instrument is not a new phenomenon, but in many countries its use as a 
vehicle for innovation policy implementation is relatively new. It is possible to target tax 
measures quite accurately if desired, or to provide the benefits of reduced tax to companies 
across a very wide range of sizes and activities. 

The experience gained by governments in operating tax incentives suggests that these 
measures do have a place in the innovation policy-makers toolbox, but reveals many potential 
pitfalls at the operational level. Evaluation of the effectiveness of these measures shows that 
they contribute positively to the level of R&D activity and also the clear correlation between 
uptake of the tax incentives and levels of R&D activity. This does not, however, answer the 
criticism that the tax regime merely rewards companies for undertaking activities that they 
would have carried out anyway, i.e. that the effect on the total R&D effort is marginal. 

Overall, there is still insufficient information on the evaluation of measures, forcing policy-
makers to continue to rely on largely anecdotal indicators of the effectiveness and efficiency 
of measures. 

Much greater effort is required, both to analyse the impact of policy measures on their 
intended targets and to gather the baseline data that will be required to facilitate such analysis 
ahead of implementing new policy measures. 
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6. Annex – Distribution of innovation-financing measures by 
country/theme 

 

General measures 
 ƒ 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

          AT48  
        DE50  GR36  
 IT17       DE40  GR39  
 IL 3     UK 5  AT15  ES17  

Financial 
environment 

UK 2 UK 4   IE 8  FR16  AT 6  IT21 FI13 
      UK 6      
      UK 5      
      NL 9      
      FI 3   BE53 ES17  

Intermediation 

 IL 1    SE 8 AT 4 ES 9 BE11 BE28 ES13  
DE10   PT 3    Loan 

guarantee UK 8  DK 1  NL 3     CZ 4 CZ 8  
IL 2            

DE13            
FR 9            

Equity 
guarantee 

AT 5    DK 2 DE12  AT12 AT 7    

Investors 
 ƒ1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

        NL15    
DE11 IT17      NO 5 LU 2 UK11   

Equity 
investment 

GR13 IL 3   PT 3 DE12  GR 5 FR15 FR13   
       PT 4     Tax 

relief       NL23 FR10   UK31  

Firms 
 ƒ 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

             
Tax relief        IT 7   UK35 DE14 

      FI 4      
ES 1      NL28 NL10    NL33 
NO 8      IS 1 NL2  BE46  NL34 

Loans 

AT 3    NO25  FI 2 DE20 AT 7 SK 1 DE 56 ES24 
ES 3       AT29     Interest rate 

subsidy AT14       ES 3  CZ 4   
DE11       DE20     Equity 

Investment AT14    NL16  AT13 AT11  BE46  DE66 
AT 3            
AT 5            
ES 4            
SE 3            
SE 2           ES27 

NO18     IL 4     PT15 ES24 
NO 8    ES 8 PT10     UK10 IE27 
NO 2    SE 1 ES 7  ES 9   ES19 NO27 
IT19    PT 9 IT20 UK 5 ES 6  AT39 ES17 IT36 
IL 4   LU 1 PT 3 IT 4 NL 9 AT11  DE26 ES13 1T37 

Grants 

GR 1 IL 1 IT16 AT10 PT 4 AT 8 DE 8 IT 1 IE 7 AT 9 ES12 FR34 
VC Programme           DE20 FI13 
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8. Questionnaire 
 
COUNTRY: 
 
With regard to Topic 1 ‘Tax incentives for R&D’, please provide information on the 
following questions: 
 
1. Does this topic form an area of innovation policy concern in your country? For example, 

is it the subject of policy debate, or have measures been introduced to address it? (If 
“YES”, please give brief details but see 3 below for the specific details of any relevant 
measures).  

 
 
2. Have there been any specific studies or reports/documents produced on this topic. Please 

give brief reference and description of main objectives/findings. 
 
 
3. Are there any existing policy measures which directly or indirectly address this topic? 

(Please give reference numbers and names of relevant datasheets, or a brief description) 
 
For each measure described please provide the following details: 
 
Name of scheme and reference number:   

 
Brief description of scheme (or refer to country report/datasheet)  

 
 
 

a) Target of the measure: 
(e.g. SMEs, large companies, PSREs, all companies) 

 
 
 
 

b) Level of operation of measure: 
(e.g. industry sectors, Regions, ) 

 
 
 
 

c) What is the primary objective (e.g. to stimulate R&D investment, 
to promote new R&D activity) 

 
 
 
 

d) Does the scheme have any particularly novel or interesting 
aspects?  

 
 
 

 
4. Have any of these measures a) formed the subject of evaluations or b) been transferred 

(with or without modification) to/from another country? Please give details, particularly of 
possible ‘good practice’ examples. 

 
5. Are there plans to introduce new policy measures, which directly or indirectly address this 

topic? What is the likely time scale for their introduction? 
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