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Inquiry into BusinessCommitment to Researchand Developmentin Australia

Attachedwith this letteris a submissionfrom theAustralianGeoscienceCouncilon the
Inquiry into BusinessCommitmentto ResearchandDevelopmentin Australia.

TheAustralianGeoscienceCouncilcomprisesninesocietiesandassociations,hasa
membershipof over7000andrepresentsmostof theprofessionalgeoscientistsin Australia.A
key aimof theAGC is to promotethe geosciences,in thebestinterestsof bothourconstituent
organisationsandtheAustraliannationasawhole.

We appreciatetheopportunityto makethis submission,becausewestronglybelievethatthe
challengeof boostingindustrialR&D in Australiais oneof themostimportantissuesfacing
we facein this increasinglytechnologicalage.

Pleasedo not hesitateto contactmeif yourequirefurtherinformationor clarification.

Yourssincerely

DavidDenham
President

Dr DavidDenhamAM, Tel: 02 6295 3014,Email: denham@atrax.net.au
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Commentson keyquestions

Whatwould bethe economicbenefitfor Australiafrom agreaterprivatesector
investmentin R&D?

• R & B investmentin scienceandtechnologyis essentialto maintainandimprove
theinternationalcompetitivenessofour industries.

• Weneedefficientcompetitivebusinessesto generatewealththroughstrongexports
andthecreationofnewjobs.

• A culture ofinnovationandR&D createsa communityofhighly skilledworkers
thatareableto contributeto thenationthroughtheir skills, knowledgeand
experience.

• Weneeda strongR& D culturein theprivatesectorto maximisethebenefitsfrom
ourstrongperformanceinpubliclyfundedbasicresearch.

• Weneeda highlyskilledprivatesectorsothat wecancreatea nationthat is
wealthy,sustainable,rich in cultureandhealthy.

Weidentif~ifour keythemesin ourvisionforAustraliaoverthenext10—20years.These
are:

Furthermorewe haveidentified severalimportantresearchareasthatwill requireR&D
investmentif we areto achieveourgoals.Theseare:

Improveexplorationtechniquesfor discoveringnewoil, gasandmineralresources,sothat
moreresourcescanbe discovered.Improvetechniquesandincentivesto increasetheljfe
andtotalhydrocarbonrecoveryfrom reservoirs.Newinnovativetechniqueswill provide
exportservicesthatareglobally competitive.



Improveour understandingofthe structureandcompositionofthe Australian continentto
increasethe chancesoffinding newmineral andpetroleumresources.

Improvetechniquesto extractandprocessmineralsandoil andgasmoreefficiently, so
thattheseresourcesaredevelopedresponsiblytoproducevalue-addedproductsthatare
globallycompetitive.

Developand implementnationalplan to arrestthespreadofdrylandsalinity
Undertakenationalprogram to understandassessAustralia’s surfaceandunderground
watersupplies,with a viewto developinga sustainableresourceplan.

Conserveenergyresourcesby developingmoreefficient methodsof transportandbetter
waysto heatandcoolbuildings.

Developandimplementalternativeandmoresustainableenergysources,eg, hydrogen,
solar, tidal andwind.

Developnewtechniquesto separateandcaptureemissions,particularly CO2

Investigatenewtechniquesto sequesterCO2andothergreenhousegases.

To achieveprogressin theseareaswebelievethereneedsto be an increasedandsustained
investmentin scienceandtechnology.Thiswill involve the smallto mediumsizedbusinesses
becausetheyarecrucial for creatingjobsandwealthin the communityandtacklingtheabove
issues.Theseenterprisesneedto benurturedbecausewithoutR&D investment,theywill
becomeuncompetitiveandbe leftbehindwith old technologiesandoutmodedservices.

‘In Australia64%ofbusinessenterpriseR&D isperformedinfirms oflessthen500
employees,withonly24%performedinfinnswithgreaterthan1,000employees.Thus,for
the majorityofAustralianfirms, longer-termresearchis verydifficult to carry out within the
firm unlessit expendsconsiderablymorethan theindustryaverageonR&D. In the United
Stateshowever54%ofindustrialR&D is carriedout infirms withgreaterthen10 000
employees,withonly 18%infirms oflessthan 500 employees.Thus, in the USA thereis a
largenumberoffirms with thescalethatenablesthemto carry out longer-termresearchin-
house’(CSIROsubmissionto BatterhamReview).

Globalisationhasresultedin amajordeclinein theR&D carriedout in Australiaby themulti-
nationalsoperatinghere.We thereforecontinueto rely on theSMEsto undertakeR&D and
consequentlyit is crucialthattheirR&D investmentis maxiniised.

In theresourceandenvironmentalsectorswheretheeconomicimpactsarehuge,smallgains
inproductivity asaresultof innovationwill resultin verysignificantflow on effectsin these
industries.
Forexampleby improvingexplorationtechniquesfor discoveringnewoil, gasandmineral
resources;developingnewsustainablesuppliesof energy;andarrestingthespreadof land
degradationanddecliningwaterresources,therewill behugebenefitsto thenation.
Theredoesnot needto be hugebreakthroughsin theseareas.With theresourceindustries
alonegeneratingover$55 billion/yearin merchandiseexports,andtheagricultureand
processedfood industriescombiningto generateexportsof similarvalue,smallimprovements
in thesesectorswill leveragemajorgainsin termsofwealthandsustainability.



What are the impediments to businessinvestmentin R&D?

• Poorinvestmentlevelsby largemulti-national companiesoperatingin Australia.
• Inadequatetaxstimulationfor R & D investment.
• Lack oflong-term viewin the marketplace,wherethe culture is oneofshort-term

profit andgainsin the shareprice.
• Lowlevelsofventurecapitalavailablefor newhigh-tech companies.
• Low levelofbusinessawarenessin the researchcommunity.Thenexusbetween

scienceandbusinessis notadequatelydeveloped.
• Takeoverlawsin Australia makeeasytargetsofsmallcashstrappedstart-up

companies.

Oneof the mainreasonswhy thebusinessinvestmentin Australiais muchlower thanin most
of our OECDpartnersis thatthereis averylow levelof investmentby the largemulti-
nationalcompaniesthatoperatehere.Accordingto ABS figures,in 2000-01ourBERD is at
0.7%of GDP,whereasthe OECDaverageis morethan2.0%.In termsof businessR&D
intensityAustraliaranked

20
th in theOECDST& IndustryScoreboard.

In theresourceindustriesmostof themulti-nationalpetroleumandmineralexplorershave
dramaticallyreducedtheirR&D effortsinAustralia.Thepetroleumcompanieshavea
particularlypoorrecordin this situation.

Thepresent125%taxdeductibilityfor R&D underBAA (with 175%fornewR&D only in
theyearin whichit is introduced)comparesunfavourablywith the earlierratesof 150%,
particularlyasthecorporatetaxratebeenreducedfrom 50% to the currentrateof 30% and
whenoverseasratesof deductibility,in somecasesreach200%.
Furthermore,for start-upcompaniesthatdo nothaveapositivecashflow, an R&D tax
deductiondoesnot help.

Thetimeframefor R&D returnsis usuallytoo shortin the contextofthehalf-livesof CEOs.
This is particularlytrueof the longer-termstrategicresearch,wherethereturnon investment
couldtakeseveralyearsto realise.In Australiapubliccompaniesarerequiredto reportto
shareholdersandto the marketquarterly,thereis thereforesignificantpressureon firms,to
performin theshort termby cuttingcostsandincreasingrevenue.Businessesaretherefore
reluctantto investheavilyin R&D withoutadditionalincentives.

Australia’scurrentstandingon theavailability of venturecapital is well belowthe OECD
average.In theperiod1995-98it wasatabout0.06%of GDP comparedto over0.15% in the
US theNetherlandsandCanada.This is amajorproblemin developingnewhigh-tech
companies.

Manyscientistsarenot comfortablewith the commercialisationof theirresearchresults
becausetheyhavenot, forthemostpart,beenexposedto businessadministrationand
financialmanagementduring their degreecourses.Theywouldrathertackletheintellectual
problemsolvingchallenges,forwhich theyarecomfortable,andforwhich theyhavebeen
trained.Thiscultural“divide” impedesinvestmentin businessR&D.

At presentit is relativelyeasytotakeoverstart-upcompaniesearlyin theirdevelopment,
particularlywhencashflow couldbeaproblem.Thisresultsin thelossof promisinghigh
technologycompaniesto overseasinterestsandoftenshifts theR&D effort offshore.



What stepsneed to be taken to better demonstrateto businessthe benefitsof higher
private sectorinvestmentin R&D?

• Encouragemulti-national companiesto undertakeR&D in Australia.
• Re-introducethe 150%taxbenefitfor R&D.
• Promotea ten-yearoutlook in priority settingforinvestment.
• RecogniseR&D achievements— equatesuccessfulscientistswith successful

sportspersons.
• Patentapplicationsshouldattractthe 150%tax rebate.
• RemoveHECSfeesfrom scienceteachingcoursesto encouragequality teachersto

enterthe teachingprofession.

TheCommonwealthGovernmentshouldencouragemulti-nationalcompaniesto undertake
R&D in Australia.Theyhavethe leverageto adoptcarrotandstickapproachesto overseas
companiesdoingbusinessin Australiaandtheseshouldbe used.

Governmentincentivesshouldbe sufficiently simpleandattractiveto encourageR&D
investment,andshouldbe consistentto enablelong-termplanning.We favourareturnto the
simple150%tax benefitfor R&D thatwas in placein the 1980sandearly1 990s.Webelieve
thatappropriatestepscanbe takento avoidthe allegedrortingthatwas takingplaceearlier.

The changefrom short-termto long-termculturefor investmentandplanningis goingto be
verydifficult to tackle.Whenelectionsareheldeverythreeyearsandwhenshareholders
demandshort-termprofits thisis goingto be arealchallenge.Webelievethatafirst step
shouldbe to developavisionfor Australia,sothatwehaveanationalgoalor aseriesof
nationalgoals.This hasalreadybeenstartedwith thepriority-settingprogramacrossthe
wholeof governmentin termsof focussingourresearchefforts. Werecommendthatthis
processshouldbe startedimmediately.

Weneedto attractthebestpeopleinto scienceandtechnology.Thisrequiresarevitalisation
ofteachingatall levelsof education.Primaryschoolteachersneedbasicknowledgeto
explaintheworld to children.High schoolteachersneedsupport(suchasrelief fromHECS)
to undertakesciencecoursesso theyareconfidentin communicatingto their charges.Our
universitiesneedwell-paid lecturersandmodeminfrastructureto stimulateparticipationin
scienceandtechnology,so thatworld-classresearchersareavailableto undertakeprivate
sectorfundedR&D. Therealsoneedto be coursesattertiaryinstitutionson subjectssuchas,
businessadministrationandfmancialmanagementfor scientistsandtechnologists,so thatthe
nexusbetweenresearchandcommercialdevelopmentis strengthened.

Significantprogresshasbeenmadein recentyearsto enhancethe achievementsof scientists.
Thistrendmustcontinuesothatstudentscanseethattherearerealandvaluablerewards
availablein pursuingcareersin scienceandtechnology.

Thepatentingof IP is veryimportantandalsoverycostlybecauseof the legalproceduresthat
haveto be followed. We recommendthatthe sametax incentivesshouldapplyto patent
applicationsas to R&D investments.
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