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The Perception - 1: The continuous increase in the “gap” with US
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The gap on the gross expenditure on R&D between US and EU is increasing,

although EU15 has doubled its GERD over the last 25 years
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Analysis suggests that, at least in the case of EU 15 and the
US, but increasingly in the OECD as a whole, the
“pendulum” Is swinging towards private incentives.

Does this corresponds to the current
economic and political demands of our time?

Mostly an empirical question:

# Is the balance adequately meeting the social and economic demands for new
science and technology, as expressed by economic and political expressions?

Ty

» Is the balance adequately facing not only our current demands, but making the
iInvestments needed to meet the challenges of the future?

...see, for example, Paul Rommer (2000); Paul David (2006)




Looking at History: EUurope vs US

EU-15 R&D Expenditure by source of funds (millions of PPS at 1995 constant prices)
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Source (Eurostat)

Private spending on R&D in EU15 has remained stable since 2000 at around 80 billion and has

not followed the related American increase during the 90°s. Public spending has just slightly
Increased.




The Historical Analysis: US IN cumulative terms

US R&D cumulative Expenditures by source of funds: Public and Private (Mio constant 2000 $, since 1953)
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Source: NSF

BUT, in cumulative terms, the US public support is only now being surpassed by the private support to R&D.

The “integral” reflects long-lasting investments in basic science, equipment and institutions such as the
modern US research university, on which both private and public R&D depends, namely to train people.




Structural Analysis: US public / private expenditure
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Rank Firm

Top 25 —-European Union

Founded

Top 25 - USA

Rank Firm

Founded
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Source: Forbes Global 2000 firms

Global firms with the largest stock market valuation

The economic space of the
EU is completely dominated
by old firms, with Vodafone
the only one of top 25
European leaders established

after 1927

In the U.S.A., by contrast, eight
of top 25 firms by market
valuation have been created

since 1950, with five after 1975

Analysis shows the critical
need for a strong investment
In new knowledge and the
generation of talent, from
which opportunities for
iInnovation and

entrepreneurship emerge!




Structural Analysis: US BASIC R&D

US Expenditure on Academic R&D by source of funds (Mio constant 2000 $)
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Source: NSF

...in fact, the “public” has not retreated from funding basic R&D, which has increased again

since mid 90°s. It has also pushing upwards private spending on basic R&D




EUROPE: Which allocation of Public funding?

EU-15 Government Funding for R&D (Constant 1995 PPS)

30.000
e ——
_—o———"'"._____.—
25.000 | -
Y T
e :
— l— — — - =
20000 g e — = T
15.000 A
10.000 A
[ BN
P i AR L B S -9
o @ Y Y o-- Q- L. @ - @ e o °
5.000 1 —e— EU-15 Government
----@----EU-15 Business
— @- - Eu-15 Higher Education + Non-profit
0 T T T T T T T T T T T
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Source: Eurostat

Public spending on HE has increased (in real terms) during the late 90°s, but has remained

stable since then and did not accompanied the US trend of the early 2000°s. Also, it does not
reflect the need for long-lasting investments in basic science, equipment and institutions.




EUROPE: Which volume of Public funding?

How to foster the public understanding of science in EU and raise the citizen's contribution to science?

R&D Expenditure financed by Government/inhabitant (constant 2000 $ and PPP/inhabitant)
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Observation 1: the need to train and secure more researchers in EU

Total researchers per thousand labour force
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To fil the gap, Europe needs to train more than 500.000 researchers able to foster a

modern knowledge infrastructure and drive new markets. Women remain the most
obvious source for increasing human resources for science and technology in Europe.




Observation 2: the need to raise R&D Expenditure per researcher in EU’s HE
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As important as aiming towards increasing the average level of investment in R&D, it
IS critical to have a higher education system that distinguish itself through their

ability to generate unigue talent and knowledge




Policy Implications for EU 1/3

The debate on the need to increase expenditure in R&D
in Europe must consider improving our understanding
of the different nature of private and public incentives
for S&T.

“Blanket” recommendations to enhance property rights
or to limit public resource allocation, based on the US

experience, may be misguided.

The key message from the US history is that of a
diversity of policies and increasing “institutional
specialization” and clarification of the role of the
private and public incentives to support S&T.




Policy Implications for EU 213

How far will Europe be able to strengthen a public funding policy

for R&D that Is oriented, focused, and consistent?

It requires:

 To be increased, and this requires strengthening the
public understanding of science!

e To be oriented towards academic and basic research
In a way that can foster the knowledge infrastructure,;

* Able to provide the necessary resources (including
gualified human skills) for companies to increase their
own investment in science and technology

e To foster the entrepreneurial environment and
facilitate new entries in the market




Policy Implications for EU 3/3

In a context of increased “brain circulation”
throughout the world, how far public funding for
research in EU, including that provided through the
EU Framework Programme, can accommodate
training of the required skilled human resources?

Graduate programs and schools with a strong
International component should be able to provide
the supply of adequate transferable skills to allow

for a highly skilled labour force that is able to create
and drive new markets...

...and they should also provide new careers and
attract new talents!

...It requires a common EU policy for skilled Human Resources!




