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Introduction
Contrary to popular perception, government intervention in innovation does not work well. It is true that
the US government has fostered a lot of innovation but that is largely due to civilian application of
military R&D and NASA. Government subsidies and grants are likely to drive up wages of R&D
1
specialists but not necessarily lead to more or better R&D.
Simple solutions to a perceived underinvestment in innovation are flawed. Simply relying on the
university system to drive national innovation ignores the meagre record of university innovation in
2
Australia. Spin-offs from university research in Australia have been poor. Tax concessions per se are
open to manipulation and allegations of tax avoidance/evasion. In an environment of low corporate
taxation the value of the concession falls dramatically. Tax concessions also target ‘new-to-the-world
innovations’ and discriminate against continual incremental innovation. While intellectual property is
important for innovation, some proposals for strengthening intellectual property rights could give rise to
3
‘patent thickets’ whereby legal entrepreneurs stifle innovation.
There is no magic bullet or formula that will deliver on-going sustainable innovation. The best
government can do is provide a stable and coherent institutional and policy environment that will foster
innovation as it develops and evolves in the private sector. While this type of argument lacks a dramatic
solution to a pressing problem, nonetheless it is not a ‘do-nothing’ solution. As we set out below there
are several reforms that could be undertaken that will enhance innovation in Australia in particular, and
promote greater economic growth in general.
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of value in Australian biotechs, Accounting Research Journal. 17(2) 164 – 173.
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Proposals
(1) Education
Innovation does not require a large cadre of research-trained university graduates. There is a disconnect
between what universities understand as ‘research’ (the creation of new knowledge) and what private
industry understands as ‘research’ (both the discovery of new knowledge, but also the application of
previously known knowledge to a new problem – in other words ‘library’ research). Education needs to
be aimed at the mastery and understanding of the extant body of knowledge – this implies that good and
4
better teaching need to be subsidised or encouraged over research per se.

(2) Tax
Tax concessions per se are likely to have a small effect on innovation. Lower overall tax rates are likely
to stimulate innovative behaviour. The corporate tax rate should be reduced and the progressivity of the
personal tax system also reduced. The benefits of lower personal income tax on entrepreneurial entry
5
have been well documented in a range of careful US studies. Similarly, the benefits of low corporate tax
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rates on innovation and business entry have recently been estimated by the World Bank.

(3) Freedom of entry and exit and access to limited liability
Most innovation is likely to occur in large organisations. Small start-up firms, however, still have an
important role to play. Public policy should be aimed at simplifying the regulatory burden in establishing
and maintaining small business. In particular we argue it should be easier for individual entrepreneurs to
access limited liability provisions. In particular Australia should consider a South African innovation
known as Close Corporations. This type of business structure is a hybrid between a sole proprietorship
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and a company. In addition, the role of the bankruptcy system may be important in stifling innovation
by increasing levels of risk-aversion.

(4) Venture Capital
A major problem for small start-up firms is access to venture capital. While Australia does have a large
financial market and large amounts invested in superannuation it is not clear that super funds should be
invested in high risk activities (after all super exists to fund retirement when individuals are risk-averse).
It is important to understand the myth of time diversification when advocating superannuation investment
into innovation. Paul Samuelson has shown that it is not the case that investors should invest in risky
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See William Baumol, 2005, ‘Education for innovation: Entrepreneurial breakthroughs versus corporate incremental
improvements, Innovation Policy and the Economy, vol. 5, MIT Press
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See the collection of studies in Joel B. Slemrod (ed), 2000, Does Atlas shrug? The economic consequences of taxing
the rich. Harvard University Press.
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Additional details can be found at http://www.cipro.co.za/products_services/close_corps.asp

assets simply because they have a long time horizon. 8 In other words, superannuation should not be
viewed as a source of cheap finance for high risk investment projects.
Investment is superannuation is highly tax advantaged and this may well crowd out other forms of
investment. To the best of our knowledge this has not been investigated in Australia. To some extent it is
a value judgement as to whether this is desirable or not.

(5) A national innovation database
There has been a lot of discussion in industry consultations about the need for a national innovation
database. The argument put forward for a national innovation database is that the government has a role
to assist in face-lifting ideas, technology and innovators to promote innovation.
Australia already has the ground work completed for a national innovation database through IP
Australia’s AusPat system. 9 A standard principle for a patented invention (including product or method)
is the obligation of public disclosure. AusPat provides for a searchable database of patented inventions.
While AusPat does not include details for non-patented inventions or copyrighted works (such as
computer software), it does provide the foundations for a national innovation database.
However, it is questionable whether there would be any significant benefits in developing a national
innovation database. Innovation is not constrained to the technology within individual nations. Innovation
is achieved through ideas and technology sourced both domestically and internationally. In any form of
intellectual property, protected technology is often built on existing technology or an existing technology
is included as a component of a newly innovated technology. It is rare that innovations built on existing
technology are limited to those within a particular country. Instead they are often the result of bringing
together technologies from numerous countries. Building a national innovation database will encourage
myopia from Australian inventors on the potential best sources for the technology to;
-

create new technology

-

improve existing technology; or

-

license components to be included in technology.

Additionally, it is questionable what benefit the Australian government could play as a facilitator. There
10
are already a number of international innovation databases that fulfil this role.
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See for example, the ZIM Innovation Database at http://www.iges.de/about_iges/zim/methods/index_eng.html

