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Follow-up to the Committee session on Budget 2020

Thank you for your letter of 9 April and the opportunity to give evidence in front of the Committee on 18 March.

You asked for more information on a couple of the points I raised at the session:

1. Support for adoption and diffusion of technology in manufacturing
We have just completed some policy work in this area, including extensive stakeholder consultation, and will be publishing a policy paper shortly. This work found that the integrated, co-ordinated single-pot model (as used by the Made Smarter North West pilot) was the most successful form of intervention, particularly with smaller manufacturers.
Outside the North West, a more fragmented approach meant that progress was more limited.

We think that the Government should expand the North West model, resourcing lead regional delivery agents (such as growth hubs) to introduce similar initiatives in other regions. It is also critical that the replacement for European Regional Development funding, which is widely used to support manufacturing SMEs, is flexible enough to support industrial digitalisation. We think that the challenge-based funding model as used by Innovate UK is less effective, unless an intermediary (such as a university or catapult centre) is involved. The bidding process is too complex and resource-intensive for many SMEs to engage with, and it can lead to an overlapping raft of initiatives which confuse the picture rather than complementing each other.

Our policy paper and detailed recommendations will be ready shortly – once it is I’ll send it over.

2. Simplifying the R&D tax credit system
[bookmark: _GoBack]R&D tax credits are an excellent idea, but the scheme does not always drive the right results as it currently operates. We think that the main problem stems from the way HMRC defines qualifying expenditure. We accept that, of course, it is important to be relatively flexible, but the definitions are drawn in a very broad-brush way. This means that the onus is on the business to make its case against subjective criteria – such as ‘prove this expenditure helped you to overcome uncertainty’.

Smaller businesses are less confident operating in this way, and would prefer a simpler assessment process against a more concrete range of criteria. The gap is currently filled by consultants, who will make the case to HMRC on an SME’s behalf in return for a cut of the tax credits if successful. However, these services are often marketed in terms of reclaiming tax against expenditure already committed, rather than as a means of influencing upfront behaviour. We think a review of the operation of the system, with a particular emphasis on improving its visibility and accessibility to SMEs, would help to address this issue.

Finally, since the evidence session in March, the scale of the impact of COVID-19 on manufacturing, and the economy in general, has started to become clear. As we move towards recovery, we believe that it will be essential to protect and support ongoing investment in R&D by industry – something which tends to come under pressure at times of economic crisis. I’m sure that this is something the Committee will be interested in, and we would be very happy to share our thoughts with you in due course.
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