Scottish Enterprise Economic Impact Guidance


Research Income

	Research income is income won by Higher Education Institutes (HEI) or Public Sector Research Establishments (PSRE) through a competitive process to carry out research activities in Scotland.


Why is it important?

Scottish economic development policy gives priority to encouraging more research, development and innovation (RDI) activity and to promoting more effective commercial exploitation of the outcomes.  Underpinning this is the assumption that RDI can be an important driver of improved competitiveness and economic growth.

In the past there has been a tendency to ignore the economic impacts of RDI activity where this was conducted within the HEI or PSRE sectors.  While this is justified in some cases, this approach ignores that RDI undertaken by such organisations can generate net additional economic impacts, as illustrated in Figure 1.  
FIGURE 1


Routes to Impact from Research Income
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The Figure shows that there is a broad distinction between RDI attracted to Scotland which leads to subsequent commercialisation activity within Scotland, and RDI attracted to Scotland where commercial exploitation happens elsewhere, or indeed where there is no exploitation anywhere.  However, in all cases there will generally be economic impacts associated with the RDI phase, regardless of where commercialisation takes place.  The exception to this is when the research is funded by income which is not additional to Scotland.  For example, research funding from the Scottish Funding Council (SFC) is ring fenced to be spent in Scottish-based institutions.  Accordingly if one university, for example, is successful in attracting SFC support this reduces the funding that is available for others.  There is therefore no additionality in such a situation.
If the impacts associated with the attraction of research income are not assessed then any impact assessment will understate the true benefits from an intervention.

What is to be treated as research income?  
Figure 2 summarises the different sources and types of research income and provides guidance on what must not be included (marked in red, essentially support that is ring fenced for Scotland)  and what must be included (marked in green, support that could be attracted to Scotland or elsewhere in the UK or Europe)) in an impact assessment.
FIGURE 2: Types and Sources of Research Income to Scottish HEIs and PSREs
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In general terms, what should be counted as research income in impact assessments includes:-  
· Income for research or at least other services rendered, such as use of equipment or technical testing and analysis; 

· Income from organisations, such as companies, charities, research councils and  Technology Strategy Board that could be spent in Scotland or elsewhere; and
· Research funding that is competitively mobile at the UK level (as mentioned earlier competitive money only available to Scottish HEIs and PSREs through, for example, the SFC, cannot be included as this money would be available in Scotland regardless).
All research income which satisfies these criteria must be captured, and the impact assessment should report the value of research funding attracted:-
· Broken down by source and  year; and 
· Given in constant prices over time, and present values.

The economic impact of research income
To estimate the net additional economic impacts of research income a number of broad steps need to be followed
:-
· Step 1: develop estimates of the gross impact of research income;
· Step 2: adjust for additionality; and 
· Step 3: assess cost and impacts over time.
Step 1: Develop estimates of the gross impact of research income

Understanding the gross impacts of research income requires a number of core questions (and a small number of sub-questions) be answered:

· What is the value of the research income?;

· How many jobs
 will be supported by the research phase and how long will they last?; and
· What will be the value and phasing of spend on wages associated with the RDI activity
;  
This will provide the gross impact for the research phase, with economic impact being essentially an estimate of the wages associated with the research activity, rather than the other GVA metrics which are unlikely to be relevant for work undertaken in publically funded HEIs or PSREs.

Where there is to be commercialisation of the research outputs within Scotland, this should, be appraised in the usual way.
Step 2: Convert from Gross to Net Impacts

The next step is to adjust for additionality, which will be relevant where an assessment of the costs of public intervention against impact is needed.  This means taking account of the usual additionality adjustments:-
· Deadweight: how many jobs, and wages, would exist without the research income?;
· Displacement: how many jobs, and wages, will be at the expense of other HEIs, PSRE or private businesses in Scotland?;

· Leakage: how many jobs will be created outwith Scotland?; and
· The appropriate multipliers: the positive downstream effect of spending on wages, equipment and other supplies in the delivery of the research in Scotland.
There are three key areas (in particular around the research activity impacts) that will require careful evidence covering:-
· The number of jobs that are genuinely being created or safeguarded as a result of the research income.  It is likely that many departments will have a core size and this would need to change for additional jobs to be counted.  This could be either through an increase in size because of the research income or a decrease in size in the absence of the research income (this will help to answer the deadweight question);
· Any new staff recruited from other HEIs, PSREs or private companies in Scotland, or  funding secured that could have gone in all, or part, to another Scottish HEIs or, PSREs (this will help to answer the displacement question); and 
· In the absence of the research income being assessed, would staff be working on other public sector contracts? For example, would they just be working on a TSB collaborative R&D project if they weren’t working with a private company?  (This will help to answer the substitution question)

It is likely that in many cases there must be some adjustment for each of these factors, and it is only where there is clear evidence around this that additional impact will be generated.

Step 3: Costs and Impact Ratio

Having developed an estimate of the net additional impacts over time, arising from the research income funded RDI activity, this will then provide an estimate of net additional impact of the research income over time.  This will be laid out in an impact investment calculator to show the impact against any Scottish public sector cost of intervention (where relevant), and key impact metrics should be presented for milestone years (years 1, 3, 5 and 10).  This will show the cost effectiveness of support.  

As highlighted earlier, the research only activities are likely to generate a smaller and shorter return than projects where commercialisation is expected in Scotland.

Need more help?

For further information contact:-

Suzanne Fleming, 0141-228-2062

Suzanne.fleming@scotent.co.uk
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� Where the gross effects are being assessed there would be no adjustment for additionality (step 2 below) or assessment of costs over time (step 3 below).


� Jobs can be broadly defined to include all jobs linked with the research income – from postdoctoral researchers, research technicians to academic staff


� The focus is specifically on wages as this is a component of GVA, the other main component being profit which may be too difficult to articulate at the department level on a consistent basis or, more likely, may just not be relevant.





2

