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TAXATION OF R&D: REVIEW OF PRACTICES

In recent years R&D tax incentives have been characterized by increasing scale

and

spread on innovation activity. Approaches to integrated R&D tax incentives into "recipes" for
long-term growth and competitiveness were developed and tested in many countries. For example, only 12 OECD members employed R&D tax incentives in 1995, but 27 members do so in
2013 (as well as Brazil, China, India, Russia and other countries).

And their share of total

government expenditure on R&D (direct and tax) by OECD member countries reached at least
a third. These trends have accompanied the development and testing of approaches to estimate
the costs of tax support for R&D (including tax expenditures) and its effects and to ensure that
they are internationally compatible.
As for Russia, there are no officially accepted estimates of the scale and effectiveness of
R&D and innovation tax support yet, though efforts to calculate them have been under way since
2010. This paper includes the current state of empirical research of tax support for R&D and innovation in the Russian Federation, as well as a survey of the demand for its tools from research
institutes, universities performing R&D, and manufacturing enterprises, which was conducted in
2012-2013. The results obtained demonstrate the power of empirical analysis and optimization of
R&D and innovation tax incentives in the Russian Federation, against the background of the
field's best practices and current trends.
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Introduction
The interest in R&D and innovation tax incentives in Russia and abroad (for example, see
[OECD, 2003; OECD, 2011b; OECD, 2010d; OECD, 2013c]) is largely the result of a combination of two global factors. One of them is the widely accepted fact of the increased contribution
of R&D and innovation to the competitiveness of nations and the achievement of its strategic
objectives [OECD, 2013c]. Other factors are the sharp rise in the cost of R&D and innovation
activity as well as the increased complexity and interdisciplinary nature, risks, etc., which forces
companies and countries to cooperate in this field [Kotsemir, Meissner 2013]. Moreover increased support for R&D and innovation often clashes with the objective limitations of budgetary and other resources which leads to tougher requirements on the efficient use of these resources.
In Russia these questions became more central recently in course of last decade's policy
declarations on technological modernization, innovative development, and the nation's competitiveness, as well as the absence of any perceptible shift in the right direction in these areas
[Kutsenko, Meissner 2013; Gokhberg, Meissner 2013]. Despite a three-fold increase in expenditures on technological innovation in 1995-2012 (in constant prices), the maximum combined
level of innovative activity in the 2000s was reached in 2012 (10.4%), while Germany achieves
79.9%, Finland 52.2%, France 50.2%, and Eastern Europe countries vary between 24.3% (Latvia) to 56.4% (Estonia) [HSE, 2014a]. Accordingly Russia's share of global high-tech markets is
estimated at 0.23–0.26%, China 22.7% and the United States – 9.5%) [HSE estimates].
Russia's increased R&D expenditure 2000-2012 - showing a 1.8x increase in constant
prices - was largely achieved through direct government support, which grew in this period by a
factor of 3.8 (in constant prices) [HSE, 2014b]. As a percentage of GDP, these expenditures
(1.12% in 2012) put Russia in 33rd place, falling behind the United States (2.9%), China
(1.77%), Germany (2.88%), and a number of other countries. In absolute terms Russia lags behind the United States, China, and Germany, which are 17th, 5th, and 4th, respectively; in terms
of the amount of direct government support for R&D, Russia is at the level of France and Italy,
outperforming Great Britain and Canada. However, in the distribution of nations by the number
of publications in scientific journals indexed in SCOPUS, Russia moved in 1996 from 8th to
16th place. In the same period, China managed to climb from 12th to 2nd place and substantially
close its gap behind the United States (16.74 and 22.77%, respectively) [HSE, 2014b].
Results of an comparative analysis of the dynamics of Russia's R&D expenditures and
innovation support the need to measure budget expenditures on R&D and innovation, to assess
the effectiveness of these expenditures and to prepare evidence based recommendations on how
to improve R&D and innovation support in practice. However the resolution of these challenges
3

for direct government support currently conflicts with Russian Federation's budget's which lacks
a special section that integrates expenditure for non-military research and their inclusion of not
only expenses on R&D as such but also expenditure for other purposes (maintenance of government institutions in the field, its regulatory and financing agencies, etc.), which does not comply
with the relevant international standards [Gohberg (science editor), 2012; OECD,

2002a;

Gohberg, 2003]. There is also no official data about the federal budget's direct expenditures on
innovative activity.2
Information about indirect support for R&D and innovation (including about the corresponding tax expenditures in the Russian Federation's budget 3) is given in the only existing public estimate of the Russian Federation's tax expenditures on innovative activity (12.2 billion RUB
in 2010) [The Ministry of Finance, 2013].
Thus far empirical studies have been limited to including individual questions about
R&D and innovation tax incentives in surveys, which, as a rule, have been dedicated to investigating more general problems (for example, see [HSE, Interdepartmental Analytical Center,
March 2009; Gracheva, Kuznetsova et al., 2012; Kuznetsova, Rud, 2011; Inoprom Barometer;
Ivanov, Kuzyk, Simachev, 2012; Proskuryakova et al 2014; RSPP, 2011; RSPP, 2012; RSPP,
2013]).
Despite the uncertainty of the actual scale and effects of tax support for R&D and innovation in the Russian Federation, recently a number of proposals for its expansion have been discussed and/or implemented (in particular, in 2013 a set of tax incentives for innovative development of the Far East were introduced).
Accordingly, the main purpose of investigating tax support for R&D and innovation in
the Russian Federation, which was carried out in 2012-20134 was to evaluate the demand for this
measure. The first part of this paper is devoted to a review of current trends related to this sup2

Individual attempts to calculate them (see [Government Committee, 2010a] raise a number of questions and objections about
the methodology. In particular, including the expenses of high-tech medical assistance, higher education, and assistance for the
development of high-tech industries, which were made outside the scope of the corresponding federal targeted programs, clearly
does not comply with the international standards for defining innovative activities [OECD, Eurostat, 2005].
3 The concept of "tax expenditures" is associated with the name Stanley S. Surrey), who coined the term at the turn of the 196070s for the analysis of incentives and other preferences in effect for income tax in the United States (Surrey, McDaniel, 1985).
The development of the concept of tax expenditures was accompanied by changes to its meaning due to the inclusion of not only
income tax, but other taxes, discussions of the expediency of tax incentives, their positive and negative effects, quantitative assessments, and other questions (for example, see [IMF, 2007; Weisbach, 2006; Burman, Geissler, Toder, 2008; Rogers, Toder,
2011]). Essentially, tax expenditures may be defined as the tax system's "deviations" (preferences) in favor of specific industries,
types of activities, or segments of the population [Anderson, 2008]. However, while some experts propose including in tax expenditures only those "deviations" (preferences) that can be "transformed" into corresponding government programs (i.e. direct
government support) [OECD, 2010d], others oppose this [Burman, 2003; IMF, 2007; Malinina, 2010].
4
A survey of tools of government regulation of scientific and innovative activities in the Russian Federation in 2012-2013 as part
of a massive project implemented by the ISSEK at HSE at the order of Russia's Ministry of Education and Science in 2011-2013.
The sample size was 1.669 organizations (519 research institutes, 299 universities performing R&D, and 851 manufacturing
enterprises). The executives of the surveyed organizations were polled using questionnaires developed for each of the three
groups of organizations. The questionnaires included three sections of questions: organizational characteristics essential to the
analysis of the survey results; tools of direct support and tools of tax support. The survey was conducted by Autonomous NonProfit Organization Informatsionno-Izdatelskiy Tsentr Statistika Rossii [Publishing Center Statistics of Russia] (ANO IITs Statistika Rossii) at the order of the ISSEK at HSE.
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port measure and its areas of research. In the second part, we present the main properties and results of our research. In the conclusion we offer proposals to improve R&D and innovation tax
incentives in the Russian Federation as well as areas for further research.

Tax Support for R&D: Practice and Research
Status in Government Policy and Basic Tools
The popularity of tax incentives for companies investing in R&D has grown remarkably
in the past decade. If only 12 members of OECD employed them in 1995, 18 members did in
2008 and 27 out of 34 do in 2013, as well as Brazil, China, India, Russia, and other countries. At
the same time, some countries have not resorted to using tax incentives to stimulate R&D, preferring to create a favorable tax climate in general (for example, Estonia, Luxembourg, Sweden,
Switzerland). Others have debated the wisdom of introducing tax incentives (Germany and Finland, which introduced them in 2013). By contrast, a third group has recently discarded them
(Mexico, New Zealand) . [OECD, 2010c; OECD, 2011a; OECD, 2011b; OECD, 2013c; OECD,
2013a].
Expanding R&D tax incentives is accompanied by growth in their scale and their share of
total government support for R&D: up to one third in OECD countries 5 [OECD, 2013c; OECD,
2013a]. For example, from 2006 to 2011 its share grew in France from 37.5% to nearly 70% and
in Turkey from 29% to 52%, while in Hungary, Italy, the United States, and Japan, it decreased
(for example, from 49% to 9% in Italy). Nevertheless, the relationship between direct and indirect government support for science varies widely from nation to nation.
The list of basic tools for tax support for R&D, a combination of which are used by most
countries (for example, see [OECD, 2002b; Köhler, Larédo, Rammer, 2012; Palazzi, 2011;
OECD 2011b; OECD, 2012; OECD, 2013e]) includes:
 tax credits that make it possible to exclude R&D expenses from tax liabilities;
 accelerated depreciation of the fixed assets used to conduct R&D (machines and
equipment, buildings and structures, and/or intangible assets);
 exclusion of R&D expenses from taxable income (including more than 100% of these
expenses);

5

The data presented may somewhat understate the actual scale of R&D tax incentives: first, due to the curtailment of tax incentives during the 2008-2009 global economic crisis; second, due to significant amounts of direct government support for R&D in
the United States (excluding which, at OECD two thirds of total government support for R&D in 2011 went to tax tools); and
finally, third, due to the incompleteness of the data necessary for such calculations, problems with data compatibility, and certain
reservations about the methods employed [OECD, 2013a; OECD, 2013c].
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 incentives on income and/or social taxes for personnel who conduct R&D, which are
designed to reduce expenditures on salaries;
 favorable taxation of income obtained from the use of the results of R&D.

Reasons for Use
The reasons for government support for R&D have traditionally been tied to market failures. They are particularly evident in the utter inadequacy of the return on private investments in
R&D, because the ability to block the distribution of the results of R&D is objectively limited by
the nature of scientific knowledge, which is also accountable to the interests of society as a
whole (for example, see [OECD, 2002b;

Köhler, Larédo, Rammer, 2012; OECD, 2011b;

Meissner et al 2013, Meissner et al 2013a; Palazzi, 2011]). That is, direct or indirect support for
private R&D and the protection of intellectual property rights are designed to "compensate"
knowledge producers for revenues not received due to market failures and to stimulate increased
investments in R&D.
At the same time, arguments for direct or indirect government support for private R&D
such as the following are also advanced:
 attracting external financing is difficult and has high costs (especially for small and
young innovative companies) [OECD, 2011b];
 R&D fulfills government purposes in areas such as defense, security, public health,
energy, telecommunications, etc. 6 [Köhler, Larédo, Rammer, 2012];
 there is a need to facilitate cooperation amongst producers of knowledge as well as between them and consumers of knowledge [OECD, 2002c; Köhler, Larédo, Rammer, 2012];
 investments in R&D are recognized as a key factor in national competitiveness and
long-term growth, while companies' ability to attract borrowed or other external resources for
these purposes is limited [Köhler, Larédo, Rammer, 2012].
The choice between direct and indirect support or the balance between them is made with
consideration of the potential costs and effects of said support and other factors.
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For example, by the beginning of the 21st century in the United States nearly 90% of direct government support for science and
roughly 75% of overall government support, direct and indirect (tax), went to R&D associated with fulfilling government purposes.
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Advantages VS Disadvantages
The advantages of tax support for R&D (including in comparison with direct government
support), with some reservations, may be divided into traditional advantages and relatively new
advantages that have appeared in the last several years (for example, see [OECD, 2002b; Köhler,
Larédo, Rammer, 2012; OECD, 2013a; OECD 2010a; Palazzi, 2011]). Traditionally advantages
are generally recognized to include:
 market-based implementation, i.e. no interference with market mechanisms and relations;
 availability to all companies and relative neutrality with respect to the areas and fields
of R&D, campaign parameters, etc.;
 more efficient selection of R&D for financing, because it is done by a business;
 an "overlay" on top of the existing system of corporate taxes, which reduces the costs
to the government and businesses when introducing R&D incentives;
 independent from the budgeting process, which simplifies decision making.
In recent years, features of indirect support for R&D have been identified, such as the following:
 the lack of any restrictions on R&D tax incentives in international organizations
(agreements), i.e. including WTO and EU, which allows countries to avoid charges of protectionism;
 the ability to use it to attract research units from transnational (foreign) companies to
the country;
 the relative insensitivity to fluctuations in the economic situation and the ability to use
it to overcome the resulting negative effects which specifically happened in the global crisis of
2008-2009.
However, rejecting tax support for R&D is also not without justification. First, introducing tax support is accompanied by an unpredictable increase in costs to the government. In order
to avoid this, countries resort to incremental incentives, i.e. incentives that depend on increased
expenditure on R&D and establish minimum levels of R&D expenditure necessary to qualify for
the incentives or a maximum level of tax support granted to a single company.
Second, the effect of tax incentives is limited to industry and does not encompass the services sector [Brussels, 2009], whose role in the economies of developed nations has grown considerably in the recent decades. Moreover, it has all but been decided to include intellectual services in international standards for measuring and accounting for R&D [OECD, 2002а].
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Third, the main beneficiary of tax support for R&D turns out to be not independent national enterprises but major transnational companies that dominate the private sector's R&D expenditure (1500 of these companies account for roughly 90% of global R&D expenditure
[OECD, 2013a]).
Fourth, costs and complexity of administering R&D tax incentives under the conditions
of globalization including to the movements of transnational companies' profits between their
subdivisions in different tax jurisdictions are increasing considerably [Brussels, 2009; OECD,
2013a].
Finally, the lack of any reliable and generally accepted estimate of the amount and effectiveness of tax expenditures on R&D and innovative activity, despite the efforts undertaken in
recent years to develop corresponding international standards (for example, see [OECD, 2010b;
OECD, 2011a; OECD, 2012; OECD, 2013c]).
The merits and shortcomings of R&D tax incentives are evident when they are used to
achieve various objectives.

Objectives
Objectives of R&D tax incentives are gradually expanding, but their contribution to the
realization of those objectives is ambiguous. Nevertheless, the growth of private companies'
R&D expenditure remains the tax incentives' primary objective, and the evidence of the incentives' effect on this growth is more convincing than that for other objectives (for example, see
[OECD, 2002b; Köhler, Larédo, Rammer, 2012; OECD, 2010a; KPMG, 2012; OECD, 2013a]).
In the last ten years, the anticipated effects of tax support for R&D have been linked with
solving problems that are of immediate significance for most countries [OECD, 2002c]:
 ensuring the long-term economic growth and competitiveness of the national economy;
 raising the innovative activity of companies, labor productivity, and public well-being;
 causing structural shifts in the national innovation system (in particular, by creating
favorable conditions for small and young innovative companies);
 promoting cooperation between the producers of knowledge and other participants in
the national innovative system;
 attracting foreign investments in R&D and innovation.
This list reflects national practices that, on one hand, may surpass research in the field of
tax support for R&D and affect the direction it takes, but on the other hand - may account for the
results of this research, which may be divided into two groups: one group is about measure8

ments and international comparisons of this support; the second is about identifying and assessing its positive effects.

Research into measurements and international comparisons
Research into measurements and international comparisons of tax support for R&D has to
do with either its strength or the associated expenditure (R&D tax expenditure). Measurements
and international comparisons of tax support for R&D by private companies are generally made
using the B-index method7 (for example, see [Warda, 1996], [Warda, 1997], [Warda, 2001],
[Warda, 2006]). In essence, the B-index, which can take a value from 0 to 1, estimates the
amount of pre-tax income that would let a company break even given 1 dollar of R&D expenditure. That is, all things being equal, the more tax incentives for R&D, the lower the B-index
should be; the difference between 1 and the index serves as an estimate of the size of these incentives.
For a number of years the B-index was practically the only indicator of the strength of
R&D tax incentives and the only tool for comparing nations and regions i.e. from 1999 to 2009
and in 20138 it was included in the OECD Science, Technology and Industry Scoreboard9.
The appearance of the indicator " R&D tax expenditure" [OECD, 2007; OECD, 2011a;
OECD, 2013c] was accompanied by the development of international standards for their measurement, the testing of tools to gather the required information, and the implementation of corresponding international comparisons10 [OECD, 2010c]
Research into measurements and international comparisons of tax support for R&D reflects not only tax support for R&D properly, e.g.in accordance with the international definition
of R&D [OECD, 2002a], but also tax support for operations with intellectual property, software
development, researchers salaries, private-public partnership and cooperation in R&D, other activities, and groups of companies (for example, small and/or medium-sized businesses), etc.
[OECD, 2012; OECD, 2010d]. That is, with respect to tax incentives, the scope of R&D is grad7

It was developed and tested back in the 1980s, but it was it continues to be improved to this day, which in large part makes this
methodology relevant and broadens its use (for example, see [OECD, 2002b; Brussels,2008; OECD, 2013c; Palazzi, 2011;
OECD, 2007; OECD, 2009]). The utter incompleteness of the references to publications about the B-index is explained by their
growth in numbers and diversity over the course of nearly 30 years.
8
The 2007 and 2011 reports mention tax expenditures on R&D, the information about which was obtained through special
OECD surveys, while the 2013 report mentions both tax expenditures and the B-index [OECD, 2007; OECD, 2011a; OECD,
2013c].
9
The first issue of the OECD STI Scoreboard, which appeared in 1999 [OECD,1999] as an appendix to an OECD forecast in
the field of science, technology, and industry, contained B-index calculations for 22 OECD member nations and methodological
explanations of the same. Subsequent issues of this report, which was prepared every two years, reflect both development of the
B-index methodology and an expansion of the circle of nations involved in the comparison of the strength of R&D tax incentives.
10
As of today, OECD has conducted 4 rounds of surveys to collect data about R&D tax incentive schemes and their implementation costs (2007, 2009, 2011, and 2013). The questionnaires used included necessary explanations and comments (for example,
[OECD,a], and the results obtained have been given in a number of regular reports and other OECD publications (for example,
see [OECD, 2007; OECD, 2011a , OECD, 2013c; OECD, 2012]).
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ually expanding to include innovative and other activities, which in turn indicates that a number
of countries have transitioned from stimulating private companies' R&D proper to stimulating
their innovative activities.

Research into the effects of tax support for R&D
Research into the positive effects of tax support for R&D, which has been carried out for
more than 30 years, is extremely abundant and diverse, and pertains primarily to the manufacturing industry (for example, see [OECD, 2002b; OECD, 2010a; Köhler, Larédo, Rammer, 2012;
Vartia, 2008; Palazzi, 2011]). Most of the research was conducted based on data from the 19801990s, when only individual countries resorted to R&D tax incentives, and the list of tax tools,
which included several items, was stable for a number of years.
In particular, the results obtained have confirmed the direct influence of tax support for
R&D on the growth of expenditures on them in the short-term (for example, see [Bernstein,
1986; Mansfield, 1986; Mansfield, Switzer, 1985]), as well as the considerable variability of this
influence, depending on how the support is organized (amount-based or incremental), its tools,
the countries using the methods, and other research variables. In particular, it has been shown
that R&D tax incentives are more effective for profitable and/or high-tech industries, and their
influence on the total productivity of the factors of production and innovative activities as a
whole is insignificant and may be evident only in the long-term. Nevertheless, they are a key factor in the development of R&D (including due to aiding the influx of foreign investments into
R&D) [OECD, 2002b; Taxand, 2011-2012].
Recently the emphasis of research of tax support for R&D has shifted from assessing its
effects with respect to individual indicators to searching for ways to integrate the support into
"recipes" for steady growth and competitiveness, which are vigorously sought by most countries
(for example, see [OECD, 2013a–d]). The current state and direction of related research is characterized by:
 an emphasis on the effects of R&D tax incentives under conditions of globalization
(above all, on the geography of transnational companies' R&D investments);
 recommendations to reduce/limit incentives for transnational companies and to give
strategic support to R&D by independent national companies that lack the ability to choose the
optimal tax jurisdiction;
 the designing of R&D tax incentives that make it possible to avoid the combination of
tax incentive growth and budget revenue decline without "compensation" by increasing companies R&D expenditures and/or income from the commercialization of R&D results;
10

 the search for a balance between direct and indirect support for private R&D, accounting for young companies' needs for primarily direct support (due to the lack of funds for financing R&D and innovative design) and the need to allocate it competitively.
Concerning today's extremely relevant hypotheses about the positive effects of tax support for R&D for companies' innovation activities, labor productivity, public well-being, economic growth, a nation's competitiveness, the influx of "science-related/innovation-related" foreign investments, and other benchmarks of growth, the rate of which largely determines the
growth and expansion of this support, these effects have not been possible to be measured, nor
have these hypotheses yet been confirmed or refuted on the basis of empirical data.

Tax Support for R&D and Innovation in Russia: Experience in Evaluation and Empirical Research
Measurements of scale and effectiveness
Attempts to assess the scale and effectiveness of R&D and innovation tax incentives,
which have been undertaken in the past several years in the Russian Federation, have in one way
or another been related to a 2010 decision to monitor the effectiveness of tax incentives for innovative activity [Government Committee, 2010c]. However, the implementation of the decision
ran up against a number of methodological, informational, and other limitations. 11
During 2009-2010 an analysis of tax incentives to stimulate innovative activity [Accounts
Chamber, 2011], in particular, demonstrated a lack of the necessary information, methodology
and methods, criteria for determining that tax incentives "belong" to innovative activity and other
conditions, which largely predetermined the fragmented nature of the results obtained.12
According to the first public estimate of the Russian Federation's tax expenditures on innovative activities [The Ministry of Finance, 2014], in 2010 they amounted to just 12.2 billion
RUB, 8.2 billion RUB of which were the result of VAT exemption for operations with exclusive
rights to the results of intellectual activity. The relevance of these figures is largely diminished

11

In the absence of official public data about direct and indirect expenditures from the federal budget on innovative activity, the
published estimates of these expenditures are controversial for the method of calculation and its ambiguity, fragmented nature,
the significant variation in values, etc. For example, in 2010 Russia's Ministry of Economic Development estimated the expenditures on innovation from the Russian Federation's federal budget in 2009-2012 to be approximately 1 trillion RUB per year, having included in this sum items that do not qualify as expenditures on innovative activity according to international standards for
defining this activity. This raises a number of questions and objections [Government Committee, 2010a].
12
As for the massive research on tax incentives for innovative activity, which was conducted by the Institute of World Economy
and International Relations of the Russian Academy of Sciences [IMEMO RAN, 2009], it is primarily oriented toward foreign
experience in this field and hardly touches on quantitatively assessing the scale and effects of indirect support for innovative
activity.
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by the ambiguity of the methods with which they were calculated, the lack of a set of the figures
over time, and the inability to make international comparisons.13
The fragmented nature and diversity of estimates of the Russian Federation's tax expenditures on innovative activity, which in the last several years were obtained from tax statistics,
largely explain the interest in empirically studying tax incentives for innovative activity and analyzing the research results.

Empirical research
Empirical research of tax incentives for innovative activity in the Russian Federation is
extremely sparse and typically represented by individual snippets/questions from comprehensive
surveys with more general purposes and objectives. For example, according to experts who participated in a survey in 2009 about the Government of the Russian Federation's anti-crisis policy
in 2008-2009 [HSE, Interdepartmental Analytical Center, March 2009], the realization of the
anti-crisis and/or stimulatory effects of the policy's tax tools (reducing income tax from 24% to
20%, introducing accelerated depreciation of specific groups of fixed assets, and eliminating
VAT on the importation of technical equipment that has no counterpart manufactured in Russia)
was largely hindered by the percentage of loss-generating enterprises, which has been consistently high in recent years (according to Rosstat: 2009 – 30.1%, 2012 – 25.9% and April 2013 –
34.1%), the non-transparency of the ways in which the list of equipment exempt from VAT upon
import was created, and other barriers.
The results of another survey of the innovative activities of Russian industrial enterprises
[Gracheva, Kuznetsova et al., 2012; Kuznetsova, Rud, 2011] are limited to the recognition that
the tax incentives for innovative activity in effect are the most effective tool of government support for innovative activity in the Russian Federation, as indicated by 62% of more than 2000
respondents representing enterprises from 11 consolidated sectors of manufacturing while 40%
of respondents indicated direct government support through government budget subsidies was
most effective.
Obviously, this result can be explained by the fact that survey respondents were assessing
the effectiveness of these incentives not in Russia as a whole and not for their own enterprises,
but as an institution located in the proper external conditions (i.e. a favorable business climate,
an effective legal system, guarantees of property rights, etc.).
13

Things are no better with the estimation of the Russian Federation's tax expenditures as a whole [Malinina, 2010]. Obtaining
that estimate is hindered by the utter incompleteness of and gaps in informational support, the lack of methods of calculation
suitable for the tax system of the Russian Federation, as well as the government's lack of demand for such estimates.
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Generally negative views about the effectiveness of tax incentives for innovative activity
in the Russian Federation were found by a 2011 survey of more than 100 experts on the innovation climate in the Russian Federation [Inoprom Barometer]. Most of the respondents, who represented innovative and large businesses, the scientific community, development institutes, and
government agencies, felt that, as a whole, existing tax law does not stimulate innovative activities (75.5%), and supporting the supply and demand for innovation is ineffective (64% and
58.6%, respectively).
Similar results were also obtained in research conducted in 2011-2012 on the factors of
innovative activity of the industrial enterprises in the Russian Federation [Ivanov, Kuzyk, Simachev, 2012]. More than a quarter of respondents identified tax incentives for innovative activities
in the Russian Federation as one of the main barriers to growing innovative activity (the fourth
most significant barrier after the length of the payback period for innovation expenses, lack of
financial resources, and lack of needed specialists). However, roughly 17-18% of respondents
had experienced positive effects from accelerated depreciation of the fixed assets used solely for
research activities and the VAT exemption on imports of technical equipment on the list approved by the Government of the Russian Federation, while approximately 13-14% had benefited from using the 1.5 multiplier on R&D expenses.
At the same time, half of the survey respondents (47%) noted that they do not take advantage of the incentives due to the vagueness of the conditions for using them and the extremely high probability of disputes with tax authorities, 37% did not use them in order to avoid attracting the attention of tax authorities (including in the form of extra audits), and nearly onethird (32%) did not use them in order to avoid incurring the cost of proving that they qualified to
use them. In turn, tax incentive "consumers" exhibited dissatisfaction with their scale (18% of
all respondents) and the rules for calculating them (25%).
Surveys of companies, which were conducted by the Russian Union of Industrialists and
Entrepreneurs (hereinafter "RSPP") in 2011-2013 [RSPP, 2011; RSPP, 2012; RSPP, 2013], are
notable for their limitation of the scope of tax support for companies including their innovative
activities.

RSPP surveys
If the undeniable advantages of RSPP surveys [RSPP, 2011; RSPP, 2012; RSPP, 2013]
include their timeliness, the analysis and publication of the results, and the gradual improvement
in quality, then one of the main shortcomings is entirely incomplete information about the program and methodology.
13

Information from the 2011 survey [RSPP, 2011] is limited to an indication of whether the
respondents belong to various types of economic activity. Its results are represented by the
grouping of tax incentives in effect in the Russian Federation in 2008-2010, depending on business's demand for them, which was estimated by the percentage of respondents who used any
given incentive.
The 2012 survey [RSPP, 2012] was only concerned with the 1.5 multiplier for the R&D
expenses on the updated list that was approved by the Government of the Russian Federation in
February 2012. Thirty major companies involved in various types of economic activities participated, of which only three used this incentive. The other respondents either didn't qualify for the
incentive (generally the R&D list established by the Government of the Russian Federation) or
didn't use the incentive to avoid difficulties (specifically, submission of reports about the R&D
performed to tax authorities, expert reviews of the R&D, etc.). Moreover, it became apparent
that business considered the incentive not as a stimulus to increase R&D expenditures, but rather
as a way to save money.
The 2013 survey [RSPP, 2013] involved 24 tools of direct or indirect government support. More than half of the respondents (56.9%) were involved in manufacturing; roughly every
tenth company (10.8%) was involved in transportation and communications, and so on. This survey made it possible to grade the tools of government support according to their effectiveness for
business and discover the barriers to their use.
Despite the uncertainty of the methodology, the lack of information about the number of
respondents, and other shortcomings, the RSPP surveys have demonstrated business's low overall demand for tax incentives for innovative activities. Against this background, the only things
that stand out are VAT exemptions for R&D using government budget funds or funds from
foundations that support R&D, and R&D performed by educational institutions or scientific organizations under business contracts, and for the importation of technical equipment on the list
established by the Government of the Russian Federation: in the 2013 survey they were used by
29.7% and 15.6% of respondents, respectively [RSPP, 2013]. Variation in respondents' demand
for the tax incentives, depending on the type of their economic activity, was manifest, for example, in the fact that, judging by the 2011 survey, companies in the fuel and energy industry did
not use the VAT exemption on importation of technical equipment nor the 1.5 multiplier on
R&D expenses [RSPP, 2011].
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Although in most cases the reasons for not using the tax incentives resulted from not
qualifying for them, respondents also cited the lack of information about the incentives, the costs
of proving that they qualify to use them, and the insignificance of the benefits of using them.14
Empirical research on R&D and innovation tax incentives in the Russian Federation was
considered in the preparation, execution, and analysis of the results of our 2012-2013 survey on
the demand for tax incentives.

Demand for R&D and innovation tax incentives in Russia: survey
methodology and results
Goals and objectives of the survey
The survey's objectives included, first, to assess the actual demand for R&D and innovation tax incentives in the Russian Federation, second, to identify the main factors the determine
the level of demand, and third, to prepare recommendations to increase the effectiveness of these
incentives. The purposes were achieved by solving substantive and organizational challenges,
such as:
 choosing the set of respondents (three groups: scientific organizations; universities
performing R&D; and manufacturing organizations) and taking a sample;
 determining the R&D and innovation tax incentives to be included in the survey15, and
developing a survey plan (for each group of organizations);
 conducting the survey, analyzing its results, and preparing conclusions and recommendations.

Description of the samples
The total number of surveyed organizations (1.669 organizations) included three independent samples: research institutes (519 institutes), universities performing R&D (299 universities), and manufacturing enterprises (851 enterprises).16
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This correlates with our research results, which will be presented below.
The list of tax incentives included in the research based on an expert assessment of their "involvement" in supporting and stimulating R&D and innovative activity, which were performed in accordance with international standards for defining the content
and scope of these activities [OECD, 2002a; OECD, Eurostat, 2005], while also accounting for the incentives' target audience.
The need to account for the target audience of tax incentives for scientific and innovative activities in the Russian Federation is a
result of the fact that they have been established not only for these activities, but also for specific groups of organizations (for
example, for universities there is an income tax rate of zero, government research centers are exempt from property tax, etc.).
16
The general population for these samples was formed based on corresponding impersonal data from a federal statistical survey
of scientific and innovative activities, the methodology of which was harmonized with international standards in this field
[OECD, 2002a; OECD, Eurostat, 2005]. Considering the fact that in 2011 research and development was conducted by 581 universities, 299 of which participated in the survey [HSE, 2014 b], the excessiveness of the size of this sample (and, admittedly,
two others) is obvious. However, the size of these and the other two samples was dictated by the requirements that Russia's Ministry of Education and Science established for the project under which this survey was conducted.
15

15

The sample of research institutes (519 institutes) included organizations located within
25 regions of Russia, with R&D personnel of 51 or more people. Its representation of government academies of sciences,17 government research centers (hereinafter GRCs), and Moscow is
determined by the respective characteristics of the entire assembly.
The sample of universities performing R&D (299 organizations) represents 25 regions of
Russia and the 29 national research universities of the Russian Federation (hereinafter "NIU"),
the support for the development of which has been in recent years one of the strategic priorities
of the government policy on science and technology.
The sample of research institutes and universities was represented by government-owned
organizations (moreover, generally federally-owned), while private ownership dominated among
manufacturer-respondents (64.8%). This sample (851 enterprises from 26 regions of Russia)
was selected from among organizations that filled out a questionnaire for a federal statistical survey of innovative activity:18 nearly three quarters of the organizations in the sample engaged in
innovative activity (i.e. had expenditures on technological, marketing, and organizational innovation in 2011 [OECD, Eurostat, 2005]), while the remaining quarter did not.

Tools
The study was conducted as a survey of the organizations' executives using a questionnaire developed for each of the three groups of respondents. The questions on the questionnaire,
which were arranged into several sections, had to do with the measures of support for R&D and
innovation most significant to each group. The tax support sections included roughly 15 questions about the basic incentives for R&D and innovation provided for by the Tax Code of the
Russian Federation, such as reducing the amount of taxable income by:
 excluding funds used to carry out specific scientific and technical programs/projects
and innovative projects, which were obtained from foundations that support scientific, technical,
and innovative activities that were created in accordance with the law on science [Federal Law,
1996];
 accelerating depreciation of the fixed assets used solely for scientific and technical
activities (by using a special coefficient of no more than 3);
17

Because the survey was conducted before the adoption of Federal Law No. 253 "On the Russian Academy of Sciences , Reorganization of Government Academies of Sciences, and Amending Specific Legal Acts of the Russian Federation" of September 27, 2013, hereinafter we mean organizations under the jurisdiction of government academies of sciences before the reorganization of the latter.
18
The federal statistical survey of innovative activities is the sole source of consolidated, reliable, and comparable data about
organizations of the Russian Federation that are engaged in innovative activities [Rosstat, 2012]. This data is received as a result
of continuous annual surveys of legal entities that are not small businesses and that perform economic activities in manufacturing
and other types of economic activities. The surveys are conducted using Form No. 4-Innovation, which consists of 12 sections,
each of which has to do with different characteristics of the surveyed organizations and their innovative activities.
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 using a 1.5 multiplier on R&D expenditure included on the list approved by the
Government of the Russian Federation, etc.
The questionnaire also included questions about the use of VAT exemptions in patent and
licensing operations19

and R&D conducted using government budget funds and funds from

foundations that support R&D, and R&D conducted by educational institutions and scientific
organizations under business contracts, etc.

Findings: manufacturing enterprises
Against the background of the respondents' low overall actual demand for R&D and innovation tax incentives (Table 1) 20, the demand varied appreciably depending on the type of incentive and the enterprises' characteristics.
Table 1. Use of R&D and innovation tax incentives in 2011: manufacturing enterprises
Examples of incentives
For income tax.
Accelerated depreciation of fixed assets related to R&D and innovation (including those
used solely for R&D; energy-efficient equipment, etc.)
Application of a coefficient of 1.5* to R&D expenses on the Government of the Russian
Federation's list (including those that did not yield positive results)
Accounting for innovation-related expenditures among production/sales expenses**

Use (% of
surveyed enterprises)

23.1
7
8

For value-added tax (exemption/zero rate)
Patent and licensing operations

21

0.3

R&D using government budget funds

3.8

R&D using funds from the Russian Foundation for Basic Research and several offbudget funds.
R&D related to the creation of new products/technologies

0.6

R&D related to the improvement of products/technologies

0.5

Importation of equipment for which a counterpart is not manufactured in the Russian
Federation (according to the Government of the Russian Federation's list)
For exportation of goods from the Russian Federation (customs export procedures, etc.)

2.8

Incentives established by regions of Russia
Reduced income tax rate (specifically on profit that would be subject to transfer to the
budget of the regions of Russia)22

Property tax incentives (on property without the incentives established by the
Tax Code of Russia)

0.8

67.8

10.6
13.7

19

The exercise of exclusive rights to inventions, useful models, industrial designs, software, databases, integrated circuit layouts,
know-how, and the issuance of a license to use the mentioned results in the Russian Federation are exempt from VAT.
20
The two exceptions to this rule (VAT incentives for exports from Russia (customs export procedures, etc.) and the accelerated
depreciation of fixed assets) only confirm it, because, for example, accelerated depreciation is provided in Russia not only for
energy-efficient equipment and R&D fixed assets, but also for fixed assets that are operated in a harsh environment, licensed, etc.
21
According to the Tax Code of the Russian Federation, exercising exclusive rights to inventions, useful models, industrial designs, software, databases, integrated circuit layouts, know-how, and the issuance of a license to use the mentioned results are
exempt from VAT.
22
Because a region of Russia may, for specific categories of taxpayers, reduce income tax from the 18% specified by the Tax
Code of the Russian Federation to 13.5%, these solutions may also be used to stimulate development of the region's R&D c and
innovative activity.
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*) Since 2012 this rate, which was also in effect in 2011, has been amplified by the list of expenses, which
for tax purposes are R&D expenditures, and other innovations.
**) According to the Tax Code of Russia , the following innovation-related expenses may be included in
other production/sales expenses: expenses on certification and standardization of products/services; informational,
audit, consultative, and other similar services; education, training, and retraining of personnel; preparation and development of new plants/shops; royalty payments, etc.

Three categories of respondents used these incentives relatively actively: those who performed innovative activity in 2011 (i.e. had expenses on it in 2011); government-affiliated enterprises23 and major enterprises (with more than 1000 employees).
For example, accelerated depreciation of R&D fixed assets was used by less than a quarter of all respondents (23.1%), but among the three categories mentioned above it was used by
more than a third (36%, 37.4%, and 43%, respectively). Nearly one fourth of them used the 1.5
multiplier on R&D expenses from the Government of the Russian Federation's list (7% in overall
sample). A similar relationship exists for virtually all of the items in Table 1. However, while
such dominance is entirely logical and explainable for enterprises that performed innovative activity in 2011, for government-affiliated respondents and major organizations, it appears at least
ambiguous.
The truth is that a review of the best practices and research on R&D tax incentives
demonstrates that they are linked to an increase in corresponding expenses made by private
companies and/or the achievement of other purposes, but not to support for the public (or quasipublic) sector of the economy. While in Russia nearly half of the economy is concentrated in the
public sector, plans to cut it back are being carried out with significant delays [Rodionov, 2012;
Strategy - 2020, 2013; Guriev, 2013], but government-affiliated companies are among the main
beneficiaries of tax support for R&D and innovation.
Major companies' preeminent use of R&D and innovation tax incentives is in part explained by the fact that most of them are affiliated with the government, yet the target audience
of the best practices in this area generally includes small, medium, young, and independent domestic companies [OECD, 2013d].
Two reasons account for this group's failure to use the R&D and innovation tax incentives:
 the excessive costs of proving that they qualify to use them (for example, this is why
nearly every ninth respondent declined to use accelerated depreciation of R&D fixed assets);
 failure to qualify for the incentives, which is understood to mean the lack of grounds
to use them as well as corresponding decisions from tax authorities. For example, 90% of respondents did not use the 1.5 multiplier for R&D expenses, and 92% did not include innovation23

For the purposes of this survey, government affiliation was defined as a surveyed enterprises belonging to an integrated structure created by the government or with its involvement (including government corporations).
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related expenses among other expenses because they did not make these expenses in 2011. Tax
authorities frequently disagree about whether R&D or imported equipment is on the corresponding lists that have been approved by the Government of Russia.

Findings: research institutes
Although research institutes proved to be more active "users" of tax incentives for R&D
and innovation (especially for R&D) than manufacturing enterprises, their demand for these incentives was also quite low.
Almost half of them had grants from science and innovation foundations (45.1%) and
virtually all of these organizations used tax incentives for these grants (96.6%).24
The exemption from value-added tax (VAT) for patent and licensing operations was used
by roughly a quarter of respondents (24.3%) in 2011, while others did not perform such operations, which in our view characterizes not only research institutes' demand for this incentive, but
also the problems with their R&D output.
Finally, the overwhelming majority of research institutes (83%) used VAT exemptions
provided for in the Tax Code of Russia in the performance of R&D. The main reasons that the
remaining 17% of organizations did not take advantage of this opportunity are given in Table 2.
Table 2. Main reasons for not using VAT exemptions in R&D: research institutes (% of
research institutes that did not use the indicated exemptions)
Reasons for not using VAT exemptions
Did not perform R&D using government budget funds
Did not perform R&D using grants of R&D and innovation foundations indicated in the Tax
Code of Russia
Did not perform R&D on the basis of business contracts
Did not perform R&D related to the creation of new products/technologies
Did not perform R&D related to the improvement of existing products/technologies
To avoid disputes with tax authorities
Other

%
54.5
38.6
12.5
18.2
10.2
19.3
9.1

The ability to accelerate depreciation of R&D fixed assets was used by only 4% of research institutes. This is explained by both the lack thereof or the inability to identify said assets,
and the aforementioned prevalence of government-financed establishments among them
(57.8%), whose assets (except for assets acquired and used for business purposes) is not depreciable.

24

True, in light of the declarations in the government policy on science and technology about the need to expand grant support
for science, the grant coverage of research institutes is clearly inadequate. However, a more in-depth discussion of this indicator
is beyond the scope of this article.
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In the final analysis, research institutes did not use R&D and innovation tax incentives
for the same reasons as manufacturing enterprises: failure to qualify for them and/or a desire to
avoid disputes with tax authorities.

Findings: universities performing R&D
When assessing universities's demand for R&D and innovation tax incentives, it must be
remembered that the scale of the higher education segment of R&D sector still remains insignificant (in 2012 - 8.2% of R&D personnel; 11.5% of researchers and 9.5% of gross domestic
expenditure on R&D [HSE, 2014b]). Because the survey involved the participation of all 29 of
Russia's national research universities (NRU), which are the driver of growth of the higher education segment of R&D sector, its results may overstate the universities demand on R&D and
innovation tax incentives.
The survey results for universities are arranged in three sections: targeted tax incentives
(i.e. those which were established only for universities and which have an indirect influence on
their R&D and innovative activity); direct tax incentives for R&D and innovation (including institutional) and other innovation-related tools of indirect support.
Targeted tax support for universities is accomplished, for example, through a income tax
rate of zero if the university satisfies specific requirements (in particular, education and R&D
must provide no less than 90% of its revenues, etc.). In 2011 less than a quarter of respondents
(23.7%) took advantage of this ability. Most of the others did not meet the requirement regarding the percentage of revenues from education and R&D (Figure 1).
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Fig. 1. Reasons for universities not using the income tax rate of zero in 2011
(% of universities not using this incentive)

And, though a number of experts feel the criterion to qualify this incentive is unjustifiably
excessive and ignores the strategic importance of developing both R&D and innovative activity
at universities, there are no plans to reduce it (to, say, 70-75%). Thus, universities' demand for
targeted (as the sense indicated above) tax incentives is largely dictated by the conditions to
qualify for them.
Universities use of specific R&D tax incentives proved to be considerably higher than
scientific organizations (and even more so for manufacturing organizations). In 2011 grants from
foundations that support scientific, technical, and innovative activities had been received by almost two thirds of respondents (63.9%), the overwhelming majority of which (95.8%) took advantage of a tax incentive in the reporting of grant money.
The ability to accelerate depreciation of R&D fixed assets was used by only 7.4% of all
universities surveyed. The others, as a rule, either did not have such funds or could not separate
them from the total volume of their fixed assets (78.3% of respondents who did not use this incentive). However, if one considers the fact that virtually all of the universities surveyed (83.3%)
- just like the research institutes examined above - are government-financed establishments (i.e.
their assets, except for assets acquired and used for business purposes, are not depreciable), then
their leading position in the use of this incentive appears entirely convincing.
21

Finally, universities' demand for incentive-related tax incentives, such as exempting patent and licensing operations from VAT, virtually matches that of research institutes: they were
also used by roughly a quarter of the surveyed universities (24.3%). The others' passivity is explained by a lack of these operations, which demonstrates, on the one hand, the low overall performance of their R&D and innovative activity, and, on other the other hand, the ambiguity of
the target audience of this incentive.

Findings: specifics of the demand for R&D and innovation tax incentives
The survey results indicate, first, the low overall demand of research institutes, universities performing R&D, and manufacturing enterprises for tax support for R&D and innovation,
and, second, the focus of R&D support.
The government's presence among the "consumers" of R&D and innovation tax incentives (which distorts the purposes and effects of the support and is not in accordance with best
practices) is characterized by both the government's ownership of the overwhelming majority of
the surveyed research institutes and universities but also the relatively high demand for the incentives from government-affiliated manufacturing enterprises. That is, in Russia tax incentives
for R&D and innovation act as a tool of support not only of private companies, and not so much
for them as for government and quasi-government organizations.
The most popular tool of tax support for R&D and innovation (at least among research
institutes and universities performing R&D) proved to be exempting grants from R&D and innovative activity foundations from the taxable base.25 Moreover, universities performing R&D
used this tool more actively than research institutes (63.9% and 45.1% of respondents, respectively). Furthermore, the majority of the other R&D and innovation tax incentives included in
the survey also proved to be in more demand among them.
Thus, universities performing R&D lead in the use of R&D and innovation tax incentives, though they could have taken advantage of targeted tools of indirect support (income tax
rate of zero, etc.) established in Russia for universities. For example, it is obvious that when
using an income tax rate of zero (if the university qualifies for it, of course), a university will not
use any other R&D and innovation tax incentives established in Russia with respect to income
tax. However, the university will have to choose the most advantageous tools of indirect support
and/or a combination thereof. Obviously, the need to make such a choice makes it significantly
more complicated for universities to create tax strategies and tactics and to a degree may suppress their demand for R&D and innovation tax incentives.
25

Because the Russian Science Foundation (RNF) was founded in 2013, i.e. after the survey was conducted, we here mean the
Russian Foundation for Basic Research (RFFI) and the Russian Foundation for the Humanities (RGNF).
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Conclusion
A comparison of the survey results with other studies of tax support for R&D and innovation in Russia and global trends of tax support [Palazzi, 2011; OECD, 2010a] makes it possible
to evaluate the practice of providing this support and its development.
The particularities of how Russian science is organized, in which R&D is still concentrated in research institutes, may serve as a kind of guarantee of the reasonableness of these assessments and their accurate reflection of the actual state of affairs. If the recent acceleration of government support for universities (including indirect support) has been accompanied by growth in
their R&D and innovative activity, then the positive effects of measures to "coerce" and stimulate business toward R&D and innovation are not yet obvious.26 That is, in Russia research institutes, universities performing R&D, and manufacturing enterprises represent the core of the
target audience for direct and indirect support for R&D and innovation.
At the same time, the tentative nature of the survey results and the possibility of a certain
shift of their emphases are due to the fact that the survey included only some of the tax incentives provided for R&D and innovation, which in turn was dictated by the need to limit the size
of the survey (questionnaire). Considering Russia's lack of any accepted list of tools of tax support for R&D and innovation or criteria to classify tax incentives tools as R&D and/or innovation-related, for the purposes of the survey they were selected based on an expert review of these
tools (accounting for international standards for determining the scope and content of R&D and
innovative activity [OECD, 2002a; OECD, Eurostat, 2005], as well as the trends and best practices of research on tax incentives for these activities27).
An analysis of the demand from research institutes, universities performing R&D, and
manufacturing enterprises for some R&D and innovation tax incentives (Table 2) makes it possible to formulate several conclusions and recommendations.
Table 2. Demand from research institutes, universities performing R&D, and manufacturing
enterprises for some R&D and innovation tax incentives (2011)
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In 2011 57% of R&D personnel of Russia was concentrated in independent research institutes, and 7.3% was in the higher
education sector of R&D [HSE, 2014b]. As for the level of innovative activity of manufacturing enterprises, in 2011 it stood at
13.3%, while R&D share of these organizations' expenditure on technological innovation was 14.5% [HSE, 2014a].
27
For example, OECD's research on R&D tax incentives are presented in a number of publications. For example, in 2003 a review was prepared of the main trends and design of R&D tax incentives in various countries. It also compared the strength of
indirect stimulation of companies in OECD member nations [OECD, 2003]. In 2011 OECD again assessed the global experience
in R&D tax incentives, their merits and shortcomings, strength in individuals nations, and other parameters [OECD, 2011b]. Not
only does [OECD, 2010b] systematize the latest approaches to collecting, summarizing, and analyzing data about tax incentives
for scientific and innovative activities and research and development, it also outlines the main areas for where they may be improved and corresponding international standards may be created.
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*Indicators of demand
Organizations that in 2011 had grants from the Russian Foundation
for Basic Research and/or the Russian Foundation for the Humanities
(% of the total number of surveyed organizations)
Organizations that in 2011 did not have problems with tax incentives
of grants from the Russian Foundation for Basic Research and/or the
Russian Foundation for the Humanities (% of organizations that had
these grants)
Organizations that in 2011 applied the accelerated depreciation of
R&D fixed assets e surveyed organizations)
Organizations that in 2011 did not apply accelerated depreciation of
R&D fixed assets due to a lack thereof or the inability to separate
these fixed assets (% of organizations that did not apply accelerated
depreciation of these assets in 2011)
Organizations that allowed for expenses on R&D performed using
their own funds, for income tax purposes in 2011 (% of the surveyed
organizations)
Organizations that in 2011 used a reduced income tax rate established by a region of Russia for that part of profit that would be subject to transfer to its budget (% of the surveyed organizations)
Organizations that in 2011 used VAT exemptions for patent and licensing operations (% of the surveyed organizations)
Organizations that did not conduct patent and licensing operations in
2011 (% of organizations that in 2011 did not use VAT exemptions
for patent and licensing operations)
Organizations that in 2011 used VAT exemptions for R&D conducted based on business contracts (% of organizations that in 2011 used
VAT exemptions provided for by the Tax Code of the Russian Federation in the performance of R&D)
Organizations that in 2011 used property tax incentives (% of surveyed organizations)

Research
institutes

Universi- Manufacties per- turing enforming
terprises
R&D

45.1

63.9

0.6

96.6

95.8

–––––––––
–

4.0

7.4

3.4

48.4

78.3

–––––––––
–

33.7

45.8

9.9

3.5

6.0

9.6

24.3

23.1

0.3

92.4

93.5

–––––––––
–

52%

70.6%

–––––––––
–

19.3
(includ
cluding
GRCs!
)

25.0

13.7

First of all, considering the orientation of tools of tax support for R&D and innovation in
Russia chiefly on R&D, manufacturing enterprises' relatively low demand for them is largely
caused by the insignificant percentage of manufacturing enterprises that conduct innovative activity (13.3% in 2011) and R&D (5.5% in 2011) [HSE, 2014a].
Manufacturing enterprises' demand for innovation-related tax incentives in 2011 is also
characterized by:
 a "neglection" of the VAT exemptions for patent and licensing operations, usually due
to a lack thereof, which serves as an indirect indicator of the quality of these organizations' tech-
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nological foundation, innovative activity, and potential for modernization.28

Furthermore, alt-

hough this incentive was used by roughly a quarter of the surveyed research institutes and universities performing R&D, the question of its target, main beneficiaries, and positive effects remains unanswered.
 a relatively greater use of regional incentives for income tax and property tax (see Table 3), which demonstrates not so much the manufacturing enterprises' demand for these incentives as much as the efforts of a number of regions to attract investments;
 a higher demand from some manufacturing enterprises for R&D and innovation tax
incentives, namely those affiliated with the government or the largest manufacturing enterprises
(with over 1000 employees).
In our view, the current situation does not meet the objectives of indirect support for R&D and
innovation, neither globally or in Russia and deliberately limits the efficacy and positive effects
of the that support. Thus, if the best practices of tax support for R&D and innovation include a
focus on private companies (and increasing their expenditures on R&D as a whole and in specific industries and/or areas, groups of actors, etc.), then in Russia the target audience of this support is primarily represented by government and quasi-government organizations. In our view,
this is evidence that it is expedient to take stock of R&D and innovation tax incentives in order
to identify their recipients and assess their efficacy and other parameters necessary to optimize
these incentives.
Second, against the backdrop of low overall demand for R&D and innovation tax incentives in Russia, the universities performing R&D used them most actively (Table 3). This
specifically refers to income tax incentives for grants from R&D and innovation support foundations, accelerated depreciation of R&D fixed assets, and regional property tax incentives.
The combination of so-called targeted incentives at universities and the growth of direct
government support for the higher education sector of R&D, which has accelerated in recent
years, in our view, is evidence the emphasis of government support (both direct and indirect) of
R&D in Russia has shifted toward universities. This concentration of government resources and
efforts in R&D and innovation at universities, in turn require a reliable evaluation of the corresponding expenditures (direct and indirect, including tax expenditures), the effectiveness of their
use, and the obtained results. One of the prerequisites to getting it (along with improving the
Russian's tax statistics and other measures) is planning and conducting empirical research on tax
support for universities.

28

In the RSPP surveys examined above, this tool was used by 4.3% of all surveyed enterprises, which in effect does not contradict our results.
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Third, although among research institutes the most "popular" tax incentive connected
with grants from R&D and innovation support foundations, the percentage of organizations that
used it is clearly insufficient (45.1% of all surveyed scientific organizations). In combination
with the sizes of these grants, which have been insignificant in recent years (the average grant
from the Russian Foundation for Basic Research (RFFI) and the Russian Foundation for the
Humanities (RGHF) is 400,000-500,000 RUB), this doesn't make it possible to expect either the
achievement of the highly ambitious goals of the government policy on science and technology29
or positive shifts in the development or output of that policy.
In light of the short-term problem of tax incentives being including in the immediate
agenda of the Russian's policy, the initiation of amending them in 2013, and the discussion of
methods for assessing their effectiveness30, the results of our research on the demand from research institutes, universities performing R&D, and manufacturing enterprises for R&D and
innovation tax incentives confirm that there is the potential to optimize them and increase their
output.
Realizing this potential requires defining a list of the R&D and innovation tax incentives
in Russia and their recipients; calculating the Russian's tax expenditures on R&D and innovation in accordance with the international standards that have been created in this field, and preparing and conducting various empirical studies that will monitor the practice of tax support for
R&D and innovation in Russia. The integration of the results obtained will make it possible to
prepare balanced proposals to optimize and improve the output of R&D and innovation tax incentives in the Russian Federation.

29

They are set in Decree of the President of the Russian Federation No. 599 "On Measures to Implement the Government Policy
on Education and Science" of May 7, 2012, the "Development of Science and Technology" government program (Resolution of
the Government of the Russian Federation No. 301 of April 15, 2014), Strategy for the Innovative Development of the Russian
Federation through 2020 (Order of the Government of the Russian Federation No. 2227-r of December 8, 2011), and other policy
documents of the Russian Federation's government policy on science and technology. For example, according to the previously
mentioned Decree of the President of the Russian Federation, by 2015 domestic expenditures on R&D must grow to 1.77% of
GDP (in 2012 they were 1.12%), the percentage of Russian publications in global scientific journals indexed in WEB of Science
must rise to 2.44% (in 2012 it was 1.9%), and by 2018 the volume of funding of government scientific foundations must reach 25
billion RUB (in 2013 it was 10 billion RUB).
30
Thus, according to estimates by the Chamber of Accounts, the economic effect of the overwhelming majority of tax incentives
established in the Russian Federation has not been assessed. Meanwhile, they cause tax expenditures in the government budget
and do not have a significant effect on business. For example, judging by the fact that only 117 out of 300 respondents in special
economic zones are engaged in the activity, the applicable tax incentives do not product any perceptible stimulatory effects [Titov, 2013]. In 2014 Russia's Ministry of Economic Development and Trade developed a method to assess the effectiveness of tax
incentives, whose implementation many experts believe may encounter serious problems (including due to its formality, extreme
complexity, several methodological disagreements with the Ministry of Finance, etc.) [Titov, 2014].
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