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President Obama’s call to increase the R&D tax credit from 14 to 17
percent is an important first step in restoring America’s global innovation-
based competitiveness. But if our nation is to really address the
challenge—the “Sputnik moment” in the President’s words—17 percent
is not enough. Increasing the Alternative Simplified Credit (ASC) from 14
to 17 percent will move the United States from 17% place amongst
OECD nations to 13%—an improvement to be sure—but one that will
leave the United States far behind the global frontrunners in terms of
R&D tax incentives. We urge Congress to take up the President’s call to
expand the credit, but expand it to at least 20 percent, as some in
Congress have proposed.

The United States was first nation to realize the importance of spurring R&D through the
tax code, putting in place the R&D credit in 1981. As a result, throughout the 1980s the
United States had the most generous R&D tax incentive in the world. However, other
nations learned from our success and began to not just copy us, but go beyond us. By 1996
the United States had fallen to seventh in R&D tax generosity among the 30 OECD
nations, behind Spain, Australia, Canada, Denmark, the Netherlands, and France. And the
slide continued. By 2004 we had fallen to 17™." Even with the recent expansion of the ASC
from 12 to 14 percent the United States was only able to hold position at 17* (and 19* for
small businesses R&D incentives), as other nations also expanded their R&D tax
incentives.” However it is not just OECD nations that have overtaken the United States, a

number of other nations, including China, India, Brazil, and Singapore, provide more
generous tax treatment for R&D expenditures.

PAGE 1



This is one key reason why ITIF found that the United States ranked 30™ of 40 nations in
the rate of growth in corporate R&D from 1999 to 2006.” Other nations are simply
outcompeting us for research and development investments, and the jobs and economic
activity that flow from them.
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Figure 1: R&D Tax Generosity in OECD Nations, 2008

If the United States is to be more competitive for global R&D investment it needs expand
the R&D tax credit beyond the President’s proposal. Expanding the Alternative Simplified
Credit as from 14 to 17 percent for would only move the United States from 17" in the
OECD to 13™. If the United States increased the ASC to 20 percent it would move to 10
place. If we wanted to move to 5" place we would need a credit of 31 percent, to be
number one, we’d need an ASC of 47 percent.
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Figure 2: Value of the U.S. Alternative Simplified Credit change needed to increase OECD rank

R&D tax incentives have become a linchpin of tax policy throughout the world because
they have proven to be an effective tool to increasing private sector innovation and
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boosting economic growth. As ITIF has shown, increasing the R&D credit is not only an
effective strategy for growing the U.S. economy it will also lead to more tax revenue,
patents and jobs. * There have been a wide range of studies by independent academic
economists on the effect of R&D tax incentives on private sector research. For example,
Bloom, Griffith and Van Reenen found that the credit stimulates an additional $1.10 of
research in the United States for every dollar of lost tax revenue.’

Moreover, as ITIF has estimated that expanding the Alternative Simplified Credit (ASC)
from 14 percent to 20 percent would spur the creation of 162,000 jobs in the short run
(and an additional, but unspecified, number of jobs in the longer run), increase GDP by
$66 billion annually and the number of patents filed by an estimated 3,800.° Moreover,
ITIF estimates that the credit would actually pay for itself in increased tax revenues over
the course of 15 years. With the stakes so high, and the benefits so clear, now is the time to
put in a place an R&D credit whose size matches the size of the challenge we face.
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