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FOREWORD

On behalf of the Federal Government of Germany, the Commission of Experts for Re-
search and Innovation presents its third report.

The format of the report has been revised this year. Part A discusses current developments
and future challenges. Part B of the report then addresses five core topics. The indicators
for the status of research and innovation in Part C are presented in a new format, which
we hope will be more readily accessible for decision-makers in particular.

The financial and economic crisis is not yet over, but there are signs of moderate growth
potential for 2010. The German innovation system has done fairly well in the crisis. In
addition, appropriate importance has been attached to research, innovation and education in
the plans of the new Federal Government. As welcome as these declarations of intent are,
it is important to follow these up by adopting specific measures in various key areas.

In this third report, the following five topics are addressed in detail. First, the Expert Com-
mission analyses the overall structure of the German innovation system and in particular
the role of non-university research (Section B 1). It then presents an interim assessment
of the Bologna Process, which is currently the subject of lively public debate (Section B
2). Twenty years after German reunification, research and innovation policies in eastern
Germany are reviewed (Section B 3). The Expert Commission also considers Germany’s
technological performance in the field of electromobility (Section B 4), and comments on
the efforts of the European Commission to introduce a European Union patent and a uni-
fied patent court system (Section B 5).

Highest priorities for the Federal Government should be the introduction of R&D tax sup-
port, improvements to the conditions for Business Angels and venture capital, and the sys-
tematic improvement of Germany’s education and research systems. Broad tax advantages
for companies and individual tax-payers are no substitute for these urgently needed meas-
ures. Instruments which have been shown to have failed, such as the research premium,



should be abandoned. Germany continues to do well in terms of creativity, inventiveness

and openness to innovations. Despite financial constraints it is important to target invest-

ments in order to maintain and expand these strengths.

Berlin, 24 February 2010

Prof. Dietmar Harhoff
(Chair)
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SUMMARY

Current developments and challenges

Germany must develop a stronger innovative dynamic if it is to hold its own in the face
of growing international competition. The leading position which Germany has tradi-
tionally had in high-value technologies can only be maintained by continuing to make
high levels of investment in the automotive and chemical industries and in electrical
and mechanical engineering. In other fields there is considerable catching up to be done,
above all in cutting-edge technologies and in the knowledge-intensive services. The gov-
ernment can give important impulses by providing funding for research institutions, sup-
porting knowledge and technology transfers, and by introducing suitable measures to
support company R&D.

The implementation of the High Tech Strategy in 2006 led to an increase in funding
for research and development and made national R&I policies more effective. For the
continuation of the High Tech Strategy, it would now be appropriate to focus on par-
ticularly important fields. These should be identified on the basis of foresight pro-
cesses. The main aim should be to promote fields of innovation which offer consid-
er-able potential for the future and where the aid provided will develop significant
leverage.

In many cases, interesting results from publicly-funded research are not marketed effec-
tively in Germany. The Expert Commission suggests establishing a ‘Commercialisation
Fund’ to improve the transfer of research results for commercial applications. Where
there are various possible applications, or a need for coordination between actors, then
standardisation is another important consideration in the commercialisation of innova-
tive technologies. The state should provide more support for companies involved in
standardisation processes than it has in the past.

Shortages of equity capital represent a key constraint on innovation for German com-
panies. The situation has grown worse as a result of the current crisis. There remains a
need for a long-term improvement in the framework conditions for the provision of com-
pany equity. Important incentives for innovation would also be provided by improve-
ments to the framework conditions for business angels and venture capital investors. In
addition, the Expert Commission continues to favour the introduction of tax incentives
for R&D. This should be structured in such a way that it also encourages cooperation
between business and science. If budget constraints only allow limited tax incentives for
R&D, then this should initially be introduced primarily for SMEs.



Additional investments in education are a precondition for strengthening the innovation
potential in Germany. The Expert Commission recommends that even more importance
should be attached to providing greater equality of social opportunities for access to ed-
ucation. The Expert Commission also approves of lifting the restriction on coopera-tion
between the Federal Government and the Laender concerning education, and fa-vours
the reexamination of federal responsibilities for education.

When funds are in short supply, they must be deployed efficiently and effectively. This
is only possible if state measures are evaluated regularly, and here there is consider-
able scope for improvement in Germany. All government departments should allocate
about one percent of their planned budget to research into evaluation research, which
should be anchored in a single institution. The results should be made readily avail-
able to the public.

CORE TOPICS OF THE REPORT
A systematic increase in the international competitiveness of the German R&I system

Research and innovation worldwide is subject to a process of transformation which is
forcing the highly-developed countries to adopt a new alignment for their R&D activ-
ities. The German R&I system must be oriented more towards the challenges of the
future and to new topics. This affects both the state and business sectors.

The industrial R&D system in Germany is concentrated mainly in the most important
export industries, above all the automotive industry. However, the structural changes to-
wards services and the expansion of the growth fields of cutting-edge technology are less
advanced in Germany than in other highly-developed countries. Where German compa-
nies expand their R&D activities, particularly in the dynamic high-tech fields, these are
often located in other countries. This can lead to the abandonment of strategically im-
portant sectors in Germany, and it impairs the effectiveness of cooperation with pub-
lic sector basic research.

The system of public non-university research is well developed in Germany. However,
some institutions do not have a clear remit or research profile — in particular the Helm-
holtz and Leibniz Associations. The system of government department research should
be focussed on tasks of national importance.

Successful innovation depends on the interactions between actors from basic research,
the educational system, the business sector, the ministries and the legislative and execu-
tive branches. Cohesive and uniform innovation policies should provide effective sup-
port for the formation of close ties between these actors at the national level and thus
ensure the formation of a better value-creation chain for innovations in specific prom-
ising areas.

The effectiveness of German R&I policies is impaired by the way in which respon-
sibilities are divided between various Federal ministries and Laender ministries. The
web of departments, project agencies and research institutions is at least in part respon-
sible for the fact that there has not yet been any comprehensive strategic reorientation
of innovation policies.
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Against this background, the Expert Commission makes the following recommenda-

tions:

German businesses can only compete internationally if they successfully implement
innovations. A key condition for this is a systematic increase in expenditure on R&D
in public institutions and increased innovation expenditure by businesses. The new-
ly formulated High Tech Strategy must provide additional impulses so that business-
es will continue to invest in research and innovation.

It is essential that active steps are taken to expand cutting-edge technology. This ap-
plies above all for segments in which comparative advantages can be secured global-
ly. Investments should be avoided in fields which are subject to international subsi-
dy wars.

Greater efforts should be made to expand knowledge-intensive services (‘services de-
signed in Germany’) where these are complementary to existing focal points in the
economy. This requires support strategies which are specifically tailored to suit inno-
vation processes in the services sector.

The High Tech Strategy should be targeted at selected fields of technology. This in-
volves harmonising these fields with those identified in the foresight process and with
the investment priorities of the business sector.

The distribution of funds and the ‘division of areas of specialisation’ between the
various scientific institutions should not be regarded as unchangeable. This applies
in particular for departmental research at the levels of the Federal Government and
Laender departments. Structural reforms are necessary in order to improve the effec-
tiveness of non-university research organisations. More attention should be paid to
strategic coherence.

Knowledge and Technology transfer from non-university research and from the uni-
versities should be expanded as a priority. This goal must not be neglected in the jus-
tifiable pursuit of scientific excellence. The management and incentive structures of
many research institutions are in need of further improvements. The business sector
should also make use of the specific potential of public research within the frame-
work of its innovation strategies.

As an R&I location, Germany needs new models for the cooperation between the
business sector on the one hand and the universities and non-university research insti-
tutions on the other hand. The same applies for cooperation within public research.

Strong research must be financed appropriately and supported through modern ac-
counting and budget instruments. Currently, competition in research is distorted by
differences in cost models. In the short term, a flat rate programme payment should
be introduced to cover the indirect costs incurred in projects supported by the Fed-
eral Government. In the medium-term it is appropriate to reimburse in full the costs
of the research institutions carrying out third-party funded projects.

Reforming the Bologna Reform

In the course of the EU’s ‘Bologna Process’, German study programmes are being re-
organised to confer bachelor’s and master’s degrees. The intention is to create an inter-
nationally-comparable system, providing education of a high standard which is suited

to individual needs. In addition Europe should be strengthened as an educational re-

gion which is also very attractive for non-European students. The worldwide exchange
of students should be increased, and equal access to higher education should be pos-
sible for all social strata. The bachelor’s degree should already provide a full, first-level



qualification for subsequent careers. The reform in Germany was associated with the
hope of modernising and reorganising the curricula, reducing the numbers of drop-outs,
and increasing the demand for university courses in general and for mathematics, com-
puter science, natural sciences and engineering in particular. However, so far it has not
really been possible to reach these goals.

Hardly any changes have been made to course contents, but students have fewer op-
tions to choose from than they had in the diploma or magister courses. Teaching staff
face higher teaching commitments overall, and the resultant workload is detrimental to
their research and also reduces the individual tutoring of students.

The Expert Commission also sees problems in the elimination of ‘orientation’ periods
as a result of shortening the length of secondary education and of the university cours-
es. Furthermore, the relationship between the system of dual vocational training and the
new bachelor’s degree courses remains unclear. There are also controversial discussions
about how many graduates can or should go on to study for a master’s degree.

On a positive note, there has so far been no evidence of a reduction in the level of
qualification of young scientists as a consequence of the Bologna Process, and nor do
there seem to be any problems in career entries as a result of the changeover.

In the opinion of the Expert Commission the following measures are necessary for the
further development of the Bologna Process reforms in Germany:

— In general, universities have not been allowed sufficient autonomy in the implemen-
tation of reforms and the shaping of curricula. Where they are given more scope, the
universities should use this in order to increase the involvement of employers, alum-
ni and students in the development of courses.

— Obstacles to mobility can be overcome by more generous recognition of previous
coursework and credits and the reliable specification of equivalents in course regula-
tions. This should be combined with more comprehensive and more generous financial
support for student mobility, an increase in the number of courses taught in English,
and support for cooperation agreements between German and foreign universities.

— A bundle of measures is required in order to lower the high numbers of course drop-
outs: grants and loans for students, options to organise study programmes flexibly or
to study part-time; information, advice and preparatory courses prior to committing
to a subject or in the initial phases of a degree course; higher quality of teaching,
and better course organisation. This also includes checks on performance at an early
stage and detailed feed-back.

— Student fees are an important component of university finances in some Laender and
they make sense when the receipts are invested in the teaching. But they must not
act as a disincentive to young people who want to study. In particular students from
low-income households must be offered the best possible financial conditions. This in-
cludes expanding and increasing the student grant system (BAf0G) as well as im-
proving the mobilisation of private sources of funding.

— The supervision of doctoral students in structured programmes such as the DFG post-
graduate colleges should be included as part of the teaching duties. Currently, the time
spent in this way by professors is to the detriment of research, active institutional in-
volvement, individual career counselling, and the supervision of student organisations.
Appropriate adjustments should be made to the personnel structure of the univer-
sities.
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Favourable conditions for innovation rather than special innovation programmes for
eastern Germany

The economic performance in eastern Germany is still considerably below the nation-
al average. The R&D expenditure as a share of gross domestic product is also lower
than in western Germany. This is due to the relatively low contribution from the busi-
ness sector. Although there is a shortage of broadly-based innovative companies in east-
ern Germany, there are some encouraging signs. Both in the new Laender and in Berlin,
the representation of cutting-edge technology is above average and is showing consid-
erably more signs of growth than in western Germany. Furthermore, the innovation in-
tensity in the knowledge-intensive services is considerably higher. A further strength of
the R&I system in eastern Germany is the well-developed public research and universi-
ty land-scape, producing a relatively large number of patents and publications.

Certainly, the innovation potential and innovation performance in the new Laender has
not yet reached the level of the old Laender, but the evident weaknesses of the eastern
German university and research landscape are not fundamentally different from those of
the structurally-weak regions of western Germany.

— The primary task of the R&I policies of the Federal Government is to strengthen the
overall position of Germany in the competition for innovations. The Expert Commis-
sion no longer sees any need to develop new programmes specifically for R&I pol-
icies in eastern Germany.

— Accelerating the process of convergence is not a task for innovation policies, but rather
for structural policies. Within the framework of the Joint Task ‘For the improvement of
the regional economic structure’ (GRW) the Laender should make greater use of their
scope for action in order to focus subsidies on forward-looking branches of the econ-
omy in regions with high development potential.

— The Expert Commission is in favour of providing institutional support for external in-
dustrial research institutions if they take on important tasks relating to knowledge and
technology transfer and can demonstrate that their research is of a sufficient quality.

— Fiscal R&D support and an improvement in the framework conditions both for the
provision of companies with equity and for business angels and providers of venture
capital would have particularly positive effects in eastern Germany, in view of the
weak equity basis of many companies there.

Catching up in the field of electromobility

Electromobility offers the opportunity to achieve a significant reduction in CO2 emis-
sions and significantly improves the security of energy supplies for the transport sec-
tor in the medium term. The strategy for the development of electromobility must be
integrated in a broader, multimodal strategy for future traffic and transport systems.
At present Germany is poorly positioned both in the key technology of vehicle bat-
teries and in power electronics. Both scientists and the business sector misjudged the
technological developments. Considerable efforts are now required in order to catch
up with the leading nations in this sector.

The Federal Government and the Laender have already undertaken a series of meas-
ures in the field of electromobility. At the federal level, EUR 500 million has been made



available from the second economic stimulus package for 2009 and 2010. There are
currently 17 model regions and ongoing fleet trials for electromobility, and more are
being planned. However, in the opinion of the Expert Commission the support projects,
R&D activities and marketing measures are not sufficiently harmonised between the
federal government, the Laender, the European Union and the manufacturing sector.

In order to establish a lead market for electromobility it will be necessary to concen-
trate efforts, for example by the rapid and radical conversion of transport in large con-
urbations to electric vehicles. The development of the new market will require state pro-
grammes to support a change in attitudes among vehicle purchasers. This will be neces-
sary in order to reach the high production volumes required for economies of scale. In
the opinion of the Expert Commission, national initiatives alone will not be sufficient.

The Expert Commission therefore proposes the following measures:

— The National Electromobility Development Plan is an important first step towards strength-
ening the position of Germany. Markedly improved coordination and a tighter con-
trol of public sector activities are now required in the field of electromobility in or-
der to achieve significant progress. The fragmentation of the national and Laender
programmes must be overcome; strategies and initiatives must be developed with a
long-term perspective.

— Universities, non-university research institutions, and research promotion organisations
should develop stronger and more comprehensive activities in the field of electro-
mobility. In addition to research work, suitable training programmes are necessary to
address existing shortages in skilled personnel.

— German companies are not cooperating sufficiently with one another on electromo-
bility. A dialogue should be initiated rapidly with the business companies in order
to bring the actors out of their isolation. The Federal Government should only pro-
vide further state support when appropriate cooperation is achieved in the field of
electromobility.

— On the basis of the existing development expertise in the European automotive sector,
the Federal Government should work towards a joint European approach in order to
strengthen the European position overall and to achieve economies of scale.

— In contrast to current plans, the Federal Government should only select a few re-
gions — if possible in connection with neighbouring countries — as locations for the
market launch of new mobility strategies. This would offer the opportunity of estab-
lishing lead markets.

— It must be made attractive for car buyers to turn their backs on the heavy, high-pow-
ered vehicles of the fossil-fuel era. Users of electric cars should not only be offered
financial stimuli but also additional benefits, e.g. the use of bus lanes in urban areas,
or special E-lanes on main highways around the conurbation.

Careful reforms of patent systems and reorganisation in Europe

Patent systems should be structured so that they provide incentives for innovation and
thus generate benefits for the economy as a whole. The current systems do not always
fulfil this purpose satisfactorily. In the USA, the tightening of patent protection in the
mid-1980s caused an escalation of competition for patents. In most sectors this led to
an increase in litigation.
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In Europe, there has been an increase in patenting activity since the 1990s. In addition,
patent applications have become considerably more complex. Applicants are increasing-
ly resorting to tactics which introduce uncertainty to the system. Despite falling quality,
however, the grant rate at the European Patent Office has remained almost constant. In
view of these developments, the framework conditions should be amended in order to
discourage or prevent behaviour which obstructs innovation and progress. Above all, pat-
ents should not be granted at all for marginal inventions.

At the European level, efforts are being made to introduce an EU patent. In addition,
a European and EU Patent‘s Court, replacing the current fragmented national systems.
The Expert Commission welcomes these initiatives. The focus of such an implemen-
tation should be on the efficiency of future systems and their quality orientation. Ger-
man policy-makers should draw on the undisputed advantages of the German patent ju-
risdiction, and aim to ensure that the central Court of Justice in the new legal system
is anchored in Germany.

The Expert Commission notes that stronger patent protection and increased numbers of
applications do not in themselves ensure more innovation and growth. Rather it is im-
portant to maintain the quality of the patent system:

— Quality advantages which the European patent institutions currently have over other
regions, in particular the USA, should be maintained and expanded.

— The quality orientation of the European patent offices must be further improved.
A functioning patent system must implement sufficiently exacting provisions con-
cerning novelty and inventive step. Patent officers should be encouraged to reject mar-
ginal patents and to sanction unacceptable application behaviour.

— The Federal Government should continue to support the formation of European in-
stitutions in the patent system, i.e. a unified patent court system and an EU patent.
Efforts should be made to ensure that the new institutions bring further improve-
ments with them in comparison with the existing system. Harmonisation is not an
end in itself.

— The behaviour of patent applicants has changed considerably in recent years. There-
fore care must always be taken when interpreting patent data, with the inclusion of
control groups and other reference measures.
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CURRENT DEVELOPMENTS
AND CHALLENGES

CONSEQUENCES OF THE FINANCIAL AND
ECONOMICCRISIS

The crisis of the US real-estate market was felt first
in mid-2008 on national financial markets, but then
spread to affect the entire economic systems of many
countries. The German banking sector experienced
acquisitions, liquidity injections, and government
guarantees. The crisis was soon impacting on the
economy, government budgets, and the job markets
in Germany. Due to the dependence of the German
economy on exports, by the end of 2008 the crisis
was already leading to falling foreign sales by Ger-
man companies.! The impact was particular severe
in the Germany economy‘s key sectors — the auto-
motive industry and mechanical engineering. Mas-
sive order losses, short-time working arrangements,
and lay-offs were the immediate consequences. The
shortage of credit instruments as a result of the cri-
sis combined with changes to regulatory framework
conditions have resulted in a more than short-term
tightening of the conditions for corporate loans. The
numbers in full employment have been falling since
mid-2009 and as a result of the economic situation
the numbers of workers on short-time increased from
about 39 000 in June 2008 to more than 1.4 mil-
lion in June 2009.2 This negative macroeconomic
development places a considerable burden on gov-
ernment budgets.

Positive effects of the
economic recovery packages

By means of two economic recovery packages, the
Federal Government adopted various measures im-
mediately after the emergence of the crisis, with

the primary aim of cushioning the recessionary ef-
fects for Germany. This has been achieved, at least
in part. As shown in a study by RWI Essen, the
economic recovery packages stimulated short-term
economic growth in Germany, or at least prevent-
ed a collapse. Overall unemployment did increase in
Germany, but to a lesser extent than in other Euro-
pean countries.’ It was possible to avoid a massive
increase in unemployment by means of the Ger-
man short-time regulations. Public investments in
the communal infrastructure and the loan and guar-
antee programme of the Federal Government were
already having a positive effect on the economy —
as could be seen by autumn 2009.

The German Council of Economic Experts sees a
relatively positive outlook for 2010. Unemployment
figures are expected to rise to nearly four million
according to the most recent prediction, rather than
to five million, as was feared in early 2009. In ad-
dition, German output is expected to rise by 1.6
percent in 2010.4

Insufficient sustainability

While these measures of the Federal Government
were appropriate to cushion the short-term effects of
the economic crisis through until the end of 2009,
more extensive measures would have been required
in order to provide impulses for long-term growth.
An analysis of the recovery packages by the German
Institute for Economic Research (DIW)® with respect
to generating long-term growth potential shows that
a large proportion of the planned government invest-
ments is intended for infrastructure measures. These
are generally directed towards basic infrastructure,
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BOX 01

and include investments in the transport network or
investments in public buildings. However, for the in-
novative potential of Germany it would be more im-
portant to increase investments in fields which would
promote growth, such as broadband communications
or modern electricity networks (smart grids). Such
sectors should have received more consideration in
the recovery programme.

Particularly in the educational sector, there is an
enormous discrepancy between replacement invest-
ments and growth-promoting investments. Some 92
percent of expenditure goes on maintaining the ex-
isting assets, e.g. building refurbishment. Only eight
percent is spent on new laboratories, media facil-
ities, or for up-grading further training structures.
But these are precisely the investments which are
important for the long-term competitiveness of Ger-
many. A comparison of various economic stimu-
lus packages worldwide reinforces this criticism. A
study carried out by the Boston Consulting Group
(BCG)¢ shows that the German economic recovery
programmes were well suited to mitigate the ef-
fects of the short-term drop in demand caused by
the crisis. However, in terms of investments in ed-
ucation and technology, the German measures were
only given a middle ranking out of the ten national
programmes investigated. German laender and local
authorities should make full use of any opportuni-
ties they have to implement funds from the recov-
ery packages on R&lI-relevant projects.

PROMOTING INNOVATIVE POTENTIAL

Germany can only succeed in the face of growing
global competition if it develops a stronger inno-
vative dynamic.

Innovations

An innovation is a novel development which has
been or is being implemented. It has to be more
than just a “good idea”. In the case of a product
innovation, a new or improved good is brought
onto the market. This can be a product or a serv-
ice. In the case of a process innovation, a new or
improved production process is introduced. An in-
novation can also be the implementation of a new
marketing measure or an organisational novelty.

Technology — concepts and definitions

The Expert Commission uses the following con-
cepts and definitions:

Schumpeter goods refer to R&D-intensive goods
and knowledge-intensive services.

R&D-intensive goods are goods for which on av-
erage more than 2.5 percent of annual revenue is
spent on research and development.

High-value technology goods are R&D-intensive
goods for which between 2.5 and 7 percent of
annual revenue is spent on research and devel-
opment. Typical examples are medical technolo-
gy, machine tools, engines, filters, motor vehicles,
and rail vehicles.

Cutting-edge technology goods are R&D-intensive
goods for which more than 7 percent of annual rev-
enue is spent on research and development. Exam-
ples include products of information and commu-
nications technology, aircraft and space vehicles,
measurement and control instruments, or active
pharmaceutical substances.

Knowledge-intensive services involve a high pro-
portion of employees with a university degree.
Examples of knowledge-intensive services are IT
services, software services, insurance, architectural
and engineering services, legal services, account-
ing and management consultancy, veterinary and
health services, communications, libraries, archives
and museums.

A list of research-intensive industrial sectors and
knowledge-intensive services is included in the Ref-
erences section of this report.’

The Expert Commission has made detailed propos-
als concerning this in its previous reports.® It is es-
sential to maintain a leading role in key sectors. At
the same time, Germany should improve its profile
as a location for cutting-edge technologies which are
growing in international significance. Both challeng-
es must be addressed by R&I policy-makers.

Maintaining a leading position in high-value
technology

Traditionally, high-value technologies are a strength
of the German economy. In an international compar-
ison, Germany has established a leading position in
the automotive sector, in mechanical engineering, in

BOX 02
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Innovation incentives and market failures

The key driving force for innovation and progress
is the competition between business companies. In-
novative companies are more profitable in the long
term than non-innovative ones, so that even with-
out state support there should be a considerable
incentive for innovation. However, market forces
do not always ensure that innovation is pursued at
an economically optimum level. In research, devel-
opment and innovation there are significant forms
of market failure which can have negative conse-
quences for individual businesses. Effective R&I
policies can cushion or divert the effects of market
failures, but the government cannot take the place
of the innovation activities of private actors.
There are important forms of market failure involv-
ing public goods, external effects and asymmetrical
information. Public goods are non-rival and non-
excludable. The consumption of the good by an
actor does not reduce the availability of that good
for consumption by others, and nobody can effec-
tively be excluded from using it. In such cases, it
can be appropriate to provide government financ-
ing and production of public goods. For example,
this applies in part for basic research.
Externalities in research and innovation take the
form of knowledge diffusion, which the knowledge
producers cannot stem. For example, by inspect-
ing an innovative product, competitors can obtain
knowledge about it without having to bear the full
costs for the knowledge production themselves. In
this case, the private revenues of innovation diverge
from the public revenues, and the innovator will not
invest enough in knowledge production when viewed
from a social perspective. Suitable instruments to
employ here can be the creation or strengthening
of ownership rights (e.g. by patents), or the provi-
sion of subsidies and tax incentives for knowledge
production. However, all instruments also have un-
desirable side-effects. In the case of patents these
are the dead-weight losses, which result from the
limitation of competition, and in the case of sub-
sidies there are crowding-in effects.
Asymmetrical availability of information can im-
pede the functioning of markets, and the financing
of innovations suffers from such effects. If the pro-
vider of finance does not have access to the same
information as the recipient, then as a result the
provider, fearing opportunistic behaviour or at worst
the loss of the investment, will restrict the funds

which are made available. In particular new enter-
prises and SMEs suffer due to such reservations.
It is generally accepted that under these circum-
stances, government intervention by means of R&I
policies can be appropriate. However, there can be
unintended consequences, because all actors are in-
terested in receiving subsidies. For this reason, the
empirical evaluation of government intervention is
particularly important in the field of R&I policies.
Only such analysis will show whether state inter-
vention is leading to the desired results.

electrical engineering, and in the chemicals sector in
recent decades. This position can only be maintained
by continuing to make high levels of innovation in-
vestment in these fields. The leading role in high-
value technologies offers Germany the opportunity
to continue to achieve above-average levels of ex-
ports. Emerging economies with high growth rates,
e.g. China, India or Brazil, are already showing in-
creased demand for capital equipment and produc-
tion systems involving high-value technologies. This
represents a considerable potential for Germany. In
these sectors, German companies must continue to
ensure that they produce first-class products.

However, market forces do not always create ideal
conditions for innovations. There are various forms
of market failures in the high-value technology sec-
tor (Box 03). If companies are to make sufficient
investments in research and development, the gov-
ernment should make active use of suitable instru-
ments of R&I policies. These include the tax in-
centives R&D which the Expert Commission has
frequently called for.’

Supporting new potential in cutting-edge
technologies

Germany has definite weaknesses with respect to
cutting-edge technologies and knowledge-intensive
services, and it is therefore essential to promote re-
search and development in these fields. But with a
share of seven percent of worldwide R&D expend-
iture, Germany cannot expect to establish a leading
position in all fields of technology. It is necessary
to specialise in fields in which German scientific
institutions or companies already have comparative
strengths and in which a further expansion seems



A3

to make sense from a macroeconomic perspective.
The market processes involved cannot be replaced by
government measures. But in particular in the ear-
ly phases of development of technologies, the gov-
ernment can provide important impulses through the
funding for university and non-university research
institutions and the support for knowledge transfer.
Start-up companies have a particularly important role
to play. The government can also provide support
with the acquisition of products of cutting-edge tech-
nology — and in this respect Germany only reach-
es the average level for the EU-15 member states.!
Support for future technologies must take priority
over measures which are primarily aimed at main-
taining existing structures.

Over the past decade, Germany has beens able to re-
duce its structural deficits in comparison with other
industrial nations in the field of cutting-edge tech-
nologies, although starting from a low base level.
In the field of knowledge-intensive services, Ger-
many still has considerable weaknesses'!. In the new
version of the High-Tech Strategy care should be
taken that the support in the five fields of require-
ments (health / nutrition, energy / climate, securi-
ty, mobility, communications) and in the cross-cut-
ting topics is not only technology-oriented, but also
takes into account the associated innovative business
models and services.

NEW APPROACH IN R&I POLICIES - TARGETING
THE HIGH-TECH STRATEGY

Cohesive and uniform R&I policies in the new
High-Tech Strategy

With the establishment of the High-Tech Strategy in
2006, the previous Federal Government attempted to
implement a coordinated strategy for promoting R&I
in all government departments. It is not yet possi-
ble to assess the medium-term effects of the High-
Tech Strategy, but it has been possible to consider-
ably increase the funds deployed for research and
development in Germany. The national R&I policies
have also been made more effective by improved
coordination between government departments. At
the same time, the High-Tech Strategy in its original
form was characterised by a vaguely defined range

of topics and a lack of focus. For the continuation
of the High-Tech Strategy, the Federal Government
should therefore concentrate more on supporting the
most important fields of requirement. The definition
of five priorities and cross-cutting topics is a step
in the right direction. The increased importance at-
tached to the implementation of research findings
is also appropriate and must be extended to cover
all priority areas.

Careful selection of support priorities

A systematic approach should be adopted for iden-
tifying the most important requirement fields. In the
EFI Report 2008, the Expert Commission advised
drawing on the results of the Foresight Processes.
In addition, a catalogue of criteria must be created
for the identification of promising fields of innova-
tion which require government support. The R&I
policy should concentrate on areas of knowledge
and technology which have a promising future and
in which Germany already has a high level of re-
search expertise and a development lead which can
be secured internationally, for example by patent
applications. As a condition, there should be com-
mercial links in the fields receiving support. Either
companies must already exist which are capable of
implementation, or it must be possible for new, val-
ue-creating industries to grow in Germany. The se-
lected priority technologies should not be dominated
by ruinous international competition, and it must be
possible to provide a sufficiently large R&D budg-
et in Germany over a longer period.

Adyvisory bodies

Numerous advisory bodies are active in the overlap-
ping policy fields of the environment, health, energy,
and security and they pursue differing policy objec-
tives. In many fields, research and innovation has
become increasingly important, but currently there is
not an institution which could carry out continuous
evaluation of scientific findings and new technologies
in order to provide these bodies with adequate infor-
mation. This point is considered in Section B 1.

The Expert Commission recommends that the Fed-
eral Government, together with organisations such
as the German Academy of Science and Engineer-
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ing (Acatech) and the Academies of Sciences should
launch a series of analyses of fields of technology
which not only address strengths and weaknesses but
also illuminate the value-creation potential of new
lines of research, develop road maps, and present
possible scenarios for the future development. The
fields of technology should be evaluated not only by
scientists and engineers, but also by business repre-
sentatives and in particular actors with experience in
seed funding, in order to avoid a bias towards es-
tablished technologies and evaluation strategies. In
addition, the analyses should include balanced risk-
benefit evaluations, in order to promote the pub-
lic acceptance of new technologies. Such a remit
would be beyond the scope of the Science and In-
dustry Research Union, which does not have an in-
dependent capacity to conduct analyses.

FURTHER DEVELOPMENT OF THE R&
INSTRUMENTS

Continuing the Top Cluster competition

The Top Cluster competition within the framework
of the High-Tech Strategy is a good way to promote
promising innovation clusters. It supports the coop-
eration between science and industry and stimulates
the commercialisation of marketable products and

Shareholding in university spin-off companies

The investment of drive specialists Wittenstein AG
in September 2008 in attocube systems AG is an
interesting example of cooperation between an ex-
isting company and a university spin-off.
attocube systems was founded in 2001 as a spin-
off of the Centre for Nano-Science of the Lud-
wig Maximilian University Munich. It specialises
in the development and production of high-preci-
sion servo-motors in the nano-range. By acquiring
the shareholding in attocube, Wittenstein AG was
able to enter the international market for special-
ist, high-precision nano-drive systems. This creat-
ed the opportunity to market new nanotechnology
products and to establish market leadership in this
field. In turn, attocube has benefited from the es-
tablished global network of its partner.

services. A positive feature is that the support is not
spread thinly and indiscriminately, but is targeted on
the projects which have particularly good prospects
for success. However, it is currently rather short-term.
Clusters selected in the competition should receive
support for more than five years. The required funds
could be released by reducing the number of strat-
egies supported in each round of the competition.
A thorough evaluation of the chosen top clusters is
particularly important for this instrument.

Improved research and knowledge transfer

German universities and scientific institutions gen-
erate many promising research findings. However,
they frequently lack marketing expertise for newly
developed products and services. Germany’s econom-
ic strength depends to a considerable extent on the
commercialisation of developments from the field
of cutting-edge technologies. It is very important
that there is not a reorientation of basic research to
applications, but rather that the results of basic re-
search, which is funded less selectively, should be
utilised in a more targeted fashion. This can be done
by involving medium-sized companies in university
spin-off enterprises (Box 04).

The Expert Commission proposes the formation of a
publicly administered “commercialisation fund”. This
would provide funding for the transfer of research
findings. This should go beyond the existing ap-
proaches in programmes such as the EXIST Transfer
of Research or the High-Tech Start-ups Fund. There
is a need for considerably more government finan-
cial support for transfer research to fill the funding
gap created by the lack of private funding.

Supporting standardisation processes

An important aspect of the commercialisation of in-
novative technologies is establishing standards where
there are various implementation options or where
it is necessary to provide coordination between ac-
tors. From the point of view of an individual com-
pany, successful standardisation can involve a time-
consuming and costly process in order to ensure the
adoption of its technologies. Above all for small and
medium-sized enterprises there can be a lack of in-
centive to pursue standardisation alone, because com-
peting companies will also profit from the standard-






Computer semiconductor, microelectro-mechanical system
© David Scharf/ Science Faction / Corbis




BOX 05

Laser standards'?

Favourable conditions for innovations, including
standardisation, are crucially important for the
successful development of new technologies and
markets. The work on early and systematic stand-
ardisation for lasers by the Optics and Precision
Mechanics Standards Committee (NAFuO) of DIN
in the 1980s made it possible a decade later for
German industry to assume a lead role in the Eu-
ropean standardisation — in augmentation to the Eu-
ropean Union’s Medicinal Device Directive. Glo-
bally, Germany and the United States have together
advanced standardisation in this field. Starting from
a sound technological base, the framework condi-
tions created by the standardisation create an ad-
vantage for German companies over international
competition, so that exports have multiplied in the
long-term and created more than 50 000 jobs. Ef-
fective measures in standardisation meant that un-
certainties in the market for laser technology could
be reduced at an early stage — to the benefit of
German manufacturers.

isation. Many countries therefore provide support
for businesses in such processes by promoting the
formulation of standardisation proposals in nation-
al bodies and standards organisations. In Germany,
this is not yet done to a sufficient extent in impor-
tant future fields.

Germany cannot afford to be left out of the world-
wide process of establishing standards for the prod-
ucts of tomorrow. One way to avoid this can be to
organise exchange forums on technical novelties at
an early stage within the existing standardisation
organisations. Such forums or government-initiat-
ed working groups should include representatives
of all interest groups from science and industry,
including from foreign countries, and the setting
of appropriate standards should be discussed. Ex-
change forums can contribute to ensuring that Ger-
many remains in close touch with international de-
velopments and can make German companies more
competitive.

Cooperation between companies in setting stand-
ards raises questions concerning fair competition.
However, assessments should pay due attention to
the effect which this cooperation has on promot-
ing innovation.
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Further improvements to legislation on founda-
tions and endowments

Modern legislation on foundations and endowments
can provide impulses for research. In countries such
as the USA or Great Britain it is common for large
private foundations to fund major research activities.
Particularly in the field of medical care, considerable
sums are made available for research projects. The
British Association of Medical Research Charities
(AMRC) is a good example. Apart from cultural dif-
ferences, current German legislation on foundations
is the main reason why relatively little funding is
provided for research from private sources. A mod-
ernisation of German legislation on foundations and
endowments could lead to more foundations in Ger-
many providing funding for research and innovation.
An additional extension of the scope for tax deduct-
ible donations to charitable organisations and an in-
crease in the maximum deductible amount for dona-
tions to foundations which promote research could
stimulate the establishment of foundations and in-
crease the support given to them by the general pub-
lic. According to the Association of German Founda-
tions, the most recent significant amendment to the
legislation on foundations in 2007 led to a 26 per-
cent increase in the number of foundations."? Cur-
rently, the main obstacle to a further modernisation
is the requirement that a foundation should spend all
revenues within a limited period. It is not permit-
ted to accumulate foundation funds as capital stock
to be used subsequently for other purposes, even
if these will also be charitable in nature. This con-
straint should be eliminated.

SUPPORT MEASURES FOR SMALL
AND MEDIUM-SIZED ENTERPRISES (SME)

Supporting innovative SMEs — through and bey-
ond the crisis

Small and medium-sized enterprises are important
producers of technology, suppliers, and exporters.
German SMEs play an outstanding role in the R&D
process in an international comparison. According to
the Institut fir Mittelstandsforschung (IfM) in Bonn,
more than 65 percent of the workforce were em-
ployed in SMEs.'* R&D incentives for SMEs have
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considerable influence on the innovative potential of
Germany, because SMEs are particularly important
for innovations in cutting-edge technologies. '’

It is therefore to be welcomed that there are mean-
while a range of programmes targeted specifically
towards small and medium-sized enterprises. One ex-
ample is “SME Innovative” which supports projects
in cutting-edge research. With the “Central Innovation
Programme for medium-sized enterprises” (ZIM) in-
itiated in 2008, the Federal Government has created
an instrument to provide financial support for inno-
vation activities of SMEs. Additional public funding
has been made available in order to mitigate the im-
pact of the financial and economic crisis on SMEs.
As part of the Recovery Package II, the ZIM pro-
gramme was increased by EUR 400 million (2009)
and EUR 500 million (2010) in order to provide
R&D incentives for medium-sized enterprises. The
“KfW Special Programme” with a budget of up to
EUR 40 billion in 2009 and 2010 was intended to
ensure the availability of loans to medium-sized en-
terprises during the crisis and to cushion the short-
age of credit instruments in the wake of the financial
crisis. These measures have helped SMEs to cope
with credit crunches in the short-term, but R&I pol-
icies must continue beyond 2010 to focus on pro-
viding support for SMEs.

High time to introduce R&D tax incentives

The Expert Commission has frequently drawn at-
tention to the desirability of R&D tax incentives.
In 2008, 21 out of 27 OECD countries had intro-
duced such R&D tax incentives, compared with 12
countries in 1995. In order to ensure that Germa-
ny remains an attractive research location, the Ex-
pert Commission once again recommends introduc-
ing tax incentives for research and development, if
possible already in 2010. A reference to this is in-
cluded in the coalition agreement between CDU /
CSU and FDP, but no specific plans have yet been
presented for the implementation. Should budget re-
strictions mean that it is only possible to introduce
limited tax support for research for the time being
then these should be targeted primarily at SMEs, or
should be introduced with a limit on the level of
support provided. This should increase the economic
effect, because SMEs are more affected by financing
constraints in R&I than large companies.

Compared with subsidies for individual research
projects, R&D tax incentives have the advantage
of being more efficient. The companies choose the
research projects they feel offer most promise, with-
out any need to go through extensive and time-con-
suming application and selection procedures. It is im-
portant that the companies do not have to go through
bureaucratic procedures so that the incentives can
be fully effective. Suitable provisions should also

Tax incentives for R&D in France

In 2008, the French government reformed its sup-
port for R&D activities by introducing the “Crédit
Impot Recherche” programme. Companies are given
proportional tax credits for their expenditure on re-
search and development, or young innovative com-
panies can receive a direct aid payment. Compa-
nies applying for research support for the first time
in five years are given a tax credit rate of 50 per-
cent of expenditure instead of the regular 30 per-
cent (before 2008: 10 percent). This provides an
important incentive for company research.

The programme covers expenditures for person-
nel costs, raw materials and patent protection. If
companies award research contracts to university
or non-university public research institutions the
twice the order volume is used as the basis for
calculating the tax credit. This component is well
suited to stimulate cooperation between scientific
institutions and companies.

Since the reform came into force on 1 January 2008,
R&D investments have risen in all sectors with the
exception of the automotive industry and aeronau-
tics and astronautics. Already in 2008, the number
of companies claiming tax credits rose by 24 per-
cent's. A further effect of the programme is that
it strengthens the position of France as a research
location. Companies are setting up their R&D ac-
tivities preferentially in France or are repatriating
activities that had been located abroad. A survey
carried out by the French Ministry for Higher Edu-
cation and Research shows that more than a third of
companies have been stimulated to cooperate with
scientific institutions. This is particularly the case
for large enterprises. But start-up companies also
benefit from the programme. In their responses to
the survey, 88 percent of young innovative com-
panies said they had received support through the
“Crédit Imp6t Recherche” programme.!”

BOX 06



be included so that companies without correspond-
ing tax liabilities can receive an incentive as direct
aid. In particular innovative start-up enterprises face
considerable research expenditure in the early stages
before they can begin to generate any profits. R&D
tax incentives should not be restricted to personnel
costs, but should cover all R&D expenditure.

Supporting innovation through the tax system

The current fiscal and financial framework condi-
tions for SMEs are not only unsatisfactory but they
also act as a constraint on innovation. But as the
Expert Commission has already argued in previous
reports, it would be possible to create important in-
novation incentives. These include the removal of
limitations on the use of losses carried forward un-
der Section 8c Corporation Income Tax Act (KStG)
and support for the provision of risk capital. The
difficulties in discounting losses incurred when hold-
ings are sold make investments in young innova-
tive companies in Germany less attractive than in
many other countries, where regulations are less re-
strictive. This constitutes a competitive disadvantage
for Germany. The agreed amendments to the Act
to Accelerate Economic Growth concerning limi-
tations on losses carried forward also fail to pro-
mote innovation for new enterprises. The amend-
ments to the legal provisions are mainly beneficial
for distressed companies, for company restructur-
ing, and for losses carried forward to the level of
hidden reserves.

The inadequate availability of risk capital is a se-
rious problem for the German innovation system,
because such capital is crucial to provide a sound
capital basis for young, innovative enterprises. Risk
capital providers in Germany require framework con-
ditions which will allow them to compete with those
in other European countries. In Germany, only 0.04
percent of GDP is used for venture capital invest-
ments, in France 0.06 percent, in Spain, Denmark,
and Finland 0.07 percent, in Great Britain 0.09 per-
cent, and in Sweden 0.15 percent.'® Furthermore,
tax incentives should also be provided for Business
Angels — experienced entrepreneurs who provide
young enterprises with capital and expertise. Support
for business angels could create incentives to bring
together innovative entrepreneurial ideas and many
years of experience in business and marketing.
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Replacing research premiums by R&D
tax incentives

There is often a considerable gap between supply
and demand for exchanges between young innova-
tive enterprises, established medium-sized compa-
nies and scientific institutions. Many companies, in
particular SMEs, complain about the lack of offers
from most scientific institutions relevant to their ap-
plications, and also feel themselves inadequately in-
formed in this respect. But cooperation between sci-
ence and business is essential if innovations are to
be developed and marketed. The provision of re-
search premiums in Germany has proved impracti-
cable because of their complexity. As an alternative,
support could be provided for cooperation projects
between science and industry through R&D tax in-
centives. This instrument is being used successful-
ly in France (Box 06). The costs for research and
development for companies can be considerably re-
duced in this way.

Demand-oriented support for young innovative
enterprises

Young innovative enterprises often have initial dif-
ficulties establishing a stable customer basis. In or-
der to support them in this phase, a certain pro-
portion of public acquisitions should be reserved
for the products of such companies. This can help
them to become established and stimulate follow-
up orders from other companies. In the USA this
approach has been used successfully for more than
25 years as part of the Small Business Innovation
Research programme (SBIR)." A similar approach
has been proposed in France. In order to broaden
the impact of public start-up support, it might be
possible to initiate a support programme together
with the French government. In the best case, such
a project to provide support for young, innovative
enterprises could be extended to cover all Europe.
This would contribute to overcoming the fragmenta-
tion of the European market, in particular for start-
up enterprises.
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IMPROVING EDUCATION IN GERMANY

Growth, Education, Solidarity: The educational
policy priorities of the new German government

The new coalition attaches importance to education
and research. Section 2 of the coalition agreement
entitled “Growth, Education, Solidarity” is dedicated
to the “Education Republic of Germany”. The en-
visaged increase in Federal expenditure of EUR 12
billion until 2013 is intended in particular to benefit
research, namely the High-Tech Strategy, the Pact
for Research and Innovation,” the Higher Educa-
tion Pact’! and the Excellence Initiative. The Ex-
pert Commission welcomes these proposals. Other
measures in the coalition agreement have the poten-
tial to improve the German education system so that
more people can receive good education and voca-
tional training. This includes state contributions to
so-called Future Accounts??, language tests and les-
sons for four-year olds, support for highly talented
school-children, a grant system for talented students,
and an increase in student enrolments, in particu-
lar for applicants from vocational training courses.
For this purpose, so-called step-up grants are to be
expanded (Box 07), which is necessary in view of
the limited numbers currently available (about 1000
grants a year). In addition, the coalition agreement
favours increased continuous learning, although it re-
mains vague on this point. In view of the increas-
ing importance of further training throughout life,
the Expert Commission urges the Federal Govern-
ment, Laender, local authorities and companies to
work together in order to allow people to acquire

Step-up grants

Since December 2008, the Federal Ministry of
Education and Research has been providing so-
called “step-up scholarships” for men and wom-
en with vocational experience who wish to go on
to higher education. The programme is aimed at
“highly-talented” applicants, who are selected in a
three-stage process. Anybody can apply who has
completed their vocational training very success-
fully and has at least two years experience in their
occupation. So far, some 1500 scholarships have
been awarded.

www.aufstieg-durch-bildung.info

further qualifications while they are working or in
phases of unemployment.

Equality of access and full use of all potential

Many of such educational policies benefit prima-
rily those who have already received considerable
support in the course of their education. It is well-
known that more than 70 percent of grants for the
highly talented go to students whose parents have
university degrees and more than 40 percent of re-
cipients are only given flat-rate book grants.?> The
Future Accounts for each new-borne child, into which
the government pays EUR 150 with a premium to
be paid if regular payments are made through until
adulthood, will also tend to better higher-income fam-
ilies. Those with less money will have less to save
for their children’s education. The Expert Commis-
sion recommends making greater efforts to achieve
more social equality for access to education. Tar-
geted preferential support should go to those who
have potential, but who do not receive enough back-
ing from institutions and their family. In this con-
text, the planned introduction of payments to parents
who do not send their children to public pre-school
care institutions will not contribute to the objectives
in hand. In particular, children from educational-
ly disadvantaged strata benefit from early support.
The government is wasting the opportunity to coun-
ter the educational deficits of these children before
they start school. Furthermore, such payments for
child care represent a disincentive for women to en-
ter the labour market. For these reasons, the Expert
Commission is against the introduction of child-care
payments and in favour of an entitlement to a free
kindergarten place for all children from the age of
three, and also for an obligatory pre-school year for
five-year olds.

Removing the ban on cooperation between the
Federal Government and Laender

The goal of an “Education Republic of Germany”
can only be achieved by a joint approach of the
Federal Government, Laender and local authorities.
Many of the points included in the coalition agree-
ment are currently the responsibility of the Laender
and local authorities. Even though the Growth Ac-
celeration Act has passed through the Bundesrat, it
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remains to be seen to what extent the Laender and
local authorities will implement the specified meas-
ures. This is all the more the case because the de-
cline in tax revenues as a result of the financial cri-
sis, in combination with public budget limits and
proposed tax cuts, give grounds to fear that it will
not be possible to pursue many of the research and
educational targets. Where public budget cuts have
to be made, then it is areas of discretionary spend-
ing which usually suffer, such as education.?* The
ban on cooperation means that with few exceptions
it is also not possible for the Federal Government
to make special funding allocations. For this rea-
son, the Expert Commission favours lifting the ban
on cooperation and reconsidering federal responsi-
bilities for education. Germany cannot afford the
tight framework conditions which result from fed-
eralism in this sector.

Boosting research at German universities

An important impulse for research is provided by the
Excellence Initiative (Box 08). It has had a marked
impact on the German science landscape in recent
years. Recent investigations of the Berlin-Branden-
burg Academy of Sciences (BBAW)> show clearly

Excellence Initiative

The Excellence Initiative promotes cutting-edge
research at German universities. It includes three
lines of funding:
1. Graduate schools for young scientists,
2. Excellence clusters which link universities with
leading research institutes and businesses
3. “Future concepts” to raise institutional research
profiles.
In two rounds of application in 2006 and 2007,
a total of EUR 1.9 billion was made available to
the universities and their partner institutions for re-
search and the support of young scientists through
until 2012. On 4 June 2009, the Federal Govern-
ment and Laender decided to extend the excellence
initiative for the period 2012 to 2017 with a to-
tal funding volume of EUR 2.7 billion. The pro-
gramme will retain its current structure with three
lines of funding. The next round of applications
is planned for 2010, and the decisions on funding
will be taken in 2012.
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that a “special class” of research funding has result-
ed which has created a new level of academic rep-
utation. In particular the Excellence clusters are re-
garded as an outstanding new category of third-party
programmes. The BBAW working group draws at-
tention to the importance of the third line of fund-
ing to support the universities themselves — apart
from the support for individual excellence clusters
or graduate schools. This is the only way to develop
the best internationally competitive universities.

The effects of the excellence initiatives are varied
and extend beyond the individual faculties and uni-
versities which receive support. In some cases, uni-
versities which made unsuccessful entries for the Ex-
cellence Initiative could still benefit. The proposals
could be realised with funding from other sources,
usually organised at the federal state level. However,
in other cases, rejection casts an unfavourable light
on the application; unsuccessful applicants and their
faculties report significant damage to their reputa-
tion. The Expert Commission recommends for the
next stage of the Excellence Initiative that applica-
tions which are excluded after the second round of
assessment should be awarded a sum in the order
of EUR 100 000 so that the projects can be further
developed and alternative funding acquired.

Promoting excellence in university teaching

Although the Expert Commission welcomes the Ex-
cellence Initiative, the University Pact and the Pact
for research and innovation, it very much misses
proposals aimed explicitly at promoting university
teaching, which is not covered by the funding pro-
vided by the Excellence Initiative. The call to sub-
mit innovative teaching concepts in the next round
of the Excellence Initiative is not enough in order to
provide support for the Bologna Process and the as-
sociated targets. The “Excellence Initiative in Teach-
ing” of the Stifterverband for German Science is an
important step,?® but by itself it will not be suffi-
cient in order to ensure the implementation of the
urgent recommendations made by the German Sci-
ence Council to improve the quality of university
teaching and course?’.
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ESTABLISHING EXTENSIVE EVALUATION
RESEARCH

It is often difficult to assess how effective policy
measures are. An evaluation has to answer complex
questions, such as which goals are to be achieved,
what constitutes success, and what should the rela-
tionship be between the outlay and the returns? Fur-
thermore, which measures best serve the realisation
of the specified goals in the short-, medium-, and
long-term? In other words: How effective and effi-
cient are the measures over a broad band of quan-
titative and qualitative indicators of success?

These topics are addressed by evaluation research,
which if properly designed makes it possible to es-
timate in advance the effects of policy instruments
(ex ante). The instruments can then be monitored
during the implementation and the actual effects as-
sessed subsequently (ex post). Ideally, this process
can be established as a rolling evaluation system
which provides reliable results.?®

In order to allow comparisons within and between
government departments, a certain standardisation is
required for the evaluation of political programmes
and a binding catalogue of criteria has to be drawn
up. A differentiated system of qualitative and quan-
titative indicators must be used in order to register
the direct and indirect effects of political measures
at all levels, including at the public level.

Already in the 1990s, the Fraunhofer Institute for
System and Innovation Research (ISI) conducted a
study of evaluation research in Germany on behalf
of the Federal Ministry of Research and Technology
(BMFT).” The study highlighted the importance of
thorough, inter-departmental evaluation research. It
was recommended that this should be made binding
for all ministries. The Expert Commission agrees,
and recommends that all ministries should allocate
about one percent of planned expenditure to evalu-
ation research, in order to make a significant con-
tribution to increasing the efficiency of government
support.

In order to establish effective, long-term evaluation
research in Germany, it should be concentrated in
a single institution. This can then serve as a one-
stop address for the various ministries and depart-
ments, and it would become a centre of expertise
for evaluation research. Data from various evalua-
tion studies would be collected centrally, and this

would make it possible to establish a valid data ba-
sis so that various programmes could be subjected
to long-term comparisons.* It is possible to draw on
the experience of the Federal Ministry of Econom-
ics (BMWi), which in recent years has developed an
evaluation profile with clear guidelines for conduct-
ing evaluations uniformly, with a contact centre for
questions relating to evaluation research.’!

Various methodological difficulties concerning evalu-
ation research remain unresolved, such as the quan-
tification of indirect effects or the isolation of the
consequences of a measure. In order to apply the
existing measures in policy-making and to develop
evaluation research in Germany further, the Expert
Commission suggests that the BMBF carries out a
meta-evaluation for the exchange of experience and
knowledge, as in 1995. The conclusions should then
be implemented. In order for the evaluation research
to be carried out over a sufficiently broad scope, it
is also important that well-qualified scientists with
the necessary expertise should be entrusted with this
task. However, they are currently in short supply.
Evaluation methods should therefore form a standard
part of social science and economics course curric-
ula. Evaluation research should also be introduced
as a topic for further training.

The results of extensive evaluation research must
be made available to the public. This can contribute
significantly towards improving the public awareness
about the deployment of public funds. But members
of the Bundestag and other actors must also be able
to inform themselves better about the effectiveness
of political instruments. The Expert Commission has
therefore decided to publish future evaluations of in-
novation-relevant support programmes of the Feder-
al Ministries on its website (www.e-fi.de).
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THE GERMAN R&I-SYSTEM IN AN
INTERNATIONAL COMPARISON

The national research and innovation system and
the challenges faced

Research and innovation worldwide are going through
a profound transformation process. In future, it will
be necessary to respond increasingly to significant
problems faced by humanity in fields such as ener-
gy, climate, environment, and demography, and R&I
must contribute to solving these problems. The fol-
lowing developments in the international innovation
system have led to key challenges for the economy
and the science systems of many countries:

— New demands and conflicts in the fields of ener-
gy, mobility, climate, security, and health, which
will require coordinated research at various lo-
cations.

— Globalisation and the spread of research resourc-
es and expertise between increasing numbers of
countries pursuing active innovation strategies.

— Intensification of competition and the accelera-
tion of innovation processes.

— The increasing concentration worldwide of R&D
activities in fiercely contested cutting-edge tech-
nologies, which are expected to generate consid-
erable growth effects.

— Knowledge intensification and the increasing im-
portance of knowledge-intensive services.

These factors are leading to a reorientation of re-
search in the highly-developed economies. Histor-
ically evolved structures and disciplinary divisions
are being overcome, the traditional division of labour
between basic research and industrial innovation is

increasingly being called into question and is being
replaced by new organisational structures. Dynam-
ic industries and new fields of demand are increas-
ing becoming the focus of innovation activity, and
as a driving force of innovation processes they are
influencing the orientation of R&D. Demand- and
problem-induced innovation is increasingly provid-
ing impulses for public research.?

The research and innovation policy-makers in many
countries have not yet responded adequately to these
structural changes. This is also the case in Germany.
The German R&I system has developed considera-
ble potential in important fields, but it must be ori-
ented more to the challenges of the future and new
topics. With the High Tech Strategy, in which the
emphasis is placed on the most important fields for
Germany, the Federal Government has managed to
start the necessary reorientation. Further steps should
follow, and should also be accompanied by organ-
isational changes to the research system and to in-
novation policies.

In order to be able to evaluate and control these
structural changes to the R&I system, a detailed
analysis of the research system and its most impor-
tant components is required. This section of the re-
port will first consider the industrial R&D system,
followed by an assessment of the structure of the
public science system.

The research and innovation system
of the private sector

Germany has a well-developed and effective indus-
trial R&D system, which concentrates on the most
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BOX 09

Indicators for the evaluation of the R&I system

Important indicators for the analysis of the national
research and innovation systems are the R&D ex-
penditure and the level of R&D employment. For
the private sector, innovation expenditure is also
registered, which as a rule is much higher than the
R&D expenditure.®* The performance of the pri-
vate sector is judged on the basis of data relating
to growth, structural changes, exports, patent po-
sition, etc. The public science systems is assessed
by analysing research results such as publications,
patents, citations and technology transfer.

Total R&D expenditures in Germany in 2008
amounted to some EUR 66 billion.>* According
to estimates of the Stifterverband there was a slight
increase in R&D expenditure as a proportion of the
gross domestic product to 2.6 percent (2007: 2.54
percent). At the end of 2007, there were a total of
506 000 R&D employees in Germany, of which
185 000 were scientists.

In recent years, the German private sector has in-
creased the proportion of GDP spent on R&D con-
tinually from 1.54 percent in 1998 to 1.78 per-
cent in 2007. In contrast, the proportion spent by
the state sector has remained almost constant (0.72
percent 1998 and 0.76 percent 2007). Thus the in-
crease in German R&D intensity from 2.27 per-
cent of GDP in 1998 to 2.54 percent in 2007 is
attributable almost exclusively to the private sec-
tor. In 2007, 70 percent of national R&D expend-
iture in Germany comes from the private sector
and 30 percent from the public sector, of which
16 percent is attributed to universities and 14 per-
cent to non-university research institutions. In few
other countries does the private sector finance a
higher proportion.*® However, in recent years the
expansion of R&D expenditure in Germany’s pri-
vate sector has been below average in an interna-
tional comparison.

important export industries.>* In 2008 the private
sector spent a total of EUR 57.3 billion on R&D —
and despite the start of the economic crisis in au-
tumn 2008 this represented an increase of 7.2 per-
cent over the R&D expenditure in 2007.

At the end of 2008, the private sector had 333 000
employees working on research and development.’’
According to company planning data, the expenditure

33

on R&D in 2009 was to be maintained at the previ-
ous year’s level.*® However, it is not yet clear wheth-
er these plans could be adhered to. By 2010 at the
latest it is expected that the companies will reduce
their R&D budgets and projects will be stretched
or cuts made.*

The global financial and economic crisis led in al-
most all industrialised countries to marked declines
in industrial R&D expenditure. Private R&D invest-
ments are sensitive to economic changes, but the
patterns differ considerably between countries and
sectors. Data from previous economic cycles shows
that German companies react less to economic down-
turns than companies in other countries.*® Howev-
er, they are also less dynamic when it comes to ex-
panding during economic booms. In the upturn from
2004 to 2007, private sector R&D expenditure in
the OECD countries increased by 28 percent; in the
German private sector over the same period the in-
crease was only twelve percent.*!

The typical German growth pattern is characterised
by strong performance in the high-value technolo-
gies and at the same time deficits in the important
cutting-edge technologies. Private sector R&D ex-
penditure remains concentrated on the manufacturing
sector and here mainly a few sectors which are tra-
ditionally regarded as Germany’s main export indus-
tries: the automotive sector (34.9 percent), electrical
engineering (16.3 percent), chemicals and pharma-
ceuticals (13.8 percent), and mechanical engineer-
ing (10.7 percent). In these R&D-intensive sectors,
innovation expenditure in 2008 amounted to EUR
47 billion (Table 1).

In contrast, the structural shift towards services
and the expansion of growth fields of cutting-edge
technology has progressed less in Germany than in
other highly-developed OECD countries. However,
16.9 percent of private sector innovation expendi-
tures meanwhile go on knowledge-intensive serv-
ices, in particular IT-services and telecommunica-
tions (8.7 percent), financial services (3.2 percent),
and technological services.
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R&D expenditure and innovation expenditure in the German economy 2008

R&D % of total Innovation % of total

expenditure expenditure expenditure  expenditure on

Sector WZ 2008 EUR billion* on R&D EUR billion innovation
Chemistry / Pharmaceuticals 20-21 8.6 13.8 12.6 9.8
Electrical engineering 26-27 10.1 16.3 16.2 12.7
Mechanical engineering 28 6.6 10.7 12.0 9.3
Motor vehicles 29-30 21.7 349 36.5 28.5
Research intensive industry 20-21.26-30 47.0 75.7 77.2 60.3
Other industry 5-19.22-25.31-33.35-39 5.9 9.5 21.1 16.4
Media services 58-60 (ohne 18) 0.3 0.5 1.9 1.5
IT / Telecommunications 61-63 4.7 7.6 11.1 8.7
Financial services 64-66 1.2 2.0 4.0 32
Consultancy / Advertising 69-70. 73 0.9 1.4 1.9 1.4
Technical / R&D services 71-72 1.6 2.5 2.7 2.1
Knowledge intensive services 58-66. 69-73 8.6 13.9 21.6 16.9
Other services 46.49-53.74.78-82 0.6 1.0 8.2 6.4
Total 62.0 100.0 128.1 100.0

* The Mannheim Innovation panel does not register R&D expenditure in the same way as the science statistics of the Stifterverband. Source:

ZEW (2010). Mannheim Innovation Panel 2009.

Lack of dynamics in the cutting-edge
technology sector

In the manufacturing sector in Germany, R&D is con-
centrated on branches with rather moderate growth
and medium R&D intensities. Industries which have
seen a particularly strong worldwide expansion of
R&D in recent years, e.g. the pharmaceutical indus-
try and biotechnology, information and communica-
tions technology, and optoelectronics, are less strong-
ly represented in Germany. German manufacturing
companies are going through a process of significant
structural change internally, in particular through the
assimilation of R&D-intensive technologies and the
expansion of new fields of business.

In contrast, in many other comparison countries there
has been a marked expansion of new manufactur-
ing sectors and especially R&D-intensive cutting-
edge technologies. In particular in Sweden, Finland,
Denmark and Austria this has led to a significant-
ly higher increase in the average R&D rate than in
Germany.®

The economic structure in Germany has not been
developed in favour of sectors with a particular-
ly high R&D intensity. Instead, the sectors which

have grown in Germany are those which have shown
a constant or even declining global R&D intensi-
ty. It is highly risky to concentrate on motor vehi-
cle construction — which accounted for no less than
35 percent of private sector R&D expenditure. This
can be seen clearly in the current economic crisis,
in which the pillars of the industrial R&D system
— automotive sector, mechanical engineering, and
electrical engineering — have been hit particularly
hard. The concentration on high-value technologies
coupled with the neglect of cutting-edge technolo-
gy has a negative effect on the innovation dynam-
ics in Germany. Growth fields in cutting-edge tech-
nology markets and in knowledge-intensive services
are not accessed quickly enough.

In the period from 2002 to 2007, there was a de-
cline in the proportion of companies with an R&D
intensity at the level of cutting-edge technologies.
The proportion of companies with R&D intensity of
more than 7 percent fell from about 6 percent (2002
to 2004) to some 4 percent in the period 2005 to
2007. Between 2003 and 2007, the R&D expendi-
ture of the largest global companies active in phar-
maceuticals and biotechnology rose by 33 percent,
in IT-hardware by 24 percent, and in software and



computer services by 28 percent. In this period, world-
wide R&D expenditure in the automotive industry
only increased by nine percent and in the chemi-
cal industry by 1.5 percent. Only in mechanical en-
gineering (+24 percent) and in medical technology
(+32 percent) did German companies participate in
expanding the worldwide R&D capacities.

The globalisation of R&D continues

German companies are strongly integrated in the R&D
globalisation process and they considerably expand-
ed their involvement in foreign countries between
1998 and 2008. In addition, foreign multinationals
are also increasingly present with R&D in Germa-
ny, so that these two effects balance each other out.
However, here too the R&D location Germany prof-
its more from its traditionally strong sectors, whereas
R&D expenditures in cutting-edge technology most-
ly pass Germany by. For example, American com-
panies concentrate their foreign R&D-investments in
the sectors pharmaceuticals, communications technol-
ogy and semiconductors mainly in Asia and a few
European countries such as Great Britain and Ire-
land or Scandinavia. It is only in the classic fields
of German industry (automotive sector, mechanical
engineering, chemistry) that they continue to carry
out R&D in Germany. The investment profiles of
companies from other countries are similar.*

Leading German companies are increasingly mak-
ing R&D investments in other countries, in part in
a complementary fashion so that the Germany head-
quarters are strengthened. However, R&D investments
in other countries are increasingly being made as a
substitute for R&D involvement in Germany.* It is
particularly striking that the expansion of R&D ac-
tivities of German companies in the dynamic sec-
tors is mainly taking place in other countries. This
can lead to the abandonment of strategically im-
portant sectors in Germany. There have been such
negative developments in particular in the pharma-
ceutical industry and biotechnology as well as in
semi-conductor technology and software develop-
ment. For example, in the German pharmaceutical
industry the proportion of R&D expenditure in for-
eign countries rose between 2003 and 2007 from
50.1 percent to 69.2 percent, in some cases involv-
ing particularly promising research, which is now
only carried out in foreign R&D laboratories.* The
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trend in pharmaceuticals, biotechnology, medical en-
gineering and software is to choose leading loca-
tions in North America, whereas in electronics, tel-
ecommunications and electrochemicals there is often
a preference for Asia. This development will have
longer-term implications for the innovation system
in Germany, because it limits the effectiveness of
the cooperation with public basic research and also
impacts on the educational system. Shifting R&D
in particularly dynamic sectors to other countries
means losing important impulses for the cooperation
between the research institutes at German universi-
ties and non-university research institutions. In ad-
dition there is the risk of losing important areas of
business, which are able to offer valuable job op-
portunities for the highly qualified.*

Public research and science in an international
comparison

Over the longer term, there has been a shift to-
wards private R&D. Whereas 47 percent of R&D
expenditure in the OECD in 1980 was state fund-
ed, this proportion fell successively to 28.1 percent
in 2007. Between 1994 and 2000 only one sixth
of the increase in R&D expenditure in the OECD
countries came from governments, compared with
three quarters provided by the private sector.*® For
a long time, Germany did not play a leading role
in the development of public research. In partic-
ular the USA, the northern and southern Europe-
an countries have increased state R&D expenditure
more than Germany has. It is only since 2004 that
the increase in Germany has been above the aver-
age for OECD countries.®

A strong public research infrastructure is very impor-
tant and essential for securing the long term future
of locations. Germany has now taken the necessary
measures by increasing public funding for research.
The public research system consists of universities
und non-university research institutions (AUF). The
two forms are complementary and make a wide range
of contributions to research, education and knowl-
edge transfer, and thus directly and indirectly to the
innovative potential at the macroeconomic level. In
the following, the Expert Commission considers in
particular the division of responsibilities between the
science institutions in Germany, the forms of co-
operation with the private sector and the effective-
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ness and efficiency of the processes. The analysis
focuses first on non-university research and its in-
ternal structures.

The structure of public research

The total research budget in the public sector amounts
to EUR 19.8 billion (2008). Of this, EUR 10.7 bil-
lion go to the universities and EUR 9.1 billion to-
wards non-university research. At the end of 2008,
the two sectors together were employing 189 000
R&D personnel (expressed in full-time equivalents),
of which 108 000 worked at universities, and 81
000 at non-university institutions.>

The German science system has fairly unchanging
basic structures, in contrast to other industrialised
countries. This can represent an advantage in terms
of the continuity of research, but when it comes to
flexibility and innovation dynamics there are also dis-
advantages. It is remarkable that the R&D expendi-
ture of the public science sector as a proportion of
gross domestic product has been stable since 1981
at about 0.75 percent. In particular the distribution
between universities (0.4 percent) and non-universi-
ty research (0.35 percent) has remained largely con-
stant over that period.

In the OECD countries, non-university research as
a proportion of GDP fell between 1995 and 2007
from 0.3 percent to 0.25 percent.’! At the same time,
the proportion of the research in the university sec-
tor increased from 0.33 percent to 0.38 percent of
GDP. Other countries also made significant reduc-
tions to non-university institutional research relative
to GDP in this period, e.g. in the USA from 0.3
percent to 0.25 percent, in Great Britain from 0.28
percent to 0.16 percent, in France from 0.48 per-
cent to 0.34 percent, and in Canada from 0.24 per-
cent to 0.19 percent.

The expansion of the education system and univer-
sity research has played a key role in many OECD
countries since 1995 and even more so after 2000.
Average expenditure on university research as a pro-
portion of GDP by OECD countries increased from
0.33 percent 1995 to 0.38 percent 2007, e.g. in the
USA from 0.31 percent to 0.36 percent, in Great
Britain from 0.37 percent to 0.44 percent. The de-
velopments in Canada (increase from 0.46 percent to
0.63 percent) and Korea (from 0.19 percent to 0.37

percent) are particularly remarkable. Germany has
not matched this expansion of university research in
combination with the consolidation of non-universi-
ty research structures. Significantly, there was a sig-
nificant expansion of education over the period in
question, so that presumable increased teaching ob-
ligations displaced research in the time budgets of
university staff. Attention should therefore be paid
in coming years to a balanced expansion of educa-
tion and research, and to improvements in the struc-
ture of university research.

Setting priorities in the system of non-university
research

Germany has a highly-developed system of research
with various independent science organisations with
very different remits. In 2007, the four most impor-
tant organisations employed 56 percent of the scien-
tists of non-university research institutions, namely
the Helmholtz Association (HGF) 22 percent, Fraun-
hofer Society (FhG) 12 percent, the Max Planck So-
ciety (MPG) 11 percent, and the Leibniz Associa-
tion (WGL) 11 percent. Together they account for
74 percent of the research expenditure in the non-
university research sector. The following institutions
receive about a quarter of the budget for non-uni-
versity research and employ 44 percent of the per-
sonnel: Federal department research institutions 16
percent, Laender institutions 7 percent, academies,
scientific libraries and museums 6 percent, and oth-
er institutions 15 percent. The other institutions con-
sist of 400 publicly-funded non-profit organisations
with widely varying remits in science, research, and
technology transfer.

Such organisational and institutional differentiation
can easily lead to inefficient duplication and inade-
quate strategic coherence. Over many years, the in-
stitutes of the Fraunhofer Society (FhG) or the Max
Planck Society (MPG) have developed a clear re-
search profile and have established an excellent in-
ternational reputation, but the same cannot be said
for all institutions. The institutions organised with-
in Helmholtz Association and the Leibniz Associa-
tion since the 1990s have meanwhile gone through
a transformation process, which has led in many
cases to an increase in scientific performance. Many
institutes and research sectors in both associations
are of excellent quality.
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Institution

Research expenditure
in Mio. Euro

Research personnel
(full-time equivalence)

of which scientists

Non-university research 8540 80 664 43 561
Max Planck Society (MPG) 1290 11 785 5996
Fraunhofer Society (FhG) 1319 10 519 6 667
Helmholtz Association (HGF) 2740 23283 12 190
Leibniz Association (WGL) 966 9 699 5480
Federal research institutions (BFE) 681 8319 3675
Land and communal research institutions 218 2990 1354
Other research institutions 1002 10 930 7138
Scientific libraries and museums 325 3119 1062
Universities 10 000 103 953 72 985
Public research — Total 18 540 184 597 116 546

Source: Statistical Federal Agency. Statistical Federal Yearbook 2009.

Survey responses for the importance of tasks for non-university research institutions in Germany
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However, the research profiles and the remits of
these research organisations are much more hetero-
geneous than the FhG and the MPG.

In the past, reference was made to pillars support-
ing the German research and science system.’? Eve-
ry scientific organisation, it was argued, pursued an
independent mission, e.g. basic research at the MPG,
or applied research at the FhG. The cooperation was
particularly intensive between institutes belonging to
the same science organisation, but was comparatively
weak between the various science organisations.

The Expert Commission has commissioned a study
to examine this claim empirically for the first time.
The study shows that in recent years there has been
an increase in new and innovative forms of cooper-
ation between the various types of science organisa-
tions. Almost all non-university research institutions
cooperate with universities, and in the course of the
Excellence Initiative various institutions have been
integrated in research networks. Common forms of
cooperation include joint research projects (72 per-
cent), university chairs for personnel (42 percent),
and the joint supervision of postgraduate students (44
percent). Meanwhile, cooperation with institutions
from other organisations carrying out non-universi-
ty research is more common than cooperation with
institutions within the same organisation.*

Table 3 shows the tasks to which the various non-uni-
versity research institutions attach the greatest impor-
tance. The Max Planck Institutes are clearly focused
on basic research, whereas the Fraunhofer Society
primarily addresses applied research and knowledge
transfer. In contrast, the priorities of the institutions
within the Helmholtz Association and the Leibniz
Association and also in the Federal departments are
much more heterogeneous. The Helmholtz Associa-
tion is the largest science organisation in Germany
with a total of 23 300 personnel and R&D expend-
iture of EUR 2.7 billion, and many of the HGF in-
stitutes achieve commendable research results. The
Association also establishes a bridge between basic
research and applied research. In addition, the orig-
inal remit of the HGF is also to organise the inves-
tigation of systems using large-scale equipment and
extensive scientific infrastructure. The Expert Com-
mission feels that a clearer distinction should be made
between those HGF institutions, which are still car-
rying out large-scale research as originally intend-

ed and the others, which now pursue a very differ-
ent mission. Strategies should be developed for both
types of HGF institutions, and they must establish a
profile which differentiates them more clearly from
other science organisations. In particular the situa-
tion of the German Aerospace Centre (DLR) with-
in the HGF should be analysed in detail in terms
of research strategies.

The Leibniz Association (WGL) is an umbrella or-
ganisation of 86 legally independent institutions, in-
cluding not only research institutes but also insti-
tutions of the scientific-cultural infrastructure. The
WGL employs 9 700 R&D personnel and has an
R&D budget of about EUR 1 billion. Its remit in-
cludes basic research and applied research, as well
as performances relating to information and docu-
mentation, knowledge transfer, further and continuous
training, and consultancy services for public agencies.
The coordination of individual research institutions
in the WGL only involves sharing information; the
central organisation does not intervene in decisions
of the individual institutes. The widely varying re-
mits of the individual institutions within the WGL
and the special form of joint funding (50 percent
from the Federal Government, 40 percent from the
local federal state, and 10 percent from a shared fund
of all Laender) suggest that there will be difficult
structural adaptations in the coming years.**

A considerable proportion of public R&D expendi-
ture goes towards Federal Government departments
and research institutions of the Laender and local
authorities. The Federal departmental research in-
stitutions, allocated to nine ministries, employ a to-
tal of 8 300 personnel and have a research budget
of EUR 680 million (2007). These research institu-
tions have been evaluated in recent years, although
without calling into question the system as a whole.
The Commission recommends that the Wissenschaft-
srat (German Council of Science and Humanities)
should draw relevant conclusions from the evalua-
tion of the government department research institu-
tions. It is necessary to note which tasks are of na-
tional importance, and which research activities are
very specifically related to only one government de-
partment. Institutions, which do not meet these crite-
ria, i.e. which are not carrying out work of nation-
al importance and are carrying out general research
work, which is rather interdepartmental, should ei-
ther be integrated into the existing system of science
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Total MPG FhG HGF WGL BFE  Others
Basic research 44 100 9 46 62 7 33
Applied research 57 3 91 57 48 74 67
Technical development 18 3 46 26 6 7 23
Measurements, Tests, Standards /Certification 11 0 17 6 6 26 15
Information and documentation 11 3 3 3 23 22 8
Training, Further training 16 22 3 34 19 7 10
Provision of scientific infrastructure 15 6 11 37 13 15 8
Knowledge /technology transfer to companies 26 3 57 31 12 7 40
Knowledge transfer to the public 15 19 0 14 23 15 15
Advice for public bodies 20 3 9 17 19 78 10
Public tasks 13 3 3 9 10 56 10

% of non-university organisations in a group (abbreviations as in Table 2) which chose the top response level for the
five-level Likert items (multiple responses possible). Source: Polt et al. (2010: Tab. 002 — 004). ZEW, survey 2009.

Calculations by ZEW.
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organisations, restructured in the medium-term, or
closed down. The Federal Government formulated
guidelines in 2007 for modern departmental research,
which suggested valuable improvements against the
background of the previous division of responsibili-
ties and allocation to departments.*

On the basis of the new recommendations present-
ed by the Science Council in Spring 2010 a reor-
ganisation of departmental research should be con-
sidered both at the Federal Government level and
at Laender level. The necessary structural improve-
ments and the recommendations of the Science Coun-
cil should be fully implemented.5

Research and innovation performance of the
individual science organisations

The priorities for non-university research outlined
above, and often referred to internationally as the
“German model”, result in various strategies and re-
search performances. Patents applications and pub-
lication outputs for the four major science organi-
sations and the universities were analysed for the
period 1994 to 2006. At one end of the spectrum, the
Fraunhofer Institutes have a large number of patents
and a comparatively low publication output. They had
more than 70 patent applications per 1 000 scien-
tists annually in the period 2004 to 2006, by far the
highest patent productivity.”” But they only achieved
0.15 SCI publications per scientist each year.

The Max Planck Institutes, which concentrate more
on basic research and scientific excellence, report 1.35
SCI publications per scientist and year. Less empha-
sis is placed on patenting and commercial exploita-
tion, with the result that they have only 12 patent
applications per 1 000 scientists annually. Between
these two extremes are the Helmholtz institutions, the
Leibniz institutions, and the universities. No compa-
rable information about patents and publications is
available for government department research and
the other institutions.%

Particularly interesting is the development over time
of the research achievements and the light this casts
on the changing research strategies. Starting from a
low level of publication activity in comparison with
MPG, and a low level of patent applications in com-
parison with FhG, the Helmholtz centres and Leibniz
institutes have made marked improvements for both

indicators. Between 1994-1995 and 2004-2005, the
Leibniz institutes achieved on average an eight per-
cent growth rate in the publication output per scien-
tist; patent applications per scientist increased by 15
percent. For the Helmholtz centres the corresponding
growth rates were five and six percent, respectively.
These analyses commissioned by the Expert Com-
mission highlight that concentrating only a few in-
dicators such as SCI publications and patent output
can lead to the wrong incentives being given.*® In
particular achievements in technology transfers are
neglected. Insufficient attention has been paid to this
aspect in the past when evaluating institutions.®

Project funding and full cost funding

For public research in the non-university research in-
stitutions and universities, the structure of the fund-
ing plays a crucial role. There is a tendency for a
greater weighting to be attached to the project fund-
ing relative to the basic funding. The Expert Com-
mission welcomes this, because it encourages com-
petition in R&I. However, project funding requires

Changes in publication and patent intensity of major
science organisations and universities®'
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uniform rules, in particular concerning the account-
ing of indirect costs. In view of the new Europe-
an framework conditions and the changed payment
procedures of individual project funders, there is
a trend towards funding projects on the basis of
full costs.

Full cost funding would favour fair competition for
funds between the various research institutions and
thus increase the efficiency of fund allocation. The
rules for accounting for indirect costs are still varied.
This can lead to disadvantages for research institu-
tions, which already include relatively high indirect
costs, but which face competition from institutions,
which only include their direct costs. In contrast,
this regulation is disadvantageous for those institu-
tions, in particular the universities, which are only
able to include some indirect costs if any, and who
frequently have to subsidise the projects from their
basic funding.

The coalition agreement between CDU, CSU and
FDP envisages considering the introduction of a flat
sum in the project support from the Federal Gov-
ernment, like that provided by DFG. It consists of
20 percent of the relevant direct project expendi-
ture and covers the related indirect, additional and
variable project expenditures. The Expert Commis-
sion expressly approves of the introduction of such
a programme flat sum. However, this should only be
a first step on the way to full-cost funding.

Interaction between public research and
industrial innovation

Effective cooperation between public research and
industrial R&D is of key importance in a knowl-
edge-economy. In many areas, Germany has relia-
ble instruments and transfer channels, in particular
where it has been possible to establish long-lasting
relationships between companies and training and
science institutions. There are signs of implemen-
tation deficits and transfer breakdowns for young-
er science disciplines, which have their own dy-
namics. This is reinforced if there are not enough
active companies in the national setting to ensure
the implementation. Worldwide innovation in many
young disciplines is characterised by the formation
of many new enterprises. However, in Germany this
dynamic is inadequately developed due to the inad-

Al

equate framework conditions and the lack of focus
on cutting-edge technologies.

Mixed situation for knowledge and technology
transfer

The following characteristics favour the successful
cooperation between research und industrial inno-
vation in Germany: advanced technology, average
R&D intensity, German engineering traditions, pro-
duction orientation, high quality, low price sensi-
bility and well-established manufacturing structures.
On the other hand, there are marked transfer deficits
in those areas, which are characterised by: cutting-
edge technology, high R&D intensity, new science
disciplines, which are not yet established in Germa-
ny, entrepreneurship, services orientation, need for
cost efficiency, and extremely strong international
competition.

Cooperation between public research and the busi-
ness sector works best where the fields of cooper-
ation and the R&D topics of both sides fit well to-
gether and projects are synchronised. However, there
are noticeable differences between the R&D portfo-
lios of German companies and the research portfo-
lios in the public sector. Whereas industrial R&D
efforts are concentrated on a few manufacturing sec-
tors, and mainly on the development of incremental
adaptations, the portfolio of public research covers
a relatively broad range of topics from cutting-edge
research and high technology.

Promising lines of cutting-edge research are pursued
by many research-intensive non-university institutions
and the universities in Germany. However, they do
not always place the emphasis on transfer possibil-
ities or subsequent commercialisation. The research
strategies and incentives structures in many insti-
tutions result in scientists being more interested in
scientific breakthroughs, publications and increasing
their reputation in the scientific community. Howev-
er, the results obtained in cutting-edge research can
only be applied and developed to a limited extent
if there is no industrial utilisation domestically. In
important fields of information and communications
technology, or biotechnology and genetics there are
few German companies working to effectively trans-
fer developments into marketable products. R&D-
intensive companies in fields such as vehicle man-
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ufacturing, chemistry, and mechanical engineering
make frequent use of the latest technological ad-
vances. However, they mainly use their research
results internally. Companies from areas of cut-
ting-edge technology, e.g. pharmaceuticals and bi-
otechnology, network and Internet technology tend
to stimulate the innovation process more, but they
are less well represented in Germany.

Greater efforts are needed to improve know-
ledge and technology transfer

Increased efforts are needed both by institutions
carrying out basic research and in companies in
order to overcome the regrettable deficits in imple-
mentation. The private sector must open up prom-
ising fields, which are compatible with the specif-
ic strengths of German research. These should be
promoted by increased third-party funding, the es-
tablishment of new foundations and institutes, and
new models for cooperation between companies and
universities or research institutions. There are grow-
ing numbers of examples of this, e.g. at the LMU
Munich, RWTH Aachen, and the universities in
Darmstadt, Heidelberg und Oldenburg.®

Knowledge and technology transfer works very
well where manufacturing companies and public
research institutions are working in complementa-
ry fields and can exchange information on the ba-
sis of well-established personal contacts. However,
all too many research projects and institutes find
no potential industrial partners in their vicinity and
prefer to draw on the attractive funding from pub-
lic sector sources. In addition, these institutes do
not have the necessary incentive mechanisms for
cooperation with the private sector, or they lack
sufficient experience. In particular the institutes of
the Fraunhofer Society and the universities coop-
erate closely with the private sector.

For non-university research institutions, the abili-
ty and willingness to engage in transfers depends
primarily on the priorities that they set themselves
and the personnel management. There are consid-
erable differences between institutions, with some
even showing “transfer abstinence”. The key as-
sessment criteria for MPG institutes are excellence
and the numbers of publications, as well as training
young scientists. In HGF and WGL, the technolo-

gy transfer mechanisms are not structured clearly
enough, which is the result of the greater heteroge-
neity of these institutions. In the course of the reo-
rientation over the past ten years and in the course
of evaluations, both HGF and WGL have attached
increasing importance to scientific excellence. The
excellence of publications was cited as the most
important point for the assessment of performance
at HGF in 63 percent of cases (WGL 62 percent),
but knowledge and technology transfer to compa-
nies was only cited in 14 percent of cases (WGL
13 percent).®* Scientific excellence should not be
abandoned as a goal and evaluation criterion, but in
the coming years increased support should be given
to cooperation between the private sector and sci-
ence, and to the willingness to engage in knowledge
and technology transfer. This requires measures at
the level of control mechanisms, governance, and
human resources management, e.g. further training
and new career models for scientists.

Governance of the German R&I system

Successful innovation requires the cooperation be-
tween various actors from basic research, the ed-
ucation system, and the private and public sectors,
as well as legislation and regulations. A “cohe-
sive and uniform innovation policy” should sup-
port the close links between the actors and thus
ensure the development at the national level of a
more effective innovation value chain in specific
areas of promise.

In many countries, responsibilities for research and
innovation policies develop over time, and as a re-
sult are often distributed between several minis-
tries, which restricts the effectiveness of the proc-
ess chain. As in many other countries, research and
innovation policies in Germany are in the main the
responsibility of two ministries, the Federal Minis-
try for Education and Research (BMBF), and the
Federal Ministry for Economics and Technology
(BMWi). This division of responsibilities can make
it more difficult in some cases to implement a “co-
hesive and uniform innovation policy” and to es-
tablish a bridge between basic research and inno-
vation in the private sector.

In addition to the coordination problems between
science and economics departments, the govern-



ance of the R&I system in Germany has a series
of characteristics, which also restrict the efficiency
of policy making. For example, numerous depart-
mental research institutions and federal agencies
are also allocated to other ministries, in particu-
lar the Federal Ministry of Food, Agriculture and
Consumer Protection (BMELYV), the Federal Min-
istry of Health (BMGQG), the Federal Ministry for
the Environment, Nature Conservation and Reac-
tor Safety (BMU), the Federal Ministry of Trans-
port, Construction and Urban Affairs (BMVBS),
and the Federal Ministry of Defence (BMVg). In
important fields of innovation, e.g. electromobility,
energy research and materials research, this makes
it more difficult to follow an effective national in-
novation strategy.

An example is materials research, which has been
supported since 1984 by consecutive programmes
at Federal Government and Laender levels as well
as by the EU Commission. Over this period, some
excellent research results have been achieved in
Germany for important new materials (e.g. struc-
tural ceramics, or carbon fibre composites). How-
ever, there is often inadequate commercial imple-
mentation and a continuous value-creation chain is
missing. This is due in part to a failure of coordi-
nation, made worse by excessive decentralisation
and overlapping in the provision of research sup-
port. The transition from research projects to in-
dependent entrepreneurial structures is not pursued
by the actors involved, among other things because
there are numerous follow-up programmes provid-
ing support for R&D projects, distributed among
several ministries, various project funding institu-
tions and Federal States. For example, projects con-
cerning new materials in aeroplanes fall under the
responsibility of the Ministry for Economics and
in part the Ministry of Defence. But very similar
projects in the automotive sector are classified un-
der mobility and are allocated to the Federal Minis-
try of Transport. In addition, important complemen-
tary developments of processing technologies are
covered by the WING programme of the Federal
Ministry for Education and Research. Many agen-
cies are involved along this “support chain” and
some Laender have also set up their own ambitious
materials research programmes. It is quite common
for projects to pass along the stages of this support
chain, without the research results being transferred
to marketable products. Between 2000 and 2008,
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material researchers were able to obtain follow-
up funding in the nanotechnology sector. Current-
ly, funding opportunities for materials projects are
being opened up by new initiatives in electromobil-
ity and light-weight construction, without rigorous
examination of why very similar projects failed in
the past (e.g. in the automotive industry).*

The High Tech Strategy adopted by the Federal
Government was an important step towards over-
coming this coordination problem. However, the
implementation of the strategy was the responsi-
bility of the individual ministries and the associat-
ed project funding institutions and advisory bodies.
So far, little use has been made of the opportuni-
ties for improved cooperation between the minis-
tries offered by the High Tech Strategy.

In contrast to many other countries, Germany does
not yet have a powerful body to coordinate research
and innovation policies at the national level and to
generate the necessary coherence between govern-
ment ministries. This is the role played by the Na-
tional Science and Technology Council in the USA,
the Council for Science and Technology Policy in
Japan, or the Council for Science and Technology
Policy in Korea. The existing institutions in Ger-
many, such as the Science and Industry Research
Union or the Council for Innovation and Growth,
do not have a comparably broad remit. The Feder-
al Government has important advisory bodies such
as the Research Union, the German Academy of
Science and Engineering acatech and the Commis-
sion of Experts for Research and Innovation, but
they do not have clearly separate remits. The Ex-
pert Commission feels that Germany should also
have a body with high-ranking representatives from
business, science and politics to formulate guide-
lines for research and innovation policies and to
supervise their implementation. This should report
directly to the Federal Chancellery and have full
authority and resources in order to implement the
measures needed to increase the effectiveness of
the R&I policies.

In other countries, and at the EU level, innovation
agencies have been adopted. In Germany, howev-
er, the model of project funding institutions pre-
dominates, which has its advantages but which also
leads to further departmentalisation and individual
dynamics. Programmes are often prolonged, and can
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continue for decades. The established organisational
structure of government departments, project fund-
ing institutions and research institutions explains in
part why there has so far not been a strategic re-
orientation of innovation policies.®

A typical dilemma for Germany is due to the twin-
track nature of research and innovation policies at the
level of the Federal Government and the Laender. The
research at universities is mainly the responsibility of
the Laender, whereas the non-university research in-
stitutions mostly receive funding from federal bodies
and fall under their responsibility. Innovation policy
and support programmes are implemented in parallel
at federal government and Laender levels, in part in
overlapping areas, but without the necessary coordi-
nation and focussing. Germany can and should ur-
gently reform the excessive federal structure of ed-
ucation, research und innovation policy in order to
achieve a higher ranking among the leading innova-
tive countries.

Conclusions and recommendations

The German economy can only compete internation-
ally if it successfully implements innovations. A key
condition for this is the systematic increase of public
R&D expenditure and private sector expenditure on
innovation. The revised High Tech Strategy must pro-
vide additional impulses for the private sector to make
further targeted investments in research and innova-
tion. The German private sector should increase the
proportion of their gross value added spent on R&D.
Policy-makers are called on to support this by estab-
lishing innovation-friendly framework conditions.

Retain the three percent target — define interim
targets

In the course of the current Bundestag through to
2013, efforts should be made to steadily increase R&D
both in the private and public sectors. The three per-
cent target of the Federal Government can only be
reached in five to ten years time. In view of the fi-
nancial and economic crisis a more realistic figure
in the order of 2.7 to 2.8 percent should be taken
as an interim target. The Federal Government and
the Laender should set a good example and increase
public expenditure on science and R&D to a steady
0.8 percent of gross domestic product.

Expanding cutting-edge technology

Structural economic changes and the further increase
of R&D intensities should be a declared aim. This
requires a targeted expansion of cutting-edge tech-
nology, because in the longer term, Germany can-
not rely solely on high-value technologies and leave
the cutting-edge technology to other countries. Steps
must be taken to expand segments of cutting-edge
technology in which a comparative advantage can
be secured globally. Investments should be avoid-
ed in fields, which are subject to international sub-
sidy wars. Germany cannot afford to invest public
funds in areas of applied research, in which there
is no realistic chance for private companies to take
up the results and contribute to value creation in
Germany.

Expanding knowledge-intensive services

Germany still has some catching up to do in many
areas of services innovation. The Expert Commission
recommends expanding knowledge-intensive servic-
es (services designed in Germany) where these are
complementary to existing focal points in the econ-
omy. This requires support strategies, which are spe-
cifically tailored to suit the innovation processes in
the services sector.

Increased targeting of the High Tech Strategy

The High Tech Strategy of the Federal Government
has sent out an important signal about the impor-
tance of science, research und innovation. Howev-
er, the limited budget was spread across too many
fields of technology, which had played an impor-
tant role in past Federal Government policies. The
High Tech Strategy should concentrate on a maxi-
mum of ten fields of technology. This involves har-
monising these fields with those identified in the
foresight process and with the investment priorities
in the private sector.

Further optimisation of non-university research
The distribution of funds and the “division of areas

of specialisation” between the various scientific insti-
tutions should not be regarded as unchangeable. This



applies in particular for the departmental research
of the Federal Government and Laender. Structural
reforms are necessary in order to improve the ef-
fectiveness of science organisations. The system of
non-university research should be further optimised.
In the coming years, particular attention should be
paid to science organisations with internal hetero-
geneity and also in part duplicated research activi-
ty, in order to optimise structures and to highlight
the specific contributions to Germany’s innovation
system.

Knowledge and technology transfer as a priority

Knowledge and technology transfer (WTT) from
non-university research and the universities should
be expanded as a priority. This goal must not be
neglected in the justifiable pursuit of scientific ex-
cellence, as could be observed in various organisa-
tions in recent years.®

In particular the governance and the management
and incentive structures of many research institu-
tions are in need of further improvements. Suitable
lessons should be drawn from the positive experi-
ence in many fields in Germany. This should stim-
ulate sustainable improvements in other institutes
and science organisations. New models are needed
for cooperation between research institutions and the
business sector as well as between the various sci-
ence organisations. This will require the systematic
evaluation of the experience gained so far in Ger-
many. At the same time it is necessary to learn from
the application of comparable models in other coun-
tries and to develop suitable benchmarks.

Improving research and teaching at universities

In future, research at universities must also be strength-
ened considerably. The Expert Commission recom-
mends developing new models for cooperation be-
tween universities and companies in the form of
Public Private Partnerships. New models are also
needed for cooperation between universities and non-
university research institutions along the lines of the
existing developments in Karlsruhe and Aachen /
Jiilich. Universities are the key element for the de-
velopment of a continuous Education — Research
— Innovation chain. The combination of research
and graduate training in Master’s and PhD cours-
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es is the domain of the universities and should be
strengthened further. This implies also that award-
ing PhDs should remain the exclusive priority of
full universities. Joint graduate colleges involving
universities and non-university research institutions
should be developed further, but awarding academ-
ic degrees must not be entrusted to institutions out-
side the universities.

Increasing cost transparency, introducing full-
cost funding

Effective research must be financed appropriately
and supported with modern accounting and budget
instruments. Project support by the Federal Govern-
ment should in the short term include a lump-sum
payment to cover indirect costs. In the medium-term
it is appropriate to reimburse in full the costs of the
research institutions carrying out third-party funded
projects. Special adaptations are required for univer-
sity research and appropriate infrastructure and cost-
accounting systems must be introduced. This will
strengthen third-party funded research and create a
level playing field for the various science organisa-
tions. However, it must not lead to the Laender cut-
ting the basic funding for the universities.

Full financial responsibility for universities

In order to develop infrastructure and establish the
accountability of indirect costs it will be necessary
in the longer term to overcome the lack of trans-
parency in the division of ownership rights between
universities and the responsible Federal State. This
applies in particular for the ownership and rights
of disposal regarding land, real estate and intellec-
tual property. In the USA, the top universities are
particularly strong because they hold property and
patent portfolios, and are supported by rich founda-
tions. In Germany, reforms have been introduced in
North Rhine-Westphalia and Hesse to transfer real
estate to universities. After evaluation of the expe-
rience made, new models should be developed for
capitalisation and the expansion of foundations along
the lines of the American model.
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THE BOLOGNA PROCESS -
AN INTERIM ASSESSMENT

Innovations require well-educated personnel. The Ex-
pert Commission reports from 2008 and 2009 made
clear that Germany’s education system is at best av-
erage in OECD comparisons and in recent decades
has lost the leading position it once held.

The weaknesses are known. Despite a rise, the entry
rates to higher education in Germany remain lower
than in other countries.®” This applies in particular
for mathematics, computer science, natural sciences
and engineering. There is considerable selectivity in
terms of social background, which is only in part
related to performance and ability. Potential is re-
maining unused here. The drop-out rates from Ger-
man universities are high, students take a long time
to complete their studies, and there are obstacles in
the way of changing to and from foreign universities.
Packed timetables, poor supervision provisions and
neglect of teaching mean that students do not en-
joy optimum conditions and teaching staff has little
time for good teaching and good research. Contacts
between teaching and research and the business sec-
tor, which are so important for the innovation proc-
ess, also remain underdeveloped.

In the course of the Bologna Process, German uni-
versity teaching is being reorganised to confer bach-
elor’s and master’s degrees. The Expert Commis-
sion has been investigating whether the reform has
yet been able to overcome any of the weaknesses
in the German higher education system.

Bologna Process: Goals, hopes and fears

The Bologna Declaration of 1999 had the goal of in-
troducing an internationally comparable higher educa-
tion system with a three-level model: an undergrad-
uate cycle (bachelor’s degree) and a graduate cycle
(master’s degree) and a doctorate, which could be
adapted to individual needs.®® The degree awarded
after the first cycle was to be relevant to the Europe-
an labour market as an appropriate level of qualifica-
tion. Internationally comparable degrees were intend-
ed to simplify and increase the worldwide mobility
of students. German students should find it easier
to study abroad for part of their course, and foreign
students would have an extra incentive to study in

Germany. This would improve Germany’s position
in the competition for talented students.

At the follow-up conferences, a social dimension
was added to the original Bologna agenda. The re-
form should also lead to equitable access and com-
pletion.® Further hopes were raised by the Bologna
Process, particularly in Germany. The updating and
reorganisation of curricula, the decline in the num-
bers of drop-outs,” and also increased applications,
especially for mathematics, computer science, natural
science and engineering. To achvieve this last goal,
emphasis was placed on recruiting increased num-
bers of women.”' The reform proved controversial
from the start. In the existing system with ‘diplo-
ma’ and ‘magister’ courses, students often had more
freedom of choice than in the new bachelor’s and
master’s courses. In addition, the new courses were
shorter, and given the fact that at the same time the
secondary education was reduced from nine to eight
years, dispensing with an orientation year (studium
generale) also met with criticism. The relationship
between the new bachelor’s degree courses and the
system of dual vocational training remains unclear.
Both take about three years and lead to occupational
qualifications, but which function does each have?
Equally, it is not clear how many graduates will go
on to take a master’s degree. As a result, warnings
were expressed that the Bologna reform would lead
to lower levels of education, and to poorer qualifi-
cations for graduates. The universities have drawn
attention to the changing relationship between teach-
ing and research, and they see the risk that higher
teaching commitments could be detrimental to the
research performance of university staff. These crit-
icisms make clear that the frequently questioned ac-
ceptance of the new qualifications by employers may
be only one of many indicators for the success or
failure of the reform.

Ten years after Bologna: Initial findings

The transition to the new degree courses is now
well under way. After a hesitant start, 45 percent
of new students in 2006 were starting a bachelor’s
degree course (Figure 4).”> By the summer semester
2009, more than 75 percent of courses were for the
new degrees, with considerable difference between
the Laender.” Five years previously the figure had
been below 25 percent. The transition at the uni-
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versities of applied sciences (Fachhochschulen) was
particularly quick. In 2006, 63 percent of students
were studying for a bachelor’s degree. At univer-
sities, in contrast, the figure was only 36 percent.
There are considerable differences between subject
groups (Figure 5). In computer sciences and engi-
neering the changes have been implemented faster
than the average.

The developments have so far proved disappoint-
ing for those who expected that the introduction
of the bachelor’s degree (generally offering an oc-
cupational qualification after six semesters) would
significantly increase both tertiary education entry
rates and the numbers of graduates. Nor have the
changes appreciably reduced the numbers of drop-
outs. In fact the drop-out rates from bachelor cours-
es between 2000 and 2004 were at a level, which
is comparable with those for diploma courses, and
they seem to be stable.’™

First results also fail to nurture the hope that the short-
er, more practically oriented degree courses would
attract more students from socially disadvantaged
homes than the longer traditional alternatives. There
is no evidence that the level of parental education
makes students more likely to choose in favour of
the new degree courses rather than the tradition-
al ones. The reform has not resulted in more stu-
dents enrolling for mathematics, computer sciences,
natural sciences and engineering. The proportion of
potential applicants choosing these subjects did in-
crease from 1995 to 2000, but has since stabilised.
The rate of transition” to computer science actual-
ly fell from 2000 to 2006; in contrast, the rate in-
creased for engineering (Figure 6). It is worrying
that the drop-out rates for mathematics, sciences and
engineering have risen continuously since 2000. Nor
has there been any fundamental change in the ra-
tios of male and female students in these subjects
as a consequence of the new courses.”

Development of the rates of enrolment in higher education courses 2000 — 2006
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Academic qualification and employment situation approx. 1.5 years later

Type of qualification in percent

Total in percent

BA-FH MA-FH DI-FH BA-U MA-U DI/M-U
Regular employment 58 79 83 20 56 59 59
Job training 1 2 2 2 7 3 3
Degree and employment 12 12 6 22 26 26 21
Only degree 22 1 4 50 7 7 12
Looking for employment 4 2 2 3 2 3 3
Others (family work, etc.) 2 2 2 3 3 2 2
Total 100 100 100 100 100 100 100
Number 485 203 4367 2730 1044 13744 22573

BA-FH, MA-FH , DI-FH: Bachelor’s degree/Master’s degree/Diplom at university of applied sciences (FH):
BA-U, MA-U, DI/M-U: Bachelor’s degree/Master’s degree/Diplom (or Magister) at a university (U).
Source: INCHER-Kassel. KOAB Graduate survey 2009 (2007 cohort). Alesi et al. (2010).

The reforms have not yet been linked to any signif-
icant increase in the proportion of foreign students
at German universities.”” Indeed both the proportion
and the absolute numbers of foreign student enrol-
ments have fallen since 2002. Even in the master’s
degree programmes, which have by far the high-
est proportion of foreign students, the figures have
clearly been falling since 2001. The proportions of
foreign students in the bachelor’s degree courses
are similar to those for diploma degree courses, and
have also decreased slightly since 2001.

Even though the tertiary education reforms have not
solved the problems of high drop-out rates, social
selectivity, a lack of interest in sciences and engi-
neering, and a low proportion of foreign students
— it has not produced inadequately qualified grad-
uates, as some feared. One and a half years after
obtaining a bachelor’s degree, 72 percent of uni-
versity graduates and 34 percent of graduates from
universities of applied sciences (Fachhochschulen)
are studying further, mostly for a master’s degree
at the same type of higher education institution (Ta-
ble 4: Graduates who are studying + those who are
studying and employed). The numbers going on to
study for a further degree vary considerably accord-
ing to subject. The figures at universities are about
55 percent in economics and 86 percent in mathe-
matics and the natural sciences, and at universities
of applied sciences they range from 14 percent in
the humanities and social sciences to 58 percent in
engineering. After obtaining a master’s degree at

a university, as many go on to study for a further
qualification or a doctorate as did in the past after
obtaining a traditional qualification.” There has been
an increase in the numbers going on to further stud-
ies after obtaining a master’s degree at a universi-
ty of applied sciences.”

Few changes have been made to course contents
during the reform. Initial studies suggest that there
are no grounds for the fears of some employers that
the new degree courses would prove to be very dif-
ferent, but the hopes of others that the course con-
tent would be adapted to be more suited to the de-
mands of the working world are also unfulfilled. A
study commissioned by the Expert Commission on
the changes in nine courses® indicates that the op-
portunity has not been used to introduce any fun-
damental didactic changes or to revise the contents.
Instead, structural reforms and formal changes were
made with strict attendance rules, and point deduc-
tions. The measures are now often criticised as “over-
regulation” or “bureaucratisation” On the whole,
more changes have been introduced for the curricula
of the master’s degree programmes, but in general
these are reforms to details, apparently also intro-
duced in the course of quality assurance and ac-
creditation procedures. Whether this is generally the
case cannot be established empirically, but there are
probably considerable differences from subject to
subject and also between universities. Where there
is excessive bureaucracy in a faculty or a universi-
ty, the Expert Commission recommends a “spring

TAB 04
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clean” so that examination offices and students do
not find themselves faced with insurmountable chal-
lenges.®> The Expert Commission also regards it as
important that students should be offered scope to
organise their own course of studies.

Overall, the course reforms have increased the bur-
den on teaching staff, although here there are also
considerable differences between subject groups.®
The formal teaching requirements are mostly un-
changed, but the overall workload has increased as
a result of various courses still being offered in par-
allel (bachelor’s, master’s, diploma, etc), the need to
organise and prepare new curricula, and and because
of the increased numbers of students. The burden
of setting and marking tests and examinations also
increased, primarily due to the packed curricula.®
The resulting workload of the university staff not
only reduces the time available for research, it also
reduces the time available for supervising students
and is an obstacle to the development of good con-
ditions for students.

In contrast, the transition to the employment sys-
tem is much less problematic than expected. The
direct comparison between those with master’s de-
gree and those with a diploma or magister qualifi-
cation one-and-a-half years later shows that the ca-
reer prospects with the new qualification are by no
means worse. Considering the universities of applied
sciences, 91 percent (79 + 12) with a master’s de-
gree and 89 percent (83 + 6) with a diploma are
fully employed or employed in addition to studying.
The comparable figures for universities are 82 per-
cent (56 + 26) for the master’s degree and 85 per-
cent (59 + 26) for the traditional qualification (Ta-
ble 4). For graduates with a bachelor’s degree the
difference is slightly greater: 20 percent from uni-
versities and 58 percent from universities of applied
sciences are fully employed. Including those who
are in employment while studying for an advanced
degree or in occupational further training, the fig-
ure for bachelor’s degree graduates from universi-
ties rises to 42 percent (20 + 22) and from univer-
sities of applied sciences to 70 percent (58 + 12).
In all cases, the proportion looking for employment
is low (2 to 4 percent). If qualitative indicators are
included, such as the time spent looking for a job,
or job satisfaction, there are still no differences be-
tween those completing the new degree courses and
those taking the old courses. In terms of income,

full-time employment, and qualification for the job
(in terms of the level of the qualification and the
use of the learning acquired) graduates from uni-
versities with a bachelor’s degree do only slightly
worse than all others. However, in terms of short-
term employment and relevance of qualifications for
the job, they are at a clear disadvantage compared
with all other groups.®> A look at the various degree
subjects individually shows considerable differenc-
es in some cases.®

Surveys of employers indicate that they have not yet
had much experience with the “new” graduates. As
a result there is some uncertainty, but not general
rejection. Employers do not complain about a basic
lack of qualification. Their evaluation of the risks
and opportunities of the new courses relative to the
old ones depends more on the specific job require-
ments, which can vary widely between sectors.?” A
common wish among employers is that the short-
er bachelor’s degree courses should retain a link to
practical requirements, and that students should have
the opportunity to gain practical experience as part
of their studies.®

Reforming the reform

Since the start of the Bologna process, the imple-
mentation of the reforms has been accompanied by
public debates, stimulated by the student protests in
2009. The Standing Conference of the Ministers of
Education and Cultural Affairs of the Laender (Kul-
tusministerkonferenz - KMK) admitted that there was
“not inconsiderable scepticism in parts of the aca-
demic community concerning the Bologna Process”.®
At the Bologna follow-up conference in Leuven/Lou-
vain-la-Neuve in April 2009, numerous criticisms
were raised, which were taken up in October and
December 2009 by the Standing Conference. It was
decided to revise the joint structural provisions for
the Laender for the accreditation of bachelor’s and
master’s courses and to change the requirements for
the introduction of credit point systems and mod-
ularisation. The objective is to create good condi-
tions at the universities, which contribute to making
courses more flexible and which increase the acces-
sibility of the higher education system.”® The Expert
Commission welcomes this approach, but urgently
warns against any over-hasty implementation. Given
the differences between specific subjects and disci-
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plines, appropriate adjustments are required in each
case. While integrating the students in the develop-
ment process, it is important to promote measures,
which ensure effective study opportunities. Course
contents, structure, and duration must be harmo-
nised, as well as the relationship between compul-
sory courses and options, and students must be able
to make individual choices. Further improvements
should be made to the student grant system (BAf6G)
and the student services set-up responsible for the
social concerns of students. There is also a need to
improve the acknowledgement of course work and
credits between universities (nationally and interna-
tionally), to increase international university partner-
ships and study programmes, as well as to involve
employers and alumni more in the development of
degree courses.

Conclusion: Bologna alone is not enough

When evaluating the Bologna Process for the innova-
tion location Germany it is necessary to distinguish
between specific objectives and more far-reaching
hopes. It has to be taken into account that problems
encountered in tertiary education may have their or-
igins in earlier phases. Social selection mechanisms
begin in early childhood and the choice of degree
subjects is influenced by the school system.

From the beginning, expectations were raised by the
reforms associated with the Bologna Process which
could not be achieved in the short term without the
back-up of additional resources and other measures.
The review of the first consequences of the reform
highlights the need to overcome many weaknesses if
the structural reform is to strengthen the innovation
location Germany and Europe as a whole.

The Expert Commission recommends the following
measures concerning the Bologna Process:

— More autonomy for the universities. A gener-
al problem with universities in Germany is that
they are not allowed enough freedom to make
their own decisions when implementing the re-
forms. Universities should be able to use all avail-
able options when organising new degree courses.
Bachelor’s degree courses can last six to eight se-
mesters, and master’s degree courses two to four
semesters. The Expert Commission welcomes the
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decision of the Standing Conference (KMK, 10
December 2009) to make corresponding amend-
ments to the joint structural requirements for the
accreditation of new courses. Instead of fine con-
trol, the Laender should offer the universities
more scope, while striking a balance between tar-
get agreements and the allocation of resources.

Obstacles to mobility can be overcome by more
generous recognition of previous coursework and
credits and the reliable specification of equiva-
lents in course regulations. This is highlighted
by a KMK resolution.®! It is also important to
actively promote student mobility. This should
include more comprehensive and more generous
financial support for student mobility, and coop-
eration between universities in Germany and oth-
er countries. The Expert Commission also sees
possibilities for an increase in English-language
courses, which are particularly attractive for for-
eign students. Existing programmes should be
evaluated to identify examples of good practice.

Reducing drop-out rates. The Expert Commis-
sion already pointed out in the previous report
that the drop-out rates in the natural sciences
and engineering are particularly high. This is ex-
pensive, inefficient and problematic for the in-
novation location Germany, even if high drop-
out rates are not a uniquely German problem.”
Studies show that there are a range of reasons
why students drop out.”® Inadequate conditions
for studying are more significant than other fac-
tors, such as attractive educational or occupation-
al alternatives. Complaints concern the poor lec-
tures and seminars, inadequate teaching skills, a
lack of optional courses and tutorials, and poorly
organised timetables and exam schedules. Some
find the demands of university are incompati-
ble with other obligations, such as looking af-
ter children, part-time employment, or illness. A
bundle of measures is required in order to low-
er the high numbers of course drop-outs: grants
and loans for students, options to organise cours-
es flexibly or to study part-time; information, ad-
vice and preparatory courses prior to commit-
ting to a subject or in the initial phases of a
degree course; higher quality of teaching, and
better course organisation. It is also important
to include checks on performance at an early
stage and give detailed feed-back, and univer-
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sities which have introduced these have already
been able to achieve initial success with reducing
drop-out rates in languages, and cultural and so-
cial sciences.* However, these mechanisms must
be coordinated with other measures and as well
as making demands of students, they must also
be supported. In particular, faculties with high
drop-out rates should make greater efforts to de-
velop selection and admission procedures, with
tests to establish the suitability of applicants.De-
veloping systems of funding.

— Student fees are an important component of uni-
versity finances in some Laender and they make
sense when the receipts are invested in the teach-
ing. But they must not act as a disincentive to

The Ex-

pert Commission believes that in particular stu-

young people who want to study.”

dents from low-income households must be of-
fered the best possible financial conditions. This
includes expanding and increasing the student
grant system (BAf6G), without age restrictions.”
The current regulations are too restrictive. Stu-
dent grants are generally only available for those
under thirty years of age. Special conditions ap-
ply for those who have qualified for tertiary ed-
ucation through adult education schemes, or who
have children. However, the students must begin
studying immediately after obtaining the qualifi-
cations or when the impediment no longer exists.
The Expert Commission welcomes the announce-
ment by the Federal Government that they intend
to raise grant levels and parental allowances, and
to increase the age limit for master’s degree stu-
dents in 2010 to 35 years. But further changes
are needed. In addition to government support,
the mobilisation of private sources of funding for
university education can also be improved, anal-
ogous to the strategy of the Federal Government
for expanding the grant system, or along the lines
of the grant system in North Rhine-Westphalia.”’

— Including the supervision of doctoral students as
part of the teaching duties of professors. The su-
pervision of doctoral students in structured pro-
grammes such as the DFG postgraduate colleg-
es should be included as part of the teaching
duties. The Expert Commission points out that
the time spent in this way by professors is to
the detriment of research, active institutional in-
volvement, individual career counselling, and the
supervision of student organisations.

RESEARCH AND INNOVATION IN
EASTERN GERMANY

The 20th anniversary of the fall of the Berlin Wall
last year and of German unification this year have
once against raised the question about the state of
development in the new federal states and appropri-
ate support strategies. The Commission of Experts
for Research and Innovation wishes to contribute
to answering this question. It seems appropriate to
start with a short review of the historical roots of
the current situation in the new federal states and in
Berlin. What happened in the course of the transfor-
mation process and which innovation policies were
implemented?

Transformation process and the collapse of indus-
trial R&D in eastern Germany

At the time of the fall of the Berlin Wall, the GDR
had a well-developed research and university land-
scape and a high proportion of highly-qualified per-
sonnel in the workforce.”® However, in the social-
ist planned economy, research and innovation could
not power economic development.

The innovation process organised by the planning
authorities was linear. New technologies were gener-
ated by scientific research and passed on for imple-
mentation to the ‘state holding companies’ (kombi-
nat) or specific companies. There was thus controlled
transfer of knowledge and technology, with hardly
any direct feedback from the users of the products.
The contents and goals of scientific research were
largely derived from plan targets for production. The
research and innovation system was not organised
to develop new potential for value creation and in
this way to continuously renew the structure of the
economy. There was no innovation competition, and
measures to maintain existing structures were dom-
inant. In addition, the work of scientists was con-
siderably impeded by supply shortages and the lack
of opportunities to develop new ideas.

Industrial research and development in the GDR
was carried out in special company departments and
in legally independent industrial research institu-
tions. The R&D departments were responsible for
supervising production processes and for introduc-
ing new products and processes, through to series
production. The relatively large industrial research
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institutions were assigned to the state holding com-
panies and in some cases they worked for an en-
tire manufacturing sector. Their remit was to pur-
sue product and process innovations with targeted
applied research.

In the course of the transformation of the econom-
ic structures of the former GDR, the individual en-
terprises of the state holding companies were sold
off, re-privatised or liquidated. West German and
foreign investors were mainly interested in facto-
ries and market access, and much less in developing
independent R&D capacity in the companies they
took over. And where there were management buy-
outs, funds were not usually readily available for
in-house research and development. The result was
that the new Laender experienced a massive decline
in company research and development.

The former industrial research institutions run by the
state holding companies were evaluated in 1991 for
the Treuhand holding agency. Many of them were
retained as highly subsidised external industrial re-
search institutions — the aim being to maintain re-
search capacities. Other external industrial research
institutions were created from the R&D departments
of companies, for which no investor could be found.
The collapse of production in the new federal states
in the early 1990s meant that privatised companies
had much less demand for R&D services. This re-
sulted in massive lay offs in the external industrial
research institutions. Some of the research companies
were wound up. The remaining external industrial
research institutions now operate as commercial en-
terprises or as non-profit organisations without insti-
tutional support. The number of R&D employees in
the private sector (full-time equivalents) sank from
86 000 in 1989 to 32 000 in 1993.%”

Basic research in the GDR was carried out by the
non-university institutes, which were organised in
the Academy of Sciences (AdW). The academic
research showed greater variety than industrial re-
search, but was also subject to the decisions of
state bodies and the requirements of the plans. The
Unification Treaty envisaged winding up the AdW
by the end of 1991. With dismissals, departures,
the formation of spin-off companies and (early) re-
tirements the personnel numbers of AdW fell from
24 000 in June 1990 to nearly 16 000 in Novem-
ber 1991.1

55

The German Council of Science and Humanities eval-
uated the institutes and made recommendations about
which should be retained. Positively assessed insti-
tutes were “re-established” and integrated in west
German research institutions; the others were closed.
By January 1992 this led to 32 institutes in the so-
called “Blue List” (now the Leibniz Association);
in addition, eight institutes were integrated in the
Fraunhofer Society and two institutes in the Max
Planck Society.!”! In some cases, research groups or
parts of institutes transferred to existing non-univer-
sity research institutes or universities in west Ger-
many. The former employees of the “re-established”
institutes were not automatically re-employed, but
had to submit a new job application. Some research
groups therefore preferred to create spin-off compa-
nies in private initiatives.

The universities in the GDR carried out some re-
search, but their main remit was to teach. When East
Germany joined the Federal Republic of Germany,
the new Laender assumed responsibilities for the uni-
versities, whose structures were adapted to those of
the west German universities. This involved a revi-
sion of contents and changes in personnel. Special-
ist facilities were in part integrated in other univer-
sities, and some universities received a new profile
as universities of applied sciences. These measures
meant that most universities in the new federal states
could be retained. Some scientists from individual
universities got together and established external in-
dustrial research institutions.

The overall result has been that the transformation
of the university and research landscape in the new
Laender led to a massive decline in industrial re-
search and development. Links which had existed
between the manufacturing sector and science in the
GDR were for the most part broken. New networks
had to be built up from scratch. The external in-
dustrial research institutions remain a special fea-
ture of the German R&I system, and a reminder of
the transformation process. They now have an im-
portant service function, in particular for SMEs in
the new federal states, which do not have the re-
sources to carry out their own research and devel-
opment. The public sector in the new federal states
and Berlin currently includes 57 universities, 42 in-
stitutions of the Leibniz Association, 31 institutes
or centres of the Fraunhofer Society, 23 locations
of the Max Planck Society, and four research cen-
tres of the Helmholtz Association, as well as a se-
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ries of Federal and Laender institutions with R&D
remits.'”? In east Germany (including Berlin), there
are nearly 79 000 R&D personnel (full-time equiv-
alents), of which 40 percent are in the private sec-
tor and 60 percent in universities und scientific in-
stitutions.!®

Promoting innovation: From stop-gap measures
to all-German programmes

Following unification, the key political goal in the
new Laender was to establish a viable econom-
ic structure, which would be able to survive mar-
ket exposure and offer sufficient employment and
earnings potential.!** It was recognised at an early
stage that research, innovation and technology pol-
icies were crucial for reaching this goal. Howev-
er, in the course of two decades there has been a
marked shift in the measures adopted and the phi-
losophy behind these.

Following German unification, the Federal Govern-
ment adopted innovation policies intended to stabi-
lise R&D in the new federal states and prevent a
mass migration of R&D personnel. This involved
special programmes for eastern Germany (“Person-
nel Promotion East” —PFO, and “Economic Stim-
ulation East” - ZFO). And in order to give com-
panies financial scope to place orders for R&D,
“Research Commissioning East” was introduced in
1990. Instruments for project-based support were
also adopted, in particular for SMEs, and measures
were adopted to make it easier to set up new com-
panies. The system of joint industrial research in
West Germany, which provides support for research
work for SMEs by university and non-university re-
search institutions, was extended to cover the new
federal states.'® Finally, massive investments were
made in innovation-relevant infrastructure, both by
the Federal Government and the Laender, for ex-
ample in technology and start-up centres.!%

This policy of providing broad support was appro-
priate directly after unification. However, it soon
became clear that more focused support instruments
were needed, which would operate more efficient-
ly. Until the mid-1990s, the innovation activities
of companies in the new Laender were mostly re-
stricted to the imitation of existing products. How-
ever, the innovation policies in western and east-

ern Germany at this time were already having to
face new challenges, as described in Section B 1.1
This made it necessary to develop further the in-
struments of research and innovation policies in
both national and regional contexts. The priorities
were the optimisation of the framework conditions
and the support for R&I cooperation projects.!*
This reflects the fact that innovations are usually
the product of complex systems involving many
actors, which do not progress along a one-dimen-
sional, technology-driven line of development, or
solely within one organisation.'®

In order to use R&D support funds more efficient-
ly, they should be concentrated on growth drivers.
The Federal Government now increasingly adopts a
region-oriented innovation strategy, which requires
actors to be more independent and responsible for
their own actions.''® The “Enterprise Region” pro-
gramme has the goal of strengthening the inno-
vative potential of individual regions in east Ger-
many, which have been selected in a competition.
The Expert Commission welcomes the inclusion
of competitive elements in the support measures
of the Federal Government.

In the recent past, more importance has been at-
tached to the market implementation of research
and development results. It is also noticeable that
many programmes aimed at supporting east Ger-
many have been merged in national programmes.
A good example is the Central Innovation Pro-
gramme for Small- and Medium-sized Enterpris-
es (ZIM), which has absorbed various east Ger-
man programmes.

Since the mid-1990s, the proportion of the Federal
Government’s R&D expenditure going to east Ger-
many has remained stable at about a quarter. The
largest sums in east Germany go to the Laender
Berlin und Saxony (with Bavaria und Baden-Wiirt-
temberg receiving most in the old Laender). How-
ever, at least twice as many R&D companies in
the east receive public support as in the west. And
support intensity, (i.e. the proportion of the R&D
expenditure of companies carrying out research,
which derives from government support) is appre-
ciably higher in east Germany than in west Ger-
many.!!! This shows that the existing support in-
struments are reaching many companies in the new
federal states.



Economic performance in the east still lower than
in western Germany

Given the considerable political efforts to create via-
ble, self-supporting structures in the new federal states
and Berlin, how successful have these measures been?
What is the current economic potential and innova-
tion performance in the new federal states?

In 1991, the real gross domestic product (GDP) in
the new federal states bottomed out and then began
to rise sharply. Since the mid-1990s the growth rates
of GDP in east and west moved closer, with the
new federal states mostly growing slightly more than
the old Laender. However, the difference in growth
rates is so slight that it is not possible to speak of
catching up.''> GDP per resident in the new federal
states (without Berlin) is some EUR 22 000; this is
73 percent of the national average. The regions and
cities with the lowest GDP per capita are still almost
all in the new federal states (Figure 7).

High R&D expenditure in the science sector in
the new federal states

High value creation is frequently associated with
knowledge- and technology-intensive production and
corresponding investments in research and develop-
ment. Taking overall expenditure on R&D as a pro-
portion of gross domestic product, the west Ger-
man Laender, at 2.6 percent, are above the OECD
average (2.3 percent). However, this is still some
way behind leading countries Sweden, Korea, Fin-
land und Japan, who spend about 3.5 percent of
GDP on R&D. Eastern Germany, with 2.2 percent,
has nearly reached the OECD average. This puts the
region ahead of Great Britain (1.8 percent) or the
Netherlands (1.7 percent). Of the German Laender,
Saxony is well placed (Figure 11) and Berlin is one
of the front-runners, with an R&D intensity of al-
most 3.4 percent. However, in view of its function
as the capital city and its status as a Federal State,
and given the economic history of the region, Ber-
lin can only be compared with the other Laender
to a limited extent.

Whereas the large part of R&D expenditure in the
old Laender is provided by the private sector, R&D
in the new federal states is mostly government fund-
ed. This remains the Achilles heel of the innovation
system in east Germany. There is a shortage of in-
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novative companies, which generate growth. Nev-
ertheless, the R&D expenditure has risen continu-
ously since unification. In 2006, it was at least 40
percent higher than in 1995 in east Germany and in-
creased in particular in the private sector.'”® In con-
trast, the number of R&D employees began to de-
cline slightly after the stabilising in the second half
of the 1990s.

Despite the increase in R&D, the new Laender have
not been able to reach the level of the old Laender.
In west Germany, R&D employment and R&D ex-
penditure have increased more since 1995 than in
east Germany. This is above all due to the devel-
opment of the private sector, because R&D expend-
iture and employment in universities and scientific
institutions have developed more or less in paral-
lel in east and west.""* As well as east-west differ-
ences in R&D intensity in Germany, there are also
differences between north and south. The group of
northern Laender are some way behind the south-
ern Laender. There is a considerable deficit in de-
velopments in some regions. In general, more R&D
work is carried out in urban agglomerations than in
rural areas. None of the regions in eastern Germany
reaches an R&D intensity above the national aver-
age (Figure 9), but individual cities with technolo-
gy-intensive manufacturing companies do, such as
Dresden, Leipzig, and Jena.

In 2007, 84 percent of all R&D personnel in Ger-
many were working in west German Laender, with
a slightly upward trend. This is more than would be
expected from the distribution of the national popu-
lation (Table 5). The new Laender account for more
than 10 percent of R&D personnel, and Berlin for
5.5 percent. The new Laender are able to maintain
their share over time. R&D employment in the pri-
vate sector is lower than in western Germany, but
this is balanced by an increase in the public sector.
Berlin has experienced a considerable reduction in
R&D personnel, so that its proportion of the nation-
al R&D employment has fallen over time.

The gains in the old Laender are mostly due to in-
creased R&D efforts in Bavaria, Baden-Wiirttem-
berg, and Hesse, which together employ 55 percent
of all R&D workers. Correspondingly, an above-
average proportion of private sectors employees in
these Laender are R&D personnel, whereas the fig-
ures in all other Laender are below average. Corre-
sponding trends for R&D expenditure are observed
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FIG 07 Per capita gross domestic product in 2007 (k€)
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Shown for the 2008 boundaries. Data using older boundaries has been converted where appropriate..
Source: Federal and Laender Statistics Offices. Bundesinstitut fiir Bau-, Stadt- und Raumforschung.
Calculations by EFI.

FIG 08 Employees in knowledge- and technology-intensive sectors as a proportion of all employees in
the commercial sector (31 December 2008) in percent
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R&D intensity of the commercial sector in 2007 (x EUR 1 000 per full-time employee) FIG 09
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Shown for the 2008 boundaries. Data using older boundaries has been converted where appropriate.
Source: Mannheim Company Panel (ZEW). Calculations by EFI.
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Source: Stifterverband. Calculations by EFI.
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FIG 11  Federal state

expenditures on R&D as a proportion of GDP (2007)
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Source: Statistical Federal Agency. Stifterverband, Giinther et al. (2010b).

TAB 05

Structural indicators in comparison

east Germany (+ Berlin) west Germany

No. of residents on 31 December 2008

16.5 million 65.5 million

R&D expenditure as % of GDP 2007 22 2.6
R&D expenditure by business as % of GDP 2007 0.9 1.9
Employees in the knowledge economy as % of all business employees. 324 39.9
31 December 2008

New enterprises per 10 000 employable persons (start-up intensity) 6.1 8.3

in technology- and knowledge-intensive sectors*

*Annual average 2005 to 2008. Sources: Federal and Laender statistical offices. Stifterverband. Federal Employment
Agency. Mannheim Company Panel (ZEW). Gehrke et al. (2010). Own calculations.
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R&D personnel intensity of companies in 2007 classed according to size!?
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above all from 2002, since when the three Laender
have further established their dominant position. In
2007, 58 percent of internal R&D expenditure was
concentrated in these Laender.!”

Different economic structures in east and west
Germany

Differences in the R&D intensity between the new
and old Laender are attributable mainly to the weak
R&D involvement in east Germany. On closer in-
spection, it is noticeable that there are considera-
ble differences between the economic structures in
east and west Germany.

R&D in Germany is mainly carried out by compa-
nies in the manufacturing sector. In the old Laender,
89 percent of all private sector R&D personnel work
in this sector, although it only accounts for near-
ly 20 percent of the west German workforce over-
all. In east Germany only 71 percent of R&D em-
ployees work in the manufacturing sector.!'® More
important in east Germany is the R&D capacity in
the services sector. A quarter of R&D personnel
in the east German private sector work in services
companies, compared with only eleven percent in
western Germany. Correspondingly, the innovation

intensity in the knowledge-intensive services sec-
tor in east Germany is also much higher than in
west Germany. Currently in east Germany, 48 per-
cent of the companies in the knowledge-intensive
services sector pursue innovation processes or in-
troduce new services product, which is still low-
er than the proportion for west Germany (52 per-
cent).'” But it seems that an innovative core of
knowledge-intensive services companies has devel-
oped. This is due among other things to the fact
that small and medium-sized enterprises in particu-
lar outsource research and development assignments
to external service providers, e.g. external industri-
al research institutions.

If individual companies are considered, rather than
economic sectors, then there are clear signs that east
Germany is beginning to catch up. This approach
is possible using the IAB Panel "'8. The proportion
of all personnel in east German small enterprises
working in R&D is markedly higher than the cor-
responding value in Bavaria, Baden-Wurttemberg,
and Hesse (Fig. 12). In the services sector, the av-
erage independent of company size is as high as
in the corresponding companies of the leading west
German Laender.!"”

FIG 12
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More cutting-edge technology in the new federal
states

In the new federal states and in Berlin, sectors of
cutting-edge technology are better represented than
in west Germany, and in addition they show more
growth, e.g. in the period 2000 to 2007 employ-
ment in these sectors in east Germany increased by
20 percent, whereas in the west it virtually stagnat-
ed. Correspondingly, the proportion of employees in
manufacturing companies in east Germany working
in research-intensive industries increased from 30
percent (2000) to 35.5 percent (2007). The figure in
western Germany (45 percent) is still considerably
higher, but east Germany has clearly caught up. This
also applies for R&D employment. Whereas in east
Germany in 2007 some 40 percent of private sec-
tor R&D personnel were working in a cutting-edge
technology company, only 26 percent in the west
were. Information and communications technology,
and control and measurement technology are par-
ticularly well represented in the east, and are clus-
tered in accordance with the economic history of
the various regions. Economic incentives, e.g. in the
form of investment subsidies, have had an addition-
al positive influence on the development. The pho-
tovoltaics industry is also clustered in east Germa-
ny (Box 10), providing a good basis for the future.
However, the research-intensive industries in east
Germany spend less on R&D than the same sec-
tors in western Germany. This indicates that R&D
projects are on average less demanding. However, it
also shows that east German structures are not sim-
ply copies of those in west Germany, but that new
paths are being pursued, though at present there is

The photovoltaic industry

The photovoltaic industry (PV) is a good example of
the development of new networks of technological
expertise in the new Laender. Meanwhile a number
of these industrial centres have established them-
selves in eastern Germany, with a total of some
10 000 employees (Bitterfeld-Wolfen / Thalheim,
Freiberg, Dresden, and Erfurt / Arnstadt).

Photovoltaic cells were already being used in the
late 1950s in astronautics. However, broad terres-
trial use for power generation seems uneconom-
ic and unnecessary until the early 1990s. Things
changed with the emergence of the debate on cli-

mate change and sustainable energy supplies. Pre-
vious German governments introduced incentive
measures such as the “1 000 Roofs Programme”,
the “100 000 Roofs Programme” and also legis-
lation on energy from renewable sources (EEG).
These steps led to the development of a lead mar-
ket in photovoltaics and a strong photovoltaics in-
dustry in Germany.

Along with Japan, Germany became worldwide tech-
nology-leader. Offered further financial support, a
number of investors chose to locate in former GDR-
operations with relevant product spectra, e.g. Freib-
erg for metallurgy, Dresden and Erfurt for micro-
electronics. The subsequent clustering phase saw
specialised suppliers also locating in the region and
the networking of the PV industry with the region-
al public sector research landscape. Special univer-
sity chairs and degree courses were set up to meet
the demand for skilled personnel in the PV indus-
try.'2! At present, some 60 percent of all jobs in
the German PV industry are in eastern Germany
and subsidiaries and branches of foreign compa-
nies are also locating there.

The PV development shows that eastern Germany
can offer a very attractive location for innovative,
research-intensive technologies, which are at first
less dependent on existing networks that on suita-
ble regional location factors. These companies bring
more research activity into the region than conven-
tional manufacturing companies. Establishing PV in
the new Laender not only led to reactions in the
universities, which offered appropriate new cours-
es, but also stimulated the further development of
the non-university research landscape.

In Halle, for example, the Fraunhofer Centre for
Silicon Photovoltaics (CSP) was established as a
joint initiative of the Fraunhofer Institutes for Ma-
terial Mechanics (IWM) and for Solar Energy Sys-
tems (ISE). The CSP has good links with the pri-
vate sector. In 2008 the “Solar Valley in Central
Germany” was chosen as one of five clusters in
the first round of the Federal Ministry of Educa-
tion’s best cluster competition. Over five years it
will receive some EUR 40 million funding. Saxo-
ny, Saxony-Anhalt and Thuringia and the private
sector each also invested comparable sums. A part-
nership has been formed by 35 companies, sci-
ence and education institutions in order to rapidly
reduce the costs of photovoltaic power. Intensive
R&D work is being conducted in the field of crys-
talline silicon technology.




often not the critical mass needed to develop an in-
dependent dynamic.

SMEs in the new federal states play a much more
important role in conducting research and develop-
ment than they do in the old Laender. 39 percent
of R&D personnel in the new federal states work in
companies with fewer than 100 employees, compared
with only 5.6 percent in the old Laender. Large-scale
companies carrying out R&D are correspondingly un-
der-represented. Over time, the importance of SMEs
for R&D in east Germany has increased. Whereas in
the west large scale high-value technology compa-
nies (motor industry, chemistry, etc.) represent crys-
tallisation points for the development of R&D clus-
ters, this was hardly possible in the east.

After German unification, foreign and west German
companies invested considerable sums directly in east
Germany. It is sometimes still claimed that much of
this involved the introduction of basic, standardised
production methods for low-technology products. In
fact, though, the R&D intensity of these companies
is now above average, and they have a more mod-
ern range of products than the original east German
companies.'? In the past, direct investments were
important in order to spread new technologies and
expertise in the new federal states. But while they
were highly relevant when the east German innova-
tion system was establishing itself, they are mostly
inadequately positioned to stimulate its further de-
velopment. The modern range of products is in part
explained by the transfer of company R&D results
to their branches in eastern Germany. The local re-
search and development of these technology recip-
ients is often of a lower quality than that of com-
panies in the old Laender.

Fewer private sector, but more academic patent
applications in east Germany

Whether investments in R&D subsequently “pay off”
is of great importance for the success of the east
German economy. There are indications of both a
successful process of catching up and also of po-
tential for further improvements. Patent applications
per 100 000 inhabitants in west Germany (62 ap-
plications in 2008) are 1.6-times higher than in the
new federal states. This difference is due to the pat-
ent weakness of the east German private sector, al-
though the gap to west Germany is slowly closing.
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In contrast, the numbers of scientific application in
the new Laender relative to the number of scientists
is higher than in the old Laender, and the publica-
tion activity is also above average. In 2008, there
were about 1 200 publications per million inhabit-
ants in the new federal states (not including Berlin),
compared with about 1 000 in west Germany.'?*> The
Berlin science system registered 2 800 publications
per million inhabitants. These results are evidence
of a viable, application-oriented science system.

According to the Mannheim Innovation Panel'?, the
innovator rate, that is the proportion of manufactur-
ing companies who have introduced new products
in the past three years, was lower in east Germany
in 2008 than in west Germany (44 percent vs. 48
percent), but for companies in the services sector it
was considerably higher. There are no signs that the
gap here is being closed, although the productivity
of innovative manufacturing companies in east Ger-
many is now much the same as that in comparable
west German companies.'?

Companies in east Germany invest a greater pro-
portion of their revenues in innovation processes
than companies in west Germany. This is the case
in particular for services companies and less so for
manufacturing companies. Whether innovations are
economically successful is shown by the share of
revenues achieved with new products. In 2008, the
figure for the east German research-intensive industry
was 35 percent compared with a west German value
of 39 percent. The proportion of revenue generated
with new products in east German services compa-
nies is also lower in comparison with the west Ger-
man Laender. The proportion of revenue generated
with market innovations in the knowledge-intensive
services sectors in east Germany in 2007 was still
higher than in west Germany, but it has now fallen
to well below the west German level.'?

In east Germany, about 44 000 companies were start-
ed up annually in the period 2005 to 2008. Of these,
some 10 000 were in the technology- and knowl-
edge-intensive sectors, giving an average annual start-
up i