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Response to the Scottish Government’s Call for Evidenceon  David
Scotland’s Innovation Strategy Hume

About the David Hume Institute

The David Hume Institute (DHI) is a think tank, established in 1985 to increase diversity of
thought on the economy and society in Scotland. DHI’s work seeks progress towards a Scotland

that is prosperous, sustainable, inclusive and fair.

Central to our work are the people of Scotland, including those who are seldom heard; from
different ethnic and cultural backgrounds; different genders, ages and abilities.

We apply the critical thinking which has long defined DHI to encourage action to address the
contemporary issues of our time.

DHI welcomes the opportunity to respond to the Scottish Government’s call for evidence on
Scotland’s Innovation Strategy. Our response draws on one to one interviews and a roundtable
conducted in line with the Chatham House Rule. Participants were from different backgrounds
and areas of expertise. The response also draws on previous research conversations from the
Action Project, see appendix 1.

Overall

Whilst research participants understood the desire to define innovation, there was consensus
that the paper feels overly prescriptive.

Conversations highlighted that, historically, periods of big innovation come at moments of
extreme stress, such as world wars. But, recognising we don’t want to have a war in order to
increase innovation, what are the conditions that will increase innovation in a peaceful country
like Scotland?

Diversity of thought and participation play a key role in innovation. People need to be open to
knowledge and understanding different from their own, and to be able to understand different
playbooks.

Key recommendations

1. Think long term and be brave
The strategy should not sacrifice long term objectives for short term policy announcements,
and it should avoid trying to do everything.


https://davidhumeinstitute.org

“Government should focus on creating the conditions for innovation with
minimalist intervention, as it cannot seed everything.”

It is unlikely everyone will agree with or get on board with any strategy, so be clear about what
is in the government’s power and what is not. Being clear will help honest conversations and
progress.

For instance, if Scotland is to become the best place to start and grow innovative companies,
the Scottish Government’s critical role is to ensure education creates the best human capital so
that innovation thrives. This doesn’t just mean school or university education - the mindset of
lifelong learning needs to become part of Scotland’s brand and in its DNA. Housing, fair work
and quality of life also play a part in innovation, as the best human capital is mobile and can
choose to move elsewhere.

2. Have clarity of purpose
Key questions from members of the roundtable were: what is the innovation strategy trying to
achieve? How can Scotland be part of more world class innovation?

“Learning from the best countries from around the world, like Estonia, means it’s
critical to be clearer about the focus of Scottish Government’s ambition.

Clarity of purpose in a long term innovation strategy will help ensure there is a firm grounding
to resist future lobbying and short-term distractions.

A key question from roundtable participants: Where does the government need to take direct
action and where does it stand back?

Some of the interviewees felt the Scottish Government could consider choosing one to two
critical industries to support ecosystem growth such as health tech or nature based innovation.
This would mean other sectors can still thrive in Scotland but the government’s limited money
is focussed to achieve best impact. However, others participants felt this was limiting and being
a brilliant place to start and grow companies in any sector enabled more innovation.

3. Lead by example
Ensure the Scottish Government is innovating internally. For the Scottish Government to lead
by example, business as usual is not an option. A 10 year strategy needs to acknowledge the
world will look very different in 10 years time and Scotland’s demographics will have changed
significantly with many fewer people of working age. This necessitates faster refocusing of the
role of government as an enabler and in providing stable conditions for innovation to thrive.



Research participants wanted actions to speak louder than words - and this included an
immediate rationalisation of advisory groups and boards - they felt that hours of meetings
restricts civil servants and external participants’ time to deliver.

Participants called for procurement to support innovation - ensuring any procurement complies
with conditions that support innovation such as fair work and diverse boards. However
procurement processes should be streamlined to ensure they are quicker and utilise the latest
technology. Research participants talked of procurement managers stifling innovation by
defaulting to familiar “old world” approaches because it is harder to understand and articulate
the nascent technologies.

“Both public and private sector procurement is in the dark ages. Requirements
such as 3 years worth of accounts are simply not possible or even relevant for the
most innovative companies. Procurement managers work to different timescales
than the budget holders and this can really delay projects... Some companies
have gone bust while waiting for procurement processes to complete...
Procurement systems and processes have not adapted to new developments like
open banking.”

The principles of open data and transparency need to be fully embraced and acted upon by
national and local governments as this enables innovation. Data should be open by default so
that innovation is not limited by what the data holders currently think the data might be used
for. Open data’ is a key factor in countries with high levels of innovation and new forms of
democratic participation.

4. Ensure data and facts underpin decision making
On page 1 of the call for evidence discussion document there is an unreferenced assertion
about the effectiveness of R&D tax credits. From the data we have seen, including from the IFS,

R&D tax credits have not proven an effective policy lever to stimulate innovation.? **

5. Play to our strengths but there is more than one game
Page 20 figure 9 (extracted below) of the Call for Evidence discussion document quotes from
the European Commission’s Innovation Scoreboard. This provides much food for thought. The

" What is Open Data and why does it Matter? 2022 David Hume Institute Briefing paper

2 Tax system discourages employment, investment and risk-taking. It needs reform. 2021 Institute of Fiscal Studies
3 Low rates of capital gains tax on business income lead to large tax savings but do not boost investment, 2019,

Institute of Fiscal Studies
4 Super deductor’ tax break fails to boost UK business investment, 2022, Financial Times



https://www.ft.com/content/74eafecd-5f73-4e9e-a546-26b5c1032780
https://ifs.org.uk/publications/14511
https://ifs.org.uk/publications/15273
https://davidhumeinstitute.org/research-1/research-what-is-open-data

strong tertiary education sector is not translating into R&D spend in business, business
innovation or employment in knowledge intensive activities.

Figure 9: Relative Scottish strengths compared to the UK and the EU34

Tertiary education
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Source: European Commission’s Regional Innovation Scoreboard 2021

However, looking at this analysis further, the scoreboard doesn’t mention start-ups. From the
definition, innovative SME’s might include start-ups but they should be considered distinct. The
nature of innovative start-ups means they are the most likely place for fast innovation, with a
scale or die approach. Our participants provided strong feedback that by combining this
category the scoreboard was overestimating Scotland’s strength at present. Participants
observed that, although innovative SMEs do spin out from Universities, rarely do they have a
start-up mindset that scales fast.

Research participants highlighted lack of business understanding and inflexibility from
universities. They cited rigidity and bureaucracy of university systems as a key barrier to
increasing innovation. Venture capital (VC) funding fuels innovation by backing start-ups but
universities fixing equity percentages in spin out companies can make VC investment
unachievable. This can result in business failure rather than the university owning a smaller
proportion of a much bigger company. The ‘spin-out’ vs ‘sneak-out’ concept has led to a very
different approach from MIT, where they take no equity share in businesses formed by their
students or academics.

Participants agreed it is essential for innovation to be happening across sectors. Although they
were keen to recognise the strength of Scotland’s Universities, participants also cited



weaknesses that require new thinking. There is a need for Universities to engage with
communities better to drive innovation.

Thinking beyond universities as a source of innovation will help ensure human capital is
strengthened throughout Scotland and this will help the whole ecosystem thrive.

The world is changing quickly and it would be easy for Scotland to be left behind - people and
organisations will need to continually innovate how they innovate.

Appendix 1: lllustrations of The Action Project David Hume Institute research
conversations, 2020

In addition to the individual interviews and roundtable specifically undertaken to support the
David Hume Institute’s response to the Call for Evidence on Scotland’s Innovation Strategy,
innovation was a recurring theme in DHI’s Action Project research. The following illustrations
provide insight into this research.

& N wé :
r W Revilbionise

THE FUNDING
MODEL?

Hume CONVERSATION wibh

Institute BUSINESS CHANGEMAKERS

1,
W ot _SHARED”
Thursday 8* October 2020 R tg AV “y\:;\,\!i gefoRe ‘ €' £cosysTem
o TouAR THeR wo” R
oq:(-\ Og CLEARER + VALUES £DUCATION ot
& - INFORMATION — CRREER OPTIONS
< SooNs . AR 2

FUNDING

‘1\‘\ | counsoramve
72’5\67 Rm@ ” (g2 m BALANCED
e = —’2 THELIX 7 ECDNO

. ™
SOmmoRT RETAL +UALUES

THEATRE'

TO EFFECTIVELY SeT ~ QUSING 0
+ MEET TARGETS... @ _Economr

f WHAT are the ACTIONS bhok MIGHT Wil SDU@[M 22

LEAD fr MORE THRIVING BUSINESSES %
o ORI MISSION Lvourons Funores I\ \\\\ 7
IF BUSINESSES A
WORK GO“R;‘&A%E ""Vﬂlu‘fswﬁ[l:’@ES N4
~J—=— CLEAR ‘PURPOSE DRIVEN'
CAN THERE be . gy
MORE BENEFIT? |'I will alwoyp come wikh iks

STRONG
PROCESSES

‘TEA BREAK W, ah
Ml TERRORISTS® the ROOTS ofy & BUSINESS...




B N . ACTION PROJECT

David

Hume ECONOMIC UMBRELLA

IN PARTNERSHIP with FRASER of
Institute ALLANDER INSTITUTE

13* NOVEMBER 2020
AAANANAANAANANN

CAMERING g, O "
‘,‘7 eﬂ%‘é wew(S«

Bemep PSSE

ee THE ELECTION
¢ CucLe,

€ EVERVTHING -
1S “SHORT-
TERM 22

/

\ How IT AFFECTS

N MINDSET 7 o, —————

| CCI0ENTIFYING guy
oo

_LONGER TERM /
“THINKING 7

0. 29
ADVANTAGES. . % 5 L—E" ON,S

COBUSINESS INVESTMENTS
(0R LACK OF) HOLDING

EDUCATION BACK THE POTENTIALS

sl 0 o swaLd Busivess % SCOmAND..>Y
o i
afy

gpon WE HAVETOORY...

WHAT DOES i
LeNOT HAVING . £ACH AREA 7
/e reonie>s QI BRARRE
( L 21 A | £

§ INCLUSIVE =

= 1.INFRASTRUCTURE —

MANAGEMENT
PRACTICES +
GUALITY

/’ T ——
neess / ferace Focusep e Rd

CAN BE USED NS REFERENCE
FOR FUTURE INVESTMENTS. ..

[WE'RE 600D

AT IDEAS in

( 7 | SCOTLAND...
But How DO WE

~ SUPPORT & UTILISE THESE?

¢
TECH DEVELOPMENT (

+ECOSYSTEM SECTOR

A

_
UTILISING OUR

S MINDSET & *
DEVELOPMENT | SHIFTING

UNIVERSITIES

#¢ CREATING NEW PRODUCTS 01 SERVICES / BEING MORE -~
LTEILTEIIN — EFFICIENT / RESEARCH + DEVELOPMENT ~» INTO MARKETY -
INNOVATION - —

'PROVE  WORKS'

= EVIDENCEZ [/

wananas |
LONGER ViEws BB
FOCUS ON —
v ADVANTAGES (ﬂZRL thaw
_ Ter, T Zgww-’

(@ o FAIL-no Cﬁ

UCCESSFUL S FEAR OF RISK

a ok | THE DIL...

CONFIDENCE
+ SUPPORT
+SKILLS

AN
TR =
) Joss avaiag 1 oG e @ POTENTIAL
| b the RIGHT | “
ST e N R BQU‘LNQRS“-’, INST)
Z = ,@)waﬂbwu |/
s, BEHAVIOURAL DRIVERS of —= | - ,sznzuﬂ Lt R T, S D
- i— LE:D:IISMP...# GDV;E‘ St sToppeD PROGRESS... Jﬁv;;aamﬁcuzggw‘:w )
—_— — AN
’ TAKING ADVANTAGE M& < = f:,'ﬁ'?" kamvsgs.-ﬁ ROUTE Y
94 DIGITAL - . o e
=V RIGITAL ;

| BUSINESS.. 7y sente )
1 _— —— |

LEADERSH P
8 SKiLLs.
LS

Sl - L5V

INPUTS &

\ LU pamiway 7o
. CAReERs —°

| CULTURAL Frimssls

& MINDSET SHIFTS.,. .-

EXPERIENCE —o

. COMPANIES

7\

PRy (o) 4 Low IN CONFIDENCE...

STICKING TOGETHER AS [OCALISED )
5 COMMUNTIES, & UNLOCKING the
MONEY WE HAVE IN OUR LoCAL
AREAS [ NETWORKS ——

O i ACTION PROJECT
David

Hume  SUSTAINABILITY ROUNDTABLE

Institute 9nd December 2020
D o e g P Y

. "MEASURING

ATTONATIC
MECHANISMS’
€. ANGELS + GOV

(ﬁ

S

HENT)

IMPACT'

MAPPING
BEYOND FINANCE, \ m»lmggaur ;
BUSINESS J susnaeoit) st g AT ol
its not easyd 7 ‘ :
- e s ot ) “IMPACT COMPANY'
A ERa = ) K @ ‘Mol EDUCHT
BUSINESSES

EXPERIENCES
<t

* ACCELERATOR

ADVERSE ovtea)

ART ob
COLLABORATION
To COVER oll STEPS
AMTUDE bs i FUNDING PROCESS
FAILURE
BASEBALL ANALOGY
MORE INFORMATION
NEEDS b be AVAILABLE
A olb |

FUNDING 5
CROWDFUNDING | f fe,P MoV TALENT \
+mote ANGELS : J @
(buk tks skilla RISK g p
.

- FOR GDOD **.

HAVING TIME T WORE )
on PRODUCT/SERVICE

RATHER than ‘WHERE'S bhe

NEXT B16 CHEGUE? )

COMMUNICATE  (beyond ‘ LOCAL
thesre ‘GOOD*

MAXIMUMS)

INVESTORS ot bie
- e JUST MEANS Gﬁg RIGHT BUSINESSES
'MODERN COMPANY' 3\ Y = »
INVESTMENT \ v 0
'\ ﬁr EFFECTIVELY  COMMUNITIES <~ / ~ Y

g

> MIND

o STRUCTURE
tr WORK with

—_— e o~ ) ,~~—~—0 o Nomswsta 7 Coystomer,
e ‘xyz' b ERTIeG e * KNOWING yout
| E[N_-' N@V FOR GOOD | / N Qeurs’

ACTIONS : ——

1. EACH —_—
= . ) IMPACT FUNDS

o NOw AV\/L/\
OUTPERFORMING @
(keep the

MOMENTUM)

S FINDING th LINKS

¢ GET INSIDE the

(ot the RIGHT

of ovt

NS BETTER CONTACT
BEVOND FINANCIAL  ~~~— Wt all wibh INVESTORS
PROPOSALS that ‘DISCONNECT DIRECTLY
WILL MAKE o sekean INVESTORS 5
REAL DIFFERENCE  § BUSINESS NEEDS, ¢ B,.tﬁ%eus'%élw
b PEOPLE'S Lives  'NTENTIONS ! ' EDUCATION
LR Ee s e ‘CONFIDENCE
\ GET EXCITED
VAUNLOCKING'  TaKs on ‘RISKY® s CREATE New cestop 2R
7. TOP TALENT + INVESTMENTS PARADIGMS T ‘?‘»
“ HIGH ASPIRATIONS ot INTEREST L A\E OPEN up OPPORTUNITIES TICk-B0X ‘\\@
of BUSINESSES ~ Of EXCITE YO % Ly BaNKING) FUNDING®

 DESIGNING NEW FUNDING STRUCTURES
RATHER than FITTING' FUNDING b
C\/{R'}ENT ’STAVNDRRQS ¢ PARADlCﬂS




