


 

 

This short note provides NCUB’s immediate response to the 2021 Spending Review and Autumn Budget, 
which were both delivered on 27 October 2021. The Spending Review set the spending limits for 
Government Departments for 2022/23 through to 2024/25, with the Budget providing an update on the 
public finances and proposals for changes to taxation and spending.  

 
Overview  

Tax and public spending levels will rise to record levels as a result of the Spending Review. 
Government Departments will receive an annual increase to their budgets of around 3.0% in real 
terms, compared to a 2.9% real terms decrease under Cameron/Osborne in 2010. 
 
The Government has made a clear decision to improve public finances by raising taxes. This tax 
revenue will not entirely be used to reduce borrowing, as was originally announced. Instead, increased 
revenue will also support an increase in government spending, with around 44% of increases being 
spent on the NHS. Much of the residual increase has been spent on the UK’s twin priorities of levelling 
up and delivering on the “Plan for Growth” announced earlier this year.  
 
Innovation and skills are central pillars of the Plan for Growth, with the Government targeting a more 
innovative and highly skilled economy for the future. Realising this ambition relies on effective 
collaboration between universities and businesses to build talent and knowledge, and generate, 
diffuse and commercialise ideas. 
 
The Spending Review makes a number of announcements that are important to this mission. 
Importantly, research and innovation is to receive an important boost in funding, with total public 
spending to reach £20bn by 2024/25 and £22bn by 2025/26. The Government has thereby upheld and 
progressed its plan for higher R&D spending, sending a clear signal to businesses around the world 
that the UK is looking to build its research and innovation capabilities.  
 
There is a strong focus in the Spending Review on ways to increase private R&D and innovation. Of 
course – private R&D investment is not determined by public R&D spending and incentives alone, 
though the talent, knowledge and infrastructure it supports is critical. A small number of large 
corporates are largely responsible for the UK’s private R&D investment, and the UK competes on a 
global stage for their investment.  
 
A number of measures were announced to encourage private investment, including adjustments to 
R&D tax credits, greater investment tax relief, and unlocking more finance from defined contribution 
pension schemes. A key question is whether the targeted measures to encourage R&D investment 
into the UK are not offset by the cumulative impact of higher corporation tax, increased minimum 
wage, a proposed consultation for an online sales tax and National Insurance contributions, as well as 
rising energy prices and supply chain challenges. 
 
People and talent will be critical to growing the future economy. Whilst there were a number of skills 
related announcements, most had been trailed previously. There is a sense that the measures taken 
remain focussed on addressing existing employment and skills issues, rather than anticipating the 
more seismic shifts that are increasingly characterising the labour market. There were no specific 
announcements related to higher education, though the Government’s response to the Augar Review 
of Post-18 Education and Funding is expected within the next few weeks.  



 

 
Summary of core announcements  
Big picture  

• Taxation is to rise to record levels, with the main rate of corporation tax rising from 19% to 
25% from 1 April 2023 as announced in the 2021 Spring Budget and the 1.25% Health and 
Social Care Levy funded by National Insurance Contributions. 

• The OBR forecasts demonstrate a faster than expected recovery from Covid-19, with stronger 
growth, lower borrowing and lower unemployment than was anticipated in March 2021. 
However, the OBR also warns that inflation could hit the highest rate seen in the UK for three 
decades.  

• The improved forecasts gave the Chancellor more options at this Spending Review. The 
Chancellor has chosen to proceed with tax increases, target a lower level of borrowing than 
anticipated prior to the pandemic, and increase public spending.  

• No Government Department is facing a cut, and the increases announced are real and 
substantial. Increases to NHS funding accounts for around 44% of the total increase to public 
spending.  
 

Public research and innovation funding  
• The Government remains committed to the vision of a more innovative economy, as set out in 

the Plan for Growth. Public R&D spending will rise to £20bn by 2024/25, an increase of 
around a quarter in real terms. The Government maintains its commitment to grow R&D 
spending to £22bn, but has moved this back to 2026/27.  

• Increases will be front loaded, with the greatest annual percentage increase occurring 
between 2022/23 and 2023/24, rather than right at the end of the Spending Review term. 

• The cost of associating to EU research projects is included within the R&D budget as a 
specific line. 

• Government Departments have been given higher R&D budgets. The Spring 2021 Budget 
committed new research funding to the Ministry of Defence, and the Spending Review offers 
new R&D funding for health (£5bn over three years) and innovation funding to achieve net 
zero (£1.5bn over three years)  

• Innovate UK’s budget will also see a 36% increase to reach £1bn across the SR21 period, 
though this increase is mainly in 2024/25.  
 

Further measures to encourage private investment, including R&D investment 
• R&D tax reliefs will be reformed by expanding qualifying expenditure to include data and cloud 

costs. This change will take effect from April 2023. The Government also announced that it 
will refocus reliefs towards innovation in the UK, and will set out plans to tackle abuse and 
improve compliance with R&D tax reliefs later this year. 

• The Annual Investment Allowance will remain at £1 million until at least 31 March 2023 
• The Government will consult on further changes to the regulatory charge gap for defined 

contribution pension schemes, considering amendments to unlock institutional investment to 
support innovative businesses. 

  



 

 
Skills and talent 

• Education spending receives a comparatively small increase compared to other Departments. 
• Total spending on skills will increase by 26% in real terms, including to grow Skills 

Bootcamps, expand the Lifetime Skills Guarantee, improve numeracy skills, open 20 new 
Institutes of Technology, and improve Further Education estates. 

• Apprenticeships funding will increase to £2.7 billion by 2024-25 – the first increase since 
2019-20. The £3,000 apprentice hiring incentive for employers will also be extended until 31 
January 2022. 

• No changes to higher education funding were announced at this Spending Review, but the 
Government’s response to the Augar Review of Post-18 Education and Funding is expected in 
the coming weeks. 

 
NCUB’s position on the 2021 Spending Review and Budget  
Earlier this year, the Government’s Plan for Growth set out a clear vision for a reformed economy, 
which is more innovative, research intensive and highly skilled. The Spending Review demonstrates 
continuing commitment to this vision and a clear recognition of the important role of theGovernment 
in its success.  
 
The increase in public spending for research and innovation must be welcomed, especially against a 
challenging backdrop. Previously, the Government had pledged to spend £22bn on R&D by 2024/25, 
and the actual commitment falls short of this. However, the increase does represent a significant real 
terms increase compared to 2019, which should bring the UK closer in line with competitors.  
 
However, the OBR forecasts demonstrate the challenging road ahead – with inflation set to rocket to 
its highest level in three decades, energy prices soaring and supply chain issues continuing. 
Navigating these challenges, and realising the benefits of a reformed economy, will require a 
substantial and collective effort from the UK’s businesses, universities and policy makers. This 
requires optimising the benefits of some of the spending increases announced.  
 
Frontloaded R&D funding 
Critically, R&D funding will be frontloaded. This means that significant increases will come early in the 
Spending Review period, providing a strong basis from which to attract private R&D investment and 
sending a strong signal to businesses that the Government is serious about raising spending.  
 
There was significant debate throughout the Spending Review consultation about what would be 
included within the Government’s headline R&D investment figure. The promised £20bn includes the 
cost of associating to EU research projects, which hits £2.3bn in 2023/24. The benefit of this 
approach is that it does safeguard this funding for R&D. If the UK is unable to associate to the 
programme, the funding is committed for alternative R&D investment.  
 
  



 

 
Figure 1: Departmental capital budgets on research and development 

 
Source: HMT 
 
Is it enough?  
The Government set an ambitious target for the UK to spend 2.4% of GDP on research by 2027, which 
is further reiterated in the Spending Review document. Achieving this target is critical to unleashing 
the benefits of a more innovative economy and to improving the UK’s global competitiveness. We 
previously estimated that this would require businesses to spend over £17bn more each year in 2027 
than they did in 2017.  
 
We believe that the additional public funding announced for research in the Spending Review will not 
be enough to leverage sufficient private investment to meet this target if the current leverage rate is 
maintained. In the UK, £1 of public R&D spending leverages around £2 of private R&D investment, 
which is far higher than the OECD average, as well as that of competitors like the US and France.  
 
To achieve 2.4%, the UK must therefore create an even better environment for private R&D investment 
in order to push up the leverage rate further. The Government proposed a number of measures to do 
this, including unlocking new finance, changing R&D tax credits eligibility and encouraging private 
investment through measures like extending a more generous Annual Investment Allowance.  
 
In our view, this will need to go further. The changes proposed feel fairly modest, particularly 
compared to the seismic shifts in other countries. Over the next 12 months, we strongly recommend 
that the Government undertakes a comprehensive study to benchmark the climate for business 
investment in R&D and innovation in the UK against countries with higher levels of private investment. 
This will provide the UK with the evidence it needs to act as a competitor in the global R&D market. 
 
The Chancellor stated that: “total UK R&D support as a proportion of GDP is forecast to increase from 
0.7% in 2018 to 1.1% in 2024-25. This is well above the latest OECD average of 0.7%”. In reality, 1.1% 
is a target for 2024/25, compared to an actual OECD average in 2018. We know that many of the UK’s 
competitors, such as the US, Germany and China, are rapidly accelerating their research spending too. 
The UK must continue to assess the competitiveness of its offer.  
  



 

 
A focus on research translation and innovation 
The Spending Review announces new spending on research translation and innovation, including an 
increase in Innovate UK’s budget, funding to progress innovation in health and Net Zero, and 
confirmation of funding for a new Advanced Research and Innovation Agency (ARIA). This shows that 
the Government recognises it has a critical role to play in unlocking research translation and 
innovation. This represents an important step change in thinking about innovation policy.  
 
The Spending Review signals a Government role in the Innovation system across three domains – (1) 
funding and fiscal incentives, particularly in high risk areas, (2) regulatory levers and (3) prioritisation.  
 
Importantly, the Government also recognises the importance of prioritising spending towards the 
areas where the UK believes it can achieve a competitive advantage, as was recommended by NCUB’s 
R&D Taskforce last year. The new National Science and Technology Council, which is to be chaired by 
the Prime Minister, will play a pivotal part in identifying these priorities.  
 
Again, we believe that conscious prioritisation – rather than spreading investment too thinly across 
lots of domains – is critical to optimising the value of additional spending. However, it will be 
important that the Council consults widely on the mechanisms used to prioritise, and that this does 
not become a closed shop.  
 
Additionally, a careful balance does need to be struck between enabling the broad-based fundamental 
science that will allow the UK to identify emerging areas of opportunity, and targeted, prioritised 
research translation and innovation funding. In our view, the growth in core research funding was 
critical in order to maintain this balance, however it does appear that research grant funding is likely 
to grow at a greater scale than block grants to universities and other research performers. The 
sustainability of this model will need to be carefully assessed to ensure that research performers 
have the absorptive capacity to make the most of the additional investment available.  
 
Delivering research and innovation  
The shape of research and innovation funding seems to be shifting. Over the three years of the 
Spending Review period, the proportion of R&D spending delivered by Government Departments, 
rather than BEIS, rises from 34% in 2021/22 to 39% in 2024/25. Additionally, the composition of 
funding within BEIS alters too, from 10% of BEIS R&I funding being spent on Innovate UK in 2021/22 
to 12% in 2024/25. This will have important implications for the UK’s research community.  
 
There are three important Reviews ongoing related to UK research, including the Nurse Review of the 
UK R&D Landscape, the Tickell Review of research bureaucracy, and – now – a recently announced 
Review of UKRI, to be led by former Cardiff University vice-chancellor, David Grant. 
 
These Reviews must seek to optimise the value of the additional spending on research, and care must 
be given that any reforms do not cause unnecessary uncertainty or disruption.  
  



 

 
Levelling up 
There continues to be considerable uncertainty about where research spending will be concentrated. 
Whilst the Spending Review document states a clear ambition for “increasing R&D investment levels 
outside the Greater South East”, it does not yet explore a way for this to be achieved. The decision to 
significantly increase R&D spending in health through the National Institute for Health Research has a 
consequence for this, as its spending is disproportionately concentrated in the South East.  
EU Structural Funds have supported business and university collaborations in different places, and 
have also helped to unlock growth and innovation across the UK. The Spending Review dedicates 
budget to its replacement scheme, the UK Shared Prosperity Fund, which will rise to £1.5bn a year by 
2024/25. Whilst commitment to this budget is welcome, details on how the Fund will work have not 
yet emerged and funding is backloaded towards the end of this Spending Review period. This appears 
to suggest that there will be a gap between eligibility for Structural Funds ending, and the UKSPF 
kicking in. This would disproportionately impact research and innovation activity outside of the South 
East.  
 
The importance of people 
Although skills was a fundamental component of the Plan for Growth, the measures announced on 
education and skills in the Spending Review are unlikely to drive a fundamental shift in the UK’s ability 
to prepare future talent. The spending announcements were comparatively modest, with the IFS 
commenting that schools were one of the lowest recipients of the spending uplift. Employers, 
educational institutions and government must work together in the months to come to consider the 
talent that is needed to charge the future economy, and what is needed to deliver it.  

 
Conclusions  
NCUB has long called for an increase in research spending, arguing that this represents a government 
investment rather than cost. The 2021 Spending Review raises spending in strategic areas to help put 
the UK on course for a more innovative, green and prosperous future economy. Important questions 
remain about how to optimise the use of the public funding that will be provided. It is critical that 
businesses, universities and government continue to work closely together to leverage greater private 
R&D investment and become a Science Superpower. 

https://nihr.opendatasoft.com/pages/map-data-selection-v2/
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