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Abstract

We examine the impact of government funding for R&D — and defense-related R&D in particular —on
privately conducted R&D and its ultimate effect on productivity growth. We estimate longitudinal
models that relate privately funded R&D to lagged government-funded R&D using industry-country
level data from OECD countries and firm level data from France. To deal with the potentially
endogenous allocation of government R&D funds, we use changes in predicted defense R&D as an

instrumental variable. In many OECD countries, expenditures for defense-related R&D represent by far
the most imnortant form of nublic subsidies for innovation. In both datasets. we uiIncover evidence of



Government (defence) R&D

e Data

— Industry-country-year OECD panel (26 countries over 23 years)
— French firm-level panel data (12,539 firms 1980-2015).

@ Focus on impact of defence R&D directly (& as IV for govt. R&D)
— Strong evidence for crowd-in of private R&D by public R&D
— Positive impact on domestic (& international) productivity growth
— Consistent with recent macro approaches (Gavanni et al., 2026)

e Is $1 in defence R&D better than $1 in non-defence R&D?
— Interesting question, but not the current policy relevant question
which is ‘how can we make defence uplift pro-growth?’
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Abstract

For governments procuring innovation, one choice is whether to specify desired products (a conventional approach) or allow firms to
suggest ideas (an open approach). Using a US Air Force R&D grant program where open and conventional competitions were held
simultaneously, we find that open awards increase both commercial innovation and technology adoption by the military. In contrast,
conventional awards have no positive effects on new technology but do create more program lock-in. We present evidence that
openness matters over and above inducing differential selection, for example, of less well-established firms. These results suggest
benefits from open approaches to innovation procurement.
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Defence Ideas becoming Harder to Find? US Defence firms were 20%
more innovative on average in 1976 to 40% less innovative in 2019
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US AirForce experimented with ‘Open’ approach to R&D procurement

« Admin data on >21k applications & evaluation scores of SBIR proposals
2003-19 & outcomes through 2021. Focus on 2017-19 proposals when
Open & Conventional programs run simultaneously

Findings:

* Open attracted more new entrants — young firms & those that had
never applied for SBIR in the past

« RDD: Open has better outcomes than Conventional: VC Funding; DoD
tech adoption; Novel patents

» Conventional “better” only for future SBIR contracts (lock-in by “mills”)



DoD Tech Adoption 10 percentage points higher for Open program
winners. Zero Effect for Conventional program

A Open B Conventional (2017-19)
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Fic. 3 . —Probahbility of technology adopdon (Dol non-SBIR contract) by mank around
cutoff. The figure shows the probability that an applicant firm had any non-SBIR Do) con-
tracts valued at more than 550,000 after the award decsion. The »saxis shows the appli-
cant’s rank around the cuwoff for an award. A rank of 1 indicates that the applicant had
the lowest score among winners, while a rank of —1 indicaws that the applicant had the
highest score among losers. We plot the points and 95% confidence intermals from a regres-
sion of the outcome on a full complement of dummy variables representing cach rank as
well as fixed effects for the topic. The omitted group is rank = —1. We include first appli-
cations from 2017 w 2019,



Lessons being learned from Open program?
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