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1. Overview

Supercharging research and development (R&D) presents a significant opportunity to lift Australia’s productivity,
raise living standards and deliver a resilient and sustainable economy, underpinned by a Future Made in Australia.
The Business Council of Australia (BCA), representing around 130 of the nation’s largest companies and research
institutions, recognises the critical role of research and innovation in driving economic growth, boosting
productivity, creating jobs and delivering benefits for all Australians.

R&D is the backbone of innovation, fuelling advancements that improve quality of life and address global
challenges. Investments in R&D drive the creation of new industries and diversify the economy, while providing
new opportunities for traditional sectors through advanced manufacturing and applying more efficient ways of
working. A strong and well-supported R&D ecosystem is essential for building a resilient and dynamic economy
that can adapt and thrive in an evolving global landscape.

Australia punches above its weight in research excellence, with world-class universities and a highly educated
population. We rank 8th in the OECD for highly cited publications per capita and 7th for the share of our working-
age population with a tertiary qualification.

Yet despite this advantage, Australia’s R&D system is underperforming. Business investment in R&D has declined
as a share of GDP since 2008, and funding remains fragmented across agencies and programs. Large firms—
critical to scaling innovation—are retreating, while smaller businesses face high barriers to entry. Regulatory
settings, administrative burden and restrictive tax definitions further constrain activity, while promising ideas
often stall before reaching market due to limited pathways for commercialisation. Without reform, Australia risks
missing out on the industries, jobs and capabilities that will define the global economy in decades to come.

With a bold and coordinated plan, Australia can turn its R&D performance around—but the longer we wait, the
harder and more expensive the task becomes, and the longer we endure the drag of low productivity and
weak growth.

The BCA called on all sides of politics to address the nation’s most pressing challenges this election. Research
and Development is a key pillar to lift productivity, boost trade and supercharge our local innovation.

The Strategic Examination of Research and Development (SERD) provides a critical opportunity to establish long
term stable policies that give business the confidence to invest in the R&D. These policies must be supported by
a streamlined and aligned R&D ecosystem that incentivises innovation and ensures great ideas and products are
developed and commercialised in Australia.

As part of the consultation process, the Business Council conducted over 20 hours of interviews with members,
and held multiple roundtables, including with the Chair of the Expert Panel, Robyn Denholm. This submission
includes insights from these discussions.
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2. Recommendations

Aligning priorities to A
maximise impact
Australia’s R&D system is

fragmented and lacks
strategic focus—diluting

investment and weakening A
our ability to compete
globally in areas of national
strength.

A

Incentivising risk

Cultural, regulatory and

business environment

barriers are limiting

Australia’s appetite for risk— A
holding back private-sector
innovation and long-term

R&D investment.

>

Elevate R&D as a national strategic priority.

Agree a target of 3 per cent GDP spend on R&D by 2035.

Commit to a 10-year national R&D strategy to drive innovation,
boost productivity, and position Australia as a global leader in
R&D.

Align Australia’s R&D system to deliver on the national R&D strategy.

Establish a single, coordinated set of research priorities and
direct the majority of Commonwealth R&D funding to areas
where Australia can lead—such as clean energy, health, and
advanced manufacturing.

Consolidate fragmented grant programs into fewer, larger
initiatives with clear objectives, to maximise impact, reduce
duplication and drive stronger cross-sector collaboration.

Undertake a comprehensive review of Australia's insolvency regime.

Seek to simplify the regime, reduce costs and remove
unnecessary barriers to restructuring and renewal while better
supporting entrepreneurialism and innovation.

Establish an Australian Investment Promotion Authority to drive
innovation and strategic, large-scale investment.

Centralise investment attraction, facilitation and regulation
under one body, with strong ministerial backing, to fast-track
priority projects and boost Australia’s global competitiveness.

Encourage innovation by guiding and connecting businesses
to the suite of R&D incentives available, beyond the RDTI.

Design a suite of incentives for business to de-risk R&D, support
national innovation and promote Australian-based Intellectual Policy
(IP). These include:

X

X

A Business R&D Loan Scheme to de-risk early-stage innovation.

A Provide low-interest, stage-specific loans to businesses
undertaking early-stage R&D in national priority areas.

An Australian Innovation Commercialisation Incentive to
encourage, retain and scale innovation onshore.

A Apply a concessional tax rate to income from eligible IP
developed through Australian R&D, across all national
priority sectors.
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Getting the tax
settings right

The R&D Tax Incentive is a
vital lever, but its complexity,
restrictive definition and
administration burden are
undermining its effectiveness
and limiting business uptake.

Stronger together

Closer collaboration between
industry and research could
unlock far greater value—but
misaligned incentives and
system barriers are holding
us back.

>3

p

>

>

>

>

x  An Onshoring Innovation Scheme—a flexible, discretionary
incentive to attract global R&D investment aligned with
Australia’s national economic and strategic priorities.

X A National Researcher Directory to connect industry with
research expertise.

A Create a central, publicly accessible platform listing
researchers by expertise, institution, and recent work to
improve industry access—particularly for SMEs—and
accelerate collaboration and commercialisation.

Develop a national open access model for taxpayer-funded
research.

Modernise the R&D Tax Incentive definition to reflect real-world
innovation.

T Align the RDTI definition more closely with the OECD Frascati
framework and ABS classification to better capture
contemporary business R&D.

T Improve consistency between tax settings and data collection
to reduce red tape and strengthen national insights.

Streamline R&D Tax Incentive reporting to reduce red tape and
improve efficiency.

T Task the ATO with reviewing compliance processes and
documentation requirements to ease the burden on claimants
and improve administrative efficiency across the system.

Abolish the R&D expenditure threshold to encourage large-scale
innovation investment in Australia, or, at a minimum, lift it to $250
million with indexation.

Revisit the design of the intensity measure to ensure companies
investing heavily in Australian-based R&D are properly supported,
regardless of their operating structure and cost.

Build commercialisation capability through targeted skills
development.

T Encourage universities to partner with key industry sectors—

such as information technology, health and advanced
manufacturing—to design and deliver specialised training in
product management and research translation.

T Include ‘Product Manager’ on the Core Occupation Skills List to

offer streamlined pathways for skilled migration.
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A

>3

>3

Embed research-industry collaboration in the higher education
funding model, with a portion of performance-based funding tied to
measurable indicators such as:

A

A

A

A

Growth in industry-linked R&D income

Number of co-authored publications or patents with
industry partners

Commercialisation outcomes, including licences and
spinouts

Placement of PhD graduates in industry roles.

Establish a nationally coordinated network of industry-led R&D
centres—modelled on the UK’s Catapult Network—to consolidate
and scale Australia’s precinct, Trailblazer and CRC efforts.

Introduce a Collaboration Premium to drive high-impact research
partnerships.

T Apply a premium of up to 20 per cent on non-refundable R&D

tax offsets for projects involving startups, public research
organisations or universities.
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3. The case for change

Australia’s R&D performance is at a crossroads. Despite the plethora of reviews into R&D and innovation over the
past decade we have yet to move the dial, instead R&D output is declining. Our members have indicated they
feel 'review fatigue’—unless we enact real change we risk losing momentum.

Despite strong foundational research and global recognition, our ability to translate research into economic and
societal outcomes remains underutilised. While other nations are strategically leveraging R&D to diversify their
economies and drive productivity, Australia’'s R&D intensity has fallen to 1.66 per cent of GDP—well below the
OECD average of 2.73 per cent.

According to government figures, business expenditure on research and development (BERD) was over $20
billion in 2021-22, equivalent to around 0.9 per cent of GDP. This compares to 1.22 per cent in 2012—a 0.32
percentage point decline over the past decade.! Falling business and government investment threatens to
entrench low productivity and diminish Australia’s global competitiveness.

Australian Gross Domestic Spending on Research & Development
% of GDP, 2008-2021

2.9%
27%
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Source: OECD

Other countries have made a deliberate choice to prioritise R&D as a pillar of economic strategy. To break the
cycle of weak productivity, high inflation and cost-of-living pressures, Australia must do the same. In high-wage,
open economies, competitiveness increasingly depends on the IP and technology embedded in industries.

The UK government aims to double its public R&D expenditure to £22 billion per year by 2025.2 The US
government plans to increase funding for its National Science Foundation by US$100 billion over five years,
with a focus on research translation. These countries aren’t just investing more—they’re doing it with speed,
coordination and purpose. They're quicker to market, adopt technology faster, and upskill their people
more rapidly.

" ABS BERD statistics
2 Gov.UK Government announces plans for largest ever R&D budget
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Australia is falling behind—and without decisive action, we risk losing the industries, talent and opportunities that
will define the global economy in the decades ahead.

“If we want the brightest and we want the best outcomes, then we must be able to attract and retain the
right people. It's important to be able to demonstrate a culture of innovation. Otherwise, why would they
want to come here?” — UTILITIES

31 Economic structural challenges

3.1.1 Lack of diversity

Australia excels in areas such as mining, agriculture and finance and they form important parts of our industrial
base. They have developed and adopted world-leading innovations and technologies which have underpinned
their longevity, productivity, and performance. This in turn has contributed to the nation's prosperity.

Australia’s economy is becoming less complex, weakening growth, resilience to global shocks, and putting it at a
disadvantage in global competitiveness. When measured by the complexity of its exports, Australia ranked 102
out of 145 in the world in 2022, just below Senegal and above Yemen.?

While Australia has prospered from this approach, we have not adapted our industrial base as rapidly as other
countries. We must strengthen our existing industries while also creating new, dynamic and future focused

3 Economic Complexity Index 2022: Australia - 102" / 145
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industries through a better focus on R&D. Without a more diverse and knowledge-driven economy, Australia risks

falling further behind in developing high-value industries.

312 Dominance of microbusinesses in Australia.

A major factor behind this challenge is Australia’s economic structure, which is dominated by micro businesses

rather than mid-sized and large firms.

Table 1: Australian Businesses (% total) innovation status - as of end of financial year 20244

Business Size Micro Small ‘ Medium ‘ Large
Definition: 0-4 Employees 5-19 Employees 20-199 Employees 200+ Employees
% of total 88.5% 87% 2.6% 0.2%

% undertaking any

INmEYEINYS STy 40% 54% 65% 46%
(innovation-active

businesses)™

Micro businesses often lack the expertise, resources and financial stability to engage in R&D. Those that do
engage often struggle to scale. In other advanced economies, SMEs help bridge the gap between university
research and commercialisation, but in Australia, this gap remains largely unfilled. As a result, much of the
research produced in universities struggles to find industry partners, preventing the research from being
developed into a service or product that can be commercialised.

Without government action to strengthen small businesses, encourage industry partnerships between small and
large businesses, and de-risk R&D investment, Australia will struggle to compete in high-value global industries.

“A factor in our less than desirable level of industry investment in R&D is we're a small business driven
economy and not enough of those companies have the capability, enterprise or base technical skills to
really comprehend what's possible if they were more innovative in their thinking.” — EDUCATION

3.2 The essential role of business

Large businesses have a critical role to play in strengthening Australia’s R&D performance. Since 2008, business
R&D investment has declined as a share of GDP, with large enterprises scaling back while smaller firms carry a
growing share of the innovation load—an unsustainable trend in the long term. In leading innovation economies,
large businesses are central to funding, developing and commercialising breakthrough technologies at scale.

In Australia, however, a combination of high operating costs, regulatory complexity and limited market size
makes it more difficult for firms to reinvest in innovation and compete in high-value, globally integrated
industries. These structural barriers can discourage longer-term, higher-risk R&D—especially when

4 ABS, Innovation in Australian Business
" An innovation-active business is one that introduced any type of innovation (i.e., new good, service or process), and/or had innovation
which was still in development (as of 30 June 2023) or abandoned during the reference period (i.e., the two years ended 30 June 2023).
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commercialisation requires scaling offshore. Without stronger policy settings and incentives to anchor research
activity in Australia, we risk missing the full economic and sovereign benefit of homegrown innovation.

Declining levels of R&D in Australia also reflect decades of policy inaction, with other jurisdictions making
significant policy moves in the past decades to incentivise business investment in R&D. Without renewed
industry commitment to R&D—backed by government support—Australia risks missing out on the next wave of
opportunity in advanced manufacturing, Al, clean energy and other high-growth sectors.

Australian Gross Domestic Spending on Research & Development
% of GDP, 2006-2022

2.5%
2.0%

1.5%
M Business

National
1.0%
- I I I I
0.0%

2006-07 2008-09 2010-1 20M-12 2013-14 2015-16 2017-18 2019-20  2021-22

Source: ABS

3.3 Innovation is our path to competitiveness and prosperity

Reversing this trend requires stronger incentives for business-led R&D, policy reforms, and deeper industry-
research collaboration. The R&D Tax Incentive (RDTI), though highly valued by business, is insufficient compared
to global R&D incentives packages (see Appendix 1).

“If you're making decisions on where to do R&D, you think, where's my biggest upside? Hence why we
invested in India in terms of R&D - it’s the potential market size, let alone the government's influence
around policy that makes it really attractive. We've got no incentive to want to invest here in terms of
R&D.” — INFORMATION AND TECHNOLOGY

Greater alignment between national research priorities and industry needs is also crucial. And cultivating a
corporate culture of long-term investment is essential to sustaining R&D engagement. With a government-
backed, ambitious approach, Australia can build globally competitive industries and secure its place in the
innovation economy.

“Our university researchers constantly out-compete the best in the world. The problem is that Australian
companies are not committed to doing and implementing high quality world leading research.” -
EDUCATION
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Rising global protectionism—including new U.S. tariffs—signals a shift toward more contested economic ground.
To remain competitive, we cannot rely on low costs or traditional sectors alone. Global uncertainties present new
opportunities for Australia to become a world leader in digital infrastructure, Al, energy and defence. However,
our advantage must come from innovation—and that starts with R&D.

Technology is our most powerful tool for responding to economic and geopolitical shocks. It is also our only
credible pathway to net-zero. Clean energy breakthroughs, industrial decarbonisation, and energy system
transformation will all be driven by advances in science and technology.

Likewise, as Australia’s population ages and demand for health and care services grows, innovation will be
essential to improving outcomes, lifting workforce productivity, and sustaining the system. In all these areas—
economic competitiveness, climate, and care—the common denominator is research. If we want to lead, we
must invest in the knowledge, tools and talent that will shape the future.

The case for change is clear: without sustained investment in R&D—particularly from large enterprises—Australia
risks falling further behind in economic complexity, competitiveness, and technological capability. A strong R&D
ecosystem fuels high-value jobs, new industries and national resilience. To drive this, we need stronger market
signals that reward private-sector investment. Targeted policy reforms should make it easier—and more
worthwhile—for businesses to innovate, scale and stay here.

Now is the time for decisive action. Australia needs a bold national ambition—backed by all sides of politics—to
make this country the best place to innovate, commercialise, and scale the industries of the future. R&D must be
recognised not as a cost, but as a cornerstone of economic growth, national security and long-term prosperity.

Strategic Examination of R&D 10



Al: The next productivity frontier

Artificial intelligence (Al) isn’t just another research field—it's a foundational capability that will reshape
every sector of Australia’s economy. From mining and agriculture to advanced manufacturing, clean
energy and health, Al is redefining how research is conducted, how decisions are made, and how value
is created.

If Australia is serious about leading in its national priority areas, we must build world-class Al capability—
through infrastructure, research and talent. This isn’t just about keeping up. It's about shaping the
technologies that will drive our next wave of productivity and growth.

Global competitors are investing at scale. Without targeted action, Australia risks becoming a passive
consumer of imported Al systems—ceding the long-term economic gains and jobs that come
with leadership.

To stay ahead, we need to:

A Accelerate Al R&D - with a focus on applied research, industry-led innovation and commmercial
deployment

A Scale up infrastructure - giving researchers and startups access to high-performance compute
environments

A Build our Al workforce - with deep technical expertise to design, build and deploy fit-for-purpose
solutions across sectors

A Avoid overregulation - ensure Al policy settings enable responsible innovation without stifling
adoption or productivity gains in the workplace.

Commonwealth Bank and the University of Adelaide’s landmark partnership to establish the CommBank
Centre for Foundational Al Research shows what'’s possible when industry and academia align.

With the right investments now, Australia can lead—not lag—in the Al-powered economy. The productivity

gains, commercial returns and strategic capabilities of the future must be built here.

Strategic Examination of R&D
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4. Aligning priorities to maximise impact
41 Fragmented Priorities and Dispersed Funding

411 Priorities

Australia’s global peers are backing national research priorities with large-scale investment, leveraging their
strengths to drive innovation. The UK's Grand Challenges, Japan’'s Moonshots, Canada’s National Research
Council, and Singapore’s Artificial Intelligence Programme all focus on high-impact areas, aligning government,
industry and researchers. These nations invest at scale, attracting co-investment and accelerating
commercialisation.

In contrast, Australia’s research priorities are spread across multiple overlapping frameworks—including the
National Science and Research Priorities (NSRPs), Modern Manufacturing Priorities, CSIRO Missions, Industry
Growth Centre sectors, and the Future Made in Australia agenda. While many of these target similar challenges,
the lack of coordination reduces overall impact.

Commonwealth Government priorities, challenges and growth sectors

National Science and Research Priorities

Environmental Advanced Cyber

Health Resources Transport

Change Manufacturing Security

Modern Manufacturing Priorities

Medical Recycling & Resources &

Food & Beverages Def
Products 9 Clean Energy Critical Minerals elence

Industry Growth Centres

Medical Mining

Tech & Food & Agribusiness Oil, Gas & Energy Equipment, Advanced Manufacturing
Resources .
Pharma Tech & Services

Cyber
Security

CSIRO challenges

Resilient & Secure

Health & Sustainable E
" . Food Security & Quality Valuable E—— Y Future Industries Australia &
Wellbeing & Resources

Environments Region

Trailblazer programs

Resources
Technology and Innovative Defence
Critical Minerals

Recycling

Food and Beverage AntICIsan ENargy

Future Made in Australia priority areas

Utilising Natural
Resources and Skills and Training
Critical Minerals

Industrial Innovation Supporting
and Technology Investment

Renewable

Energy
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“Though we have implemented the National Science and Research priority areas, it doesn't have funding
specifically allocated to it ... There’s a common set of aspirations, but the system is not really designed to
implement those in a unified fashion.” — PROFESSIONAL, SCIENTIFIC AND TECHNICAL SERVICES

412 Funding

Despite allocating $14.4 billion annually to R&D, Australia disperses this investment across 151 programs in

14 portfolios. Only 14 per cent is directed to large-scale, nationally significant initiatives. More than 100 programs
receive less than $10 million each—an approach that adds administrative complexity and dilutes

strategic impact.

“We've probably spent too much on foundational research compared to other countries who are
spending a lot more on Business Research. The funding model disincentivises academics who want to do
applied and industrial research partnering.” - MATERIALS

Australian Government R&D funding allocation

0 $2bn $4bn $6bn $8bn $10bn $12bn $14bn
| |

25 programs

RDTI Block grants

>$10m

102 programs <$10m

Source: DISR science, research and innovation (SRI) budget tables 2024-05 (as per SERD Discussion paper)

The system lacks a consistent mechanism to scale successful research. Strong proposals often stall for lack of
post-idea funding, forcing researchers to raise commercialisation capital on the open market. In many cases,
current grant programs are not aligned with core national objectives such as attracting foreign investment,
strengthening sovereign capability, or building global competitiveness.

We almost don't need anything else to start—we just need to finish what we've started. We've got so
much great R&D out there that can't scale because they don’t have the cashflow or investment needed.
We must shift the incentive barrier further down the life cycle and encourage more investment in the
post-idea stage.” - MATERIALS

“Grants should have the strategic purpose of driving foreign direct investment, building our global
competitiveness or providing sovereign capability. But if look you through a good number of grant
programs you'll see they don’t stack up to meet any of those requirements. We need to improve how we
maximise that money to benefit national objectives.” - EDUCATION
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Understanding the Spillover Effect: Why Government R&D Investment Matters

Government investment in R&D is often undervalued because its full benefits are hard to quantify. The
knowledge, skills and technologies it generates ripple across the economy—driving productivity, seeding
new industries, and building national capability. But these spillover effects rarely deliver immediate,
measurable gains

That creates a policy blind spot. R&D is a necessary—but not sufficient—condition for innovation-led
growth. To capture its value, governments must also invest in the ecosystem around it: commercialisation
pathways, infrastructure, talent and demand-side incentives.

Atlassian, for example, has seen over 40 former employees go on to found new companies—raising more
than $1 billion collectively. This kind of second-generation innovation is exactly the type of spillover that
builds national capability and economic strength over time.

Focusing too narrowly on short-term returns or not fully capturing all the benefits risks underinvesting in
the very system that underpins long-term prosperity. A high-performing R&D system delivers outsized
national benefit—but only if we recognise and support its full potential.

4.2 Toward a national strategy for impact

Australia needs a coordinated, bipartisan 10-year National R&D Strategy—one that unifies priorities, aligns
funding, and delivers long-term economic and strategic outcomes. Instead of operating across a patchwork of
disconnected programs, we must clearly signal where we intend to lead and ensure both public and private
investment is directed accordingly.

The National R&D Strategy should build on Australia’s comparative strengths—such as resources, renewables,
agriculture, health and advanced manufacturing—as well as emerging opportunities like quantum, battery
technology and cyber security. A strategic approach would drive coordination across government, reduce
duplication, and send stronger signals to industry and international partners.

“We struggle in Australia to say no. And saying no means you are clear about what you are investing in—
and what you are not. It doesn't mean we're going to stop doing those other things, but it means that
we're not going to put our scarce resources behind them. It means we are clear about and invest behind
our key national priorities.” - EDUCATION

To maximise impact, Australia must shift from fragmented, grant-driven interventions to a more strategic
investment model. While researcher-led funding should continue to support disciplinary diversity,
commercialisation-focused programs should be consolidated and aligned with national priorities. We cannot
afford to spread resources thinly across every field—we must back areas where Australia can lead globally.

A more focused investment strategy would reduce administrative burden, strengthen collaboration between
industry and research, and improve the commercial return on public R&D funding. But this will take more than
increased investment—it will take clarity, discipline and strategic resolve.

Strategic Examination of R&D 14



Recommendations

A

A

Elevate R&D as a national strategic priority.
T Agree atarget of 3 per cent GDP spend on R&D by 2035.

T Commit to a 10-year national R&D strategy to drive innovation, boost productivity, and position
Australia as a global leader in R&D.

Align Australia’s R&D system to deliver on the national R&D strategy.

T Establish a single, coordinated set of research priorities and direct the majority of Commonwealth R&D
funding to areas where Australia can lead—such as clean energy, health, and advanced manufacturing.

T Consolidate fragmented grant programs into fewer, larger initiatives with clear objectives, to maximise

impact, reduce duplication and drive stronger cross-sector collaboration.

Area of Opportunity - Quantum Computing

Australia has a once-in-a-generation opportunity to lead the world in quantum computing. With a strong
foundation in advanced research and globally recognised institutions, Australia is well positioned to drive
innovation in this transformative field. But turning research leadership into commercial success will
require a deliberate, long-term strategy to attract investment and strengthen collaboration.

Quantum computing is still in its early stages, with multiple technologies—ranging from superconducting
qubits to diamond spin and topological systems—competing for dominance. The global race is far from
settled. This uncertainty makes it an ideal moment for Australia to stake a leadership position through
targeted support, world-class talent, and a clear national vision.

Australia’s universities are already at the forefront of quantum research, and partnerships with global firms
have highlighted our scientific strength. However, investment conditions remain challenging. Uncertain
funding, complex grant processes, and limited commercial incentives risk pushing promising ventures
offshore. Competing markets are offering clearer pathways from research to commercialisation—and the
ability to scale.

There are signs of positive momentum. As part of the Future Made in Australia agenda, the Australian and
Queensland governments recently committed $1 billion to support PsiQuantum’s plan to build the world’s
first commercial-scale guantum computer—conditional on the company securing further private capital.
This kind of ambitious, early-stage backing sends a strong signal that the government is serious about
building Australia’s quantum capability.

However, Australia is home to multiple world-class quantum research centres and emerging ventures.
There is therefore an opportunity to broaden investment and support a wider set of quality collaborators—
ensuring that national capability is built across institutions, geographies and technology platforms.

To lead in quantum computing, Australia must offer streamlined funding, stable policy settings and long-
term industry partnerships. With the right approach, Australia can become a destination for top quantum
talent and global investment—converting research excellence into economic and strategic advantage.
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b. Incentivising risk

We have heard from members that cultural factors can act as a handbrake on Australia’s research and innovation
performance. Compared to countries like the United States—where a strong culture of experimentation and risk-
taking underpins productivity and innovation—Australia is seen as more cautious. Several members noted that
this mindset can limit the nation’s ability to fully capitalise on new ideas and emerging technologies.

“Americans say ‘let's go and spend some money and give it a go'. | think it's because of the scale of the
economy, the size, they just take those risks and they're not scared to fail.” - MATERIALS

“Americans think much bigger and a much more optimistically, whereas Australians are more likely to list
the 15 reasons why it won't work.” - AEROSPACE AND DEFENCE

To lift Australia’s innovation performance and competitiveness in a fast-moving global economy, we need to
foster a culture that embraces experimentation, accepts that failure is part of progress, and rewards bold
thinking. This means shifting how innovation is understood and supported—by government, business and
research institutions alike. For businesses, it also means rebalancing the perceived risks and rewards of investing
in R&D and long-term innovation.

“You have to build the innovation capacity all the way through. You've got to provide opportunities for
people to fail. We need at least a generation of business leaders who failed to start Al companies. How are
we going to find these people? These abject failures that the US marks down as a big part of their
success? We're going to have to grow them ourselves. We're going to have to pay a lot of people to make
a lot of mistakes in order to build the innovation capacity of our economy.” - EDUCATION

“In the rest of the business you reward results, but in R&D you need to reward effort because you could
do all this work and it doesn't lead to a result. You've got to be willing to fail in in R&D.” - MATERIALS

5.1 Risk-aversion in corporate governance

Investing in R&D carries significant financial risk, with uncertain outcomes and long-time horizons. For instance,
in the pharmaceutical sector, the composite success rate for R&D was just 10.8 per cent in 20235 —meaning that
fewer than one in ten research efforts result in a successful product.

Based on interviews with members, success rates in industries such as technology and advanced manufacturing
are likely even lower. This level of risk makes the cost-benefit analysis of innovation a hard case to justify for
many companies, particularly in the absence of strong policy signals or supportive funding environments.

6 Global Trends in R&D 2024: Activity. productivity, and enablers - IQVIA
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Australia’s corporate and investment environment presents structural and cultural barriers to high-risk, high-
reward R&D investment. While innovation relies on the capacity to take bold bets, our governance frameworks
and capital allocation norms tend to favour caution and short-term returns over long-term value creation.

Board composition and risk appetite

Corporate governance and capital allocation constraints are central to this dynamic. Listed companies operate
within legal and fiduciary structures that emphasise risk management and downside protection. This makes it
more difficult to justify substantial R&D investment, particularly when success is highly uncertain, and benefits
are often in the long-term.

Board composition also shapes attitudes toward risk and long-term investment. While financial, legal and
governance expertise remain essential, boards could benefit from greater diversity of experience—including
entrepreneurs, technologists and leaders from high-growth or R&D-intensive sectors. Principle 2 of the ASX
Corporate Governance Principles and Recommendations, Structure the board to be effective and add value,
remains an important principle in the context of ensuring boards consider the best skills and perspectives
necessary to govern an organisation.

As Australia shifts its focus toward further innovation, we would encourage boards to better focus on obtaining
and retaining skills and perspectives that will help an organisation best navigate and exploit emerging
opportunities and support innovation-focused strategies.

“There are indicators that show how culture is expressed through our institutions. If you're only looking at
is risk when it comes to governing a company or governing the country, you are probably missing out on
what is a good part of the story—what are the possibilities for growth, what are the possibilities for
innovation.” - INFORMATION AND TECHNOLOGY

Regulatory and capital market disincentives

Beyond governance, systemic regulatory and economic factors deter R&D investment. Our insolvent trading
laws are among the strictest in the world—discouraging risk-taking and deterring capital from backing
innovation. Directors face personal liability for trading while insolvent, strict rules require handing control to
administrators during distress, and there are limited options for fast exits when failure is imminent.

In contrast, countries like the US, UK, New Zealand and Canada have frameworks that better accommmodate
failure and enable second chances. Their more balanced insolvency regimes are designed to encourage
innovation, not penalise it.

The BCA has long called for targeted insolvency reform to bring Australia into line with international best
practice. In our 2023 submission to the Parliamentary Joint Committee Inquiry into Corporate Insolvency, we
urged simplification of the framework, lower costs, and fewer barriers to restructuring. The Committee’s final
report backed this view—concluding that Australia’s current system is overly complex, poorly understood and in
urgent need of modernisation.

5.2 The chilling effect of the cost of doing business

A truly innovative economy requires both capacity and demand—supported by a policy and regulatory
environment that encourages investment, experimentation and growth. However, BCA members consistently
raised concerns about the high cost of doing business in Australia, which is dampening both the ability and the
appetite to invest in R&D.
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Several systemic cost pressures were identified. Australia’s relatively high corporate tax rate can deter domestic
and foreign investment, while slow approval processes and complex, punitive regulatory requirements increase
project costs and delay execution. In parallel, rising energy prices and the impact of green and red tape are
eroding Australia’s industrial base competitiveness—particularly in resource development and processing.

“More often in the US, China and parts of Europe, there are more opportunities to receive grants where
the government is giving money outright, without the need for matching funding. And so, when we are in
harder times like we are now, it's difficult to engage in collaborative R&D Australia. That means Universities
and start-ups miss out because we always need them as collaborators in grant R&D projects.” -
AEROSPACE AND DEFENCE

Workplace Relations: A Barrier to Innovation

Recent changes to the Fair Work Act 2009 (Cth) have constrained employers’ ability to innovate at the workplace

level. New restrictions on fixed-term contracts, casual employment, labour hire, and contractor classifications
make it harder to engage temporary or flexible labour. This increases costs, legal risks and administrative
complexity—discouraging employers from testing new roles, research initiatives or short-term projects.

Intractable bargaining laws further limit innovation by making it difficult to modernise outdated enterprise
agreement terms. The current regime prevents the Fair Work Commission from varying individual clauses that
reduce a benefit, even if the agreement overall delivers a better outcome for workers. Meanwhile, compulsory
multi-enterprise bargaining adds another layer of rigidity, making it harder to tailor agreements that support
productivity and workplace-led innovation.

Impact of Mergers and Acquisition Reforms

Recent reforms to Australia’s mergers and acquisitions framework risk undermining innovation and weakening
the broader innovation ecosystem. Translating R&D into commercial success is a complex journey—and often,
the entity that originates the innovation is not best placed to scale it. Strategic mergers or acquisitions are
frequently the most effective path to bring breakthrough ideas to market.

From 2026, mandatory ACCC notification requirements—with only limited exemptions—will apply to a broader
range of transactions. These changes introduce additional cost, complexity and delay, despite minimal risk in
many innovation-driven deals. Without careful calibration, the new framework could discourage the partnership
and capital flows needed to turn Australian research into globally competitive businesses.

Structural Frictions and Sector Pressures

S

Sector-specific barriers also constrain innovation. In the technology sector, members pointed to tax treatment of

computational global products in Australian data centres, limitations on employee share schemes relative to

other jurisdictions, and levies on software royalties as barriers to growth. For many firms, access to skilled labour

remains a persistent challenge, compounded by rigid industrial relations settings and heightened workplace
regulations that reduce productivity and flexibility.

Taken together, these factors make it harder for businesses to scale, invest in innovation and compete globally.

Addressing these barriers is essential to unlocking private-sector R&D investment and fostering a more dynamic,

resilient and innovative economy.
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“Australia is a good place to do R&D, apart from the relative competitiveness of our business environment.

We have good researchers and engineers coming out of university, we can run regulatory trials very well.
But while we have those, we're certainly not the only place that has them. And when you compare other
places that have those things, coupled with a better business environment, all of a sudden, the other
place becomes more attractive.” - HEALTHCARE

Area of Opportunity - Digital Infrastructure

To lead in the next era of discovery and innovation, Australia must invest in the foundations that make
cutting-edge R&D possible. High-performance digital infrastructure—especially Al-ready data centres—is
fast becoming a critical enabler across every research field. From clean energy to health, agriculture to
advanced manufacturing, tomorrow’s breakthroughs will be powered by access to scalable compute,
data and Al tools.

Yet Australia risks falling behind. While other nations are aggressively backing digital infrastructure,
Australia’s regulatory barriers and slow planning approvals are deterring investment.

The United States is advancing the $500 billion private-sector-led Stargate initiative, aiming to dominate
global Al infrastructure. Europe has committed €200 billion to Al, including €20 billion for Al
'gigafactories’. France and the UK have introduced fast-track approvals and Al Growth Zones to secure
energy connections and accelerate build times.

Australia has many of the right ingredients—political stability, abundant land, renewable energy, and
strong connectivity—but remains one of the most complex places to build. Disjointed permitting
processes across local, state and federal governments inflate costs and delay projects.

If we don't act swiftly, we risk missing a critical wave of investment that will underpin global R&D
competitiveness.

To stay in the race, Australia must streamline planning and approval processes, reduce regulatory overlap,
and provide clearer tax treatment for data centre operations. The Mandala Report: Empowering Australia’s
Digital Future highlights the need to simplify these processes and position Australia as an attractive,
future-focused destination for Al infrastructure. Expanding NSW's fast-track data centre model into a
national strategy would be a strong first step.

We also need targeted support for renewable energy supply and workforce development to meet
growing demand and ensure our digital infrastructure can support world-class R&D at scale.

“If we don’'t make it easier to build, investment will continue to flow to more agile markets—and
Australia will be left behind in the global Al race.” Information and Technology

Sources: NSW to unshackle data centre approvals in productivity drive, InnovationOz.com, 5 March 2025
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5.3 From Front Door to Red Carpet

In May 2024, as part of the 2024-25 Budget, the Australian Government announced the establishment of a 'Front
Door' for investors with major, transformational investment proposals. This initiative aims to simplify the
investment process by providing a single point of contact for investors, delivering a coordinated approach to
investment attraction and facilitation.

The BCA has previously called for a new statutory body, the Australian Investment Promotion Authority (AIPA)
(akin to a Front Door), that brings existing functions for domestic and foreign investment attraction, facilitation
and regulation under a single roof.” The AIPA would also play a key role in connecting businesses with the R&D
incentives they need to innovate and grow.

The APIA should be accompanied by equivalent bodies for each state and territory to ensure a joined-up
approach to investment facilitation across the Federation. Engagement with the Front Door must be easy and
not a barrier, that is, the Front Door should be easy to ‘knock’ on.

Key features should include:

A A prominent and centralised position within the structure of government, including high level ministerial
backing and ownership.

A Anopen and flexible approach to investment facilitation aimed at maximising foreign investment that is not
necessarily tied to specific government priorities or existing processes.

A Afocus on accelerating domestic innovation by connecting businesses with the R&D support and incentives
they need to grow.

A Asetof tools and powers that empowers and provides the authority, flexibility, scale and speed required to
facilitate and compete for investment.

A Aneconomy-wide scope of projects eligible for support and service.

A Aninternational investment champion that develops a targeted, strategic and proactive approach to help

promote Australia as an investment destination i.e. searching for investors to ‘knock’ on the Front Door.

However, this is only part of the equation. Our R&D investment and competitiveness barriers mean incremental
or superficial changes to the current landscape will not be enough. We need an ambitious, economy-wide
approach to attract and retain R&D investment, drive innovation, and lift our global competitiveness.

The starting point must be a shift in mindset: this is about every research project, breakthrough, or commercial
opportunity that could have happened in Australia—but didn’t. We must draw international R&D investment into
Australia, while also creating the conditions for domestic businesses to invest, innovate and scale here.

“The front door will be helpful. We'll make some connections, we'll triage a few things. And yeah, that's
good. Whereas if you went to Singapore, Switzerland, Ireland or Israel and said, ‘we want to make an
investment in this jurisdiction’, they would say ‘what do you need to make it happen’?” -

INFORMATION AND TECHNOLOGY

7 https://www.bca.com.au/submission_to_the_establishing_a_front_door_for_major_transformational_projects_consultation_paper
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Singapore’s Strategic Approach to R&D Incentives

Singapore’s R&D strategy is built on a proactive investment mindset: tax incentives are seen not as a cost,
but as a tool to attract global capital, talent and innovation. At its core is the concept of ‘notional tax
loss’'—the idea that if a company does not invest in Singapore, there is no tax revenue to lose. This
contrasts sharply with Australia’s ‘additionality” approach, which focuses on ensuring companies invest
beyond their baseline rather than maximising the country's attractiveness for investment.

The result is a stark difference in competitiveness—while Singapore actively courts investment, Australia’s
passive approach limits its ability to capture global opportunities. This difference is reflected in real-world
outcomes. Singapore has built a thriving innovation ecosystem by recognising that securing global R&D
investment requires upfront costs but delivers long-term economic benefits.

Australia, on the other hand, scrutinises incentives through a narrow lens, failing to account for the lost
opportunities when companies choose to invest elsewhere. The diverging investment trajectories of both
countries highlight the consequences of these opposing strategies.

While Australia may never fully adopt Singapore’s model, it must shift its mindset. Competing for global
R&D investment is not just about offering incentives—it's about positioning the country as an attractive
destination. Instead of treating tax incentives as a cost to justify, Australia must see them as a strategic
lever to build competitive advantage. Without this shift, Australia will continue to lag behind more
ambitious nations willing to invest in their future industries.

5.31 A suite of incentives

Australia has been a net capital importer for much of its history. Both policy changes - and policy inaction - have
at times taken investment in Australia as given. But the need to lift productivity, attract investment and improve
our competitiveness is urgent. To truly position Australia as a premier destination for innovation and R&D
investment, we must complement this approach with a comprehensive suite of incentives that actively attract
and retain major investors.

“If we open the door and create an environment that stimulates and encourages more investment, it will
pour in.” = INFORMATION AND TECHNOLOGY

“Research is a bit of struggle over here [in Australia]. We are not as well-known as America and Europe.
And there’s a huge amount of talent coming out of India from some top institutes. Australia needs to work
extra hard to compete against these counties on R&D.” - INFORMATION AND TECHNOLOGY

Our international counterparts have successfully implemented multifaceted suites of incentive programs to lure
global R&D investment, whereas Australia only offers research grants and the RDTI.

See Appendix 1 for a Summary of R&D incentives - Australia vs comparable countries

A Canada's Strategic Innovation Fund (SIF): SIF offers significant financial support to Canadian businesses
across all sectors, aiming to spur innovation and economic growth. The fund provides both repayable and
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non-repayable contributions, covering up to 50 per cent of project costs for large-scale,
transformative projects.®

A lIsrael's Innovation Authority (I1A): The lIA serves as the support and investment arm of the Israeli
government, offering a variety of programs to promote technological innovation and R&D. One of its
primary programs, the R&D Fund, provides financial incentives to companies developing new products or
upgrading existing technologies, with grants covering 20 per cent to 50 per cent of approved R&D
expenditures.?

A Finland's R&D Tax Incentives: Finland has implemented tax incentives to boost R&D activities, including
additional deductions on subcontracting costs. A temporary law allows entities to make additional
deductions on R&D subcontracting costs for R&D partnerships during tax years 2021-2027, with deductions
up to 150 per cent of qualifying expenditure. These measures align with Finland's goal to increase R&D
expenditure to 4 per cent of GDP by 2030.1°

“The Swiss Government provides businesses with a whole bunch of production credits and gives them
access to patent boxes. So, there's plenty of examples of packages of measures that can be put together
to attract investment in Australia, we just don't have any kind of mechanism.” - INFORMATION AND
TECHNOLOGY

These international examples show that streamlining is only one part of what it takes to compete. Countries that
are winning the global race for innovation are not just opening the door—they are rolling out the red carpet with
tailored incentives, strategic financing and policy alignment.

If Australia is to seize the full economic and strategic benefits of major R&D investment, the ‘Front Door’ must be
the start of a more ambitious, globally competitive investment and innovation strategy. Now is the time to move
beyond facilitation toward active enablement—backing investors who are ready to build a future here.

Business R&D Loan Scheme - a targeted approach to de-risk innovation

We've heard consistently from members that one of the biggest barriers to business-led R&D is the high upfront
cost during the experimental phase—particularly where commmercial outcomes are uncertain. To overcome this,
the Government should consider establishing a Business R&D Loan Scheme, modelled in part on Canada'’s
Strategic Innovation Fund.

This scheme would provide targeted, low-interest loans to innovation-driven businesses of all sizes at the early
stages of R&D, when access to capital is often most constrained. Crucially, it would help bridge the gap between
discovery and commercialisation—supporting risk-taking while enabling the government to share in the upside
through growth, taxes, new skills, technologies and ideas that others can adopt and build upon.

Importantly, the BCA believes this model is more likely to encourage business participation than approaches
where the government retains IP rights, which many members say can deter investment by limiting control over
future commercialisation.

Key features of the Business R&D Loan Scheme
A Low-interest, stage-specific loans

T Support R&D projects during the early experimental phase, when risk is highest

8 Strategic Innovation Fund
9 Innovation lsrael R&D Fund
0 PWC Tax Summaries - Finland
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i Offer minimal interest rates and deferred payments to lower financial barriers to innovation.

>

Collaborative R&D partnerships

T Require partnerships with research institutions, startups, or universities.

T Promote knowledge transfer and cross-sector innovation capacity.

A Flexible repayment terms
T Align repayment schedules with development timelines and commercial outcomes.
T Allow businesses to focus on innovation without short-term financial pressure.

A Targeted eligibility

T Prioritise high-potential sectors aligned with national priorities—such as Al, clean energy, advanced
manufacturing, and health technology.

Integrating a Business R&D Loan Scheme into the suite of incentives offered through the ‘Front Door” would
significantly strengthen Australia’s investment proposition. By directly addressing capital constraints in the early
stages of innovation, the scheme would accelerate commercialisation, deepen collaboration across sectors, and
support the growth of strategically important industries—enhancing Australia’s appeal as an R&D destination and
long-term economic resilience.

Australian Innovation Commercialisation Incentive — retaining innovation and scaling returns

Australia has previously recognised the need for targeted tax settings to retain innovation onshore. In the 2021-
22 Budget, a patent box regime was announced that would apply a concessional tax rate to profits derived from
eligible patents, beginning with the medical and biotech sectors. The proposal was later expanded to include
agriculture and low-emissions technologies. However, the measure was not legislated and was ultimately
abandoned in the 2023-24 Budget.

Since then, global peers have expanded or enhanced their tax incentives, sharpening competition for innovation
investment. Australia is falling behind, with the marginal R&D investment dollar—and the IP, jobs and long-term
economic value it generates—more likely to flow offshore.

“When you compare Australia to other key markets almost all countries have incentive of a patent focused
dimension to keep the innovation onshore.” - HEALTHCARE

To address this, we recommend introducing an Australian Innovation Commercialisation Incentive for
Australian businesses, applying a concessional tax rate to income derived from patents, copyrights and other
eligible intellectual property developed through Australian R&D. This should apply across all national priority
sectors supporting commercialisation in advanced manufacturing, digital, Al, clean energy and defence.

The measure would apply a reduced effective tax rate (e.g. 15 per cent) to income derived from eligible IP, where
the underlying R&D was conducted in Australia. This provides a clear incentive for businesses to retain ownership
of IP and scale their innovations locally, even if product testing or market expansion occurs offshore. The goal is
simple: ensure Australia captures the economic and strategic returns from the innovations it helps to create.

Onshoring Innovation Scheme - attracting global R&D leaders
Australia needs a bold, targeted mechanism to attract global companies to establish significant R&D operations
onshore. Drawing on international models such as Singapore’s Refundable Investment Credit (RIC), we propose
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an Onshoring Innovation Scheme (OIS)—a discretionary, outcomes-based incentive to secure long-term
investment in Australian research, capability and jobs.

The OIS would be a tiered credit or grant negotiated on a case-by-case basis, linked to the strategic value of the
project. Eligibility would be based on factors such as investment scale and duration, alignment with national
priorities (e.g. clean energy, Al, guantum, health), domestic job creation, infrastructure development, and
collaboration with Australian researchers or businesses.

This approach gives the Australian Government a commercial negotiation tool to back high-impact
investments—ensuring Australia captures value from global firms that build here, not just operate here.

To remain globally competitive and compliant, the scheme would be designed to align with OECD Pillar Two
rules, using qualified tax credits or transparent grant models that maintain the minimum 15% effective tax rate.

National Researcher Directory — connecting industry to research expertise

To unlock stronger collaboration between business and research, establish a National Researcher Directory—a
central, publicly accessible platform that connects industry with research talent across Australia.

The directory would list researchers by expertise, institution, location, and recent work, with voluntary inclusion
based on nomination or approval by each university. It would act as a practical matchmaking tool—particularly
for small and medium enterprises—making it easier to identify the right partner without navigating university silos
or academic journals.

By reducing the friction in forming research partnerships, the directory would help accelerate commercialisation,
broaden access to capability, and showcase Australia’s deep research talent to a global audience.

To be effective, the platform should be centrally governed—potentially by the proposed Australian Investment
Promotion Authority—designed with commmercial users in mind, and backed by strong privacy safeguards. Where
possible, it should also link to open access research outputs (see below), ensuring public-funded knowledge is
publicly visible and useful.

When paired with other reforms to support innovation partnerships, a National Researcher Directory would be a
simple but powerful mechanism to bridge the gap between industry and academia and bring more Australian
ideas to market.

Open Access

Much of Australia’s publicly funded research remains locked behind expensive academic journal paywalls—
limiting its reach, reducing its impact, and creating unnecessary barriers for businesses, innovators and
policymakers.

To ensure research delivers the greatest possible return, the government should implement a national open
access model that makes taxpayer-funded research freely available to all Australians. This would help level the
playing field—particularly for SMEs, startups and regional businesses—by giving them access to the knowledge
they need to innovate, solve real-world problems, and grow.

Open access is already standard practice in many advanced economies and is strongly backed by Australia’s
former Chief Scientist.” A well-designed model would align with global trends, improve the transparency of
publicly funded work, and support a more collaborative and commercially relevant research ecosystem.

""Advice on Open Access Models: Chief Scientist’, 28 August 2024
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Recommendations
A Undertake a comprehensive review of Australia's insolvency regime.

T Seek to simplify the regime, reduce costs and remove unnecessary barriers to restructuring and
renewal while better supporting entrepreneurialism and innovation.

A Establish an Australian Investment Promotion Authority to drive innovation and strategic, large-scale
investment.

T Centralise investment attraction, facilitation and regulation under one body, with strong ministerial
backing, to fast-track priority projects and boost Australia’s global competitiveness.

T Encourage innovation -

A
x A Business R&D Loan Scheme to de-risk early-
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