Harnessing Innovation for Wealth Creation -
An Opportunity for Australia’s Future

Innovating Innovation Australia Discussion Forum

A discussion forum, titled Innovating Innovation Australia (11A) Forum has
evolved from discussions generated on an official LinkedIn social media site (with
membership now totaling over 8,400 members) initiated by the Australian
Institute of Company Directors (AICD). The Institute itself comprises over
31,500 members nationally.

Over a number of months, participants in this discussion forum have discussed
online a wide range of issues related to this topic. On 14™ August 2012, some 26
of the IIA Forum members met ‘face to face’ in Sydney to discuss how Australia’s
track record on commercialisation of innovation can be improved and,
importantly, how the broader business community can be engaged and
encouraged to use innovation as a key productivity driver.

Australian entrepreneurs and innovators are creative thinkers and have excelled
in the past by being flexible and integrative in realising new ideas. Nonetheless,
it was agreed at the forum that where Australia as a nation has typically fallen
down is through the inability to successfully implement and commercialise
innovation. For example, the recently released Prime Minister’'s Manufacturing
Taskforce Report has shown that as a nation Australia is well regarded by our
major trading partners for its stability and efficiency, but Australia is not so well
regarded for its skills and innovation.

In considering the challenges to encouraging commercial success and innovation
as a driver of productivity, the IIA Forum has identified five key opportunities for
change.

National outcomes and culture
Collaboration

Funding

Company Board level culture
Social pressure and awareness
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The attached one-page summary document encapsulates these opportunities
and outlines succinctly how they may be realised. Also attached is one of the
presentations which explains the enterprise innovation process.

¢« National Outcomes and Culture

First and foremost, at the macro level building a long term strategy for
innovation that includes an ‘Australian Innovation Network’ which is geared
towards incubating, supporting and commercialising Australia’s competitive
advantages is critical. To achieve this some key questions need be asked, for
example.



What natural benefits and skills can we industrialise?
Where is more investment required and how should this be marketed?

And in the research institutes, many of which are in universities, how can the
‘culture of discovery’ be transformed to outcomes of public benefit that justify
the some reported $9.5 billion of publicly funded investment annually?

The IIA Forum believes that a fundamental shift of this magnitude requires
collaboration (the life-blood of change) and communication (the corner-stone of
‘open innovation’).

From the IIA Forum perspective, the high level task that lies ahead is in creating,
and communicating, the urgency of why Australia must now commence building
a new era aimed at commercial success through Australian innovation. In
association with key strategic partners, the IIA Forum participants propose to
develop a conceptual plan for an innovation support network that builds on the
aforementioned opportunities.

. Funding

For the investment community a longer term view is needed to see the financial
upside which will come following their collective backing of what the IIA Forum
has identified as ‘New Growth Enterprises’ (NGEs).

At an entry level, for a lucky few ‘start-ups’, there is financial support to be
found in the angel investment community as well as through other indispensable
organisations such as Commercialisation Australia. However in most cases start-
up capital is only adequate to take a new venture part of the way. Typically
these organisations enjoy break-neck growth in their formative years but fall by
the wayside at the second and third growth stages (typically at the $2 to $5
million stage) when additional funds are required to take these organisations to
their next commercial round of growth. Without a new national funding model
that is backed by large institutions, Australian NGEs are likely to remain stunted
or, as is so often the case, head overseas, at which point any ‘value-add’, apart
from the satisfaction of being an Australian idea, has moved offshore with little
or no benefit to the Australian economy.

. Company Board Culture

A change in thinking must come from the top and the IIA Forum advocates that
we can't simply rely on the government of the day to provide all the answers to
encourage innovation. Australian boards must learn to value and measure
innovation in their products, services and processes. To encourage this cultural
change in thinking in the boardroom, innovation ‘*heroes’ must be identified to
clearly articulate why innovation is a catalyst for new enterprise level
competencies, capabilities and recognition.
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The Board’s role must be in providing strategic leadership to find the right
balance between innovative behaviour and risk containment to ensure long term
sustainability and competitiveness.

The IIA Forum believes that a combination of process and capability innovation
will provide the building blocks for a more innovation driven business, along with
a culture that empowers employees to be more customer oriented, however it is
up to the Board to decide how far to ‘turn the dial’.

Furthermore, management derived business plans should necessarily include an
innovation strategy and a commitment that is visible. This should incorporate
financial commitment to research and development along with dedicated
employee guidelines and training programs.

Simultaneously risk management frameworks should be regularly reviewed to
ensure that settings and strategies are not unnecessarily stifling innovation or
conveying a lack of appetite for innovation within the organisation.

. Social Pressure and Awareness

Again from the IIA Forum perspective, the ‘umbrella’ task that lies ahead is in
creating, and communicating, the urgency of why Australia must now commence
building a new era aimed at commercial success through Australian innovation.
Currently Australia sits at 107th on the OECD’s innovation efficiency ranking and
a new McKinsey paper on productivity has warned that if productivity growth
does not recover then Australia may have little or no income growth in future.

National Outcomes Delivered through the Prime Minister’s
Manufacturing Taskforce Report

The Prime Minister’s Manufacturing Taskforce Report was released on 16
August 2012 by the Prime Minister, the Hon Julia Gillard MP and the Minister for
Industry and Innovation and Minister for Climate Change and Energy Efficiency,
the Hon Greg Combet AM MP. It has been noted by the IIA Forum that the
Ministers advised that ‘one of the policy agendas identified by the non-
government members of the Taskforce is to address Australia's competitiveness
through the generation, dissemination and application of knowledge. This calls
for researchers, research agencies and business to rethink how they can best
work together to encourage innovation’.

The IIA Forum concurs totally with this view and supports the open innovation
approach of fostering collaboration which must be encouraged at every level of
business and industry. In this context, the IIA Forum submits that there is a role
for company directors, through their peak professional society, to join with other
industry stakeholders (e.g. management, workers, industry associations, unions
etc) to drive this imperative forward.

The IIA Forum supports the policy directions enunciated in the Report,
particularly the policy direction (number three) relating to collaboration and
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number four relating to SME innovation - so relevant to the need to drive
product innovation, but also number five relating to productivity growth and
the implied need to drive process innovation.

e Product Innovation

The IIA Forum is of the view that its concepts of an Innovation Support
Network fall within the concepts enunciated by the Report’s Smarter
Australian Network (including Innovation Hubs). However, it is submitted that
there is an opportunity for this network and the hubs to be supported by an
IT architecture system that facilitates product realisation and collaboration in
the virtual space, and that there are well developed skills and capabilities
available in the Australian ICT industry to put such a system into place.

In regard to the Report’s reference to ‘new-to-market product innovation’,
attention is drawn to a major finding of the Electronics Industry Action
Agenda (Ai Group, 2008) that Australia’s greatest weakness in innovation
continues to be at the phase of converting an initial business concept into a
proven business concept demonstrated by an industrially-relevant, pre-
production prototype of the product or service. To that end the Action Agenda
Strategic Leaders accepted the findings of a working group led by Professor
Trevor Cole and recommended the need undertake feasibility studies for
product realisation around technology-defined sectors aimed at servicing the
needs of collaborating SMEs. Consideration of this concept could, of course,
feed into the deliberations proposed in Recommendations 27 and 30 of the
Report.

The Strategic Leaders accepted the proposition (Cole, 2005) that integrating
understanding of the product development process with the development of
skills in technology entrepreneurship provides the other missing leg to a more
effective innovation system in Australia. Moreover, it is the entrepreneur who
will use mastery of the innovation and product development processes to
access the resources needed to convert a market-related opportunity into a
successful product or service — acquiring the technology from wherever
appropriate, be it overseas, existing capabilities or, occasionally, original
Australian research.

It has been previously asserted (source, ATP Innovations) that product
innovation is fundamentally ‘turning ideas into products that people want and
are willing to pay for’. It is vital that company boards nurture an innovation
culture which is focused on finding new ways to delight existing and new
customers. Employees should be continually challenged (as well as
incentivised) to ask themselves who benefits from what they do (internally
and externally) along with how they can deliver their product or service
smarter. This dynamic defines the linkage between product and process
innovation.
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* Process Innovation
Substantial evidence exists in the Report to support a focus on process

innovation in contributing to enterprise performance improvement. However,
this particular focus has not been fully developed in the Report. The IIA
Forum is in a position to clearly articulate the value of a process innovation
focus and be developed as part of an intended IIA Forum awareness
campaign - as it is a key audience and a key message. It is also proposed
that this area be developed in conjunction with AICD and can be advanced
through this primary channel without delay or reliance necessarily on
government support or endorsement.

« Some Other Preliminary General Comments about the Report

There is opportunity for industry and business at the firm level to contribute
to the Smarter Manufacturing imperative than what is evident in the Report
which seems to be weighted on what government needs to do. The work that
ITA Forum undertook within the course of a day’s meeting demonstrates a
range of areas where an action oriented task group could advance significant
change, through industry-led, low cost, high impact actions. The IIA Forum
would be pleased to elaborate on this further.

For example, low cost, high impact networks can be established and operated
immediately. The IIA Forum's use of LinkedIn provides a practical example
of what can be achieved without any underpinning investment. Global online
professional knowledge sharing networks operate on LinkedIn already (e.g.
an Enterprise Architecture Network, where a global thought leadership
position has been established last three months). This type of initiative
simply requires time and attention, and could be advanced through the
awareness campaign that the IIA Forum is already developing. There is
some additional analysis that could be provided to highlight key success
factors which would ensure that early value is realised from industry and
business participation.

In addition, the Smarter Australia Network (recommendation 25) should
support the micro, small, medium and large enterprises to navigate the
frameworks for government grants, seed funding, listed funding, industry
groups, Cooperative Research Centres and other research institutes,
regulatory compliance etc. The platform should use social media technologies
to enable two way dialogue and interactivity.

Recognising the large number of recommendations in the Report, it is
suggested that these be placed on a Boston Grid, low to high
investment/effort, and low to high impact/return. This would help identify
quick wins versus those that require more sustained investment and effort.
Again, the IIA Forum has demonstrated that it is possible in a short time to
develop a clear action-oriented strategy, and to have agreed next steps such
that action is immediate.
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Given that public and business commentary (particularly from media
economists) in Australia has been so dismissive of the current state and
future prospects for manufacturing, there is an opportunity for government
and other key stakeholders to use the findings of the Report to change
stakeholder and public perceptions through a major awareness building
campaign. A carefully crafted campaign could underpin the programs as
outlined in the proposed Smarter Australia roadmap process.

Opportunities Identified by the IIA Forum

The IIA Forum has identified opportunities in three key areas - new growth
enterprises, new growth industries and new enterprise process/capabilities. Work
is proceeding on more clearly articulating:

1. The potential linkage and synergies between these different streams.

2. The potential ‘value add’ activities which could be undertaken to foster
new growth industries through encouraging integration across product,
service and process innovation.

The IIA Forum notes recommendation 38 of the Prime Minister’s Manufacturing
Taskforce Report and would welcome the opportunity to be participants in the
proposed annual Australian Economic Dialogue, an opportunity which could also
be made available to the Australian Institute of Company Directors.
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