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The Innovation Agenda in Australia
Introduction
· CEW is a by-invitation organisation of 127 acknowledged women leaders. Our purpose is to promote the development and effective use of Australia’s leadership talent. We believe the whole community benefits if the talents of women are fully utilised. CEW aims to accelerate talented women into senior leadership through: 
· Influencing CEOs, Boards and Senior Executives,

· Fostering the development of talented women, and

· Building a supportive and collegial environment for CEW members.
· Being an election year it’s a good time to talk about government policy so what I would like to do today is to advocate the role of government policy in fostering innovation and to do this by canvassing three perspectives: the policy landscape; having a look at what is happening in practice; and then concluding with a few comments on possible next steps.
Definitions
 First some definitions.
· Science – a body of knowledge

· Technology – an enabled body of knowledge – knowledge applied so that you can do something with it. Often involving an invention.
· Innovation – application of knowledge which creates value. This usually involves providing a solution someone is prepared to pay for, because it addresses a problem they have. But importantly it doesn’t always involve science and technology. It can have as much to do with marketing eg how a product is packaged, or with organisational design. The other point to make about innovation as it applies to an economy is that it is a system concept with significant interdependencies between players, whether within the firm or within the economy. It is an environment, not an event.
There are therefore very clear distinctions separating the concepts of science, invention and innovation.

The Innovation Policy Landscape

These distinctions are evident in the way policy has evolved, albeit somewhat clumsily.

· Policy development over the past four decades after the huge expansion in stocks  of knowledge out of WW II:
· 1960s/1970s – Science & research (CSIRO/universities/Grants); stocks of knowledge were viewed as important to economic prosperity;
· 1980s – Role of business in doing something with the science started to be recognised (MICs; R&D Tax Concession). Unfortunately the distinction between science and technology, although implied, missed being separately recognised, and has led to a policy gap from which Australia still suffers;
· 1990s – emergence of Innovation as a concept and clear link to economic growth (Investing for Growth/BITS BIF/CRCs)
· Innovation Summit in February 2000, which, although helpful in crystallising much of the debate, suffered from the lack of a follow through mechanism.
· 2001 – BAA I policy envelope [many people here would not be aware of its existence]: first evidence of a strategic framework (people, ideas, “technology push”- commercialisation) and an inadvertent recognition that we are dealing with a complex system and there is a need to join some dots; BAA I was in part a response to the Federal Opposition’s Knowledge Nation policy platform – Barry Jones and his spaghetti diagram as he tried to describe the innovation system.. Everyone laughed, but Barry will have the last laugh because that’s what it’s really like!
· Followed in 2004 by BAA II which was, unfortunately, compromised by budget and election year pressures and was largely a rebadging of existing programmes.
· Now awaiting the final version of the Productivity Commission Report into Science & Innovation (referred by Treasury and DEST), and the imminent Industry Statement from DITR. Perhaps this will lead to a BAA III?
Why is all this important?  It’s important because social and economic wellbeing relies on having continuing economic growth - [hasten to add growth is a necessary but not sufficient condition to ensure well being – much depends how a country invests the money it makes…see the debate in Australia as to whether our budget surpluses have been invested optimally]. This growth, in turn, relies on remaining competitive, and in a globally connected market, that means acquiring and applying knowledge faster than your competitor. That is on innovating – knowing that any advantage you create will rapidly be arbitraged away by your competitors.
The question here is whether there is a role for government policy? Well it seems many other countries think so: we see explicit innovation policy frameworks in North America, throughout Asia – Taiwan, Korea(which believes that very fast broadband access is a key innovation policy ingredient) , Singapore, China… and in Europe – UK, Finland Sweden, - and increasing calls for the EU to make innovation a policy priority. 

While not all of these policy frameworks have been a success, nonetheless, if Australia’s competitor countries are boosting their innovative capacity by using policy accelerators, then we should be alert to those policy accelerators which might be most effective in the Australian context. To date, BAA I was a good start, but BAA II was a tragic missed opportunity. It reverted to the science centric model of innovation, technology failed to gain explicit policy recognition, and the role of the market in pulling innovation through the system was largely ignored.
 In short, we have policy settings which are based on the premise that you focus on developing the solution and then seek out a customer with the matching problem. A solution in search of a problem is the hardest point from which to approach the innovation challenge.
Observations of Innovation in Practice

So what is happening in practice in Australia with the level of innovation? The answer is plenty – and here I should emphasise that fostering innovation is not the sole responsibility of government. As I said earlier, innovation is a system concept involving business, government, the institutional framework, regulators – and the community. All are innovation agents.
Take the community – in Australia the community felt somewhat ambushed by GM crops technology with the consequence that its adoption has been slowed by regulation, and the rate of innovation (though not the rate of research!) dampened in that field. In the area of electronic technology, however, the rapid rate of adoption by the Australian community meant that we were one of the first countries in the world to have ATMs and the innovation that flowed from their deployment.
In terms of industry, innovation has occurred across the traditional spectrum of primary, manufacturing and service industries with the result that there is now a significant blurring of divisions on that spectrum. 
· In mining, in Australia, for example, while fewer than 100,000 people are employed in extraction activities, about 400,000 are employed in providing mining services based on the innovations developed by the mining industry in response to market demand.

· In manufacturing, products are often now “product service” bundles where the innovation lies in customising the bundle to the particular customer. 
· In the services sector, Financial services is an example of products being manufactured to suit the customer eg Australia led the innovation around the concept of a Listed Property Trust product, responding to the market’s demand for a liquid property investment. It is interesting to note that Macquarie Bank is one of Australia’s largest manufacturing companies – it’s just that they manufacture financial products. In higher education, many institutions have developed innovative ways of delivering distance learning courses, using IT as a platform technology.
There are a few distinguishing characteristics of successful, innovating companies:
· They start with the customer and the market;

· They have an international, if not global focus;

· They draw on a competitive advantage related to Australia eg surf wear companies like Billabong; or

· They have targeted a global niche eg Cochlear , with cochlear implants; or

· They have found a role in a global supply chain eg Bishop Technologies supply of steering systems to the global automotive industry: 20% of all passenger vehicles globally use Bishop components.
· Significantly, many have benefited from government policy interventions which have provided support at critical times during their development. 

· They also give lie to the assertion that Australia is no good at commercialisation.
Nevertheless, it’s easy to quote the successes: the question is what about the failures? Could we do better, and is the rate and scale of innovation sufficient to sustain Australia’s growth rate and hence prosperity. 
Possible next steps
So where do we go from here?

The first thing we need to do is to learn from experience. In this regard, Mark Dodgson from UQ Innovation Management Centre quotes the frightening evidence that, in the past 12 years in Australia, there have been 75 studies/reports on innovation. The total number of cross citations is 22; the maximum number of citations in any one report was 3; and the mode number of cross citation was 0. So it seems that we like to go back to the beginning every time. We are getting to the stage where there is no new news -time to know what we know and act rather than commission yet another government enquiry. Innovation Policy is not that hard: its about getting the right knowledge to the right people; or if you’re not sure about who and what’s right, then get lots of knowledge to lots of people; and if you don’t have the resources to do this across all sectors, then choose a few areas of emphasis and focus on those knowledge flows.
The next imperative is to start with the customer. Here government policy could play an important leadership role, particularly in relation to SMEs which may lack scale or marketing expertise. There are myriad initiatives which could be taken in this regard, many simply a refocussing of existing policies. We also need to move on from the ‘business welfare’ mantra as a reason not to have policy measures which encourage businesses to grow: the reality is that the country makes money when business makes money
Third, we need to move on from the government’s economic rationalist model which has an unassailable confidence in the market to allocate resources, and hence avoids making choices. This model has two fundamental flaws: the market does not price externalities well– as we are now seeing, graphically, in relation to water usage and carbon emissions of the past 50 years; and it will price risk – and high risk will be priced out of the market, as we see in our capital markets every day. Other governments are making choices in terms of sectors of emphasis - China (medical devices); Finland (metal products); UK (healthcare) – all sectors in which Australia would aspire to be competitive but may be out competed. It is not a question of picking winners, but rather of creating a portfolio of options.
Finally, we do need to recognise the importance of technology in its own right and the skill base needed- both corporate and individual-to carry out that critical translational role which takes science and converts it into a technology that can be applied by an organisation in delivering customer facing solutions. We don’t celebrate engineering as a profession– we put it in the same lack lustre bucket as accounting - and all the while China is graduating more that 300,000 engineers a year.
Conclusion
The good news is that Australia is on the cusp of a huge innovation opportunity, a perfect storm if you like – we are our own customer, and our competitive advantage is that we have some of the greatest sustainability problems in the world ie in the fields of water and energy. If innovation flows from responding to a customer with a problem, then we are in the box seat.
What we should be demanding as a community is that government policies adopt a risk sharing posture with industry, to apply technology to finding the sustainability solutions needed by Australia and which can then be the basis of a new wave of economic growth as Australian companies take those solutions to the world market. I emphasise the word solutions here, because investment alone will not deliver an innovation dividend so any government policy should have a strong ‘solutions deliverable’ as part of its accountability framework with industry.
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