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About the Society for Knowledge Economics 

The Society for Knowledge Economics (SKE) is a not-for-profit organisation founded in June 2005. 

Members and supporters include organisations such as Microsoft, Westpac Banking Corporation, 

CPA Australia, HP Enterprise Services, PricewaterhouseCoopers, the University of New South Wales, 

Copenhagen Business School, and others.  

 

The SKE believes that Australia needs collaborative, cross-sectoral programs and efforts, supported 

by industry, academia, policy makers and others, who work together to make Australian organisations 

(large and small, public and private) the most innovative, productive and fulfilling places in the world 

to work. 

 

A leading knowledge economy is one that aims to better understand, develop and leverage the most 

potent force in creating economic and social value todayðits people and collective knowledge. 

 

To this end, the SKE conducts industry-based research projects and prepares policy submissions, 

research papers, thought leadership pieces and editorials to influence policy directions and 

management and leadership practices in the Australian economy. Visit www.ske.org.au for more 

information. 

 

SKE Research and Collaborative Projects 

The SKE Industry Partnering and Research Program brings together representatives from private, 

public, research and community organisations to investigate, research, test and develop practical 

programs and tools for the benefit of Australian workplaces as a whole.  

 

Some of our research partners include: 

¶ Business Council of Australia 

¶ Certified Practicing Accountant (CPA) Australia 

¶ Department of Education, Employment and Workplace Relations, Canberra 

¶ Department of Finance and Deregulation, Canberra 

¶ Department of Innovation, Industry and Regional Development, the Victorian Government 

¶ Innovation and Business Skills Australia 

¶ Microsoft Australia 

¶ New South Wales Department of Lands 

¶ Organisation for Economic Co-operation and Development (OECD) World Intellectual 

Capital Initiative 

¶ University of New South Wales 

¶ United States Enhanced Business Reporting Consortium (the U.S. Securities and 

Exchange Commission) 

¶ Westpac Banking Corporation 

http://www.ske.org.au/
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Executive Summary 

The Australian Government Department of Education, Employment and Workplace Relations 

(DEEWR) commissioned this report, prepared by the Society for Knowledge Economics (SKE). The 

objective of this report is to better understand the rationale for, and potential benefits of, government 

involvement and support for the development of Australiaôs workplace leadership, culture and 

management (LCM) capabilities, with the aim of encouraging more innovative, productive and fulfilling 

workplaces in Australia. 

Report Findings: 

Based on the research conducted and consultations around Australia and the world, this report 

concludes that: 

¶ Innovation in the workplace is supported and enabled by a ñcomplex, non linear systemò, which is 

broad and dependent on more than any one factor (e.g. workplace skills, R&D, infrastructure, 

government regulation, incentives (Cutler, 2008)). In order to ensure the Australian innovation 

system is as healthy as possible, all facets require understanding and attention. 

¶ A factor that is often overlooked or underemphasised is the role and quality of leadership, culture 

and management practices in encouraging and enabling workplace innovation (see Figure 1).  

 

Figure 1. Enabling Innovation and Workplace Productivity  

through Leadership, Culture and Management 

 

 

 

¶ Focusing on LCM at the workplace level matters both in terms of improving innovation, driving 

productivity and ensuring sustainability. This has never been more important than in the context 

of the world financial crisis, where it can be suggested that much of the problems created are a 

consequence of not having the right LCM practices deployed in many aspects of the worldôs 

financial markets.  

¶ There is a real risk that in the more fearful environment of a world economic downturn, Australian 

businesses will cut the wrong costs. More than ever, in a downturn, great leadership is required to 

successfully navigate rough water. Great management and culture are required to ensure that 

businesses come through to the other side more innovative and more productive. Strengthening 

Australian businessesô LCM capabilities is arguably more, not less, important in the current 

environment.  
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¶ There are some examples around the world of international initiatives to apply coordinated energy 

across all sectors, including government and business, to raise the quality of workplace 

management practices and innovation capabilities. Specifically, government led workplace 

development programs in Ireland and Finland are worthy of serious review and consideration by 

the Australian Government. 

¶ Slowing growth rates in such countries (specifically Ireland) is due to a variety of macro-economic 

factors, including an over extension of property and construction (which is where the job losses 

have occurred) and increased reliance on international financial services. Such countries are 

continuing to invest in workplace development programs, including LCM programs and recent 

years have seen an increase in investment. 

¶ While limited evaluative data is available at this stage, where programs are successful overseas, 

it is generally due to a facilitative rather than prescriptive approach, and also due to shared 

ownership by industry, government, unions, researchers, associations and others. Leadership by 

the Prime Minister seems to be another key driver of success.  

¶ In Australia, the Enterprising Nation report (Karpin Commission, 1995) was the last significant 

Government review that considered Australiaôs workplace management, culture and leadership.  

¶ Australian state level initiatives directed at lifting innovation through improved leadership, culture 

and management practices are sporadic and where they exist, fragmented and lacking strategic 

coordination. 

¶ The recent green and white papers, venturousaustralia
1
 (Cutler, 2008) and Powering Ideas

2
, 

provide many useful insights into "the driversò of innovation. There are also suggestions that a 

ñworkplace of the future forumò should be considered. Yet, limited specific policy 

recommendations are provided for strengthening innovation by improving the quality of LCM in 

the workplace
3
.  

¶ Whilst Innovation and Business Skills Australia (IBSA) is working on several important initiatives 

to lift businessesô capabilities to manage and lead innovative enterprises in Australia, the general 

lack of programs and focus by Government on LCM is surprising and a missed opportunity. This 

is particularly true given the growing evidence and extent of research that demonstrates the direct 

correlation of good LCM practices with strong business performance, including labour productivity 

and economic growth (see Table 1 for examples).  

  

 

                                                           
1
 Appendix A includes the SKEôs response to venturousaustralia, which emphasises the need to do more in this aspect of 

developing Australiaôs innovation system. 

 
2
 Australian Government Department of Innovation, Industry, Science and Research, 2009, Powering Ideas: An Innovation 

Agenda for the 21st Century, 12 May, 2009. 

 
3
 For example, the three recommendations made in the ñPeople and Skillsò section of the venturousaustralia report focus on 

education, immigration and professional associations; whilst these are very important, more is needed to lift innovation capacity 
in the workplace including greater focus on LCM as levers of workplace transformation.  
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Table 1. Examples of Productivity Impact  

Country Research 
Productivity Impact of Workplace Innovation and 

High Performing Workplace Practices 

Ireland,  
National Centre 
for Partnership 
and 
Performance, 
(Flood, et al., 
2008) 

 άbŜǿ aƻŘŜƭǎ ƻŦ 
High 
Performance 
Work Systems: 
The Business 
Case for 
Strategic HRM, 
Partnership and 
Diversity and 
Equality 
{ȅǎǘŜƳǎέ 

The 132 companies adopting high performing workplace 
systems showed a: 

¶ 14.8 per cent increase in labour productivity or ú44 399 
per employee or ú12 million per median company 270 
employees. 

¶ 12.2 per cent improvement in workforce innovation or 
ú2061 per employee or ú556 200 for median. 

¶ 7.7 per cent reduction in employee turnover or equivalent 
to retention of 2 additional employees in median 
company. 

United 
Kingdom, The 
Work 
Foundation, 
(2003, 2005) 

ά/ǊŀŎƪƛƴƎ ǘƘŜ 
Performance 
Code: How the 
Top Firms 
{ǳŎŎŜŜŘΦέ 

The 1000 companies surveyed in 2003 showed that the top 
33 per cent of performers in terms of LCM enjoy: 

¶ 2.5 per cent more sales per employee 

¶ 1 per cent more profitability 

¶ 17.5 per cent more growth of exports as per cent of sales 

The average United Kingdom firm is 25 per cent less 
productive than need be.  

The 2005 study of 3000 firms shows that firms at the top of 
the survey earn £1600 more per employee than those at the 
bottom. If the performance of 10 per cent of companies in the 
bottom third was increased to the average performance of the 
top third, £2.5 billion could be added to United Kingdom GDP. 

London School 
of Economics / 
McKinsey 
(2007) 

άaŀƴŀƎŜƳŜƴǘ 
Practices and 
Productivity: 
Why They 
aŀǘǘŜǊέ 

This 16-country comparative study found that improving 
management practice is ñassociated with large increases in 
productivity and output. Across all the firms ... a single point 
improvement in management practice score is associated 
with the same increase in output as a 25 per cent increase in 
the labour force or a 65 per cent increase in invested 
capital.ò(p. 5) 

United States, 

Black and 

Lynch (2004)  

 

ά²ƘŀǘΩǎ 5ǊƛǾƛƴƎ 

the New 

Economy? The 

Benefits of 

Workplace 

LƴƴƻǾŀǘƛƻƴέ 

This study used data from the United States Bureau of Labor 
Statistics and Worker Employer Surveys and found that 
innovations to workplace practices (such as re-engineering, 
job rotation and organising workers in teams) was an 
important component of total factor productivity and 
accounted for as much as 30 per cent of output growth 
amongst United States firms, that is, up to one third of United 
States output growth stems from productivity-enhancing 
innovations at the workplace level. 

 

¶ It is clear that more needs to be done to increase the number of Australian businesses that 
innovate. The Australian Bureau of Statisticsô 2006-07 survey of innovation in Australia estimated 
that only 260 544 businesses (or 36.8 per cent) are ñactive innovatorsò.  

 

¶ If adopting sound LCM practices can improve businessesô innovation capabilities, and thus their 
productivity and profitability, a key question is ñwhy arenôt businesses doing this already?ò The 
evidence suggests this is a case of market failure. There is a lack of information about the 
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benefits of adopting good LCM practices. There is also often a culture of risk avoidance and low 
early adopter modelling. There is a lack of adequate competition in some sectors to drive 
improvement in practices. And finally, there is too great a focus on the important industrial 
relations aspects of workplaces at the apparent expense of cooperative efforts to implement best 
practice LCM strategies to lift innovation capabilities and workplace productivity.  

 

¶ The Australian Government can play an important role in working with businesses and industry 
bodies to address market failures and lead the development of management and leadership 
practices on the world stage, grounded in Australian-based research and models. An opportunity 
exists now to work collaboratively with businesses in a post-WorkChoices environment to focus 
on cooperative efforts to increase workplace innovation, productivity and sustainability. 

 

¶ In line with arguments by overseas constituencies, such as Ireland, enterprises in a global 
economy must compete more effectively through higher levels of partnership, levels of innovation, 
chance and performance as well as openness to testing new organisational models and ways of 
gaining a competitive advantage.  

 

¶ It now seems more obvious than ever that Australian enterprise needs a radical transformation of 
its workplaces if it is to improve its innovative capacity and productivity, and meet the competitive 
and economic challenges of the future.  

 

Recommendations: 

There are a number of strategic activities that the Australian Government can undertake to encourage 
and support the promotion and proliferation of advanced leadership, culture and management 
practices that support more innovative, productive and fulfilling workplaces4.  
 
The following outlines a process that may be used to further the recommendations of this report and 
define Australian implementation objectives and a vehicle for executing a workplace LCM program.  
 
Program leadership should be a cross-government collaborative effort. Importantly, there is a new 
opportunity for sponsorship and leadership from the Prime Minister and/or Deputy Prime Minister, 
given the broad cross portfolio and national interest at stake. This must be supported by strong 
participation from other departments (including the Department of Innovation, Industry, Science and 
Research (DIISR), the Department of Finance and Deregulation, and the Department of Broadband, 
Communications and the Digital Economy (DBCDE)), as well as joint ownership and hands-on 
participation by business, unions, associations, researchers, education providers, and other 
interested parties. This process of cross-sectoral integration could be facilitated by an independent 
organisation in close collaboration with Government to ensure all parties are well integrated into the 
agenda.  
 
Given the Deputy Prime Ministerôs focus on workplace development and the need for a new agenda 
post-WorkChoices, DEEWR seems to be the ideal candidate for driving and hosting the planning and 
implementation processes. 
 
A cross-sectoral Project and Implementation Board could be established to advise and oversee the 
work. This could incorporate the concept of High Performing Workplace or Workplaces of the 
Future to denote shared vision and intent for renewed focus on the development of LCM capabilities 
at the enterprise level 
 

                                                           
4
 The ideas and suggestions in this section and the Table have been inspired by our research of international policy initiatives 

(including telephone conversations with key actors overseas, see section 4 for details). Specifically we have been inspired by:  

¶ the Comprehensive Human Capital Management Strategy for Canada (2005), commissioned by the Canadian 
Ministry for Human Resources and Skills Development;  

¶ the National Workplace Strategy, prepared by the Irish National Centre for Partnership and Performance, sponsored 
by the Prime Ministerôs Office;  

¶ the Finnish Workplace Development Program (2004-09), TYKES, by the Finnish Minister of Labour; and 

¶ the New Zealand Workplace Productivity Agenda, by the Department of Labour.  
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The project could involve the following steps, which would see the agenda under way by 1 January   
2010: 
 
 

ü Step 1: Building the Coalition  
Consultations with key stakeholders, including business leaders, industry and professional 
associations (AiG BCA, ACCI, AIM, CEDA, etc), public sector and Government departments, 
unions, education providers, researchers and others to evolve discussions and gather input, 
ideas and feedback on issues and approaches to policy design. Visits to overseas nations to 
research and better understand their programsðhow they are run and with what effects. 
 
 

ü Step 2: Create the Infrastructure and Design Program  
Key ministers and Government departments to consider ideas and input from step 1 develop 
and agree on infrastructure and approach for the implementation of an ambitious, focused 
and cost effective program to develop high performing workplaces in Australia. This will draw 
on international evidence and experience as well as the need to work towards a shared vision 
of change among stakeholders in the Australian context.  
 
 

ü Step 3: Program Roll-Out and Implementation  
Launch of program by Prime Minister with involvement of key stakeholders and with 
emphasis on the establishment of a cooperative, partnership-based approach to change, led 
by an appropriate ñlighthouseò and network with cross-sectoral representation. This would 
have the role of awareness raising, information dissemination and diffusion of new LCM 
practices by and to enterprises, governments and others. 
 
Further steps might include monitoring and evaluation via a number of possible instruments, 
including restoration of a comprehensive and reliable national workplace survey, covering 
cohorts of both managers and employees.  

 



 13 

 Table 2 summarises key areas of activity and implementation that the Australian Government could 
consider as part of this program. 
 
 

Table 2. Potential Role of the Australian Government in Lifting LCM Practices in Australia  
 

Area of Activity Potential Activities and Implementation Tactics 
1. Promote the vision, 

importance and case for 
building high performing 
workplaces and the Australian 
National LCM capability 

¶ Enunciate the Strategy and partner with others to promote the need for 
change and associated plans. 

¶ Partner and lead the establishment of a focal point ñlighthouseò for 
creation and dissemination of knowledge about management best 
practices, information and tools. 

¶ Communicate and promote high performing workplaces within the 
Federal Government and across Australian States. 

¶ Support the development of partnerships across industry and 
internationally given that LCM development is a cross-cutting theme for 
organisations across the Australian economy and the world. 

2. Create and implement 
enterprise programs aimed 

at increasing awareness and 
adoption of best practices 
 

¶ Provide practical programs and funding to encourage enterprises to 
undertake leadership and change programs and disseminate uptake of 
best practice management. 

¶ Pilot, test and develop tools, frameworks, blue-prints and guidelines on 
best practice LCM in collaboration with Australian enterprises, levering 
international communities and experts. 

¶ Use incentives to stimulate employersô and unionsô commitment and 
investment in LCM and human capital development.  

¶ Monitor and evaluate effectiveness of programs and investments and 
progress towards stated goals and objectives. 

3. Collaborate with industry, 
government and others in 
research that provides better 

understanding and clear proof 
of the links between LCM and 
innovation, productivity and 
fulfilment at work  
 

¶ Involve all stakeholders such as state governments and territories, 
business, academia, unions and others in working together to explore 
and research a wide range of questions related to the application of 
best practices and their productivity effects. 

¶ Collect, analyse and make available relevant labour market and 
workplace information that can support uptake, understanding and key 
learning across industries and to benchmark internationally.  

¶ Test and research the value of pilot programs to empirically validate 
services and the value offered to the public. 

¶ Support the communication and sharing of latest research findings.  

¶ Link research to policy development and make explicit connections 
between human capital policies, programs and services and specific 
government priorities and strategies such as innovation, Aboriginal 
development, immigration and employment equity.  

4. Evolve education 
curriculum across all 

systems to reflect basic skills 
needed to raise LCM 
capabilities 
 

¶ Focus on curriculum development and deliver education and training 
courses that lift the development of LCM skills in students across 
schools, universities and the VET sector. 

¶ Ensure tertiary education and business schools are integrated into the 
agenda and play a key role. 

5. Exemplar and role model 

Given that government is a 
major workplace, it should 
increase the focus on LCM 
and implement best practice 

¶ Promote and implement LCM best practices in Australian Government 
departments. 

¶ Develop an expanded role internationally to encourage other countries 
to follow suit and share knowledge. 

¶ Enhance government capacity to disseminate information and tools on-
line that engage state and local governments in activities to build LCM 
skills. 

6. Improve governance 

across all workplaces related 
to management of human 
capital and intangible assets 

¶ Collaborate with industry and other interested parties to develop non- 
financial performance indicators to lift the quality of management of 
companiesô human capital and intangible assets. 

¶ Encourage better reporting and visibility of non financial performance 
indicators through guidelines, awards and international collaboration.  

¶ Support a national human capital and workplace management survey 
to evaluate and measure workplace management practices in 
Australian public and private enterprises. 
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Leading Australia to More Innovative, Productive and Fulfilling 
Workplaces ï The Role of Government 

 

1. Rationale for Public Policy on Innovation 

1.1. Background and Australian Context 

It is increasingly recognised in developed economies that knowledge and innovation are key drivers 

of organisational productivity and competitiveness in global markets, as well as being a source of 

continuous improvement in the quality and effectiveness of public and private services. It is also 

recognised that public policy has an important role in contributing to the development of innovative 

capability in firms and organisations, to the high performance delivery of innovation outcomes, and to 

the diffusion of innovation within and across industries, including through structured collaboration and 

networking (see Figure 2). 

Figure 2. National Innovation System 

 
 

Most countries that have committed to the development of knowledge-based economies as a long-

term sustainable basis for competitive advantage have engaged with stakeholders on optimal 

approaches to public policy, appropriate supporting infrastructure, funded programs and delivery 

mechanisms. They have commissioned inquiries, reviews and reports and, in the case of Ireland, a 

unique National Forum on the Workplace of the Future. These initiatives have led to new programs 

and implementation strategies. The three main elements of these approaches are: 

1 Development of a coherent national innovation system, which was defined by Richard Nelson 

in 1993 as a ñset of institutions whose interactions determine the innovative performance ofé 

national firmsò (Nelson, 1993, p. 4). Essentially, it is a whole of government approach to 

innovation, which links public agencies, research and educational institutions, sources of 

finance and individual firms in the context of a shared vision of innovative capability and 

performance (see again Figure 2). 

2 Commitment to promote investment in knowledge and human capital, which is the 

fundamental condition for an effective, functioning national innovation system. International 

research and experience suggests that this investment should be directed as much to areas 

of problem solving, teamwork and communication as to technical skills, since innovation 

requires a broad set of capabilities in strategic management, collaboration and execution. 

3 Delivery of innovation priorities at the enterprise and workplace level, as this is the basic 

organisational unit of the economy. Clearly, the purpose of a national innovation system and 

associated investment in human capital is to ensure improvement of innovative capability and 
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performance at the enterprise level, but this will depend in turn on the development of a 

highly focused approach to leadership, management and organisational culture. 

Australiaôs latest comprehensive review of its national innovation system, venturousaustralia (Cutler, 

2008), found much that is deficient and in need of improvement in each of these three areas. There 

are recommendations for improvement of the ñarchitectureò of the national innovation system, 

including the establishment of a National Innovation Council and linkages across the system, 

substantially increased public funding of research and education to make up for years of decline, 

comparative neglect and wasted opportunities in both the domestic and global context, and for the 

concerted development of a policy focus on business and workplace innovation, on the grounds that 

ñinnovation is all about the firm and what happens in businesses. Businesses are the point where new 

value is created from innovative activitiesò (Cutler, 2008, p. 27). 

Above all, the national innovation system review highlights the ñchallenging range of strategic, 

operational and integrative competencies [that] are required to lead innovative businessesò (Cutler, 

2008, p. 56), and the need to revisit the issues around leadership and management skills that were 

flagged in the pioneering report, Enterprising Nation (Karpin Commission, 1995). The intensively 

researched and widely discussed recommendations of this report were marginalised just at the time 

when a broad-based consensus for change was being assembled, with great potential for positive 

outcomes at the enterprise level, by the subsequent narrow focus on workplace relations legislation. 

As a result, drawing on submissions and commissioned work, including that of the SKE (2008a), the 

national innovation system review points out that: 

Many government workplace and innovation programs in Australia are directed at 

technological or scientific innovation while only a few are directed at strengthening innovation 

management inside organisations, including leadership and culture é This is an area which 

has received extensive attention in recent years in countries like the United Kingdom, Ireland, 

Finland and New Zealand. The challenge is how best to promote successful adoption and 

diffusion of high performance work systems in both the public and private sectors. (Cutler, 

2008, p. 58) 

The review proposes the establishment of a ñNational Forum on the Workplace of the Futureò, on the 

model of the approach adopted in Ireland (Green and Walshe, 2003; National Centre for Partnership 

and Performance, 2004; SKE, 2008a), to engage all the constituencies in discussion about how 

enterprises and workplaces can become the ñdelivery mechanismò for innovative practices and new 

levels of performance. It suggests that ñthe process should be both national and cross-departmental, 

to enable ñjoined-up thinkingò across multiple constituenciesò (Cutler, 2008, p. 59). It sets out the aim 

of such a forum as follows: 

The aim of a national forum on the workplace of the future would be to involve all relevant 

parties in the development of a shared vision of the future of Australiaôs workplaces, based 

on evidence and data gathering. A further aim would be to enable broad agreement on a 

trajectory or ñroadmapò for change at the workplace level, in both the public and private 

sectors, and on the actions and policy measures required to bring change about. A national 

forum on the workplace of the future would strengthen innovation capabilities, leadership 

skills and management practices at the level of the workplace. (Cutler, 2008, p. 59) 
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The proposal for a workplace of the future forum and strategic action in Australia was first argued in 

the SKE (2008a, pp. 31-33) submission (sponsored by the Business Council of Australia (BCA)) to 

venturousaustralia (Cutler, 2008): 

Strengthening innovation capabilities at the workplace level may, however, also require 

policy interventions over and above the more traditional levers of education and training. 

Larger scale, collaborative industry research projects, such as the five-year intellectual 

capital project with 150 organisations funded by the Danish Ministry of Science, Innovation 

and Technology, take a different approach to workplace transformation by providing 

opportunities for practice-based learning. Centres such as Irelandôs National Centre for 

Partnership and Performance, which coordinated the 2003-04 Forum on the Workplace of 

the Future, and the Workplace Development Program in Finland, are other examples of a 

more practice-based approach to transforming workplace practices éSuch centres support 

a more informal approach to workplace transformation and learning by offering and running 

workplace development projects, providing access to informal learning networks, and by 

disseminating information on high performance management and work practices to the 

business community.  

Australia does not currently have a ñNational Forum for Workplace Developmentò or a 

ñLeadership Centre Australiaò. Yet increasing innovation participation rates above the 

current 34 per cent may require a different approach to transforming workplace practice 

than those offered through education and university training. An Australian Futures 

Centre or a Forum for the Workplace of the Future could play a role in this.  

Table. Summary of Recommendations on Leadership, Culture and Management  

5. Leadership, 

Culture and 

Management at 

the Workplace 

Level 

 

Objective: 

Improve 

innovation 

practices in 

public and 

private 

organisations  

 

¶ Strengthen innovation capabilities, leadership skills and management 
practices at the workplace level by generating widespread discussion 
ǘƘǊƻǳƎƘ ŀ άbŀǘƛƻƴŀƭ CƻǊǳƳ ŦƻǊ ǘƘŜ ²ƻǊƪǇƭŀŎŜ ƻŦ ǘƘŜ CǳǘǳǊŜέ ƻǊ 
ά[ŜŀŘŜǊǎƘƛǇ /ŜƴǘǊŜ !ǳǎǘǊŀƭƛŀέΦ {ǳŎƘ ŀ ŎŜƴǘǊŜ ǿƻǳƭŘ Ŝƴŀōƭe workplace 
transformation through a more practice-based and participative 
approach to learning. It could be jointly governed and managed by 
government, industry and researchers and oversee a nationwide 
workplace development strategy. Such a body could strengthen 
innovation activity by:  
 

a. Assessing, researching and communicating the usefulness and 
impacts of alternative leadership styles, management 
structures, organisational cultures, and people management 
practices as drivers and/or impediments to innovation activity 
at the workplace level. 
 

b. Build learning networks to lead and coordinate larger scale 
collaborative industry research projects where diverse 
stakeholders (public and private companies, researchers, 
associations and others) jointly solve practical business 
problems and pilot new goods, services and processes. 
 

c. Examining, researching and communicating to and with the 
business community alternative business strategies, processes 
and staff capabilities required to lift innovation activity and 
develop learning networks to this end. 
 

d. Coordinating a Karpin II to feed into a subsequent assessment of 
ƳŀƴŀƎŜƳŜƴǘ ŜŘǳŎŀǘƛƻƴ ǇǊƻƎǊŀƳǎ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ !ǳǎǘǊŀƭƛŀΩǎ 
education system is focused on delivering the capability needs 
of managers in coming decades.  
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e. Providing input to, and possibly coordinate, a national human 
capital survey or workplace performance survey in Australia 
looking, for example, at leadership and knowledge 
management, results-oriented performance culture, talent 
management, and job satisfaction. 
 

f. Consider the development of collaborative (cross 
organisational) professional development and management of 
education programs. 

 
Source: SKE (2008a, pp. 31-33) 

Furthermore, the parallel reviews of Australiaôs automotive industry and textiles, clothing and footwear 

(TCF) industries have independently reinforced this message. For example, the automotive industry 

review called for a sustained leadership dialogue along the following lines: 

While volume, economies of scale and innovation [broadly defined] remain the key 

determinants of productivity in the industry, more needs to be done to encourage high-

performance workplaces and cost-competitive supply chains. (Bracks, 2008, p. 84) 

The TCF review, Building Innovative Capability (Green, 2008), noted recent survey evidence (ABS, 

2005) that two-thirds of innovation spending by Australian firms is directed to activities other than 

R&D, such as new business models and systems integration. This is consistent with international 

findings showing that organisational innovation, including ñorganisation structure changesò and ñmajor 

strategic partnershipsò are as critical to enterprise performance and productivity as more narrowly 

defined categories of technological innovation (IBM, 2006). The TCF review concluded from this 

evidence and work commissioned for the review that: 

[T]he common thread in é success factors for the TCF industries, as for industries more 

generally in high wage, globalised economies, is the development of innovative capability at 

the level of the enterprise and workplace, which is driven not only by research and 

technology development but also by the increasingly important emphasis on business model 

transformation, market-led organisational changes and the integration of firms into external 

collaborative networks and supply chains é In this context, the case for a major shift in the 

organising principle of industry policy has become compelling. (Green, 2008, p. 100) 

These findings echo the concerns and research priorities of the SKE, which, together with the BCA, 

released a detailed report in 2006 on New Pathways to ProsperityðA National Innovation Framework 

for Australia (BCA-SKE, 2006). This report highlighted deficiencies in Australiaôs national institutional 

arrangements for the promotion of innovation, especially their lack of a central focus and connectivity 

among the different elements, but it also went substantially further to emphasise that ñultimately, the 

purpose of a national innovation system is to transform knowledge and resources into dynamic 

capabilities at the level of firms and organisations, which are then better placed to contribute to the 

innovation performance of the economy as a wholeò (BCA-SKE, 2006, p. 25). The report argued that 

these capabilities must be acquired by workforces and managers, who have the key task of leading, 

enabling and, crucially, mobilising the commitment to change and innovation at the organisational 

level. Accordingly,  

as workplaces become more flexible and responsive in a changing competitive environment, 

the emphasis of economic reform will need to evolve to a new stage ï the leadership and 

management of Australian organisations, and the educational infrastructure and programs 

required to support the development of innovative capabilities within organisations. (BCA-

SKE, 2006, p. 27) 
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Similar concerns have been expressed by groups such as AiG and ACCI, which have called for a 

broadening of this debate to consider other forms of innovation and ways in which governments can 

support them (AiG, 2006; ACCI, 2006). An important dimension of this work is to broaden the concept 

of innovative work practices. This follows academic research where several studies have identified a 

positive link between workplace innovation and innovation in products, markets and technologies 

(and so on). For example, in a major United Kingdom study of innovative work practices in a number 

of industrialised economies, Lorenz et al. (2004) concluded ñthere are good reasons to suppose that 

the firmôs capacity for innovation can be increased by the use of such practices as job rotation, quality 

circles and shop or service meetingsò (p. 6). Similarly, Hurley and Hult (1998) have shown that firms 

with an ñinnovative cultureò ï that is, a management culture that emphasises learning, development 

and participative decision making ï have greater levels of ñinnovativenessò and ñcapacity to innovateò. 

This, in turn, is said to carry significant benefits in terms of business productivity and performance. 

These conclusions have broad support in a number of reports commissioned by governments here in 

Australia (e.g. Productivity Commission, 1999) and elsewhere (e.g. Workplace Productivity Working 

Group, 2004) 

1.2. The Paradox of Workplace Development and the Call for Focus 

From a policy perspective, the findings of research pose an apparent paradox. The research makes 

clear that work practices and the development of ñhigh involvementò or ñhigh trustò workplace cultures 

can have significant positive effects on organisational outcomes. The research has also provided 

consistent evidence about the causal mechanisms through which work practices can have these 

performance enhancing effects.  

Yet the available evidence is that few businesses are likely to take a comprehensive approach to 

developing these high performance workplace capabilities. As we outline in subsequent sections of 

this report, the available evidence indicates a number of reasons for this apparent paradox and 

provides a foundation for consideration of potential interventions to overcome the problem. 

With the venturousaustralia (Cutler, 2008) review of the national innovation system underway, SKE 

was commissioned by the Victorian Government to explore the implications of the LCM challenge in 

greater depth, making the case for recapturing and building on the Enterprising Nation report (Karpin 

Commission, 1995) in Enabling InnovationðLeadership, Culture and Management at the Workplace 

Level (2008b). The key findings of this SKE report are as follows: 

¶ There is strong support amongst key stakeholders for ensuring that leadership and 

management at the workplace level becomes a strategic, national priority. Stakeholders 

consulted commented that a Karpin II and strategic action is well overdue and that leadership 

and management in Australian organisations, large or small, public or private, are critical to 

enterprise productivity, innovation in the workplace, and the continued growth and 

sustainability of the Australian national economy. 

¶ Existing national innovation surveys in Australia mostly fail to consider how innovation is 

managed at the enterprise level. We know too little about the enablers and barriers to 

innovation in the workplace, the strengths and weaknesses of Australian organisations, and 

the optimal configurations of LCM techniques to lift innovation rates and performance. 

¶ Most government workplace and innovation development initiatives and programs in Australia 

are directed at technological or scientific innovation, while only a few policy initiatives are 

directed at strengthening innovation management inside organisations, including leadership 

and culture. 

¶ There is no national, cross-departmental, workplace development strategy in place in 

Australia that focuses on innovation capabilities at the workplace level. This compares poorly 

with overseas nations, specifically Ireland and Finland, who have made workplace 
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development and innovation a policy priority supported by strong funding and ñjoined-up 

thinkingò in key government departments. (SKE, 2008b, p. 8) 

1.3. The Need for Action 

The SKE report and the many stakeholders who participated argue that:  

Australia can and should do more to help businesses develop the leadership skills, workplace 

cultures and management techniques necessary to lift innovation rates. This is a challenge 

for all Australian organisations ï small and large, public and private. (SKE, 2008b, p. 9)  

The report draws on other contributions, such as IBSA Blueprint for Action on Innovation (2007, p. 1), 

which ñthrough sharing knowledge and leading by example é will work to boost the innovative 

capacity of the Australian workforce, including the capabilities of organisations, leaders, educators 

and individual workersò. IBSAôs vision is for progress on three interrelated goals: inspiring a culture of 

innovation; developing leaders and building workforce capacity. It has begun to implement these 

through its ñInnovation and Capability Platformò, which is the basis for a new set of training packages 

to develop innovative capability in organisations. In this context, the SKE report proposes ña national 

dialogue with key stakeholders who work together to review Australiaôs innovation management 

capabilities and performance in the workplaceò, and the formation of ñan implementation group or task 

force on leadership, culture and management at the enterprise level é to oversee the national 

dialogue and importantly the formulation of national strategies and policyò (SKE, 2008b, p. 9). 

The starting point for a national dialogue, endorsed by the national innovation system review, must be 

to address the decline in Australiaôs productivity performance over the last decade, which coincides 

with comparatively low levels of investment in human capital, especially in post-secondary education, 

and in research and innovation infrastructure.  

The following OECD comparisons (see Figure 3) demonstrate the collapse in Australian labour 

productivity growth since 2001 from a position exceeding the OECD average to one significantly 

below. 

Figure 3. OECD: Labour Productivity Growth (1995-2006, per cent growth) 

 

Source: OECD Productivity Database, 2008 
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This collapse is replicated almost to the same extent in multi-factor productivity growth. The most 

rapid productivity growth is occurring in new member states of the European Union which start from a 

low base; established economies such as Sweden, Finland, the United Kingdom and the United 

States remain substantially ahead of the OECD average, while Australia falls behind. While 

productivity growth has also reduced in Ireland, its previous levels were unsustainable and reflected 

growth from a low base. Ireland is now part of the group ahead of the OECD average and is exploring 

workplace development and innovation programs to ensure that its current growth path is sustainable. 

Figure 4 indicates Australiaôs poor performance in a combined OECD index for investment in 

knowledge, encompassing spending on R&D, higher education and software (which may be treated 

as a proxy for technology diffusion), compared not only with dynamic knowledge-based northern 

European economies but also with Canada, another commodities driven economy that is pursuing its 

own program to diversify its activities and drive innovation. Figure 4 shows that investment in 

knowledge exceeds the OECD average in the United States (6.6 per cent), Sweden (6.4 per cent), 

Finland (5.9 per cent), Japan (5.3 per cent) and Denmark (5.1 per cent). Australia is ranked eighth 

and invests less than the OECD average along with Canada, France and others.  

Investment in these elements of knowledge is a fundamental precondition for the development of 

innovative capability in enterprises and workplaces.  

 

Figure 4. 2007 OECD Scoreboard, 

 Investment in Knowledge (R&D, Higher Education, Software)  

 

Source: OECD Science, Technology and Industry Scorecard, 

http://lysander.sourceoecd.org/vl=6724250/cl=13/nw=1/rpsv/sti2007/ga1-1.htm  

http://lysander.sourceoecd.org/vl=6724250/cl=13/nw=1/rpsv/sti2007/ga1-1.htm
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The Global Competitiveness Report (2008-2009) of the World Economic Forum provides more up-to- 

date evidence of Australiaôs performance in global competitiveness (see Table 3). Australiaôs Global 

Competitive Index is now ranked 18, having moved one step up from a 2007/2008 ranking of 19 

based on a weighted average of 131 countries or economies, but still far behind its ranking of 5 at the 

end of the 1990s.  

Table 3. Australiaôs Ranking in the Global Competitiveness Report (2008-2009),  
World Economic Forum with 2007-08 Comparisons 

 

Country/Economy 
GCI 2008-2009 

rank GCI 2008-2009 score 

GCI 2008-2009 
rank (among 2007 

countries)* 
GCI 2007-2008 

rank 

United States 1 5.74 1 1 

Switzerland 2 5.61 2 2 

Denmark 3 5.58 3 3 

Sweden 4 5.53 4 4 

Singapore 5 5.53 5 7 

Finland 6 5.50 6 6 

Germany 7 5.46 7 5 

Netherlands 8 5.41 8 10 

Japan 9 5.38 9 8 

Canada 10 5.37 10 13 

Hong Kong SAR 11 5.33 11 12 

United Kingdom 12 5.30 12 9 

Korea, Rep. 13 5.28 13 11 

Austria 14 5.23 14 15 

Norway 15 5.22 15 16 

France 16 5.22 16 18 

Taiwan, China 17 5.22 17 14 

Australia 18 5.20 18 19 

Belgium 19 5.14 19 20 

Iceland 20 5.05 20 23 

Malaysia 21 5.04 21 21 
 

Source: World Economic Forum, http://www.weforum.org/en/initiatives/gcp/Global per cent20Competitiveness per 

cent20Report/index.htm  

The World Economic Forumôs interactive report
5
 provides in-depth information about the specific 

areas of relative weakness in Australiaôs performance, which require action if Australia is to improve 

its global competitiveness through innovation, productivity and workplace practices, higher education 

and training, and technological readiness. The innovation sub-index shows that Australia has a grave 

shortage of scientists and a low capacity for innovation. There are strong parallels between the 

shortage of scientists and the ranking of the quality of mathematics and science training in the report. 

Also, expenditure on R&D by both the private and public sectors and universityïindustry collaboration 

are areas of concern. In the area of business sophistication, Australiaôs ranking in value chain breadth 

and the nature of competitive advantage demonstrate further areas of weakness.  

However, the sub-index of labour market efficiency is also an area of concern if Australia is to 

improve its global competitiveness. Areas of poor performance relate to the flexibility of wage 

                                                           
5
 See http://gcr.weforum.org/gcr/  

http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm
http://gcr.weforum.org/gcr/
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determination, non-wage labour costs, hiring and firing practices, female participation in the workforce 

and rigidity of employment. There is also an indication that Australia has an ongoing ñbrain drainò 

problem which needs to be addressed. The technological readiness sub-index indicates that Australia 

needs to improve its firm-level technology absorption in the workplace.  

Further research is required to build on the findings of venturousaustralia (Cutler, 2008) and establish 

the fundamental causes for Australiaôs deterioration in global competitiveness and the reason 

Australia has ñslippedò in many areas critical to:  

Á Managing and enhancing innovation in the workplace; 

Á Building capabilities for innovation in the workplace; 

Á Assisting the growth of new technologies in the workplace; 

Á Improving leadership and management skills at the enterprise level; 

Á Fostering a culture in the workplace conducive to innovation; and  

Á Increasing productivity in the workplace through peopleôs capabilities, skills, knowledge and 

improved innovation management. 

 

1.4. Current International Initiatives 

As we will see further in section 4, most countries begin policy development on innovation from the 

objectives of increased productivity and competitiveness, but other objectives are important as well. 

For example, the European Unionôs ñLisbon strategyò of 2000 set itself the ambition of making Europe 

ñthe most competitive and dynamic knowledge-based economy in the world by 2010ò, but it also 

added a strong emphasis on social cohesion, job creation and environmental sustainability. The 

United States has held a number of inquiries on the role of knowledge and innovation in building 

enterprise competitiveness, including the 1995 Dunlop Worker-Management Commission and the 

2001 Task Force on Restructuring Americaôs Labor Market Institutions, Working in America: A 

Blueprint for the New Labor Market, which conceptualised the economy  

as embedded in the social structure and as depending on that structure for its capacity to 

operate effectively é It sees a need for the active cooperation of workers in the work process 

é and it recognizes the importance of institutions and the role they play in creating a 

framework in which a market operates, in mediating the relationship between the economy and 

society, and in reconciling economic efficiency with other social goals. (Osterman, 2000, pp. 3-

4) 

 More recently, the Innovate America: Thriving in a World of Challenges and Change report 

(Palmisano, 2005), led to the 21
st
 Century Workforce Initiative, which included the ñInnovation Based 

Economic Programò, and the subsequent report, Rising Above the Gathering Storm: Energizing and 

Employing America for a Brighter Future (Augustine, 2007), with a prestigious committee of scientists 

and business leaders, highlighting the increasing challenges for the United States in sustaining its 

competitiveness, expressing significant concerns that the scientific and technical foundation behind 

the United Statesô economic leadership is being eroded when other nations are investing heavily in 

such areas. 

The United Kingdom has also conducted a number of reviews, including the Lambert review of 

universityïbusiness linkages, the Cox review of creativity and innovation and, most recently, the 2007 

Sainsbury review, Race to the Top, on the development of the United Kingdomôs ñnational innovation 

ecosystemò, which places a major emphasis on action at the company and workplace level. Canada 
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has reviewed its knowledge and innovation performance through the not for profit think tank,  

Conference Board of Canada, in a series of inquiries following a 2002 National Summit on Innovation 

and Learning, including the comprehensive ñcall to actionò in 2004, Benchmarking Against Global 

Best. This advocates the transformation of firms and organisations and the diffusion of knowledge 

and innovation not only by firms themselves but also by communities, which ñhave a central role to 

play in unleashing the nationôs innovation potentialò (Conference Board of Canada, 2007, p. 48). 

Ireland commenced its development of a national innovation system with a number of exploratory 

reports and a ñtechnology foresightò exercise on how to position firms and the economy to deploy 

knowledge and innovation for competitive advantage in projected areas of global growth, including 

attraction and ñembeddingò of foreign direct investment (FDI) companies in local technology clusters 

and supply chains.  

Ireland developed its National Development Plan between 2000 and 2006. It came to recognise the 

strong link between investment in the research and innovation base of the economy and resultant 

sustained economic growth. It sought to promote the accumulation of knowledge capital to facilitate 

the evolution of the knowledge-based economy. This has become the theme of Irelandôs remarkable 

transformation from a low wage, inward-looking agrarian economy to a high wage, high productivity, 

and globally focused knowledge economy. Itôs national innovation system took shape from the social 

partnership required to stabilise the economy in the 1990s, reflected increasingly in ñenterprise-level 

partnershipsò, the highly targeted investment attraction policy with its linkages to local clusters and 

networks, and its emphasis on research and education, with an increasing role for knowledge transfer 

and the commercialisation of ideas. The Enterprise Strategy Group, (Enterprise Strategy Group, 

2004) underlined that the creation of knowledge and its subsequent diffusion are at the core of 

economic activity. Knowledge is embodied in people, and it is the quality of the people within 

organisations that will determine the success or otherwise of firms and economies in the years ahead. 

The final building block was the need to transform workplace culture and leadership to capitalise on 

the opportunities opened up by investment in human capital, and this was engineered through the 

National Forum on the Workplace of the Future and the National Centre for Partnership and 

Performance, which will be discussed further in this report in section 4. 

1.5. Brief Summary of Australian Government Initiatives 

Australian Government departments have pursued some programs to lift innovation skills 

development at the workplace level, although none of these are directed explicitly at fostering high 

performance workplace practices through partnerships, collaboration, industry based research, 

workplace diagnostics and related programs, as seen for example in Irelandôs National Centre for 

Partnership and Performance (see section 4 for details). Table 4 summarises key programs run by 

DEEWR. 
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Table 4. DEEWRðExamples of Programs 

1. The Industry Skills Councils (ISC) deliver vocational education and training to eleven 
industry sectors, including, for example, the Manufacturing Skills Council,

 
the Transport 

and Logistics Skills Industry Council, the Agri-food Skills Industry Council, and 
importantly, IBSA, which aims to develop innovation capability building in the workplace.  
 

2. Skills Australia is part of the Governmentôs Skilling Australia for the Future policy. 
Skills Australia is a new statutory body established to provide advice on current and 
future demand for skills and investment of public funds in training. 

 
3. Skilling the Existing Workforce Project

6
 is a tripartite (industry-government-individual) 

arrangement, which targets knowledge and skills requirements in advanced workplaces 
known as ñknowledge workò. It is led by the AiG.  

 

Source: SKE (2008b, p. 57). 

There are also a series of programs aimed specifically at lifting national innovation, research and 

development run by DIISR (see Table 5).  

Table 5. DIISRðExamples of Programs
7 

- Building Entrepreneurship in Small Business (BESB) 
- Commercialising Emerging Technologies (COMET) 
- Commercial Ready Plus (CRP) 
- Industry Cooperative Innovation Program (ICIP) 
- Enterprise Connect 
- Clean Business Australia 
- Climate Ready Program 
- Early Stage Venture Capital Limited Partnership (ESVCLP) 
- Innovation Investment Fund (IIF) 
- Pre Seed Fund 
- R&D Start 
- R&D Tax Concession 
- Re-Tooling for Climate Change 
- Renewable Energy Development Initiative (REDI) 
- Renewable Energy Equity Fund (REEF) 
- Several programs for Textile, Clothing and Footwear 
- Venture Capital Limited Partnerships Program (VCLP) 

 

Source: SKE (2008b, p. 71)  

 

 

  

                                                           
6
 

http://www.dest.gov.au/sectors/training_skills/programs_funding/program_categories/key_skills_priorities/skilling_existing_work
force.htm 

7
 Please see the AusIndustry website for a summary of business assistance programs AusIndustry delivers: 

http://www.ausindustry.gov.au/content/level2index.cfm?objectID=AEB901E5-7CB8-4143-A3BF33B2423F9DA6 

http://www.dest.gov.au/sectors/training_skills/programmes_funding/programme_categories/key_skills_priorities/skilling_existing_workforce.htm
http://www.dest.gov.au/sectors/training_skills/programmes_funding/programme_categories/key_skills_priorities/skilling_existing_workforce.htm
http://www.ausindustry.gov.au/content/level2index.cfm?objectID=AEB901E5-7CB8-4143-A3BF33B2423F9DA6
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1.6. State and Territory Initiatives 

The Australian states and territories have pursued some programs directed specifically at developing 

innovation capabilities in the workplace. The following is a preliminary checklist of programs as 

derived from submission to venturousaustralia (Cutler, 2008). 

Table 6. Activities Underway or Proposed by Australian States and Territories 

State 

Leadership, 
Management 

or Culture 
focus 

Activities Underway or Proposed 

Victoria Management  

 

Culture 

¶ Proposed investigation into the management capabilities of Australian 
businesses. The review would be directed at improving Australiaôs 
education system. 

¶ Skills development proposals with innovation focus at the workplace, to 
become basis for modules in the Vocational Education and Training 
(VET) system. 

¶ Develop a national media strategy that builds awareness. In so doing, 
hope to create a national culture that supports innovation.  

South 

Australia 

Management 
Recognition of need to connect national skills and workforce development 
policy (the Council of Australian Governments (COAG) productivity agenda) in 
higher qualifications (e.g. Certificate 3 and above) and the wider VET sector 
with business and institutional innovation systems e.g. VET in Cooperative 
Research Centres (CRC). VET providers should be included in all programs 
promoting collaboration across sectors and treated the same as universities.  

National support of training programs for entrepreneurs, with strong business 
input. Recognition of need to invest in skills and mechanisms for skills transfer 
that underpin the process of innovation i.e. creativity and entrepreneurship. 
Government supports a number of creativity and entrepreneurship initiatives 
at various levels and strongly believes that these innovation skills should be 
introduced from primary school age.  

New Training and Skills Commission just established with innovation as a key 
element, and Public Sector Performance Commission with new agenda to 
place emphasis on developing ñinnovative capabilityò in public sector 
institutions and enterprises. 

New South 

Wales 

Management NSW has a State Plan and broad innovation statement focusing on five 
industry sectors. Emphasis on training but no mention of LCM in their two 
submissionsðone from Primary Industries and the other from State & 
Regional Development. Government has established an Innovation Council 
and a Manufacturing Council and is commissioning work on skills to build 
innovative capability in enterprises and workplaces as basis of further 
measures. 

Queensland Culture 

 

 

 

 

Management 

ñSmartstateò initiatives have focused on research and technology intensive 
investments and associated skills and education. Now moving to the next 
stage of building an innovation system with the following measures: 

¶ Implement a targeted marketing campaign to stimulate public awareness 
and interest in the value and direction of innovation.  

¶ Initiate programs to achieve cultural change e.g. for leadership and 
entrepreneurship.  

¶ Put in place incentives to encourage innovative behaviour (e.g. financial, 
access to services and programs, in-kind assistance). 

¶ Greater emphasis on leadership, entrepreneurship, problem solving, 
creativity, strategic thinking, risk management and commercialisation 
skills in secondary, tertiary and training sectors.  

Western 

Australia 

Management 

 

Department of Industry Resources calls for:  

¶ Education programs in areas of innovation, thinking, intellectual capital, 

entrepreneurial exploitation of innovation. 

¶ Overseas mentor program. 
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Culture ¶ Build a community comfortable with risk taking ï report on failures and 
successes in government research. 

¶ Appoint ambassador to communicate value brought by innovation and 
innovators. 

Tasmania Management 

 

 

 

Culture 

Government commissioned comprehensive innovation census and audit of 
entire Tasmanian economy to inform future policy. Measures now include: 

¶ Investment in Leadership Development and measurement of any 
outcomes including the wider value to the innovation system.  

¶ Long-term remedies to training and skills shortages, including assistance 
and incentives for employers need to be instigated widely and solutions 
discussed with business, government agencies and training providers.  

¶ Innovation by individuals, businesses and agencies need to be fostered 
through a culture of acknowledgement for trying something new, not 
criticised or punished for perceived failure.  
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2. Impact of Management Practices and Innovation on Productivity  

There is a substantial international literature on the linkages between management, innovation and 

workplace practices, and productivity outcomes. This section will explore the evidence base 

establishing these linkages, with implications for the support that may be provided by public policy, as 

well as the seeming paradox that firms and organisations do not always pursue strategies that 

capitalise on the results of management research.  

As long ago as the 1980s, Wickham Skinner of Harvard Business School drew lessons for 

management and public policy. Skinner concluded: 

Á Managers need to define productivity improvement and review the tools they use to achieve 

it. A lack of understanding of ñproductivity improvementò and the tools used to measure it may 

push their goal further out of reach. 

Á Resolutely chipping away at waste and inefficiencyðthe heart of most productivity 

programsðis not enough to restore competitive health. Indeed, a focus on simple cost 

reductions (that is, on raising output while keeping labour constant or, better, reducing it) is 

proving harmful. 

Á The cost cutting productivity approach to management is often counterproductive and can 

actually hinder productivity improvements and sustainability. By some, it is seen as an 

instinctive response that absorbs managersô minds and diverts them from more effective 

manufacturing approaches. (Skinner, 1986, p. 85) 

Skinner was among the first to highlight the need for government to engage with business to improve 

productivity in the workplace. Many governments have now done so. Other stakeholders, including 

unions, also have a clear interest in productivity improvement, as recognised recently with protests 

against narrow focus on cost cutting resulting in high stress and low trust cultures in the workplace. A 

culture which is the opposite of what is needed to remain competitive globally and reverse recent 

declines in productivity. 

The relationship between innovation and productivity and the workforce is central. Lawler (1994) 

considers the key to success is a capable, committed and agile workforce. In high performance 

organisations and innovative workplaces, employees are expected to know more, do more, and have 

the opportunity to contribute more. Greater employee involvement can be secured through a more 

open and collaborative style of management and leadership, reinforced by genuine trust between 

managers and their employees. In particular, if employees are to become more involved, they must 

be trusted to make important decisions about the management of their work. However, this will 

require change in leadership, culture and management. This was the point emphasised in 

venturousaustralia (Cutler, 2008), building explicitly on observations in the Enterprising Nation report 

(Karpin Commission, 1995).  

Likewise the Green report (Green, 2008) on the textile, clothing and footwear industries highlighted 

the role of management and workforce and stated that ñmany TCF firms have deployed knowledge 

and innovation with exemplary effect to achieve competitive advantage in their markets, but many 

others have yet to comprehend and meet this challengeò. It notes that this is reflected in an 

international survey of manufacturing firms by Dodgson and Innes (2006), which concluded in relation 

to the Australian sample that although there is evidence of manufacturers engaging to some degree 

in innovative business practices, particularly in seeking production efficiencies, such organisations 

generally fail to embrace innovation as a decisive competitive strategy.  
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2.1. Workplace PracticesðManagement Strategies, Systems and Processes  

The literature clearly indicates that ñthere is a solid link between how well managers adopt proven 

best practicesðsuch as lean-production methods on the shop floor and techniques for setting targets 

and tracking outcomesðand how well a company performsò (Dorgan et al., 2006, p. 2). These 

authors found that  

the local environment can affect the quality of management; restrictive hiring regulations, for 

example, constrain the way companies manage people. But even in countries where such rules 

prevail, we found companies that performed at a high level, indicating that how they operate is 

more important than where they operate. In addition, employees in better-managed companies 

are likely to experience a more satisfactory work-life balance, with greater flexibility and 

autonomy in decision making and problem solving. (Dorgan et al., 2006, p. 2) 

Dorgan et al. analysed how companies implement selected practicesðfocusing on proven 

approaches used by top-performing companies in numerous sectors around the worldðand how well 

they make these practices work. The research covered 18 dimensions of management in three broad 

categories: shop floor operations (how companies adopt both the letter and the spirit of lean 

manufacturing), target setting and performance management (how companies set goals and reward 

employees for achieving them), and talent management (covering practices for attracting, developing 

and retaining valuable employees). While some of these techniques originated in Japan and the 

United States, they have become globally recognised and implemented. The authors concluded:  

The implications for managers are clear: mediocre management goes hand in hand with 

mediocre corporate results. Globalization, specialization, and technology are heightening 

competition among manufacturers and intensifying the pressure for better management from 

the executive suite to the shop floor. Whatever an organisation's objective, managers 

influence a company's future by defining standards and by managing people, assets, and 

capabilities ... Companies neither can nor should keep good management practices a secret. 

In sector after sector, best practices emerge in operations, sales and marketing, service 

delivery, and elsewhere. Under the pressure of competition, companies pay close attention to 

the improvements that rivals make and rapidly adopt their ideas. Pioneers of best practices 

thus gain only a short-term advantage unless their activities are privileged or protected (by 

patents, for example). Eventually, rivals adopt best practices, so they become routine, lifting a 

sector's overall productivity. (Dorgan, et al., 2006, p. 2) 

This example of the research being undertaken in the area and our broader review of the literature 

has identified a number of management strategies and practices to improve productivity in the 

workplace. These include: 

¶ Systematically sharing operating data with the firmôs workforce;  

¶ Using employee communication and focus teams; 

¶ Increasing customer contact/focus/feedback (customer intimacy);  

¶ Empowering employees; 

¶ Making ongoing management development a priority; 

¶ Practising continuous training/cross-training; 

¶ Using work teams appropriately; 

¶ Developing and providing ongoing measurement and feedback; 

¶ Creating progressive value-added supervision; 

¶ Aligning work force behaviours with meaningful metrics; 

¶ Developing an effective management team. 
 

The development of new management strategies and practices over recent decades has largely been 

driven by the manufacturing industry, though this is now changing with the rise of the services 

economy. The automotive industry provides a useful example of innovation in a sector of the 
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manufacturing industry. Womack in The Machine that Changed the World (1990) identified lean 

production as a key driver of productivity improvement and competitiveness, with a strong correlation 

to the throughput time of industry networks. He argued that this technology, emergent at that time, 

was becoming adopted by various manufacturing industries. Market demand, in the shape of the 

need to provide more product variety at less cost with shorter development cycles, drives this 

adoption. However, adoption rates vary significantly between organisations and countries. The 

statistical analysis in this work supported studies by Schmenner (1987, 1988), which identified 

throughput time reduction as an effective strategy to improve the productivity of manufacturing firms, 

irrespective of nationality or type of industry. A key element was integration of strategy with new 

approaches to work organisation. However, a report from Australiaôs Automotive CRC on the findings 

from the Automotive Supplier Excellence Australia (ASEA) study of over 60 auto component 

producers (ASEA Stage 2 Report, June 2008) commented that:  

Many companies do not clearly understand the purpose of strategic planning, their planning 

processes are generally poor and they are not actually driving any value out of their strategic 

plans because they are not communicating and implementing themðonly 52 per cent of 

companies have a clear link between their strategic, operational and budget plans dropping 

to 32 per cent in the less than $50 million turnover category. (p. 29) 

The current tough environment in the automotive industry and the competitive pressures and 

weaknesses described in the ASEA Report often focus management on a narrow cost cutting 

approach, with a predictable response from their workforce. Fundamentally, the strategic and 

operational building blocks are needed to provide the basis for a cooperative effort between the 

participants to transform work organisation and the other variables that contribute to productivity 

gains and competitiveness. For example, in the Harvard Business Review, Adler (1993) documented 

the case of the Fremont, California plant run by GM, which was performing very poorly, shut down, 

then reopened as a joint venture with Toyota, known as NUMMI. That plant implemented the Toyota 

Production System, with the same workforce but with a completely different managerial approach and 

system, and moved rapidly from essentially worst practice to best, and productivity, innovativeness, 

quality, overall competitiveness and business performance were substantially improved. Jobs were 

saved, and then created, as were high quality vehicles and net wealth. The keys to that success were 

a change in leadership approach, management of people and culture, which Adler described as the 

ñpsychology of workò. The NUMMI plant and studies of it and others that are similar, demonstrate as 

case studies, that which is often not possible in large surveys, namely causality. As we shall see, the 

large cross sectional studies demonstrate strong positive correlations between quality of leadership, 

management and performance, and are supplemented by case studies such as NUMMI that 

demonstrate unequivocally that sound management and leadership is the cause and a higher rate of 

innovation and productivity is the effect.  

The impact of workplace practices, including management systems, and specifically leadership and 

culture on innovation is discussed in more detail in section 3. First, we take a closer look at how 

workplace innovation impacts business performance (section 2.2) and, specifically, how workplace 

practices, such as management systems and processes, impact labour productivity and economic 

growth (section 2.3).  

2.2. Workplace Practices and Business Performance: Some Research Evidence 

The ñbusiness caseò to support workplace innovation has been the subject of serious research for 

almost two decades. In broad terms, this research supports the proposition that workplace innovation, 

notably through the diffusion of what has become known as ñhigh performance work systemsò, has a 

significant and positive impact on business performance in a range of ways. Here, we highlight the 

main findings of the research in relation to four key organisational outcomes: 

¶ The ability to recruit and retain high quality employees; 
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¶ Functional flexibility and innovation capacity; 

¶ Workplace productivity and efficiency; 

¶ Business profitability and sustainable competitive advantage. 

 

Recruitment and retention of employees 

Work practices can have positive consequences for the attraction of potential employees. Firms with 

a reputation as a good employer typically pay higher wages, provide employees with a broad range of 

entitlements, often going beyond legal obligations or industry standards, and seek to establish high 

trust working relationships with their employees and stakeholders. Businesses with a good reputation 

as an employer will, everything else being equal, find it easier to attract employees with valuable skills 

(Turban and Greening, 1997). These reputation effects can contribute to business profitability and 

competitiveness through reduced recruitment costs, reduced labour costs, and improved labour 

productivity. 

The ability of a business to attract and retain staff can also have consequences for other 

organisational outcomes, such as innovation. A recent survey commissioned by the AiG indicates that 

Australian business is increasingly concerned about skill shortages, and their ability to attract skilled 

staff. It estimates that up to 250 000 full-time employees are required to meet current skill needs. 

These concerns not only relate to business ability to meet current production needs, but severely 

affect industryôs capability to innovate. The survey reported more than two-thirds of CEOs indicated 

they did not have sufficient skilled staff to meet current operational needs (AiG/Deloittes, 2008, p. 22). 

Of these, around 60 per cent indicated that these skill shortages were significantly affecting their 

capacity to be innovative. The survey results also indicate that the major barrier to Australian 

businesses up-skilling by training new employees or recruiting new skills was the costs associated 

with doing so. The survey results also found that employee turnover following training was a 

significant barrier to up-skilling. The survey reported the potential for a ñvicious cycleò dynamic in 

which an inability to attract or retain valued employees in a period of skill shortages undermines 

competitiveness. A reduced level of competitiveness in turn can limit the ability of firms to pay the 

higher costs associated with attracting skills that would enhance their financial viability. 

 

Functional flexibility and innovation 

Employment practices designed to enhance employee involvement and participation have been 

shown to lead to innovative ways of organising work and production processes (see also section 3 for 

more details). These practices can themselves contribute directly to workplace innovation. 

Participatory employment practices can also provide the mechanisms through which new product and 

technical knowledge is created and existing knowledge is harnessed (Shipton et al., 2005; 2006). . 

Change and innovation provide business with an ability to respond quickly and efficiently to changes 

in their industry. While the evidence was mixed, practices that contribute to diversity have also been 

found to enhance creativity and innovation through enhanced processes for decision making and 

problem solving (Kochan et al., 2003). Similarly, workplaces that invest in policies and practices 

designed to reconcile work and family responsibilities can contribute to employee attitudes and 

behaviours associated with a willingness to contribute to innovation and workplace flexibility. 

Finally, the quality of the industrial relations climate within a workplace ï a proxy for a positive 

workplace cultureðand the development of a partnership approach to employment relations can 

provide the pre-conditions for the implementation of large scale change and organisational 

innovations which would otherwise create conflict in a more adversarial climate (Rubinstein, 2000). 



 31 

 

Productivity and efficiency 

As we have already noted, many studies find a significant positive relationship between work 

practices and organisational performance. Ichniowski et al. (1996) and others highlight three principal 

ways this is likely to occur:  

¶ Innovative work practices can improve labour productivity by influencing employee motivation 

and work effort (see section 3 for more details). Everything else being equal more satisfied 

and committed employees have been found to be motivated to work harder, as well as 

engaging in extra role behaviours (ñcitizenship behavioursò) that contribute to workplace 

performance. 

¶ Innovative work practices can lead to greater efficiency through their effects on worker 

behaviour and coordination of effort. As workers often have more information than 

management about work processes, greater participation can lead to process improvements 

and better coordination of work effort across individuals and teams. 

¶ Apart from these motivational and behavioural effects, innovative work practices can improve 

efficiency independently as a consequence of their impact on work organisation and 

production processes, or through the reduction of labour requirements that are brought about 

by the more flexible and efficient deployment of labour. 

 

Profitability and sustainability 

Fewer studies assess the impact of innovative work practices on profitability and sustainability, 

focusing instead on a number of other business outcomes that are known, or assumed to be, 

predictors of financial performance, such as productivity (Chadwick, 2007). Nonetheless, the weight 

of evidence indicates that work practices can improve business profitability and sustainability (Wall 

and Wood, 2007):  

¶ Innovative work practices can improve performance through their effects on employee 

attitudes and behaviours, principally through their impact on employee motivation and effort 

levels (see section 3 for details). 

¶ Work practices can also be associated with a more positive workplace climate, which reduces 

the costs and delays associated with responding to external pressures and changing 

production needs, as well as reducing the costs and difficulties associated with workplace 

changes that alter jobs and heighten worker concerns about job security. 

¶ Finally, work practices may have a more direct effect on production costs and efficient use of 

resources through improving job design and work processes. 

 

2.3. Evidence of Economic Impacts and ñPay-Offsò of Innovative Workplaces and Best 
Practices in Management  

A key concern of some of the high performance literature has been to place a dollar value on the 

return on investment of high performance work practices. This task has proved difficult for a number 

of reasons. First, most importantly, returns on such investments may not materialise for some time, 

often making it difficult to establish the unique contribution of such practices to any change in 

organisational performance. Second, a significant number of studies rely on subjective measures of 

organisational performance, making any return on investment assessment impossible. Third, many 

studies have highlighted that the returns on such investments may vary significantly across industry 
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sectors, firm types, and other economic conditions, as well as variables such as the quality of 

workplace culture, the intensity of implementation and senior management commitment to such 

innovations (leadership).  

Finally, the overwhelming majority of studies investigating the performance effects of high 

performance work systems have examined the performance effects of ñbundlesò of work practices, 

rather than seeking to determine the performance effects of individual practices in isolation. This 

reflects the general view that individual work practices are unlikely to yield strong performance effects 

in isolation. Consistent with the theory of strategic human resource management (see, for example, 

Boxall and Purcell, 2008), work practices require the presence of complementary bundles of practices 

in order to have any significant effects. For example, most studies suggest that high performance 

work practices require structured opportunities for employee participation in decision making 

(Applebaum et al., 2000). However, employees are unlikely to take up these opportunities without the 

requisite skills of team-based decision making and problem solving and a reward system that 

provides incentives for participation. These three elements thus form a complementary bundle of high 

performance work practices (Bartel, 2004). 

Having made these caveats, a number of well designed studies have sought to make a detailed 

assessment of the returns for high performance or innovative work practices: 

¶ In a United States study of establishments drawn from a number of industries, Huselid (1995) 

found that establishments with the best work practices reported as much as an additional 

United States $100 000 in sales per employee compared with establishments with the worst 

work practices. Huselid also reported a difference in profitability of around US $15 000 per 

employee. Later studies, however, indicate that these differences are likely to include some 

measurement bias, associated with the use of a cross sectional study design. A longitudinal 

study by Becker and Huselid (1996) reported significantly lower returns to work practices in 

the same sample of firms. 

¶ In their study of steel millsða longitudinal studyðIchionowski and Shaw (1995) report that 

establishments with a full complement of high performance work practices were around 7 per 

cent more productive than establishments without such practices. This, they estimate, 

equated to annual revenues of around US $2 500 000 annually for each steel mill. 

The extent of these effects or pay-offs is further demonstrated in a number of studies.  

In the United Kingdom context, The Work Foundationôs Cracking the Performance Code (2005) report 

found that companies that rated highly on its Company Performance Index (which includes human 

resource practices) outperformed the bottom two thirds of companies in their sample by UK£1600 in 

sales per employee.  

In a study commissioned by the National Centre for Partnership and Performance in Ireland of 132 

medium to large companies, Flood et al. (2008) estimate that companies that pursue a high 

performance human resource strategy outperform their competitors in terms of productivity (by 

around 12 per cent), and workplace innovation (by 5 per cent). Firms using high performance work 

practices were also found to have significantly lower levels of employee turnover.  

Moreover, this study found that the returns to high performance work practices were even higher 

when combined with employment practices designed to promote fairness (through diversity and 

equality systems), and greater flexibility and co-operation through labour management partnership. In 

financial terms, Flood et al. (2008) estimate that when combined these bundled practices added 

around ú44 399 in the value of output per employee. 
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Among the most compelling evidence of the powerful positive impact of management practices and 

productivity comes from Europe, in the 2007 London School of Economics/McKinsey study, 

Management Matters. This study of more than 4000 medium sized manufacturing operations in 

Europe, the United States and Asia ñsupport[s] our earlier research: firms across the globe that apply 

accepted management practices well perform significantly better than those that do not. This 

suggests that improved management practice is one of the most effective ways for a firm to 

outperform its peersò, p. 3. 

This comprehensive study stems from the question: Why if so much is known about managerial best 

practice, is implementation so limited? 

The spread of management performance between firms, even those of similar size operating 

in the same industry sectors in the same regions, is very broad, suggesting that management 

excellence is a matter of internal policy and not just the business environment. The 

techniques of good management are well known and in the public domain so the fact that 

they are so poorly disseminated suggests either that successful implementation is elusive or 

that it is not a priority for many firms. We also found the managers interviewed had little idea 

of the overall management performance of their own organisations 

The study found that ñbetter-managed firms é have a more highly educated workforce, among 

managers and non-managers alikeò and that at both the enterprise level and government policy level, 

there are important levers that can drive improvements in productivity and innovativeness: 

For companies, this research is good news, suggesting that they have access to dramatic 

improvements in performance simply by adopting good practices used elsewhere. For 

policymakers, it lays down a challenge. The overall performance of most countries is 

determined not by the performance of its leading companies, but by the size of its ñtailò of 

poor performers. By developing environments that promote good management practices 

across all firms and by devoting as much attention to the followers as to the leaders, 

governments can drive the competitiveness of their entire economies. (p. 3) 

The LSE study found that the spread (variance) of management practices was similar across 

countries in Europe, but that within any country there was significant variance from best to worst. This 

study was quantitative in nature and found very tight (strong) positive correlations between strength of 

management practices and business performance drivers such as productivity, sales growth and 

return on capital employed:  

Improving management practice is also associated with large increases in productivity and 

output. Across all the firms in the research, a single point improvement in management 

practice score is associated with the same increase in output as a 25 per cent increase in the 

labour force or a 65 per cent increase in invested capital ... We found this observation is true 

even after controlling for a host of factors like the firmôs country, sector and skill level. (p. 5) 

The study found that multinational companies were generally best managed and highest in 

productivity, whereas family owned and operated companies were worst (p. 7). The conclusion for 

policy makers was that: 

Governments can play their part in encouraging the take-up of good management behaviour. 

Doing so may be the single most cost-effective way of improving the performance of their 

economies. Strong competition and flexible labour markets both lead directly to improved 

management performance. Multinational companies have a strong positive effect too, and 

their influence is felt throughout the regions in which they operate. Relentless improvement in 

educational standards is also essential. Better-managed firms need more highly skilled 

workers and they make better use of them, while better educated managers will be a key 
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component of the performance transformation that both established and emerging economies 

must undertake if they are to maintain and improve their global competitive position. (p. 10) 

Another compelling study in the United States by Black and Lynch (2004)
8
 on organisational 

innovation and United States productivity similarly illustrates the economic benefits of improved 

workplace practices. Lynch (2007, p. 1) explains:  

The rise in productivity during the later half of the 1990s and the first half of this decade has 
been mainly attributed to investments in information and communication technology. 
However, if you examine the various studies that have attempted to disentangle the 
contributions from capital deepening, labour quality and total factor productivity on average 
productivity, ones sees that total factor productivity has been extremely important for the 
growth in labour productivity in the United States over the past decade (Jorgenson, Ho and 
Stiroh, 2004). 

Although total factor productivity is something of a black box, in Black and Lynch (2001, 
2004) we analyse data from two unique surveys of workplace practices conducted by the 
United States Census Bureau during the 1990s and argue that organization innovation is an 
important component of this black box. We define organizational innovation as including 
human resource management practices such as organizing workers in teams ï either self 
managed or groups meeting on a regular basis to discuss workplace issues; job rotation; 
training for non-managerial workers; and reengineering. Table 1 shows the extent to which 
United States employers have adopted various dimensions of organisational innovation. 

Table 1. Incidence of Workplace Practices in 1997 

Workplace Practice Manufacturing Non-Manufacturing 

Production Workers Receive Training 76.6 per cent 85.58 per cent 

Production Workers Meet Regularly to Discuss Workplace 

Issues 
74.2 72.6 

Workers Organized in Self-managed Teams 31.7 28.0 

Job Rotation 49.6 39.8 

Establishment has been Re-engineered in Past 3 years 12.3 9.0 

Lynch (2007) goes on to explain that most of the studies using data from intra-industry or nationally 
representative surveys find that the adoption of a coherent system of human resource management 
practices, such as flexible job definitions, training, work teams, and incentive pay, results in 
substantially higher levels of productivity than more traditional human resource management 
practices. Furthermore and importantly, many of these studies have also found evidence of the 
existence of synergies among workplace practices ï the total impact is greater than the sum of the 
parts. Lynch (2007, p. 2) explains: 

We use our estimates of the impact of organisational innovation on productivity in a growth 
accounting framework to see how much of the growth in output from 1993-1996 in United 
States manufacturing might be accounted for by organisational practices. The results are 
presented in Table 2. As shown in this table, it appears that workplace practices and re-
engineering efforts accounted for as much as 30 per cent of output growth over this period of 
time. 

                                                           
8
 See also Black and Lynch (2001). 
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Table 2. Average Annual Rates of Growth in Output, Manufacturing  

  BLS BLS BLS BLS Black/Lynch 

  1979-90 1990-95 1995-98 1993-96 1993-96 

Output 2.0 per cent 3.8 per cent 4.9 per cent 4.2 per cent 4.7 per cent 

Combined Inputs 

(capital, labour, 

materials) 

0.8 2.1 2.3 2.3 3.2 

Multifactor 

Productivity 
1.1 1.7 2.5 1.9 1.6 

Contribution of R&D 0.2 0.2 0.2 - - 

Workplace Practices - - - - 1.4 

Remaining Residual - - - - 0.2 

 

Table 7 provides a further snapshot of key research, showing the benefits and effects of improved 

work practices.  

Table 7. Headline Improvements as a Result of Changing Working Practices 

1. A study at Leyland in the United Kingdom showed that the adoption of partnership led to a 
reduction of 30 per cent in operating costs (£10 million over 10 years), halving of the break-even point 
and an improvement in quality of 30 per cent. 
 
2. Productivity improvements of up to 20 per cent linked to high involvement and co-operative union 
relations in United States manufacturing. 
 
3. Change to new work practices in United States steel plant singled out as the sole cause of United 
States $1 million increase in profits per production line. 
 
4. Team working in a Danish hospital led to significantly improved standards. 
 
5. Local Action Team at AWE in United Kingdom developed a new production process that saved the 
company £100 000 in the first year. 
 
6. In a call centre, self-managing teams achieved sales that were 20 per cent higher than those in 
traditionally organised groups. 
 
7. Finnish study found that 37 per cent of organisations defined as flexible introduced new products 
over a 3 year period. The comparable figure for organisations defined as traditional was 3 per cent. 
 
8. Employees in self-directed teams in United States medical and imaging industry earned 17 per cent 
more than workers in companies not using teams. 
 
9. Average gain per employee was United States$2200 per year in 192 United States organisations 
with gain-sharing plans. 
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10. Higher productivity in every case where profit sharing was introduced (OECD study). 
 
11. Gain-sharing at Dairygold pig processing plant resulted in at least 20 per cent of budget saved 
each year. 
 
12. Partnership linked with employee friendly culture, for example job sharing, flexible hours and 
educational opportunities. 
 
13. In the first year after the introduction of shared care team-based program of health care in a 
United States hospital, sick leave hours decreased from 30 000 per year to 14 600. 
 
14. Employees in United States study of organisations with high involvement report that they have 

adequate resources to do their job, do less involuntary overtime and experience less conflict in the 

workplace. 

 
Source: National Centre for Partnership and Performance (2008).  

 

Unfortunately, there are no available studies to suggest the potential pay-offs associated with high 

performance work systems in the Australian context. In the only recent available study, Gahan and 

Buttigieg (2008) report on a study of manufacturing and technology sector firms. While this study 

finds high performance work practices have a significant effect on a number of different measures of 

organisational performance in a high trust workplace, they use relative performance measures, 

making it impossible to determine the pay-offs associated with the use of high performance work 

practices. An earlier study based on multiple regression analysis of 2000 establishments in the 

Australian Workplace Industrial Relations Survey by Alexander and Green (1992) found substantial 

productivity and performance improvements resulting from high intensity of collaboration between 

management and workforces. 
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3. Leadership, Culture and Management as Enablers of Innovation and 
Business Performance 

3.1. Introduction 

This section of the report illustrates, in more detail and via practical examples, the critical linkages 
between leadership, culture and management and innovation performance at the workplace. It builds 
on the previous analysis and illustrations in section 2 to show that in many cases leadership, culture 
and management are the mediating variables that enable (or inhibit) innovative ideas to be translated 
into tangible results, be it new products, services or processes. Importantly, this section places 
greater emphasis on the concepts of leadership and culture, in addition to management systems and 
processes, as discussed previously in section 2. Significantly, leadership and culture are at times 
neglected, and even overlooked, in the debate on innovation performance, and yet these are the very 
aspects of an organisation that can create the foundation for any form of innovation activity ï it is 
people at work, including how they feel and the degree to which they are valued and enabled, who 
underpin and drive innovation performance in firms and organisations.  
 
This thinking has been reflected to a larger extent in recent years where the ñhuman aspectsò of 
workplace management, such as staff engagement, motivation, commitment and morale (Schuster et 
al., 1997; Kravetz, 1988), have received renewed attention by practitioners and scholars alike. 
Delbecq and Mills (1985), for example, suggest that in highly innovative organisations, line managers 
alone do not make business decisions. Teams and committees, which include external advisers and 
consultants, also play a key role in decision making. This indicates a participative and collaborative 
management style, where individuals are encouraged, enabled and motivated to participate and thus 
maximise their contribution to the organisation. Paying attention to how employees feel and their 
emotions, such as fear, happiness, warmth, love and pride (Amabile and Kramer, 2007), is also 
increasingly seen as critical to creating high performance workplaces and motivating people to 
innovate.  
 
Delbecq and Mills (1985) look specifically at innovation performance and argue that there are several 

variables that underpin organisationsô capability to be highly innovative. These include:  

 

¶ The motivation to innovate  

¶ The right team of people who can generate ideas and advocate innovation  

¶ A corporate culture that fosters innovation and leads to productivity improvements in 

the workplace.  

 

Along similar lines, to pursue systematic innovation, Neufeld et al. (2001) point to four key 

ñdeterminantsò for high-performance research organisations, including: 

¶ People 

¶ Leadership  

¶ Research project management  

¶ Organisational performance
9
  

 

                                                           
9
 These were defined as follows: 

¶ People. Employees are passionate about their work, have confidence in management, and are proud of their 
organisation. Management invests significant time in identifying the core competencies required to conduct, synthesise 
and apply knowledge effectively, and in recruiting, managing, developing, motivating, and retaining high-quality staff. 

¶ Leadership. Employees and dependent constituencies share managementôs vision, values and goals.  
¶ Research Project Management. Organisational knowledge and intellectual capital is systematically captured and turned 

into inputs and innovative capability. Research projects embody world-class science, and involve the right people.  
¶ Organisational Performance. The organisation places a high emphasis on integrity to safeguard its credibility and 

reputation. It is widely known and respected, and meets the needs of its dependent constituencies and alliance 
partners. 
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A more detailed review of the available research illustrates in greater detail how management 

practices, including leadership styles, workplace cultures and management systems and processes 

affect organisational innovation and performance (see Figure 5).  

Figure 5. Linkages between Management Practices, Innovation and Business Performance
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: Becker and (1996); Ichniowski, et al. (1996); Rucci et al. (1998); Becker and Huselid (2006). 

 

In line with these observations on employee attitudes and how ñpeople feel at workò, the SKE (2008b) 

identified and researched innovative organisations in Australia and found the following three elements 

proved to be particularly significant to enabling innovation: 

 

¶ Leadership: Visionary leaders, who involve people at all levels of work in defining workplace 
priorities and purpose, and who make innovation a desired and commonly accepted 
organisational activity. 
 

¶ Culture: The shared organisational values and beliefs (including the invisible ñcodes of 
conductò and ñways of doingò) that enable ideas to be born and transformed into new products, 
services and processes. 
 

¶ Management: Configurations of management systems, tools and techniques (including 
technology) to support and give life to innovation.  
 

Thus, innovation performance is a result not just of different configurations of management systems 
and processes (as discussed in section 2), but also of leadership styles and workplace cultures 
including value based/normative rules and the degree to which these are ñconfiguredò, in a way that 
employees at all levels are enabled, motivated and allowed to contribute their fullest at work.  
 
Along similar lines, the Delta Organisation and Leadership LLC (now part of the Oliver Wyman group) 
in collaboration with the Economist Intelligence Unit, conducted the 2007 Leadership Survey and 
produced the report The Global Leadership Imperative: Building an Innovation Engine (2007), in 
which they find that companies excelling at innovation share three common traits: 
 

 Effects on Business 
Performance 

¶ Improve productivity 
and efficiency. 

¶ Sustainable 
competitive advantage. 

¶ Improved profitability. 

¶ Enhanced business 
reputation. 

¶ Attract and retain 
skilled employees in 
competitive labour 
markets. 

 

Employee attitudes 
and behaviours 

¶ Job satisfaction. 

¶ Organisational 
commitment. 

¶ Motivation. 

¶ Work-life balance. 

¶ Employment security. 

¶ Citizenship behaviours. 

Business Context 

The quality of 
employment relations  
¶ Effective conflict 

management. 

¶ Industrial Relations. 

¶ Union relations. 

¶ Safety. 

¶ Employer of choice. 

 

Work organisation 
and processes 

¶ Workplace flexibility and 
agility. 

¶ Empowered employees. 

¶ Improved job design and 
work processes. 

 

Business Strategy 

Leadership, Culture and 
Management 

¶ Leaders who enable 
employee involvement and 
participation. 

¶ Workplace cultures and 
values which celebrate 
innovation.  

¶ Flexible and agile 
management structures, 
systems and processes. 

 

Improved 
Innovation 

Performance 
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¶ Their leaders create an environmentðor climateðwhere innovation thrives. 
 

¶ The importance of innovation and the critical role every employee plays are hard-wired into the 
companyôs culture. 
 

¶ Organisational structures support generation and execution of new ideas. 
 
These attributes, leadership, culture and management, and how they impact innovation, are 
discussed in more detail in the following sub-sections. In doing so, we seek to illuminate the role of 
the human side of the business as related to values, participative leadership styles, employee 
engagement, team-based work structures and learning organisations, to name but a few.  

 
3.2. Leadership and Innovation Performance 

Leadership is critical to innovation. Leadership concerns senior peopleôs role in developing the 
organisationôs environment in such a way that innovation is made an ordinary, recognised and 
accepted activity. Leadership, however, need not be restricted to senior executives. In fact, a key 
responsibility of senior people is to enable as many employees as possible to lead positive change at 
all levels in the workplace. The leadership dimension includes the symbolic gesturing of leaders and 
the role models, artefacts and symbols they create articulate and ñhold upò as desired behaviours to 

others in the organisation and elsewhere. Leadership is about championing innovation
10

 and 
championing those ideas that require cooperation from many within the organisation and from those 
outside, such as customers, suppliers and others. It involves mediating the different assets that have 
to work in concert to make the innovation real. 

In a series of publications, Professor Jean-Philippe Deschamps has outlined the contours of 

innovation leadership
11

. The claim is that innovation requires a specific form of leadership. Innovation 
leaders are those executives who stimulate, steer, sustain and promote the innovation agenda in their 
firm. Different innovation strategies may require different styles of leadership since styles of 
innovation leadership may differ between the ñfuzzy front-endò and ñspeedy back-endò of the process. 
The front-end of innovation focuses on exploring opportunities, generating and selecting great ideas 
relating to customer problems and turning them into attractive solutions. It requires a great deal of 
organisational creativity. The back-end of innovation, by contrast, must convert these concepts into 
winning new products or services and bring them to market as quickly and cost effectively as 
possible. It requires organisational discipline. Both ends involve complex cross-functional processes, 
but these processes are very different in nature and require very different styles of leadership. 

Respondents to the aforementioned 2007 Leadership Survey said that the following two leadership 
characteristics are most important for creating a climate for innovation: 1) establishing a compelling 
vision for their people; and 2) creating a climate that is open to new ideas and change (see Figure 6). 
Ranking next in importance were encouraging idea generation, taking an outside-in perspective, and 
recognising and rewarding innovation. Maintaining discipline in the process was ranked least 
important. 
 

 
 
  

                                                           
10

 Llorens-Montez et al. (2005), through their empirical study, demonstrate the importance of leaders supporting innovation 

through teamwork cohesion, organisational learning, and technical and administrative innovation. A leaderôs role is to develop 
a suitable management style and to inculcate a workplace environment that enables, allows and encourages innovation to take 
place. 

11
 See for example Deschamps (2008) and Deschamps (2005).  
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Figure 6. Leadership Attributes for Innovation 
 

 
Source: Oliver Wyman ï Delta Organization and Leadership in cooperation with the 

Economist Intelligence Unit,(2008), The Global Leadership Imperative: Building 

an Innovation Engine,  
 

Respondents also said that the need to develop leaders who can create a climate for innovation was 
the most difficult challenge for their companiesô ability to deliver business results. Clearly, leadership 
gaps are important obstacles in the path to innovation. 
 
Research on leadership and innovation in Australia is limited and little is known about the leadership 
styles or attributes most conducive to innovation performance in an Australian context. The 2006 
Fujitsu survey is one of the few larger studies into innovation that incorporates the leadership 
dimension. Among others, the survey found that major barriers hindering successful innovation in 
Australian organisations included a lack of: 
 

Á resources; 
Á an innovative culture; 
Á leadership. 

 
Along similar lines is the BCAôs 2006 report on innovation in Australian organisations that ñworkplace 
culture and leadership has a major influence on innovation capacityò (p. 22). The report states that 
ñThe companies in the study saw culture as a major factor in their ability to achieve innovation 
outcomesò (p. 33). It goes on to say (p. 12): 

Business innovation in some circumstances has more to do with the human capital of its 
employees and how these skills and capabilities are applied and managed than it does with 
technology and invention. The findings highlight the vital importance of a skilled workforce, 
effective workplace relations systems and management capabilities, and strong corporate 
leadership in delivering a culture of innovation and enabling innovation success.  

The BCA report also suggests that the solution to improving innovation in the workplace lies in 
education and training (p. 15): 

It is vital that Australiaôs education and training system provides, in a systematic and 
comprehensive way, the requisite skills that businesses demand for innovation success. In 
particular, it is vital that the skills to enable effective organisational leadership and 
management are well developed in Australia. 

The BCA report found that existing training and education programs do not always live up to 
business requirements and needs (see p. 49).  
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3.3. Culture and Innovation Performance 

Organisational culture is likewise a critical enabler (or possibly a constraint) of innovation at the 
workplace level. Culture offers a shared system of meanings that form the basis of communication 
and mutual understanding. If the organisational climate does not fulfil these functions in a satisfactory 
way, then the efficiency of an organisation may be significantly reduced. Culture is influenced by an 
organisationôs formal and informal rules or normative structures. The cultural aspects are most closely 
linked to the covert or informal rule structures. These are social and reside in the history of the 

organisation as ñtaken-for-grantedò, invisible, rules about expected behaviours
12

 and assumptions 

about how and if people can be trusted or permitted to engage in innovative activities, and also how 
necessary, or perhaps also un-necessary, is innovation. In particular, culture addresses the question 
of covert barriers to peopleôs engagement and innovation potential, their abilities to influence 
innovation in their work situations, and the value-based incentives that encourage them to participate 
in developing the organisation.  
 
According to Tushman and OôReilly (1997, p. 29), ñorganisational culture lies at the heart of 
innovationò. Similarly, other authors emphasise that the culture of an organisation is a contributing 
factor in the extent to which creativity and innovation occur in an organisation. A key question posed 
by Martins and Terblanche (2003, p. 64) is: ñWhat determinants of organisational culture have an 
influence on creativity and innovation in organisations?ò According to these authors, the dimensions 
of culture encompass mission and vision, external environment, means to achieve objectives, and 
image of the organisation.  
 
The aforementioned 2007 Leadership Survey found consensus among senior executives and 
innovation experts alike that a culture that encourages innovation includes: 
  

Á values of risk taking; 
Á challenging the status quo;  
Á freedom of expression. 

 
In an ideal environment, people create new value through innovation. This is more likely to happen 
when every employee is expected to generate ideas for improving all aspects of the businessðand 
where employees believe that their ideas are both welcome and valued. 
 
Research by the SKE with Microsoft Australia exemplifies what it means to create an innovative 
workplace culture and illustrates how transformations in employee values are critical to enabling 
innovation. Mental models such as the ñLearnerò versus the ñKnowerò can help transform employee 
attitudes, make them more open towards others, and increase levels of curiosity (see Figure 7). ñWe 
need Learners who are prepared to listen to each other, to our customers, partners and the 
community. We need to be curious and humble, to recognise what we donôt know in order to be 
innovative and to grow our businessò, Tracey Fellows, Managing Director at Microsoft Australia, 
explains. Culture can and should be explicitly managed through various techniques, including 
metaphors, symbols and storytelling, to transform beliefs and behaviours. 

                                                           
12

 See for example Schein (1992), who defines organisational culture as the learned, shared, tacit assumptions on which 

people base their daily behavior. Culture is how we do things around here (Schneider, 2000). It is a construct which concerns 
the collective behaviors of people, founded in their common beliefs and values with the outward manifestation of culture 
demonstrated in the form of language and all aspects of behavior. It is to be noted that all cultures are dynamic and so evolve 
continuously.  
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Figure 7. Culture Transformation and New Mental Models at Microsoft Australia 

 

Source: SKE (2008b, p. 41) 

Currently, however, little is known about how culture is managed within Australian enterprises and the 
effects of different ñmental modelsò on innovation performance. The aforementioned Fujitsu survey 
(2006; 2007) is one of the few to attempt to inquire into the linkage between culture and innovation, 
yet it fails to break down the sub-components of ñcultureò and illustrate how culture is practised inside 
organisations and with what effects. The net result is that we need more insights into how Australian 
organisations manage (or not manage) workplace cultures to produce innovation outcomes and the 
social and economic effects of different cultural archetypes. Furthermore, since the discontinuation of 
the pioneering and comprehensive Australian Workplace Industrial Relations Survey (after 1995), 
Australia does not have a national workplace survey that sheds light on the human dimensions of 
work-life. 

 
3.4. Management (Systems, Structures, Techniques and Processes) and Innovation  

Management is a seemingly ñlargeò and complex concept which is intrinsically connected to and 
inseparable from innovation performance in any workplace, as already evidenced in section 2. The 
management dimension concerns the design of techniques, systems, structures and processes that 
incentivise, monitor and control the development of innovation activity at the workplace. Innovation is 
generally in need of expansion, but sometimes novel ideas are bad ideas. Therefore, mechanisms 
have to be developed that can both expand, yet, at times also restrict and control the number of ideas 
generated and implemented. Management techniques and processes also assist in the translation 
process whereby abstract ideals are converted into concrete realities, be it in the form of new 
products, processes or services to customers. Practical examples include management techniques 
such as project management systems, intellectual capital reporting, human resource management, 
team versus silo based work structures, strategic planning and budgeting, performance remuneration, 
staff incentives etc. These all illustrate that it is possible to devise processes for innovation 
management. Many such management techniques are not ñnewò but they may have to be used and 
applied differently. Rather than using management techniques coercively to limit innovation they may 
be used to enable innovation; rather than being used diagnostically to stress productivity only, they 
may be used interactively to stress learning also. 

To further illustrate how different management techniques and designs impact on innovation (as 
already done to some extent in section 2), it is helpful to draw forth Arundel et al.ôs (2007) survey 
research of highly innovative companies in Europe. The survey is an example of an innovation 
diagnostic instrument that assesses how prepared organisations are to be innovative and also what 
drives and enables innovation at the workplace level. Specifically, the survey identified various types 
of workplace arrangements across European countries in relation to the organisation of work, 
learning, interaction, and employeesô ability to influence their activities at the workplace level (see the 
full paper for a definition of each of the survey variables).  
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Arundel et al. (2007) found a strong link between management archetypes and innovation effects. 
Specifically, they identified four types of work organisation with different learning and innovation 
schemes, as follows:  

1) ñDiscretionary learningò corresponds to work organisation where problems are solved 

dynamically;  

2) ñLean productionò where group based problem solving happens;  

3) ñThe hierarchically structured Taylorist firmò; and  

4) The ñTraditional organisationò based on a simple management structure.  

Table 8 illustrates the workplace characteristics of each of these four types. The first two types 
(Discretionary Learning and Lean Production) are conducive to innovation in different ways, while the 
last two (Taylorist and Traditional) are less so.  

The Learning organisation is the most conducive to innovation. This model is characterised by a high 
degree of involvement and responsibility on the part of the employee. Empowerment of staff and 
delegation of responsibility to ñjazzò people is where innovation thrives best.  

In contrast organisations organised via Taylorist principles focus strongly on norm-adherence; 
organisations with a Traditional management form have little strategic direction and do not encourage 
much innovation from employees. 
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Table 8. Types of Work Organisation and Differentiation in Dimensions of Innovation. 

 

Source: Merllie´ and Paoli (2001) in Arundel et al (2007, p. 1182) 

Arundel et al.ôs findings are consistent with previous studies including, for example, Prahalad and 
Hamel (1990), who suggest that it is firms that excel at managing their employees in such a way that 
there is a shared sense of commitment in achieving organisational goals and knowledge sharing 
patterns that achieve high performance. These firms induce their employees to mobilise knowledge 
and expertise across boundaries to generate innovation through their interactions. Firms that lack 
core competencies view each part of the organisation as rivals and, therefore, limit knowledge 
mobilisation. By focusing on knowledge mobilisation and assuming that creation follows 
automatically, the willingness of individuals to share knowledge becomes the central problem. 
Therefore, organisational design and structure, through managing personnel such that they build 
social ties (Kogut and Zander, 1992), or directly providing them with incentives for the interaction is 
critical in achieving innovation. 
 




































































































































