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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 todayd its 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:
bl 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
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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)

1 Westpac Banking Corporation


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

Research reports include:

A Society for Knowledge Economics (2009), Workplaces of the Future, prepared on behalf of
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A Society for Knowledge Economics (2009), Enterprise Innovation, prepared on behalf of
Innovation and Business Skills Australia, for the Innovation and Business Skills Australia
Innovation Summit, Parliament House, Canberra, June, 2009.

A Society for Knowledge Economics (2009), Development of an Innovation Capability
Framework and a Library of Resources and Intervention Strategies, prepared on behalf of
Innovation and Business Skills Australia, January, 2009.

A Society for Knowledge Economics (2008), Leading Australia to More Innovative, Productive
and Fulfilling Workplacesd The Role of Government, prepared on behalf of the Department
of Education, Employment and Workplace Relations, November, 2008.

A Society for Knowledge Economics (2008), Enabling Innovation: Leadership, Culture and
Management at the Workplace Level, prepared on behalf of the Victorian Department of
Innovation, Industry and Regional Development, June, 2008.
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and Prosperityd International Trends and Developments in Extended Performance
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Finance, February, 2007.

A Business Council of Australia, in collaboration with the Society for Knowledge Economics
(2006), New Pathways to Prosperityd a National Innovation Framework for Australia,
November, 2006.
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November, 2005.
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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 Australi a6s wor kpl ace | eadership, ¢
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:

1

l nnovation in the workplace is supported and
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

Culture \
Workplace National

Workplace Innovation —s| Productivity and Productivity and

Leadershi -
P Environment Sustaina bility Sustainability

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 havingtheright LCM practices deployed in
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

enabl e

many a:

Australian busi nesses 6 ymh@dinotlesq importdntiinttieeusreni s ar guabl

environment.



1 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.

1 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.

1 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.

1 In Australia, the Enterprising Nation report (Karpin Commission, 1995) was the last significant
Government review that considered Australiabés workp

1 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.

1 The recent green and white papers, venturousaustralia® (Cutler, 2008) and Powering Ideas?,
provide many wuseful insights into "the driverso of
Awor kpl ace of the future forumd should be considere
recommendations are provided for strengthening innovation by improving the quality of LCM in
the workplace®.

1  Whilst Innovation and Business Skills Australia (IBSA) is working on several important initiatives
to |Iift businesses6 capabilities to manage and | ead
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).

lAp pendi x A incl udes venumus&siralia, svhiah ensppasisestiee néed to do more in this aspect of
developing Australiad6s 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 recommendati ons veatwoasaustmaliatrepatfoduPeopl e and Sk
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.



Country

Table 1. Examples of Productivity Impact

Research

Productivity Impact of Workplace Innovation and

High Performing Workplace Practices

Ireland, abSg a2 The 132 companies adopting high performing workplace

National Centre High systems showed a:

for Partnership

and \Ijverfck)rrSnaTce | T 14.8 per centincrease in labour productivityor 0 4 4

Performance, or y§ ems. per empl o ynelli®n perrmediah Gmpany 270

(Flood, et al., The Business employees.

2008) Case for
Strategic HRM, | 1 12.2 per cent improvement in workforce innovation or
Partnership and 062061 per employee or 0556
Dlverﬁlty and 9 7.7 per cent reduction in employee turnover or equivalent
Equality | * o retention of 2 additional employees in median
{eausSyac company.

United &/ NI C)‘[ Ay The 1000 companies surveyed in 2003 showed that the top

Kingdom, The Performance 33 per cent of performers in terms of LCM enjoy:

Work

. Code: How the

Foundation, . 2.5 per cent more sales per employee

Top Firms 1 P P Py

(2003, 2005)

{ dzOOS SR

1 1 per cent more profitability
9 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)

dal yl 3Sy
Practices and
Productivity:
Why They

al 0GSNE

This 16-country comparative study found that improving
management practice is fAasso
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.o(p. 5)

United States,
Black and
Lynch (2004)

az Kl dQa

the New
Economy? The
Benefits of
Workplace
Lyy2@l GA

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

i nnovate.

The

Aust r al i a0r suBveyokirmovationfin ABdtralia dstenatédc s 6 200 6

that only 260 544 businesses( or 36. 8 per cent) are fiactive innovat
If adoptingsoundLCM practices can i mprove businesses6 innov
productivity and profitability, a key question is #

evidence suggests this is a case of market failure. There is a lack of information about the

10



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.

1 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.

1 Inline 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.

1 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 workplaces®.

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 Ministerds focus on workplace
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:
1  the Comprehensive Human Capital Management Strategy for Canada (2005), commissioned by the Canadian
Ministry for Human Resources and Skills Development;

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

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

I the New Zealand Workplace Productivity Agenda, by the Department of Labour.

11



The project could involve the following steps, which would see the agenda under way by 1 January
2010:

u 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 programsd how they are run and with what effects.

i 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.

u 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 Al i ght isectaral egresentatobn. hhsstvauld r k' wi t h ¢
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.

12



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, 1  Enunciate the Strategy and partner with others to promote the need for
importance and case for change and associated plans.

building high performing f Partner and | ead the establishmen
workplaces and the Australian creation and dissemination of knowledge about management best
National LCM capability practices, information and tools.

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

1  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 1 Provide practical programs and funding to encourage enterprises to

enterprise programs aimed undertake leadership and change programs and disseminate uptake of

at increasing awareness and best practice management.

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

f Use incentives to stimulate empl ¢
investment in LCM and human capital development.

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

3. Collaborate with industry, | 1 Involve all stakeholders such as state governments and territories,
government and others in business, academia, unions and others in working together to explore
research that provides better and research a wide range of questions related to the application of
understanding and clear proof best practices and their productivity effects.

of the links between LCM and | §  Collect, analyse and make available relevant labour market and
innovation, productivity and workplace information that can support uptake, understanding and key
fulfilment at work learning across industries and to benchmark internationally.

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

1  Support the communication and sharing of latest research findings.

1 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 1 Focus on curriculum development and deliver education and training

curriculum across all courses that lift the development of LCM skills in students across

systems to reflect basic skills schools, universities and the VET sector.

needed to raise LCM 1  Ensure tertiary education and business schools are integrated into the

capabilities agenda and play a key role.

5. Exemplar and role model | 1 Promote and implement LCM best practices in Australian Government

Given that government is a departments.

major workplace, it should 1 Develop an expanded role internationally to encourage other countries

increase the focus on LCM to follow suit and share knowledge.

and implement best practice | §  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 1  Collaborate with industry and other interested parties to develop non-

across all workplaces related financial performance indicators to lift the quality of management of

to management of human companiesd6 human capital and inta

capital and intangible assets 1 Encourage better reporting and visibility of non financial performance
indicators through guidelines, awards and international collaboration.

1  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 i 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

Government/Public agencies

Companies and Research and
organisations education
institutions

Finance/Venture capital

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 fiset of institutions whose interacti

national firmso (Nelson, 1993, p. 4). Essenti

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.

Australiads | atest comprehensi ve vetuwusaustralma{Cutiet s nat i on
2008), found much that is deficient and in need of improvement in each of these three areas. There
arerecommendati ons for i mprovement of the fiarchitectur ec

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

Ai nnovation i s alhathappeasuntbusinédsses. Businessesaare the point where new

value is created from innovative activitiesd (Cutler,
Above all, the national i nnovation system review high
operational and integratveco mpet enci es [t hat] are required to | ead

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 | eader
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)

Thereviewpropos es t he establishment of a fiNational Forum on
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 Adelivery n
|l evels of performance. I't suggests t hatdepartmergal, pr oces s
to enabl-ep At oii mkeidng d pder coxnsmiult uenci eso (Cutler, 200E¢

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 Australia 6 s wor kpl aces, bas
on evidence and data gathering. A further aim would be to enable broad agreement on a
trajectory or Aroadmapo for change at the workpl a
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-b ased | earning. Centres such

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

approach to transforming sugportk pl ace p
a more informal approach to workplace transformation and learning by offering and running

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

more practice-b a s e d

disseminating information on high performance management and work practices to the

business community.

Australiadoesnotcur rently have a fANati onal Forum

fLeader shi

p

C e nretinereading mrtovaioh padidpation 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, 1
Culture and
Managementat

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
GKNRdAK | abliGdAz2ylf C2NUzy F2NJ i
G SFRSNEKALI / Sy NB | dza (i Nwdrkplace &
transformation through a more practidgased 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 couldrgithen
innovation activity by:

a. Assessing, researching and communicating the usefulness a
impacts of alternative leadership styles, management
structures, organisational cultures, and people management
practices as drivers and/or impediments to inndeat 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 praatibusiness
problems and pilot new goods, services and processes.

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

d. Coordinating a Karpin Il to feed into a subsequent assessme
YIEylF3SYSyid SRdzOF GA2y LINEIANI
education system is focused on delivering the capabiligdse
of managers in coming decades.
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e. Provding input to, and possibly coordinate, a national human
capital survey or workplace performance survey in Australia
looking, for example, at leadership and knowledge
management, resultsriented performance culture, talent
management, and job satisfactio

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

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

Furthermore, the parallel reviews of Ausndfoatvdara6s aut g
(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 organisationali nnovati on, including Aorganisation ¢
strategic partnershipso are as critical to enterprise
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
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

collabor ati ve networks and supply chains é In this co
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 Prosperityd A National Innovation Framework

for Australia (BCA-SKE, 2006) . This report highlighted deficien
arrangements for the promotion of innovation, especially their lack of a central focus and connectivity

among the different el ements, but it also went subst e
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

i nnovation performance of -BKEe20066,mo26)oTimyrepartsargaedtivdd ol e d ( BC
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 i 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) con
the firmbés capacity f orbytheuseofsach practices@asjob robaton, qualityr e a s e d
circles and shop or service meetingso (p. 6). Similar
wi th an Afi nnd thattisiawmanagementtculturestitat emphasises learning, development

and participative decision makingi have greater | evels of fAinnovativenes
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 fAhig
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 Innovationd Leadership, Culture and Management at the Workplace
Level (2008b). The key findings of this SKE report are as follows:

1 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 1l 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.

1 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.

1 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.

1 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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devel opment and innovation a policy pr-ipority supp
thinkingd in key government departments. (SKE, 20
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 i 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 fithrough sharing knowl edge antthelinecaadvieng by e x a mg
capacity of the Australian workforce, including the capabilities of organisations, leaders, educators

and individual workerso. |l BSA6s vision is for progres
innovation; developing leaders and building workforce capacity. It has begun to implement these
through its Al nnovation and Capability Platformodo, whi

to develop innovative capability in organisations. In this context, the SKE reportproposes fia nati ona
di al ogue with key stakeholders who work together to r

capabilities and performance in the workplaced, and t
force on leadership, culture and managementat t he enterprise |l evel é to ove
di alogue and i mportantly the formulation of national

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

toaddr ess the decline in Australiabés productivity perfo
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)
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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 indicat e srmancesntarcanbined OECD mdaex for ingestmeit 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 commaodities 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)

As a perceniage of GDP. 2004
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Source: OECD Science, Technology and Industry Scorecard,
http://lysander.sourceoecd.org/vI=6724250/cl=13/nw=1/rpsv/sti2007/gal-1.htm
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The Global Competitiveness Report (2008-2009) of the World Economic Forum provides more up-to-

date evidence of Australiads performance in global <co
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. Australiads Ranking in the20®, obal Compet
World Economic Forum with 2007-08 Comparisons

GCI 2008-2009
GCl 2008-2009 rank (among 2007 | GCI 2007-2008

Country/Economy rank GCI 2008-2009 score countries)* rank
United States 1 5.74

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 Fo ?ptuomcfesin—depth irdarnzatioh abouetherspegfio r t

areas of relati ve weaknes sichirequireAagtier ifrAastraliasaishtesimppoger f or ma n c €
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 universityi industry collaboration

are areas of concern. I n the area of business sophist
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

° See http://gcr.weforum.org/gcer/
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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 indicati
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 Australiab6s deterioration
Australia hasnyareabdricg®do i n m
A Managing and enhancing innovation in the workplace;

A Building capabilities for innovation in the workplace;

A Assisting the growth of new technologies in the workplace;

A Improving leadership and management skills at the enterprise level;

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

A Ilncreasing productivity in the workplace through

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 Eur ope an 2000setiselfdthe anibltion #ftmakng Butopeat e gy 0 ©
ithe most competitivebasdddgoamomy kinowl edgwor |l d by 20
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 Restructuri ngWokmgimAmere@&dd Labor Mar k
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 sshe actiyv
é and it recognizes the importance of institutions
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), ledtothe 21*Cent ury Wor kforce I nitiative, which in
Economic Progr amo, reporgRisingAbove thebGatharing&tor: 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

t he Uni t ednolitleadershipis 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

universityT business linkages, the Cox review of creativity and innovation and, most recently, the 2007
Sainsbury review, Racetothe Top, on t he devel opment of the United Kil
ecosystemo, which places a major emphasis on action at
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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 c obBepchneatkiagnAgainst&lobalc al | t o ac
Best. This advocates the transformation of firms and organisations and the diffusion of knowledge

and innovation not only by firmst hems el ves but also by communities, wh
play in unleashing the nationédés innovation potential @

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

reports and a fitechnology foresighto exercise on how
knowledge and innovation for competitive advantage in projected areas of global growth, including
attraction and fAembeddi n g oDl)edmpaniesrindocaltachndlogy @ustérs i nv e st me
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-b ased economy. This has become the then
transformation from a low wage, inward-looking agrarian economy to a high wage, high productivity,

and globally focused knowledge economy. ltds national
partnership required to stabilise the econtemy in the

p ar t n e rthe highly mm@yeted 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,

wor kpl ace diagnostics and rel ated pratogalGemrsefor as seen f
Partnership and Performance (see section 4 for details). Table 4 summarises key programs run by

DEEWR.
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Table 4. DEEWR® Examples 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 Australiai s part of t ISkilinGAustalia fomie Futuéepolicy.
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 Project6 is a tripartite (industry-government-individual)
arrangement, which targets knowledge and skills requirements in advanced workplaces
known as fAknowledge wor ko. It is led by

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. DIISR6 Examples of Programs7

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 (lIF)

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

! Please see the AuslIndustry website for a summary of business assistance programs AusIndustry delivers:
http://www.ausindustry.gov.au/content/level2index.cfm?objectiD=AEB901E5-7CB8-4143-A3BF33B2423F9DAG6
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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

Leadership,
EIE R Activities Underway or Proposed
or Culture
focus
Victoria Management 1 Proposed investigation into the management capabilities of Australian
businesses. The review would be d

education system.
1 Skills development proposals with innovation focus at the workplace, to
become basis for modules in the Vocational Education and Training

Culture (VET) system.
1 Develop a national media strategy that builds awareness. In so doing,
hope to create a national culture that supports innovation.
South Management

. Recognition of need to connect national skills and workforce development
Australia 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

pl ace emphasis on developing Ainnov
institutions and enterprises.

New South Management | NSW has a State Plan and broad innovation statement focusing on five
Wales industry sectors. Emphasis on training but no mention of LCM in their two
submissionsd one 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 iSmartstateodo initiatives have focus:g
investments and associated skills and education. Now moving to the next
stage of building an innovation system with the following measures:

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

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

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

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

Western Management | Department of Industry Resources calls for:

Australia i Education programs in areas of innovation, thinking, intellectual capital,
entrepreneurial exploitation of innovation.

1 Overseas mentor program.

Management
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Culture 1 Build a community comfortable with risk taking 7 report on failures and
successes in government research.

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

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

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

1 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.

1 Innovation by individuals, businesses and agencies need to be fostered

Culture 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:

A Managers need to define productivity improvement and review the tools they use to achieve
it. A lack of wunderstanding of #Aproductivity impr
push their goal further out of reach.

A Resolutely chipping away at waste and inefficiencyd the heart of most productivity
programsd is 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.

A 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 responsethat absor bs managersé minds and diverts t
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
and innovation with exemplary effect to achieve competitive advantage in their markets, but many

others have yet to comprehend and meet this chall enge
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 Practicesd Management Strategies, Systems and Processes

The |Iiterature clearly indicates that fAthere |
best practicesd such as lean-production methods on the shop floor and techniques for setting targets
and tracking outcomesd and how well a company performso (Dorgan

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 practicesd focusing on proven
approaches used by top-performing companies in humerous sectors around the worldd and 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:

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.

=4 =88 _a_98_9_9_-92_-52_-52._-2

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 fr
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 hot communicating and implementing themd only 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
Apsychol ogy of worko. The NUMMI pl ant and studies of
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 mevsi cased to support workplace innovation has beé
almost two decades. In broad terms, this research supports the proposition that workplace innovation,

notably through the diffusion off owhnatnclea svobr&kc sme t lkemsw
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:

9 The ability to recruit and retain high quality employees;
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1 Functional flexibility and innovation capacity;
1 Workplace productivity and efficiency;

1 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

af fect industryds c ap ahbrépbrtedmore than two4thinds of EEOs indiclitédle s ur vey
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 potenti al for
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 i a proxy for a positive
workplace cultured and 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).
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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:

1 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 roilp bethawiowrso) fitchati zearsthr i b u |
performance.

1 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.

1 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):

1 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).

1 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.

1 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 Econo@fifcsd mpfacltmsn awnat ifvea yWor kpl aces
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 systemshave examined the performance effects of
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:

1 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.

1 Intheir study of steel millsd a longitudinal studyd Ichionowski 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 Wor k Exaakingdhe Performainee 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 044 399 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 fisupport|[s] our ea
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 peerso, 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 f oumanaded fiiibrems eé have a more highly educa
managersandnon-manager s al i ked and igeletandgovertnent policylavel, ent er pr
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 |l eading
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 controling f or a host of factors |ike the firmbés

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 i 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 i 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 GrowthOmitput, Manufacturing
BLS BLS BLS BLS Black/Lynct
197990 = 199095 | 199598 | 199396 199396
Output 2.0 per cen|3.8 per cen|4.9 per cen|4.2 per cen 4.7 per cen

Combined Inputs

(capital, labour, 0.8 2.1 2.3 2.3 3.2
materials)
Multifact

u |ac.o.r 1.1 1.7 2.5 1.9 1.6
Productivity
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 1 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 beenreflect ed t o a | arger extent in recent
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

year s

variables that wunderpin organisationsod capability t

i The motivation to innovate

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

1 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
idet er mi na mer@rinanteaaseartth ogghnisations, including:

People

Leadership

Research project management
Organisational performance9

=A =4 4 =4

o These were defined as follows:

9 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.

=a =

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.

i 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

Business Context

Leadership, Culture and

—

Employee attitudes

and behaviours
1 Job satisfaction.
1 Organisational
commitment.
{1 Motivation.
1 Work-life balance.

Effects on Business
Performance

1 Improve productivity
and efficiency.

1 Employment security. _
q Leadl\!rgr\l,igirrgigt 1 Citizenship behaviours. 1 Sustainable
. A . competitive advantage.

emplqyeg involvemenand The quallty of Improved
. s\z;lrtrulfupl)anon ires and > employment relations—y,  Innovation —» f Improved profitability.

va?uez ach?ciluclejlgsr;e v 1 Effective conflict Performance

t.
innovation MAEMETYEA

1 Flexible and agile
management structures,
systems and processes

Business Strategy

1 Industrial Relations.
1 Union relations.

1 Safety.

1 Employer of choice.

Work organisation
and processes
1 Workplace flexibility and
agility.
1 Empowered employees.
1 Improved jobdesign and
work processes.

9 Enhanced business
reputation.

9 Attract and regin
skilled employees in
competitive labour
markets.

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

In | ine with

t hese

observations

on

empl oy e@008a)t titudes

identified and researched innovative organisations in Australia and found the following three elements
proved to be particularly significant to enabling innovation:

1 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.

organi sational values and beliefs (

1 Culture:The shared
fiways of abebomand)ransfdinzet inte newa frddects,i deas t

conductd and
services and processes.

1 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 degreetowhich t hese are Aconfiguredo,
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:
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9 Their leaders create an environmentd or climated where innovation thrives.

1 The importance of innovation and the critical role every employee plays are hard-wired into the
company6s culture.

1 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 innovati on. eldpirgalder shi p conc
organisationdéds environment in such a way that innovat
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 createar t i cul at e and fihold upo as de
others in the organisation and elsewhere. Leadership is about championing innovation'® 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 Ieadershipll. 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 differbetwe en t he #fA-éwonmdayahdoi sepnededd yo fb atchke pr oc e
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 | earning, andptechnical
a suitable management style and to inculcate a workplace environment that enables, allows and encourages innovation to take

place.

1 See for example Deschamps (2008) and Deschamps (2005).
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Figure 6. Leadership Attributes for Innovation
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Source: Oliver Wyman i 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 companiesdé abi
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:

A resources;

A an innovative culture;

A leadership.
Al ong similar |10dM6&sr aporttheo B CiAdrsoVati on in Australian
culture and | eadership has a major influence on innov
iThe companies in the study saw cul tummvatoe a maj or f a
outcomeso (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):

I't is vital that Australiab6s education and training
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

organi sationés formal and turasfThe coltrbl aspacts aesmostcloselyo r mat i v e
linked to the covert or informal rule structures. These are social and reside in the history of the
organi sati dongrasntiddk,eni nvisi bl e, rulendassumptions expected

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 peopl edstharaklitegte imiente and i nnovat
innovation in their work situations, and the value-based incentives that encourage them to participate

in developing the organisation.

According to Tushman and O6Reilly (1997tof p. 29) , filor g
i nnovationo. Similarly, other authors emphasise that
factor in the extent to which creativity and innovation occur in an organisation. A key question posed

by Martins and Ter bl ahatdétermifa2sOoDoBganisgtional 6ulture have an A W
influence on creativity and innovation in organisatio
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:

A values of risk taking;
A challenging the status quo;
A 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 businessd and
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. Me nt a l model s s ucvherassu st hteh éi Lifekamronveeardod can hel p tr
attitudes, make them more open towards otheWs, and in
need Learners who are prepared to listen to each other, to our customers, partners and the

community. Weneed to be curious and humble, to recognise wh:

i nnovative and t oTraceydaslows, Manading Bireatoeat Midrgsoft 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
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Source: Axialent 2005, all ights reserved

Source: SKE (2008b, p. 41)

Currently, however, little is known about how culture is managed within Australian enterprises and the

effects

of

di fferent

fiment al

model s0O

on i

(2006; 2007) is one of the few to attempt to inquire into the linkage between culture and innovation,

yet it fails to break downthe sub-c o mponent s
organisations and with what effects. The net result is that we need more insights into how Australian

of ficul

tureo

and

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 i s
inseparable from innovation performance in any workplace, as already evidenced in section 2. The

a

seemingly

il arged an

d compl ex

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 .
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.

Many such

management

tec

hni ques

To further illustrate how different management techniques and designs impact on innovation (as

already done to someextent i n

secti

on

2), it is

hel pful

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,

earni

ng,

i nteract i ominflueace ttheir activitieés atythe evakplaca lbvel (seetthe

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) fDiscretionary learningd corresponds to work organisation whe
dynamically;

2) fLean productiond where group based problem solving happe
3y AiThe hier ar c hiTaybiistfymas;t rauncdt ur e d
4) T h elraditional organisationd0 based on a si mple management stru

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
del egation of responsibility to fijazzo people is wher

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 . 6s f i mpeiiousgtsdieainckding,donexample, €rahaladvandt h
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.
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