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The value equation
of innovation

Michele Levine, Roy Morgan Research, argues that innovation gets nowhere
unless it's supported by entrepreneurship

‘Never doubt that a small group of
thoughtful, committed citizens can

change the world.,
Indeed, it’s the only thing that ever has.”
Margaret Mead (1901—78)

hy is the Microsoft suite more
wguccessful than Linux — the free,

and some would argue superior,
software platform — and Bill Gates one of
the wealthiest and most powerful men in
the world?

The answer is not about size. Today
Microsoft is so large that its challenges are
about managing perceptions of market
dominance and monopolistic power. It is
hard to recall when there wasn’t
Microsoft, but it was only about 25 years
ago that Bill Gates began with the first
computer programs for the emerging
computerised populace. The answer is
more about value-driven innovation.

Many have articulated their protocols
for good innovation and good innovative
practices relating to education, taxation,
philanthropy, innovation communities,
innovation policy, intellectual property,
and so on. And many have sought to
measure and benchmark the perform-
ance of organisations, countries and
individuals. These have included such
metrics, at national or corporate level, as:
» venture capital as a percentage of GDP
» public-sector research and develop-
ment (R&D)

» dollars (or percentage of organisation
revenue) spent on R&D

» number of patents applied for — espe-
cially US patents

» scientific and technical articles per
capita

» investment in new equipment as a
percentage of GDP (or revenue)

» number of knowledge workers, .
researchers or people involved in scien-
tific pursuits

» percentage of labour force with tertiary
education

» take-up of new technology (for exam-
ple, number of internet users).

These metrics, essentially R&D expen-
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diture measures and ‘input’ measures, are
tapping into interesting intellectual con-
structs — but none will guarantee value
creation or real-world success. None has
captured the elusive ‘value’ equation
associated with innovation.

Thought leaders in this field of innova-
tion have sought to understand and
explain such related phenomena as inno-
vation, creativity, knowledge, learning
and problem-solving, in an applied sense
within the broader context of the real
world. Each provides valuable insight
into this elusive value equation, and
together they demonstrate that the tradi-
tional input metrics, with their heavy
focus on R&D expenditure, are inad-
equate and, if we are looking to the future,
potentially very misleading. The real
debate is more dynamic and at once more
fundamental and more practical — rooted
in asociety’s or market's needs, wants and
expectations; and more goal-orientated.

Elliott Jacques reminds us of the
importance of ‘a goal’ in any human
endeavour: ‘The real meaning of move-
ment in all living organisms ... is that of
an organism’s working in the world of
action, toward the achievement of a goal
that it has chosen to achieve.’

Professor Keith Smith of the European
Commission Joint Research Centre
points out that innovation is not just
about ‘new ideas’, but rather is about ‘eco-
nomic implementation’ of new ideas, and
thus innovation must be based on market
information. He warns against using a
‘scientised model of innovation that
stresses scientific discovery rather than
learnings as the basis of innovation.’ He
goes on: '

Given that inmovations are econowmic
implementations of new ideas then the use
of market information to shape the creation
of new products is central to innovation.

This is a more complex view of innova-
tion; one in which ideas concerning
markets are a framework for new product
concepts. So that while RGD is important,
it is seen as a problem-solving activity in
the context of innovation processes, rather

than an initiating act of discovery.

Dr Brendan Nelson, Australian Minis-
ter for Education, Science and Training,
talks about the increasingly multi-disci-
plinary nature of research and
specifically about entrepreneurship -
about the need for a culture that pro-
motes  discovery, creativity and
entrepreneurship:

The best research is increasingly multi-
disciplinary and heavily dependent upon
being able to bring together diverse skill
sets...

The need to be skilled at capturing the
benefits and knowledge, and at transfer-
ring the knowledge from researchers lo

The challenge for policy makers in such
a context is to foster a national culture that
promotes discovery, creativity and entre-
preneurship among its core values.

Philip Bullock, CEO of IBM in Aus-
tralia/New Zealand, focuses on the role of
innovation in problem-solving. He points
out that invention alone is not enough,
and highlights the importance of bring-
ing together developments across
multiple industries.

IBM understands the importance of
raw invention. But we also know that
invention alone is not enough. It is the
application of the invention that is impor-
tant. That is when you see innovation; in
fusion of new developments and new
approaches to solving problems ...

[Innovations] require not just one inven-
tion or discovery but the fusion of
developments across multiple industries
and fields ...

Now, more than ever, innovation is
occurring within an ecosystem, with multi-
ple points of intersection among business,
government and academia.

Michael Dell, chairman and CEO of
Dell Inc., on the successful Dell business
model and strategic vision focused on the
market and end user, explains:

We orientated ourselves around the end
user, whether it was a big company or gov-
ernment or a small business, not around
the products or the channel,
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In summary, these thought leaders tell
us that successful innovation is about
goals and economic implementation, and
is increasingly multi-disciplinary, multi-
industry and market/user focused.

Each of these themes resonates — they
make sense. It is about value. It goes
beyond technology and innovation and
embraces entrepreneurship. Indeed, I
argue that, in the elusive value equation
V=(T + DE, technology and innovation are
powered exponentially by entrepreneur-
ship — to the point that without
entrepreneurship, it is all academic.

Value: a changing paradigm

The relatively traditional paradigm of
innovation (and the input metrics dis-
cussed earlier) may have been relevant in
the past, but recent trends in a number of
spheres have relegated such metrics and
the underlying paradigm to at best indica-
tive ‘proxies’ for value, and at worst,
something resembling quaint obsoles-
cence.

So let's look briefly at some of the
trends that have changed the paradigm of
innovation and its consequent value.
> Globalisation means that efficient sup-

With over 20 years of
experience in the field of
research, Michele Levine
has designed and
implemented hundreds of
surveys and research
programmes. For the last 12
years, she has been CEQ of
Roy Morgan Research.

ply isincreasingly taking precedence over
geographic proximity; global alignments
are increasingly permeating all indus-
tries. This means that there are larger
markets for those with desirable goods
and services to access. However, as
Andrew Michelmore, CEQ of WMC
Resources, says, “Today the environment
for investment, as well as for markets, is
ruthlessly competitive, completely
unprotected and totally unsentimental.’
» Technology has increased the speed
and precision with which we do almost
everything — from building a car or a
highway to the speed with which new
technology itself can be created. Technol-
ogy, especially related to communi-
cations, has also increased both the
complexity of information and the speed
with which it can be transferred and
processed.

These trends have made their way into
the households and lives of average citi-
zens, They are not futuristic musings.

The trends reported are specifically
related to Australian data. However, they
are relevant for most countries and are
occurring faster in some and slower in
others.

FIGURE 1
Media consumption changes, 1994-2004
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Changes in media,
communications and technology
The last ten years have seen dramatic
change in media (see Figure 1) - predomi-
nantly focused on internet take-up. In
technology broadly we see the impact of
mobile phones, internet and broadband,
and an indication of fall-off of fixed-line
telephony.

Plotting policy actions against these
trends, we see some impact - for example,
Telstra (Australia’s original and largest
telecommunications company) intro-
duced peak and off-peak charges that
appeared to hold up fixed-line telephony
—but this was short-lived. The trend con-
tinued down.

Broadband price reductions in mid-
2004 appeared to increase broadband
penetration. But it was on its way anyway.
Increased comfort with the technology is
obvious — with substantially more Aus-
tralians now agreeing:

» ‘Computers and technology give me
more control over my life.’

» ‘I feel comfortable giving my credit
card details over the internet.’

But those innovations that haven’t ‘hit
the spot’ seem to be waning, such as on-
line grocery shopping. After an initial
peaking of interest in 2002, it is now eas-
ing off.

In travel, holiday bookings online now
outstrip travel agent bookings (Figure 2
shows the growth in online transactions).
This is a major shift and has enormous
implications for the industry. The other
big shifts for the travel and tourism indus-
try relate to security concerns associated
with increased terrorist activity, and the
shift in consumer spending to technology
communications and housing mortgages.

Domestic tourism is keeping pace
with population growth, but as a propor-
tion of household expenditure tourism
hasn't done as well as other industries.
The drive for more communications and
technology has driven spending in such
areas (see Table 1) as the internet (up
236 % in the last five years) and mobile
phones (up 183% in the same period). »
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FIGURE 2
The use of the internet for purchases
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Essentially what all of these trends tell
us is that technology, and particularly
communications-based technology, is
puiting people in charge, and people are
seeking more and more of it.

Some slow but fundamental shifts are
emerging in the Australian psyche. Aus-
tralians are becoming more open to new
things. There are now more Australians
attracted to new things than cautious.

And Australians are seeing themselves
as more socially progressive and less tra-
ditional (see Figure 3). These are big, sclid
shifts. We are dealing with many hun-
dreds of thousands of interviews (50,000+
each year). The trends are real.

Empowered consumers

Much has been written about how tech-
nology and communications have
empowered the consumer — putting
choice at their fingertips, allowing price
comparisons to be made online from
home, and enabling consumers to do
their own research about any product,

service or company, and generally to
become more savvy as CONSUIMETS.

Less has been written or discussed
about how technology is empowering the
user to become an inventor, creator, inte-
grator or innovator. Essentially today,
almost anyone with an idea can innovate
and develop, test and perfect the idea.
And increasingly people are doing just
that, and sharing their ideas and develop-
ments with others in knowledge and
innovation communities.

The demand for, and supply of, quick-
er information access to provide insights
based upon more global, more integrated,
more relevant, more reliable and more
timely sources of comprehensible data is
framing a total shift in the use of intellec-
tual property.

This is a very different innovation par-
adigm from the one that equated
knowledge production to the rarified spe-
cialist function of research and
development, undertaken by those devot-
ed to specialist invention and innovation.

TABLE 1
Changing spending habits

Weekly household Change from
Product and service expenditure 2003/04 ($) 1998/99 (%)
Internet 094 +236
Maobile phones 12.36 +183
Mortgage interest
payments 3824 +47
Education 1632 +41
Childcare 4.78 +34
Health insurance 17.66 +34
Petrol 29.72 +26
Landlines - 1642 +15
Travel 45.36* +14*

Source: Australian Bureau of Statistics Household Expenditure Survey, 2003-04
*Note: Weekly expenditure per person, 14+, in 2004/05. Change is from 2000401, Sourced from Raoy

Morgan data.
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The value relationships are at once more
subtle and more complex.

Roy Morgan International is in the
information business. In our business,
globalisation means that efficient supply
is increasingly taking precedence over
geographic proximity; for instance, tele-
marketing, data capture, processing and
analysis from low-cost Asian countries;
analytical frameworks, models and infor-
mation products applied globally. While
on one hand this means we can operate a
global business from Melbourne, on the
other it means competition is ferocious.
Global alignments are increasingly affect-
ing us and our clients, partners and
suppliers.

Today, with internet technology, any-
one — even a schoolchild — can conduct a
survey. Moreover, technology has
increased the speed and precision with
which we do almost everything — from
the technology for collecting, analysing,
reporting and disseminating informa-
tion, to the speed with which new
technology itself can be created. Technol-
ogy has also increased both the
complexity of information and the speed
with which it can be transferred and
processed.

Who would have thought when Roy
Morgan began asking the population
their views about ‘Equal pay for men and
women’ (the first Gallup poll conducted
in Australia in 1941), that the information
business would one day be a multi-bil-
lion-dollar global business.

We began in the 1940s asking ques-
tions, counting, sorting and analysing the
results and then reporting the findings.
Today, the business is very different (we
still capture data, but surveys are just one
input - the data can come from customer
records, sales records, security-system
logs, financial transactions, and so on),
but the fundamental values are the same.
We believe three things are crucial for
any successful creative process:

» information — the real, accurate facts

» the ability to make sense of these facts
(analysis, synthesis and interpretation)

» new ways of thinking.

This belief drives our business — and
has given us the courage to enter the
lucrative but over-serviced US market,
and the important Asian market. So we
are also in the global information busi-
ness.

» Wearesmallin the global arena. We have
some 400 employees, while one of our
major competitors employs more than
57,000. In the information market in
which we operate, we are a minnow.
When we were in joint-venture with
ACNielsen in Australia some 15 years ago
it likened Australia to a ‘rounding error’
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FIGURE 3
Progressive versus traditional
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on its global budget.

» We grapple with human capital issues.
The cost of people represents over 60% of
our revenue. But the real issues are about
how we balance engineering excellence
with financial imperatives and new mar-
ket optimism.

» We are in the business of creating solutions
(to our own problems, to deal with our
clients problems, and to create solutions
to problems that are not yet presenting as
problems).

So, Roy Morgan International is a
microcosm of the issues associated with
innovation. It is of great value to stand
back and think about what it is we are
doing as a company — a meta-view — to
read about innovation, and think about it,
not just be immersed in it.

The national issue
It is similar for Australia, New Zealand or
any other small, ‘clever’ country.

In 1998 at the Melbourne Convention
— Federation: Into the Future — Professor
Les Holmes (1) challenged Australia to
have vision. He asked, Why can't we be at
the forefront of change rather than lag-
ging behind or just keeping up with the
real leaders in so many major areas?
Haven't we more innovations to offer the
world than compulsory seat-belts and
booze buses?

The answer, of course, is we can, and
Wwe must,

Many Australians fear Australia has
been left behind, lost the opportunity.
Every other country that benchmarks
itself against the traditional input metrics
with their heavy focus on R&D spending
must feel the same way.

Associate Professor Jonathan West of
the Harvard Business School says, ‘Aus-
tralia missed the boat on the information
technology revolution.” He claims, ‘If you
don’t own the technology, you will pay
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the vast majority of the profit to those
whodo’

Some fear Australia is simply not large
enough to have the muscle, the money or
the people to have a viable leadership
position in the global innovation game.

This must not be 5o, and the clue liesin
anunderstanding of what might be called
the ‘value equation of innovation’:
V=(T+DE. It takes technology and innova-
tion and entrepreneurship. And the real
value equation recognises that entrepre-
neurship has an exponential effect.

To ensure that value is the sum of tech-
nologies and innovations powered by the
degree of entrepreneurship, a number of
factors must be taken into account:
> identifying and understanding the
value associated with technology innova-
tion, now and into the future
P recognising the dynamic nature of this
value context — that is, that it is evolving
and changing
P being part of the process of innovation
and capturing some of the value.

Everimproving technology and com-
munication is increasing Australia’s
efficiency in many industries. For
instance, in mining and exploration new
methods of surveying including satellite
aerial photography, more sophisticated
computer modelling of ore bodies, larger
more cost-effective plants, new methods
of extracting gold, and so on. In primary
production, Australia has genetic engi-
neering, sophisticated land management
and farming techniques, and Australians
are arguably world leaders in wine-mak-
ing technology, to the bewilderment of
France and Germany.

This kind of change, continuous
improvement, has itself become almost a
constant. Australia is a leader in many of
these areas.

Today, with change in abundance —
especially in the area of supply, demand,

distribution and services — mare than
ever before Australia and any other small
‘clever’ country, must create and develop
its own market. Australia can no longer
rely on overseas customers or intermedi-
aries to create and drive demand for its
products and services. They have their
own priorities and problems. And we
would argue they are no better placed
than Australians to deal with uncertain,
changing times, or to capture ‘a fair share’
of the elusive value.

This is no time to stand still — or to do
‘more of the same’. The combined impact
of globalisation and communications/
technology has weakened the boundaries
that separated industries. There are many
transformations that have emerged from
this— for example, a credit card is now, in
many ways, doing what a bank does; a gas
or electricity company that installs a
direct line to its customers is potentially
in the business of telephony; a manufac-
turer plus the internet can be a retailer.
The information revolution is not over.
The new era creates opportunities and
threats in abundance.

Andrew Groves irmtroduces the con-
cept of ‘strategic inflection points’ in his
book Only the Paranoid Survive. He points
out there are winners and losers, threats
and opportunities in times like these,
Grove explains that, managed wrongly, a
strategic inflection point can mean the
end of the game. Managed right, it can
turn into a powerful force.

Paul Saffo, director of the Institute for
the Future, says Australia has ‘the thing
that money can’tbuy — entrepreneurs’.

The trend towards ‘free revealing,
articulated by Eric Von Hippel, advan-
tages Australia, and any other small
‘clever’ country. We also have a unique
advantage in Australia: having never
been as ideologically focused as the US or
Europe, our minds are less conditioned to
think within certain channels. And Aus-
tralia is inherently good at clever
solutions.

So why is Microsoft more successful
than Linux? Those who argue for metrics
might count the patents applications and
knowledge workers and dollars spent on
R&D. There is no doubt Microsoft would
beat Linux on each of these metrics. But
that’s not the real reason; Microsoft was
built on entrepreneurship. Good tech-
nology and innovation powered by
entrepreneurship - it went out and got
the market. ]

1. L Holmes: Australia, globalisation and the
third way. The Melbourne Convention —
Federation: Into the Future, March 1998.

michele.levine@roymorgan.com
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