INNOVATION

markets. Survey respondents

from most service industries
reported introducing fewer new or
substantially improved produects or
services than manufacturers did.

Consider finance and insurance.
While the industry is number two
in the ITAI overall, just 18.9 per cent
of businesses could claim a market-
creating innovation in the ABS
survey, compared with 26.9 per cent
of manufacturers.

Monash’s Worthington blames the
federal government’s “four-pillars”
policy. By stopping Australia’s biggest
banks from merging or being taken
over by an overseas institution, the
policy dulls the competitive impulse

to innovate. “The result is a cosy, cosy
relationship between the banks that
is not as competitive as the industry
likes to claim,” he says.

Alack of innovation created by the
market, evident in other industries
dominated by a few big players, such
as grocery retailing, gives businesses
less incentive to push past the many
obstacles to breakthrough service
innovation. One of these is the
difficulty of gaining patent and other
legal protection for new services
compared with new products. This
clears the way for imitators, notes
Worthington, and reduces the pay-
off from being first-to-market.

To counter this, businesses can

All organisations, by and large are now involved in
some sort of service innovation

PROPORTION OF AUSTRALIAN BUSINESSES WHICH INTRODUCED
OR IMPLEMENTED INNOVATION (2004 & 2005)
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Mining 10.6 17.6 22
Manufacturing 26.9 2.3 279
Electricity, gas and water supply 23.0 315 40.7
Construction 16.5 22.0 26.2
Wholesale Trade 255 26.4 332
Retail trade 15.8 15.4 18.8
Accommodation, cafes and restaurants 23.6 25.0 27.8
Transport and storage 18.1 251 26.9
Communication services 28.5 253 201
Finance and insurance 189 25,1 30.7
Property and business services 16.4 201 226
Cultural and recreational services 18 189 26.3

Source: Australian Bureau of Statistics
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try and use scale to ward off quick-
to-follow rivals. For most services,
however — typically produced and
consumed simultaneously — this
response is limited by the cost and
bother of finding extra staff.

The Holy Grail of service
innovation is to separate the
production and consumption of
services. A classic example is eBay,
which has built an online trading
platform that can host auctions
anywhere in the world without a
single human auctioneer.

In Brisbane, the Co-operative
Research Centre for Construction
Innovation is also enlisting the
internet and other technologies to
simplify the construction process.
Chief executive Keith Hampson
says building more components in a
factory rather than on-site is safer,
greener and saves skilled labour that
is growing ever scarcer.

In other industries, however,
where the service-delivery staff are
part of the customer experience,
such labour-saving innovation can
be self-defeating. A senior lecturer
in organisations and innovation at
the Melbourne Business School,
Peter Cebon, recalls efforts by banks
to not only shed staff by closing
branches, but to get customers to do
more for themselves online. Staff
were demoralised and customers
felt swindled, especially when bank
fees went up, not down. “Not all
innovations are positive from the
customers’ perspective. Closing
branches didn’t work, so banks are
now opening them again to try to
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re-establish the relationship with
their customers,” he says.

The controversial nature of some
service innovation, combined with
nostalgia for a time when Australia
“made things” helps to explain
why the services sector has few
advocates among policymakers.
Symptomatically, the sector receives
just 30 per cent of all federal
industry assistance.

Just as important, Hampson says,
is the kind of assistance provided.
The supply chain of a fragmented
industry such as construction, in
which 95 per cent of businesses
employ fewer than five staff, has too
many links to benefit from research
and development tax breaks and
other policies aimed at single firms.
“There are some businesses that
believe competitive advantage is best
secured by building fences around
intellectual property,” he says. “But
very few have the supply chain to
themselves. They must work with
partners to deliver projects.”

Co-operative efforts such
as the construction CRC is
critical to progress in service
industries where first movers are
insufficiently rewarded to justify
lone investments. But if such efforts
come off, Hampson says, increased
productivity in construction, which
accounts for 15 per cent of the
Australian economy, will alone give
living standards a “major kick along”.
Multiply that “kick” five times to
account for all service industries, and
there is enough reason to leave Adam
Smith’s words behind for good. @
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