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EXECUTIVE SUMMARY

Predicting the future is fraught with risk, but the greater risk is in failing to plan for our
destiny. As a nation, we face a choice: to drift into our future or to actively shape it.

- Australian Government, Australia in the Asian Century (2012)

The key message of this report is that the public sector must become a leader and enabler of
innovation in Australia, constituting as it does about 35% of GDP with a pervasive role in our
economy and society. It should have the capacity to prototype and diffuse models of change
and innovation as well as work with the private and community sectors to address the major
challenges we face. The report of the 2008 Review of the National Innovation System
Venturous Australia contended that public sector innovation warranted much greater
attention than it has had previously in Australia, and this was subsequently addressed in a
series of reports, culminating in the 2011 APS Innovation Action Plan.

The present report aims first to raise awareness of international developments in public
sector innovation and stimulate debate regarding barriers and capability gaps in the
Australian context. There have been influential studies of public sector innovation in many
other countries over the past several years. These earlier reports emphasised the
importance of innovation in the public sector, and why it should be of policy interest. As the
experience and assessment of innovation initiatives has increased, the more recent global
reports have indicated what can be done and how. This is the focus of our report which
addresses those aspects of strategic relevance to the Australian public sector.

Second, the report highlights that innovation is a challenge and a way of thinking that
involves all of us. It is essentially the process of generating and implementing new ideas that
have value and the potential to improve performance. More often than not it has nothing to
do with people in white coats pursuing technological breakthroughs. As we confront faster
rates of change and more complex problems, creativity and new ideas are essential in non-
technological paths to innovation, such as new business models, systems integration, design
thinking and high performance work and management practices. Innovation is a ‘team sport’
and an innovative public sector needs public servants with the attitudes, skills and
knowledge to work together to find, develop, and implement new ideas, and to build public
sector organisations that can sustain innovation.

Third, the report recognises the specific characteristics of the public sector context.
Innovation efforts can only be effective and sustained when an organisation develops a
culture that supports innovation and a strategy that seeks it. Building innovative
organisations and managing innovation in a public sector context does place demands on
leadership and management, on competencies and culture, and on appropriate internal
processes. While there is much to learn from the private sector, it cannot be ‘plug and play’.
To begin with, the culture of the public sector, which has evolved over a long period, is a
very different starting point for the journey to innovation capability and performance. The
management of different types of risk (political, career, public safety) usually has a stronger
influence on the approach to issues in the public sector. Furthermore, while the core
mandate for most public sector organisations is the design and implementation of policy, that
role requires a range of complex and largely non-market relationships. And finally, inputs to
policy and program designh come from an increasing diversity of sources and implementation
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is increasingly through third parties.

In Section 2, we provide examples of the many different types of public sector innovation.
We also discuss the events or circumstances that can provide the impetus for innovation,
and the many sources of the ideas and information that can shape innovation, including new
demands from the community, exemplars from other jurisdictions, problem solving by staff,
and proposals from partner organisations. In this section, we show that innovation, by
definition, involves a degree of uncertainty, sometimes a great deal of uncertainty, and that
top down planning and rigid timelines and budgets do not fit easily with this. It is the capacity
to seek, secure and sustain innovation, particularly with effective implementation, that is vital.
Innovation then becomes not a one-off event but a dimension of normal performance.

In Section 3, the tensions between often deeply embedded public sector culture and the
increasing demand for innovative approaches are addressed. The barriers to innovation and
innovativeness are daunting for many public sector organisations. However, there is now a
great deal of positive experience to learn from. This experience points to the importance of
developing, in the often politically, organisationally and institutionally complex public sector
context, a strategic approach to innovation.

Consequently, in Section 4, we outline a strategic framework for managing the stages of
innovation, from sourcing and developing ideas, implementing proposed innovations and
capturing the lessons of these projects. Again we note that the public sector must
increasingly develop the capacity to develop and implement quite new approaches, to
escape the trap of short-term, risk averse responses with diminishing returns. An innovation
strategy provides the framework (internal policies, training, incentives, resource allocation
etc.) for transformation to a more effective organisation.

In Section 5, we discuss and provide examples of innovation tools. In all sectors innovation
has become more critical for performance, and innovativeness a more important focus for
organisational change. At the same time approaches to innovation are changing. We
characterise two broad types of innovation management, both of which are important and
both of which require new skills and capabilities in the public sector. First, ‘focused
innovation’ essentially enables organisations to improve existing products, services,
processes, linkages etc. A family of innovation tools for continuous improvement is widely
used in the private sector and increasingly in the public sector. Second, ‘re-framing
innovation’ identifies possible new approaches and desirable futures, and is suited to
addressing complex problems or situations where past approaches have failed to gain
traction. A range of new tools have been developed to support this approach, which has
become more important as change becomes more challenging and which will require the
development of new capabilities throughout the public sector. Ultimately, within this
framework, individuals, teams and organisations must be given the opportunity to be
innovative in their specific contexts.
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Summary of Recommendations

1. Commit to developing a highly innovative public sector. This commitment should
recognise the need to articulate and translate that commitment into effective
innovation strategies, and to incorporate and rethink the critical role of public sector
leadership.

2. Assess the role that the public sector plays in stimulating and supporting, and in
constraining, innovation in all other sectors of society, including business and the
community sector. Incorporate the findings of that assessment into the innovation
strategies of public sector organisations.

3. Conduct an internal audit to identify barriers to innovation, specific opportunities for
innovation and capacity development needs, and build on this audit to develop a
framework for assessing progress with innovation performance and strengthening
innovation capability.

4. Implement management and human resource strategies to support the transition to
greater innovativeness — through engaging, developing, motivating and rewarding
staff, at all levels, to encourage their participation in innovation activities. Ensure that
practical day-to-day leadership at all levels supports innovation and recognises the
role of innovation champions and ‘intrapreneurs’.

5. Build and actively manage relationships with external stakeholders who can provide
valuable feedback on the organisation’s performance, identify problems or
opportunities that may become a focus for innovation, contribute ideas for innovation
and/or be partners in developing or implementing innovations.

6. Develop explicit processes for capturing and assessing ideas for innovation, both
from internal and external sources. Ensure that approaches that support re-framing of
problems are used and that ideas for disruptive change are not filtered out before
assessment. Developing ‘frugal innovations’ in a context of resource constraints is
much more likely through ‘out of the box’ thinking and design thinking approaches.

7. Invest in strengthening capabilities for developing and implementing ideas for
innovation. This will involve developing protocols, professional capabilities, external
linkages and information resources regarding, for example, innovation management
tools. It will also involve a preparedness and capability to conduct innovation
experiments, perhaps initially at a relatively low level of risk.

8. Build systems at the organisation and overall public service level to support capturing
and sharing learning about innovation within organisations, among public service
organisations in one jurisdiction, and among public sector organisations nationally
and internationally.

.- Shaping the Future through Co-Creation
IPAA National Policy Paper June 2014




1. INTRODUCTION

1.1 Purpose of the Report

This report is a contribution to a vital debate about the future of Australia’s public sector and
its contribution to our economy and society. As the Australian Innovation System Report
states, ‘government actions and investments account for 35% of GDP in Australia’, which
means that ‘governments [must] be innovative in the development of policy and the delivery
of services that provide better quality of life for the community’ (Australian Government
2012b, p. 85).

Consequently, building innovation capability in the public sector is a key part of Australia’s
innovation agenda for transforming the role of government, for improving services and for
tackling many complex policy challenges. There is already a record of innovation
achievement in the public sector in Australia — innovation is evident in the ideas for new
policies, the conduct of public administration and the design and delivery of services.
However, in contrast to the private sector, there has been little emphasis either on the
transformative role of innovation or on strengthening capabilities for innovation. This report
highlights the nature and sources of innovation in Australia’s public sector, the barriers to the
development of an innovation culture, and measures to improve and sustain innovation
capability and performance with a view to create public value.

The Australian public sector is made up of departments and agencies and statutory bodies,
the former controlled by ministers (e.g. prisons) and the latter being independent (e.g.
courts). For the purpose of this report, the public sector covers both the general government
sector and public trading enterprise sector as defined by Australian Bureau of Statistics
(ABS), but the focus will be mainly on the general government sector (i.e. that part mainly
funded by taxes and statutory charges) which is largely sheltered from price competition.

Australia was established as a federation in the Westminster tradition, referred to as ‘the
collection of legal rules, traditions, cultural expectations, and administrative practices that
shape the way the public service interacts with Ministers and the government of the day’
(Advisory Group on Reform of Australian Government Administration 2010, p.4). In this
context, the Australian Public Service (APS) exercises authority on behalf of the government
and acts as the executive arm of the government, comprising departments and agencies that
report to their ministers and on behalf of the government of the day. The organisation of the
public sector, and of the delivery of public services, varies considerably from country to
country. The specific organisational and regulatory context of each country will shape
approaches to public sector innovation within its jurisdiction.

An innovative public sector is vital for four reasons:

« First, as noted above, the public sector constitutes a large part of the economy and
hence improvements in the efficiency of administration and service delivery have
direct implications for national productivity, and improvements in effectiveness have
major implications for social value creation;

e Second, as the public sector is a major customer for Australian firms, its procurement
strategies have a major impact — requirements for innovative equipment and services
stimulate innovation in the private sector, particularly for small and medium
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businesses which may then get access to global value chains;

e Third, public policy in a diverse range of areas, from education and science to
industry and environment, addresses the increasingly complex challenges of an
interconnected world (Godin 2008), and in doing so structures the regulatory context,
shapes the innovation system and influences incentives for individuals and firms;

* Fourth, organisations are the key incubators of professional and entrepreneurial
talent, building on the foundation provided by formal education — the public sector
attracts high-level human resources but in an era of high mobility how it develops that
talent is of systemic significance for the economy and society.

In short, the public sector is a key part of the Australian economy and its innovation system.
An innovative public sector is vital for national innovation performance (Godin 2008) and for
the legitimacy of government. Over the last decade innovation in the public sector has
become a focus in the Nordic countries, UK, New Zealand, Canada and the US. Several
major reports on public sector innovation in these countries and in Australia have been
published over recent years.

There are barriers that limit innovation at various levels in the Australian public sector. As a
result, opportunities are sometimes lost, promising ideas not explored and talented people
not encouraged. The purpose of this report is to stimulate debate and assist in identifying
important barriers and capability gaps in public sector. It is also to raise awareness of the
scope for broader and more significant innovation through the use of new tools and
approaches: design thinking, open innovation, co-creation, user-centric approaches and high
involvement workplaces. These new innovation tools and approaches have been developed
and are increasingly used in the private, public and community sectors. They are particularly
useful where:

+» the problem or opportunity for change is complex and requires insight and a range of
knowledge types, including from sources outside the organisation;

+ there are many stakeholders and their input into understanding the challenge and into
assessing feasible solutions is vital; and

« new and innovative approaches are required or desirable rather than cautious and
incremental improvements of prior systems.

In other words, they are particularly relevant to the public sector. They are also relevant
because the role of the public sector is changing from a remote regulator and monopoly
service provider to a role that is often closer to a consultative facilitator and partner — a policy
and program design platform. But innovation efforts can only be effective and sustained
when an organisation develops a culture that supports innovation and a strategy that seeks
it. The institutional and management context in which public sector organisations have
evolved under the Westminster system of governance has emphasised other performance
objectives: risk minimisation, efficiency and secrecy. We ask in this report: What are the
implications for public sector leadership, management and recruitment of becoming an
innovative organisation?

The report provides an overview of a number of public sector approaches to innovation. It
emphasises the practical aspects of innovation within the public sector, and illustrates how
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innovative ideas can help resolve complex issues and open new paths to engagement and
impact. While providing insight into the challenges of innovation, it aims to stimulate and
inform practical initiatives.

1.2 Context and Background

From the time of kings, pharaohs and emperors, public administrators have run the practical
business of government. The need for a sophisticated public administration grew with the
size of nations and the evolution of economies and societies. Scholars of the late 19" and
early 20" centuries, such as Woodrow Wilson, Luther Gulick and Frederick Taylor,
contributed to the theoretical foundations of the field of administration and management.
After World War Il another generation of public administration theorists began to challenge
and displace the previous models. In 1980s and 1990s, the New Public Management (NPM)
emerged to prominence with David Osborne and Ted Gaebler's book Reinventing
Government (1992). While the NPM became orthodoxy in the 1990s, other frameworks have
emerged in response to new trends and opportunities, in particular with the design and
delivery of ‘e-government’.

Concern with the innovation performance of the public sector has been mounting for a
decade or more. Rising community expectations for improvements in services and in the
level of consultation and engagement has been one driver. The need to address complex
and ‘wicked™ societal problems with declining resources has been another. While there are
countless examples of innovation in the public sector, the lack of systematic knowledge
regarding innovation types, sources, drivers, barriers and impacts has limited understanding
and action. This is now changing. A range of studies have brought new insights to the
specific challenge of innovation in the public sector — an organisational and institutional
context different in important respects from the private sector.

According to Christian Bason (2010a) perspectives on public sector innovation have evolved
over four stages. During the 1970s and 1980s, innovation in government was merely an
object of study (Gray 1973; Mohr 1969) rather than a focus of action. The second stage
involved greater insight through research-based analysis, so providing public managers with
a sense of the ‘look and feel’ of innovation in their context (Eggers & Singh 2009). Awards
and recognition of innovation successes in the government were introduced or expanded.
The third stage, with a growing body of analysis and experience, brought a stronger
awareness of the inherent and deeply embedded barriers faced by public innovators (Mulgan
2007; Wilson 1989). Indeed, Bason, the innovation director of MindLab, suggests that, ‘the
very DNA of bureaucratic organisation is resistant to innovation’ (Bason 2010a, p.7). The last
and current stage is characterised by a new determination on the part of governments to
enhance public sector innovation capacity and performance. This has raised the question of
whether public administrations that have served nations well for decades continue to be ‘it
for purpose’ in the era of the internet, global connectedness and a knowledge-based society
(Eggers and O’Leary, 2009, p. 66). What level of change is required to develop a more
innovative public sector, who can drive and guide that transformation and how long will it
take?

' Wicked problems are problems that are complex and open for interpretation, characterised by

. competing or conflicting opinions for solutions, and unlikely to ever be completely solved.
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Both federal and state governments in Australia have begun the innovation journey and are
seeking to embed innovation in organisations and strategies. In the following sections we
indicate the diversity of innovation efforts and outcomes across departments and agencies.
Some are further along the journey than others, and there are clearly different ways of
making innovation a way of life.

The challenges in progressing along the innovation journey depend on the starting point or
level of readiness, the resources available and, inevitably, the calibre of leadership. It is
important to recognise that organisations can only become innovative by working to be
innovative. Development of strategy, investment in capability, taking on innovation
challenges and reviewing experience provide the essential learning sequence for cultural
and organisational change. This requires a learning strategy and sustained commitment.
Leadership is essential for initiating and sustaining that process, as Dr lan Watt, Secretary of
the Department of Prime Minister and Cabinet, has observed:

If I can change the APS in one way, | hope to help build a public service that is better
at developing its leaders; a public service that is better at leading and managing for
the benefit of Australia, the government of the day and the people who make up our
APS. (Watt 2012)

Recognising the need for a strong national innovation system underpinned by a dynamic and
innovative public sector, the Australian Government in 2008 commissioned a Review of the
National Innovation System whose report, Venturous Australia: building strength in
innovation, made a series of recommendations regarding innovation in the public sector.
Subsequently, Powering Ideas: An Innovation Agenda for the 21st Century, the
Government’s 10-year policy agenda, was released which acknowledged the necessity and
importance of public sector innovation as an area for improvement for addressing economic,
societal and environmental challenges. Several initiatives followed which collectively indicate
the level of intent and priorities for action:

* Innovation in the Public Sector: Enabling Better Performance, Driving New Directions
(2009)

* Ahead of the Game: Blueprint for Reform of Australian Government Administration
(2010)

* Empowering Change (2010)
* APS Innovation Action Plan (2011)

Concurrently, the Australian Public Service Commission (APSC) through the Management
Advisory Committee (MAC) initiated several projects, including the development of a better
practice guide for public sector innovation by the Australian National Audit Office (2009) and
the Government 2.0 Taskforce (2012), both of which examined how to build a culture of
innovation within government and which recommended substantial reforms in administrative
processes. On May 8 2010, the Prime Minister accepted all the recommendations in Ahead
of the Game (Advisory Group on Reform of Australian Government Administration 2010),
and stated that, ‘We are committed to building an Australian Public Service with a culture of
independence, excellence and innovation - in policy advice and service delivery’. This led to
the APS Innovation Action Plan, a special project overseen by the Secretaries Board of the
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Australian Public Service. There are similar and complementary initiatives at State level but
these will not be discussed here.
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2. MEANING, VALUE AND MEASUREMENT

Innovation is a terrible word. But there’s nothing wrong with its content.

- Christian Bason, ‘Why is innovation a terrible word?’ (2010)

2.1 What is innovation and why does it matter?

Innovation as a term is now widely used but is so all encompassing that it risks losing
practical meaning unless contextualised. In the past, the term evoked images of research
and technology and was often linked to, if not confused with, invention. In fact until recently
most ‘how to’ or ‘policy for' books on innovation were almost solely concerned with
technological innovation. This is despite the fact that many of the most important innovations
have been organisational or managerial (the mass production system, in-house R&D
laboratories) or institutional (patent law, the welfare system, public education).

The substance of innovation is the intentional implementation of a new idea which leads to
change in practice with the aim of creating some form of value?. Hence, innovation can apply
to any activity in any aspect of the economy or society. This broader perspective becomes
clear if we consider the case of the internet. The internet is dependent on a number of
technological innovations, including computers, the web, software, smart phones, but
stimulates widespread change in organisation, methods, products etc. Although it has only
been readily available for around 20 years, it has led to significant change in shopping,
learning, working, social interaction and many other activities. As Steve Jobs put it in a 1998
interview, ‘Innovation has nothing to do with how many R&D dollars you have. When Apple
came up with the Mac, IBM was spending at least 100 times more on R&D. It's not about
money. It's about the people you have, how you're led, and how much you get it’ (Maroney
1998).

In fact when we look back at history it is clear that the real impact of technological innovation
has always required a stream of innovations in the organisation of production and in the
patterns of consumption — think of electricity or the motor car (Lakoff & Johnson 2009). The
Australian economy, like that of all OECD countries, is largely based on services. Much
innovation in services, including public services, is enabled by new technologies but involves
change in what technologies are used for and how they are used. This has a vital implication
worth emphasising — the rate and effectiveness of innovation are dependent on capacities to
design and implement change. Such capacities begin with imagining what changes are
possible and desirable and involve leadership and management to transform activities and
organisations, addressing the many human, regulatory, financial, institutional and technical
issues involved.

> The idea may be new to the specific context but not new in other respects and ‘value’ may take

many forms and only benefit some stakeholders. In the public sector in particular, a ‘good’
innovation only requires one 24-hour media cycle to become a ‘bad’ idea and an unsuccessful
event. Innovation in the public sector may involve a myriad of interactions and interventions and it
can take a long time to know whether a particular innovation is actually positive or not, successful

. or a failure, accepted or rejected.
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We draw attention at this stage to another issue which we will explore in more detail later —
innovation, what it is, who does it and how it is done is itself changing. In an increasingly
complex, interdependent and fast changing world:

« Complexity means that the diverse competencies required for innovation are
increasingly distributed across different organisations, fields of knowledge and
people. Many developments in managing innovation enable greater collaboration and
interaction — within and among organisations. Talk of networks, alliances, innovation
systems and knowledge ecosystems reflect this direction of development;

e Increasing interdependence in our much more citizen-centric societies means that
change must be more consultative and participatory. The interests of diverse
stakeholders need to be heard, understood and considered, and their capabilities and
aspirations mobilised; and

* Faster and deeper change means that in discovering more innovative approaches
we have to be able to lighten the weight of past practice and embedded assumptions,
to ‘work back from the future’ as well as forward from the present. This involves more
creative thinking, increasingly conceptualised as ‘design thinking'.

By its very essence, innovation involves uncertainty. The more significant the change and
the less familiar the organisation and its stakeholder with that type of change, the higher the
uncertainty. Planning, one of the fundamental tools for strategy, resource allocation and
administration, is based on prediction. As the level of uncertainty involved in change
increases, the role of planning is more limited and must give way to learning from experience
or the establishment of ‘simple guiding principles’ or proven and dynamic heuristics (Roos
2006). This has wide ranging implications for leadership and management in the public
sector.

As we have emphasised, innovation is more than just coming up with a good idea, it is also
the execution of that idea into a practical outcome. This is where public sector innovation
often falls down. It has been noted, ‘Innovation can be thought of as having a cycle with four
phases: idea generation and discovery, idea selection, idea implementation, and idea
diffusion. It is in the last three phases that innovation often gets derailed in the public sector’
(Eggers & Singh 2009, pp. 6-7). As in the private sector, the goal for the public sector is
goal-oriented innovativeness, i.e. the capacity to systematically seek, secure and sustain
innovation across an organisation’s activities and products or services. However, too often
innovation in the public sector is the result of an unusual and temporary event:

Typically innovation in government happens in one of two ways. Either innovation
intrudes itself on a public sector organisation in response to a crisis, or some
individual (or small group of individuals) champions a specific innovation. In either
instance the benefits of the innovation are limited. Once the crisis has passed or
certain individuals responsible for the innovation have moved on, the organisation is
left with no lasting capacity for innovation (Eggers & Singh 2009, p. 5).

Joseph Schumpeter, one of the first economists to theorise the role of innovation in the
process of economic growth, depicted five different types of innovation: new products, new
methods of production or transportation, new sources of supply, new markets, and new ways
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of organising business. Despite this broad perspective, much of the innovation discussion
has focused on product and process technologies. Significantly, the OECD’s Oslo Manual
(2005, p. 46), adopted by most national statistical agencies, defines innovation as ‘the
implementation of a new or significantly improved product (good or service), or process, a
new marketing method, or a new organisational method in business practices, workplace
organisation or external relations’. The 2010-11 Australian Bureau of Statistics survey of
innovation in Australian business found that roughly similar proportions of firms had
implemented each of four types of innovation: goods and/or services; operational processes;
organisational/managerial processes; and marketing methods (ABS 2012).

The scope of what is now seen as innovation has clearly widened, and become less linked to
technology. Much innovation is incremental, new to the organisation, but often already used
elsewhere. Such innovation plays a key role in improvements in productivity, quality,
environmental impact, safety etc, and requires a high level of ‘absorptive capacity’ at the
organisational level. At the other end of the scale, some innovations are new to the world
and lead to widespread change. Radical innovations, such as adult suffrage, electricity,
computers and the internet, have profound and widespread impacts that accumulate over
decades (Christensen 2003; Freeman & Soete 1997).

Along the incremental to radical spectrum the challenges for innovators become deeper. The
greater the change the less an organisation can rely on and re-use its existing assets, which
may include:

» Knowledge resources and perceptions about user values (Human Capital);

» Methods and structures for managing routine activities and change (Organisational
Capital); and

» External links with other organisations, including suppliers (Relational Capital).

Traditionally innovation processes have been ‘closed’ and largely intra-organisation. In
facing the challenge of faster and deeper change, more organisations are building and
drawing on external links to gain insights into trends and opportunities, to gain knowledge
and to build partnerships for innovation. In today’s networked and knowledge-based
economies, organisations are increasingly using ‘open innovation’ involving knowledge
exchange with external stakeholders (Chesbrough 2003). This brings an important new
perspective on innovation — an organisation’s innovation capability is increasingly dependent
on the quality and extent of its external relationships (Agarwal & Selen 2009).

Clearly, changes in the rate and nature of innovation in services have been driven in large
part by the opportunities arising from the ubiquitous application of information technology.
Services innovation is different in some respects from product innovation due to the more
direct relationship with customers. As innovation in all its forms becomes a more important
avenue for competitive advantage among service providers, users’ expectations have risen.
As users have become more informed, discerning and connected, the more innovative
services firms have drawn them into the innovation process, leading to an increasing role of
user-led innovation and user co-creation.

2.2 Defining Public Sector Innovation
In very general terms we can say that public sector innovation involves generating new ideas
that transform into outcomes with the aim of creating value (Mohr 1969; Hartley 2005;

B2 Shaping the Future through Co-Creation
IPAA National Policy Paper June 2014

14



Mulgan 2007). Other more nuanced definitions include that of the UK National Audit Office
which characterises innovation as ‘having new ideas, developing the best ones, and
implementing them in such a way that there is (at least) a good chance that they will improve
the methods in which your organisation operates and/or performs. New ideas without some
degree of implementation are not enough’ (2006, p.8). The Audit Office also defines an
innovation project as ‘a project for which an organisation has no tried and tested method or
track record of success’ and goes on to stress that with the current global economic
downturn and tightening public finances, there is a greater need for ongoing public
innovation to address ‘pressing social, demographic and environmental challenges that will
demand the development of innovative products, business processes and ways of delivering
services’ (2009, p. 21).

Similarly, Carter Bloch in the report Towards a conceptual framework for measuring public
sector innovation defines public sector innovation as ‘the implementation of a significant
change in the way an organisation operates or in products provided. Innovations comprise
new or significant changes to services and goods, operational processes, organisational
methods, or the way the organisation communicates with customers. The innovation must be
new to the organisation, but it may have already been implemented by other public
organisations or businesses. The innovation must constitute a significant change for the
organisation. It must significantly affect the operations or character of the organisation. An
important requirement is implementation. Innovations must have been taken into use by the
organisation. However, organisations do not need to have developed the innovations
themselves’ (2010a, p. 27; also 2010b).

In the report on Empowering Change: Fostering Innovation in the Australian Public Service,
a broad characterisation of innovation based on four features is used:

It is new to the system

» ltis related to (and sometimes but not always discrete from) invention
» Itis both an outcome (that was an innovation) and a process
» It must involve change or discontinuity (Australian Government 2010, pp. 89-90;

Osborne & Brown 2005).

As we have seen, the Australian Bureau of Statistics makes use of the OECD’s Oslo Manual
innovation categories (ABS 2009), and the Productivity Commission adds a useful additional
category, social innovation, which refers to new strategies, concepts, ideas and
organisations that meet social needs of all kinds, from working conditions and education to
community development and health (Productivity Commission 2009). There are many
alternative classifications of types of public sector innovation, none of which are yet generally
accepted. Some suggest categories that, while perhaps conceptually useful, will be very
difficult to measure (National Audit Office 2006). Windrum (2008) suggests a possible
taxonomy of public sector innovation, which includes the following six categories:

= service innovation (the introduction of a new service or an improvement to the quality
of an existing service);

= service delivery innovation (new or altered ways of supplying public services);

= administrative and organisational innovation (changes in organisational structures
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and routines);

= conceptual innovation (the development of new views and challenge existing
assumptions);

= policy innovation (changes to thinking or behavioural intentions); and

= systemic innovation (new or improved ways of interacting with other organisations
and sources of knowledge).

In addition, Hartley (2006, p. 31) suggests the need to take account of:

= Governance innovation (new forms of citizen engagement, and democratic institutions);
and

= Rhetorical innovation (new language and new concepts).

After reviewing a wide range of prior studies and classifications, Bloch (2010a) also suggests
a set of definitions of innovation types (see Table 1). In Appendix 1, we provide a number of
examples of these different types of innovation, drawn from recent innovations in the UK
public sector. Further, with the growing interest in public sector innovation, efforts are
underway to develop sound methodologies for measuring innovation performance and
characteristics. In particular, in the Australian context, the Australian Public Sector
Innovation Indicators Project aims to develop measures for assessing innovation
performance (DIISRTE 2011).

Table 1  Types of Public Sector Innovation

OO A product innovation is the introduction of a good or service that is new or
significantly improved with respect to its characteristics or intended uses. This
includes significant improvements in customer access, ease of use, technical
specifications or other functional characteristics that improve the quality of the
good or service offered.

O A process innovation is the implementation of a new or significantly improved
method for the creation and provision of goods and services. This includes
significant changes in methods, equipment and/or skills with the aim of improving
guality or reducing costs or time of delivery.

OO An organisational innovation is the implementation of significant changes in the
way work is organised or managed in your organisation. This includes new or
significant changes to management systems, workplace organisation and/or
programs to improve learning and innovative capacity.

O A communication innovation is the implementation of a new method of
promoting the organisation or its goods and services, or new methods to
influence the behaviour of individuals or others.

Source: Bloch 2010a

2.3  Sources of Innovation
We noted above the challenges for organisations that arise from the increasing pace and

breadth of change. In the private sector there has been strong growth in the extent of
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collaboration, largely among firms (suppliers, customers and competitors) but also with
research organisations and directly with users. The concept of ‘open innovation’ signals a
paradigm change as firms have re-designed their innovation approaches to enable more
extensive and more strategic interactions in all stages of the innovation process. The
development of effective relationships requires investment, and their management requires
skills and organisational processes. They are an asset, but one that cannot be bought.
These changes in the organisation and management of innovation are facilitated by the
development of information and communication technologies.

Moreover, such changes are highly relevant to the public sector. Diversity, both in
experience and capabilities within an organisation, as well as in external links, helps to
ensure that the perceptions of problems, opportunities and potential solutions are not
blinkered — in particular, by excessive caution, narrow outlooks, past decisions or simply lack
of imagination. The role of internal and external links is discussed by Eggers and Singh
(2009) who identify the key sources of innovation in government, outlined in Figure 1. While
he was referring to the technology sector, Steve Jobs’ comments apply equally to public
organisations:

A lot of people in our industry haven't had very diverse experiences. So they don't
have enough dots to connect, and they end up with very linear solutions without a
broad perspective on the problem. The broader one’s understanding of the human
experience, the better design we will have. (Beahm 2012)

Figure 1: Sources of innovation in government

Partnered and
networked government

Collaborative,
outcome-focused
government

Government

organization

Participative and
responsive government

Reinvented government

Source: Eggers & Singh 2009

Indeed, it should be acknowledged that many innovation efforts do not have the outcomes
anticipated. Many ideas are not acted on, or do not progress to full implementation. As with
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any change, some innovations create less value than expected, have negative impacts or
create/destroy value for some stakeholders but not others. Hence, ‘failure’ (or a decision not
to proceed or to change direction) at some stage in the process is an inevitable aspect of
innovation. It is also a crucial, if sometimes painful, way that organisations learn — about
technologies, users, methods, partners, and, importantly, how to innovate.

Findings from numerous case studies consistently highlight the fact that public sector
innovation is problem-driven (Windrum & Koch 2008). A specific type of problem that
frequently acts as a source of innovation is bottlenecks. The need to identify solutions to
bottlenecks leads service-level entrepreneurs to develop their own novel solutions or to take
up and adapt new ideas, technologies and organisational practices from elsewhere. They
also found that different types of innovations are developed and diffuse in alternative
incentive structures and selection environments. Multiple possible solutions to a problem
often exist, but which of the alternatives is developed then depends on the political-
philosophical-social selection environment in which innovators operate. Windrum and Koch
found five different, and competing, ‘models’ of welfare provision operating in one region: the
corporative model, the market oriented model, the communitarian model, the family oriented
model and the ICT-oriented model. Their findings suggest that innovative ideas are filtered
by selection on (at least) two levels: by the innovator and by the selection environment in
which the innovator operates.

Langergaard and Scheuer (2012) state that drivers for innovation in the public sector can be
to improve governance and service performance, including improved efficiency, in order to
increase public value. Innovations in services are justifiable only if they increase public
value, e.g. in terms of improved quality and efficiency (Hartley 2005, p. 30) and hence can
be measured (see Appendix 2 on how to measure value). The special role and function of
the public sector in society make public organisations subject to a democratic, political rule,
which implies that the organisational context is normative (Bason 2007, p. 116), and that
democracy is the governing principle (Halvorson et al. 2005, p. 17). This causes some
complexity and ambiguity when it comes to the definition of problems which organisations
are trying to solve, to the more specific objectives of the organisations, and to the clarity of
roles in the formulation and execution of policies.
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3. CHALLENGES IN THE PUBLIC SECTOR CONTEXT

For those countries seeking to move ahead in the global marketplace
innovation in the public sector has become and will remain as important as it is
in the private sector.

- Elaine Kamarck (2004)
3.1 Drivers of Innovation and Innovativeness

While the incentives for private sector innovation are clear and include such factors as
ensuring competitiveness, increasing market share and making a profit (Kim & Mauborgne
1999; McAdam 2000; Schumpeter 1942), the imperative for public sector innovation seems
both less urgent and more ambiguous. Until recently it was widely considered that the
service industries were inherently ‘un-innovative’. The implementation of ICT in particular
has enabled a fundamental redesign of many service industries leading both to sustained
productivity growth and to new services generating substantial benefits for users, for
example on-line banking. This services revolution is also raising expectations that the public
services will be similarly efficient, flexible and user-oriented.

But innovation and bureaucracy make an ‘odd couple’. The very DNA of bureaucratic
organisations — partly the continuation of deeply entrenched culture and partly the continuing
concern for effective risk management — limits the scope for innovation (Borins 2001,
Golembiewski 2000). As the necessity for change in the public sector increases, the effective
management of the risks inevitably associated with change is essential. Each of the three
major types of risk requires different assessments:

¢ Organisational: The costs (economic, time, senior management attention,
reputation) of innovation can exceed the benefits.

 Political: Perceived reputational damage for politicians or senior officials
due to the poor performance of an innovation.

s Personal: Reputational damage affecting the career of those directly
involved in the innovation, with little risk for those who do not
support change.

We discussed above the factors that have led to an increasing focus on the scope and
management of innovation in the public sector (Eggers & Singh 2009; Moore & Hartley 2008;
National Audit Office 2009; Singlaub 2008). That focus has led to a re-assessment of just
what innovation does happen in the public sector. Mulgan and Albury (2003) and Hartley
(2005), for example, illustrate the wide range of innovations that have emerged in the UK
public sector in response to such changing community needs aspirations and expectations®.

Among the most important drivers of public sector innovation have been:

< The drive to reduce the cost of public services, in the wider context of pressures on
government revenues and rising costs in areas such as healthcare (Bason 2010a);

® Kelman (2005) and Zouridis & Termeer (2005) also emphasise the extent of innovation that does

. take place in the public sector.
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The increasingly complex and systemic policy challenges in areas such as education,
sustainability and security (and innovation itself) where the quality of problem solving
and institutional innovation will have a major bearing on economic, social and
environmental performance (Foxon et al. 2005; Kao 2007);

The rising demands not only for high quality and more user-centric services, but also
for services designed and often delivered in collaboration with users and community
sector partners (Bowden 2005; Carter & Belanger 2005; Rosenberg & Feldman
2008);

As in the private sector, the men and women who join the public sector are
increasingly highly educated and seeking to contribute as fully as possible to their
organisations and outputs, and through this broader engagement to develop
themselves and deepen the meaning of their professional lives:
‘Humans are wired for creativity; we long to express it. By emphasizing innovation,
you will be tapping into your staff's deepest intellectual and professional desires’
(Lafley & Charan 2008, p. 28).

It is not surprising that many public sector organisations struggle to address these
challenges — they raise new dimensions of performance for which these organisations
have not been designed. However, in responding to these evolving pressures and
expectations public sector organisations do have valuable new resources:

ICT in general and many of the services innovations developed in the private (and
public) sector can enable new approaches to service delivery in the public sector
(Cole & Parston 2006);

These new ICT applications also widen the scope for consultation and interaction in
the processes of policy and service design and assessment;

Over the last 30 years the rising importance, frequency and diversity of innovation
has led to a growing body of knowledge to inform innovation management and a rich
suite of tools to assist decision making and communication. Many of these are being
adapted to the public sector context as experience with their use develops.

A common complaint is that experimenting and hence ‘double-loop-learning’ is much more
difficult to manage in the public sector (Bessant 2005). Public sector organisations face the
double challenge of balancing adaptations shaped by intrinsic drivers and planned public
sector reforms against the more volatile, extrinsic and emergent socio-economic driving
forces (Bason 2010a). In addition, two aspects of innovation management provide an
additional set of challenges for public sector leaders and managers:

@
0.0

First, it is not possible to introduce a fully planned approach, a management
framework or suite of internal policies that will result in the transformation of an
organisation from one that is largely not innovative to one that is. Organisations
discover how to be innovative by trying to be innovative. This is not to suggest that
the experience of other organisations or of research on organisational transformation
is not useful. The key point is that preparation and planning cannot substitute for
experience and learning, and each organisation must find its own path and narrative.

Second, and closely related, innovative organisations are always to some extent
unstable. This is because at the heart of innovation is a range of contradictions that
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must be continuously re-balanced rather than maintained in an impossible harmony:
» Creativity and disciplined assessment;

Insight and analysis;

Entrepreneurial individuals and teams of organisations;

Change and efficiency;

YV V V

Diversity and focus;
» Risk and experiment and planning and prediction.

Each organisation must develop the culture that supports this dynamic re-balancing in its
particular context, area of activity and with its particular history and personnel.

3.2 Barriers to Innovation in the Public Sector Con  text

Essentially, New Public Management (which sought to move the public sector to embrace
private sector practices to increase efficiency and productivity) can be seen as the growing
awareness within the public sector of a need to acquire and develop management skills and
attitudes more traditionally associated with the corporate sector. This led to a drive to bring
public sector management reporting and accounting procedures closer to (a particular
perception of) business methods, rooted in ‘management thought’ on ‘best’ practice through
the adoption of a set of (sometimes conflicting) reforms (Hall & Holt 2008, p. 22). However, it
did not address the need for greater innovativeness nor prepare the public sector for the
challenging policy and program design role it must play, especially as it relates to ‘wicked
problems’ and principal-agent issues. As shown in Appendix 3, the context for innovation in
the public sector and the specific barriers and opportunities arising from that context, are not
those of the private sector. This means that the transfer of learnings from the private sector
has to be done with care.

The barriers to innovation in the public sector arise in large part from tensions between the
nature of innovation itself and the public sector context. The inherent uncertainty of
innovation challenges the emphasis on prediction and continuity in the public sector. We
should, however, be careful about generalising too readily, across the diversity of both
innovation and public sector contexts. We have noted that innovations range from
incremental, which at the lower end merge into the processes of continuous and undramatic
change, to radical and systemic change that can transform structures, processes and
perceptions. We have also noted the important differences between the three key
dimensions of innovation in the public sector, recognising that major innovations may involve
all three dimensions:

1. The internal processes of administration and policy development — managerial
and organisational innovation, and perhaps also involving technological
innovation;

2. The services that the public sector provides — service innovation, and perhaps
also including enabling technological innovation; and

3. The design and implementation of policy — i.e. a form of institutional innovation
which encompasses efficiency and effectiveness.

These dimensions must finally take account of the complexities in innovation management
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and governance that arise from the often ambiguous interdependence with the government
of the day. The most important barrier to innovation arises from the very essence of
innovation — uncertainty and its corollary, risk — will it work, will it be accepted, how long will it
take, how much will it cost, what side effects are likely and can these be identified, who will
benefit and who lose? In implementing new ideas uncertainty can be reduced, and the
mechanisms for doing so are particularly important, but it cannot be removed. Planning,
usually the rational approach when goals, resources and cause and effect relations are
known, can now be unsettlingly inadequate.

The barriers to innovation in the public sector are evident across three areas* as shown in
Figure 2.

1. Innovation strategy
Most public sector organisations lack an explicit innovation strategy and innovation-
related goals. As a consequence, resources of money and time tend not to be allocated
to innovation, nor staff recruited, trained and organised to pursue innovation. Unlike
much of the private sector, innovation has been an intermittent challenge, rather than a
continuous necessity.

2. Organisational culture and competencies
The culture of public sector organisations has evolved to provide reliable services (public
services, policy proposals, advice, program administration) while minimising risk to the
public, the government, the public sector organisation and the individual public servants.
The organisations are structured, managed and rewarded to meet these objectives. The
empowerment of staff, the encouragement of new ideas, the tolerance of risk-taking and
mistakes, so important for innovation, are muted by a conservative, risk-averse culture.
This orientation is reinforced by a frequently intolerant external environment where new
service or policy initiatives face often severe scrutiny and can become embroiled in
political controversy. This, and sometimes legislative constraints, limit the scope for
experiment and ongoing improvement in the light of experience, which is often vital for
effective innovation in the private sector. Some public sector organisations can be
organisationally complex with strong vertical groups, in some cases silos with little in
common and little interdependence, entrenched hierarchies, and often (as in hospitals)
domains of professional expertise.

3. Innovation process
In innovative private sector organisations a key strength is their innovation process —
from the identification of ideas, through development, testing and implementing, the
array of competencies that support these processes, the metrics that guide decision
making and the external relationships that play an increasing role in all stages of
innovation. These processes have evolved over long periods of learning how to innovate
in the firm’s specific industrial and locational context. Most public sector organisations
are at the beginning of that learning curve. Not surprisingly, most have not developed
the management and staff competencies in designing and implementing change, nor the
approaches that will capture and re-use the lessons of experience.

*  This section draws on the extensive reviews and/or studies in: Koch & Hauknes (2005), Borins

(2001), Mulgan & Albury (2003), Koch et al 2006, IDeA (2009), Matthews, Lewis & Cook (2009),
- Eggers & Singh (2009); Scott-Kemmis (2010).
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Figure 2: Barriers to innovation in the public sect or

Innovation Strategy

Short-term focus, lack of explicit innovation strategy or metrics,
resources not allocated for innovation, multiple performance
indicators

Innovation Processes

Organised for stability, lack of well developed processes for
creativity, idea development, experiments, open innovation, user-
engagement, limited innovation competency development, often
a restrictive approach to coliaboration with the private sector

Innovative Organisation

Risk aversion, few incentives for change, lack of innovation
leaders and champions, critical scrutiny from politicians and
public, complex organisational and inter-organisationaf
coordination, a tradition of secrecy, and a lack of diversity of

skill sets and perceptions, top down communication

An organisational capacity for innovation is embodied in individuals, in the structures,
routines, culture and norms and information systems of an organisation, and in the
organisation’s external relationships that enable it to access complementary knowledge and
other resources. Such a capacity must be built through what is essentially a learning
process; declaring new priorities can only be at best a starting point. The explicit rules of an
institution are underpinned by the values, norms and shared meanings, through which
regulations are interpreted, behaviour shaped and perceptions formed (Scott 2001). In most
institutions these rules and values support stability, and perhaps efficiency, rather than
change. While such organisations will be reactive when external factors necessitate change,
they are unlikely to be strategic, or to learn from the experience of innovation. Top-down
decision making and an emphasis on detailed planning may limit the identification of options
and impede innovation. Hence, the capabilities and processes that underpin the capacity for
innovation are to a large extent organisation and context-specific, they have relevance and
value in the context of the strategies of an organisation, and they are shaped by an
organisation’s past strategies, i.e. the challenges it has addressed.

Bugge, Mortensen and Bloch (2011) provide insights on the barriers to public sector
innovation in the Nordic countries. Setting aside the extraordinary scores for Iceland (at the
time of the survey in a devastating economic crisis) the major barriers were seen as a lack of
time, funding and incentives (see Figure 3), a pattern that would largely be echoed by similar
surveys in most countries.

Figure 3: Barriers to innovation by country, 2008-2  009.
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One UK study (Table 2) (National Audit Office 2006) asked departments and agencies to
rate the factors that tend to constrain innovation. Perhaps surprisingly, the top barrier to
innovation identified was external — working with external stakeholders. The key issue in this
regard was the difficulty of securing agreement among interest groups representing different
viewpoints or interests. Working with private contractors sometimes involved being locked
into inflexible ongoing contracts that limit central government organisations’ capacity to
innovate. The other major constraints were internal — a diffused reluctance to accept new
ways of working, the fragmentation within government that creates ‘silos’ within and between
agencies, and the difficulties in freeing-up resources.

Table 2: Barriers to Innovation

Innovation Barriers Ma_ln Oth_e ' Total
barrier barrier

Working with stakeholders, or private contractors 51 40 91
Reluctance to embrace new ways of working/or to

. ) : 56 26 82
experiment with new solutions
Fragmentation, silos, lack of agreement on objectives 41 33 74
Difficulties in freeing up resources 35 16 51
Risk of public failure/ political uncertainty 6 19 25
Some other barrier to innovation 10 11 21
Organisational problems/ lack of leaders 4 9 13

Source: National Audit Office 2006

A recent assessment of the barriers to innovation in the Australian Public Service (APS
2010, p. 30), moves beyond such proximate impediments and focuses more on the
underlying systemic organisational and policy factors. As shown in Figure 4, the most
pervasive barriers are, perhaps not surprisingly, seen as risk avoidance, short term focus,
lack of leadership, and policies and procedures that focus on efficiency.
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Figure 4: Barriers to innovation in Australian Publ ic Service

Barrier Generation Selection Implementation Sustaining Diffusion

Rink - - - - -

Short-term focus - . - - -
Failure of leadership - - - - -
Policies & procedures - - - - -
Efficioncy and resources - - - - -
Extornal opposition - . - - .
SKill sats & mobility - - - -

Failled innovations - - -

Frocurement requiraments - -

Recognition & feedback - -

Measureman! & impac! - - -
Divergent employmenl conditions -

Lack of champions - - - .
Scruliny - - - -
Paolicy - -

Hiararchy - -

Siloa - -

Legislation - -

Accountability - -

Reslstance - -

Reluctance to lot go -

Sustamning innavation -

ldantifying succaess actors - -

Source: Australian Government 2010

Studies have identified an extensive list of barriers to public sector innovation. As more
governments have introduced measures to increase innovation, our understanding of these
barriers, and how to address them, deepens. Appendix 4 summarises the findings of several
major studies and also notes responses, both incremental and radical, that have been
proposed or pursued.
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4. INNOVATION STRATEGIES AND PROCESSES

4.1 Developing Innovation Strategies

What is an innovation strategy for a public sector organisation, and what processes might it
use for initiating, managing and implementing innovation? These questions are explored in
this section, and in the following sections we discuss approaches for embedding these
innovation processes in organisations, essentially developing innovative organisations,
together with the expanding innovation management toolbox.

At the most basic level a strategy must define where an organisation is heading and how it
will achieve its objectives (see Figure 5). An innovation strategy identifies the ‘field of action’
and the basic ‘game plan’ for innovation (Anthony, Eyring & Gibson 2006). It locates the role
of innovation in achieving the overall goals of an organisation and provides the strategic
rationale for the level of organisational focus on innovation, and the related resource
allocation. This ‘vision’ also provides the basis for the orientation to innovation that an
organisation pursues — whether it seeks major ‘breakthroughs, is more reactive, or pursues
systemic improvement — and what role external linkages and collaboration might have in the
innovation journey. An innovation strategy also locates innovation in organisational
structures and management processes — are there dedicated units, what budget allocations
are there, who is responsible, how are decisions made, how will performance be assessed?
This provides the internal framework for developing innovation management processes.
Ideally it would also set out how an organisation will review and improve its innovation
strategies, processes and capabilities.

Figure 5: Public Sector Problem Types Source
YES Do we know where
we are going?
TASK: TASK:
Process Operational
development management
NO YES
Do we know
how to get there?
TASK: TASK:
Concept Direction
creation setting
NO
Source: Yapp 2005

Successful innovation management is primarily about building and improving effective
routines (Roos 2007). Learning to do this comes from recognising and understanding
effective routines and facilitating their emergence across the organisation. Successful
innovation management routines are not easy to acquire because they represent what a
particular firm has learned over time, through a process of trial and error, and they tend to be
very firm-specific. Each organisation has to find its own way of doing these things, in other
words developing its own particular routines. The good news, though, is that there are some
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common themes in how to manage innovations well. An example of a best practice
innovation management system is at Appendix 3.

4.2 Generating and Assessing Ideas for Innovation

A recent UK study (National Audit Office 2006) asked central government organisations what
had led them to begin innovation projects. Ministers and political influences played a part in
triggering the innovations, but a relatively smaller role in sustaining the projects through their
early stages. Government organisations often seem to have the potential to be innovative,
for example, by accumulating cases or processes where they can see how to do things
differently. But interviewees in the UK survey said that departments and agencies will often
not themselves take action to make changes until they are directly pushed to do so.
Changes in ministerial or policy priorities plus efficiency drives seem to play key roles in
precipitating a commitment to change, turning potential innovations into innovation projects.

This study also suggests that innovation in UK government organisations appears to be a
highly top-down process. Senior or middle management originate much of the innovation in
departments and agencies. Other organisations were mainly seen as important only as
secondary origins for innovations. In contrast, front-line or individual staff seem to play a very
small role, and customers or clients are not mentioned. Complaints or requests from
customers or citizens were also less prominent, being cited as involved in one in ten central
government organisations’ innovations. Some civil servants in interviews and focus groups
argued that this pattern reflected the fact that the surveys were filled-in by senior managers,
who might not know of the role of front-line or individual staff in bringing about change.
However, fewer senior civil servants identified the pervasive role of ‘gradism’. An over-
emphasis on hierarchy and ranks was seen as inhibiting staff from freely contributing their
ideas and expertise freely to projects, and hampering communications among people of
different grades.

The survey found that employees’ suggestion schemes did not seem to be working very well,
were not valued by managers and made little contribution to innovation. The survey found
that the staff in the public sector organisations generally did not have a clear understanding
of their organisations’ innovation goals, strategies, processes or achievements. In contrast,
private sector respondents in the survey emphasised that front-line staff have key
operational knowledge that can be very valuable in saving money or improving customer
service. In their view, suggestion and feedback schemes have to be very well communicated
to staff and backed by clear processes for handling suggestions and rewarding employees.

Any organisation that encourages and is open to a flow of new ideas soon faces the
challenge of assessing those ideas. If proposers of new ideas for change perceive that their
ideas are not assessed competently and fairly, that flow will soon dry up, replaced by a
cynicism that will impede future change efforts. Figure 6 has summarised a range of
approaches to assessing ideas, recognising ideas may come from a range of sources, and
the approach to assessment varies with each. The UK study suggests that the impediments
go beyond this. It found that most frontline staff does not know what constitutes a ‘good
suggestion’, and most managers do not know how to lead an initiative to improve
performance. This cultural and organisational inertia is in sharp contrast to many innovative
private sector organisations, which have created formal structures designed to capture and
respond to ideas and feedback from employees.
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As discussed, Eggers and Singh (2009) identify four key sources of innovation —
employees, internal partners, external partners, and citizens. They suggest a set of tools and
techniques (Figure 6) through which each of these sources can be engaged in order to
systematically generate and capture new ideas.

Figure 6: Idea generating tools and techniques

External partners
(contractors,
nonprofits, other
governments)

A
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Source: Eggers & Singh 2009

While these and other tools are of great value, there is no general formula for cultivating
innovation, no immutable laws that, when applied, will start good ideas rolling in. Successful
organisations create an atmosphere that is open to assessing and using new ideas, from
anywhere. Stories of successful innovations in the private sector often profile determined
individuals overcoming inertia and rejection. Such innovation ‘champions’ or ‘intrapreneurs’
often benefit from the support of a leader or patron who uses their influence to provide more
than usual ‘design space’ and some relaxation of the decision rules of the selection
environment. In the public sector, innovation champions have to work through an
organisation that is likely to have more rigid rules and processes, which have been
developed to control corruption and nepotism, and to reduce risks from unintended
consequences.

It is clearly possible to cultivate an environment in public agencies that more consistently
sparks creativity — the new idea, the novel principle, the solution to a long-standing problem,
or the argument that finally debunks old prejudices and dogmas. Figure 7 identifies many of
the key elements of a strategy to encourage, develop and apply ideas. It emphasises the
role of motivators and of enablers in these processes, brought into practical reality through
engaged staff. Expanding on this perspective, Eggers and Singh (2009) emphasise that the
cultivation of innovation works best when:

X The organization believes in the importance of sustained innovation;
X Innovation is needed to improve a core function of the organization;
<> Core customers are affected;

s Adherence to processes and enforced uniformity blocks performance;

28



There is a trade-off between centralized control and innovation;

Innovation requires a unique understanding of the public sector environment;
It is part of cultural change;

Risks cannot be shared or transferred;

Privacy and security are big concerns.

7 7
L X X4

7 7
0‘0 0‘0

7
°

Figure 7: Cultivate strategy: benefits and approach es
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Source: Eggers & Singh 2009

As in the private sector, diffusion and replication of ideas is a major source of innovation in
the public sector. But while replication of innovations successfully implemented elsewhere
can lower some of the risks associated with change, no two situations are the same and
replication is unavoidably also an innovation process. Some kinds of innovations, particularly
in the area of social welfare, are more difficult to replicate. With these kinds of programs, the
relation between cause and effect often is not clear, adoption can be costly, and subtle
factors such as motivation prove difficult to measure. This is where cooperation among
public sector agencies can help. The subtle factors that made the innovation successful can
be passed on by the designers to the potential adopters of the innovation. The idea of
replication is also based on the notion that governments often have similar needs and
common means for meeting them at their disposal. This realisation opens the possibility of
collaborating with other public agencies to spread innovations from one jurisdiction to the
next. Replication strategies (as outlined in Figure 8) must therefore take into account the
specific issues associated with replication in the public sector and be flexible enough to
ensure successful implementation.

Figure 8: Replication strategy: benefits and approa  ches
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Source: Eggers & Singh 2009

Such a replication strategy enables governments to:

XS Uncover and apply what works.  If others have managed to experiment with a
good idea and it is seen to work, it increases the likelihood of gaining acceptance
for the idea. Further, these ideas are not as risky as others that have not been
implemented yet.

XS Adapt innovations to local context. Just because an idea worked in some
context does not mean it can be implemented as is. The idea still needs to be
adapted to the local context where it can run into a hostile environment.

XS Discover subtle lessons. It is important that the subtle lessons in implementing
an idea are passed on to would-be innovators and the way to do it is to
understand how ideas spread in the public sector. (Eggers & Singh 2009, p. 54)

Key principles for managing adaptive innovations are summarised in Figure 9. Many of
today’s problems are so complex that no single agency can solve them. The need for both
new resources and new thinking drives growing interest in partnering among government
agencies, and among government, private industry, universities, and non-profits. These
relationships let governments test new ideas quickly by importing them from innovative
partners. They also help agencies overcome bureaucratic and financial constraints, allowing
them to attack longstanding problems with novel methods and cutting-edge technologies.
There is also a growing interest in public-public partnerships to develop more holistic
solutions to complex problems (Eggers & Singh 2009).

Figure 9: Adapting an innovation to the local conte xt
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Partnering can also help in meeting demands for more personalised services, opening new
and more flexible channels for service delivery, and also share risks in initiating new
programs. In fact, the development of new partnering relationships for service delivery is a
form of organisational innovation. As Eggers and Singh further show, the partnership
innovation model (see Figure 10) can enable governments to:

/7
0’0

/
0’0

Seek new solutions — that are likely to be more tested and evolved.

Test new approaches — and leverage the experience and complementary
capabilities of other organisations enabling additional insight into user needs and
more flexible service design and delivery.

Overcome internal constraints — such as those arising from rigid processes,
relationships with user communities, specific skills.

Benefit from cross-border diffusion — developing networks with the public and
private sectors through which ideas, experience and best practice are exchanged.

Partnering, in various forms, can play roles throughout the innovation process, from the
perception and assessment of problems and opportunities, seeking ideas, development,
implementation and post-implementation assessment through to on-going improvement. The
continuing growth of collaboration is enabled by the internet and the range of tools it
supports — such as the idea-sourcing platform Innocentive.

Figure 10: Partnership-driven innovation strategy: benefits and approaches
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This important change in the management of innovation is summarised in Figure 11, with a
more comprehensive perspective on an ‘open innovation’ strategy in Figure 12. Such
approaches are likely to be more effective where problems are complex and solutions are
likely to require insight and knowledge from several fields, and where it may be valuable to
engage citizens and third sector organisations in understanding problems and scoping
solutions through dialogues rather than arms-length consultations based on preconceived
questions. Large numbers of independent people are likely to be better at re-framing
problems and scoping solutions (Surowiecki 2004; Servan-Schreiber et al. 2004)°. The
reactions of citizens to the services they use can also be collected through a range of simple
tools, and valuable feedback for ongoing innovation (Dyer 2000). Perhaps more importantly,
relationships with organisations, including third party service delivery centres, close to users,
can provide rich insights:

As issues and challenges change, governments must break the barriers and silos
that impede the flow of information that becomes knowledge, informed decisions
and leads to results. Technology has made it possible for governments to build
networks that promote the flow of ideas and information in and out of
organizational boundaries. When speed and flexibility are of the essence, all
areas of government can benefit from networks to find ideas, inform citizens, and
implement solutions. (Eggers & Singh 2009, p. 91)

® In arecent paper, two Wharton professors showed that wisdom can be downloaded from online

crowds. They used the number of documents discussing corruption and other social issues that
turn up on an Internet search to rank cities and states for their levels of corruption and other social
- phenomena that are difficult to measure (Saiz & Simonsohn 2007).
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Figure 11: P&G model for Open Innovation
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A key component of a comprehensive open innovation strategy (Figure 12) is an open
approach to sourcing ideas, problem identifications, innovations worth replicating and
approaches to innovation worth learning from. Such an approach will help ensure that
innovation agendas are continuously stimulated by feedback and new ideas, that there is
always a reservoir of ideas, and that it is more likely that new partners will be identified and

stakeholders heard.
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Figure 12:  Open Innovation benefits and approaches
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4.3 Developing and Implementing Ideas

Having selected an idea, the effectiveness of the outcomes depends on how the stages of
development and implementation are managed. One of the most critical initial requirements
is consolidating the internal ‘freedom to operate’ — the internal commitment to resource and
support the uncertain learning and problem solving process that is innovation. Again, much
is changing in how organisations manage these stages of the innovation process. In
particular, as shown in Figure 13, the effective engagement of internal and external
stakeholders is likely to have a major bearing on the quality of problem solving and the
eventual outcomes. A wide range of tools have been developed to assist in initiating and
maintaining this engagement and a growing body of knowledge can inform the effective
management of this stage of the innovation process.
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Figure 13:  Tools and techniques for idea implement  ation
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Successful innovation, including where it essentially involves the adoption and adaptation of
an idea introduced elsewhere, requires solving at least three challenges:

+«+ gaining support from all stakeholders (especially top leadership and citizens);
+ breaking down organisational silos; and
% overcoming organisational reluctance to change.

In the public sector, gaining ‘buy-in’ for an innovation is often harder than it is in the private
sector because governments are responsible to multiple stakeholders. A government agency
often also needs to win over employees, unions, users, and political parties. Figure 14
identifies approaches that governments can use to manage such innovations.

Figure 14: Tools and techniques for diffusing inno vation
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As noted above, a decision to not proceed, or to proceed in another direction, is an important
outcome of an innovation project. As Thomas Edison is reported as saying, ‘| have not failed,
I've just found 10,000 ways that won't work’. While this is a lot more feasible for a lone
inventor than a public sector organisation, it does capture the spirit of experimenting and
learning also expressed in ‘Fail often, fail well’ (Economist 2011). The necessity of dealing
with uncertainty and risk in innovation has been addressed by Macmillan (2008),
summarised in Table 3. Creating the ‘space’ to experiment and learn in the public sector
context is one of the key challenge for strengthening innovation capability and the
effectiveness of innovation in the public sector (Osborne & Brown 2005). Such a capability
will become more critical as the public sector addresses more radical innovation challenges.

Table 3: Managing Innovation Projects Based on the Change Processes
How the public sector often thinks  and How change actually works
acts

Detail-oriented planning with locked-in Focus on outcomes — what is the real

execution objective?

Requirements gathering focused on what Define and commit to the principles of the

exists new design

Strict adherence to defined requirements Flexibility to adapt to changed circumstances

Inability to change course Incentives for leading and supporting change

Post-mortems of project failures Detect and correct errors as they occur
Clear accountability and responsibility

Diffusion of accountability and responsibility | supported with commensurate resources and
decision making powers

Source: MacMillan 2008
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Government innovation is rarely disruptive. But there are opportunities for approaches to
innovation in the public sector to go beyond incrementalism. Strategies to open up the scope
for and grow disruptive innovation in the public sector are developed further in Appendix 3,
with an example being the following recommendations in a Deloitte report:

» Level the playing field : Enable the disruptive innovation to gain ground by removing
the subsidies and contracts that have allowed incumbents to dominate a market
space.

* Change laws : Some disruptive innovations may require legal and regulatory changes
before they can exist and/or thrive in a given market.

» Sunset existing program : Once it becomes clear that a disruptive innovation is
positioned for success, funding can be phased out from the current dominant
approach to allow for the innovation’s further growth, expansion, and development in
the market.

* Partnerships : Public-private partnerships may help to scale the innovation. (Deloitte
2012, p. 39)
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5. BUILDING INNOVATIVE ORGANISATIONS — A SYSTEMIC
APPROACH

In the age of revolution it is not knowledge that produces new wealth, but insight —
insight into opportunities for discontinuous innovation. Discovery is the journey;
insight is the destination. You must become your own seer.

- Gary Hamel (2002)

5.1 Dynamics of Innovation

We have seen that it is simply not possible to add ‘be more innovative’ to the growing list of
performance objectives of the public sector. The barriers to innovation are too systemic, too
much in conflict with the deeply embedded cultures and routines that have developed to
minimise risk and ensure efficiency. How do organisations that have developed over long
periods to address one set of performance objectives, not only change, but transform?

It would be wrong to conclude that public sectors cannot innovate. For all the constraints on
innovation it is hardly a wasteland. The internet came from the US Defense Advanced
Research Projects Agency (DARPA), and the World Wide Web from the European
Organization for Nuclear Research (CERN). Some of the most innovative achievements of
recent times came from public bodies — like the elimination of smallpox by the World Health
Organisation (WHQO) or NASA’s moon landing (a very rare example of a public agency using
competing teams). The histories of innovation show that until the late 19th century the most
important technological innovations in communications, materials or energy came from
wealthy patrons, governments or from the military, not from business.

The idea that markets are the only ‘innovation machines’, to use the economist William
Baumol’'s phrase (Baumol 2002), is a very recent one and one that is flawed. In the private
sector 50-80% of productivity gains comes from innovation and the public sector is unlikely
to be different (though we would need sounder metrics than currently exist to know for
certain). There is simply no way to keep up with public expectations, to get better value for
money, or to solve the deep and wicked problems if you just whip the existing system harder.
Public innovation also matters for a less obvious reason. The biggest sectors of this century
are no longer cars, computers, steel and ships — they're health, education and personal care,
all sectors where government is a major player. So any state that wants a sustainable
competitive economy needs to support innovation in these fields too, and not just through the
subsidies for hardware that dominated innovation in the latter decades of the last century.

Innovation in the public sector is more frequent than is usually appreciated, but it is patchy,
uneven and more likely to happen despite how public sectors are organised rather than
because of their systems. Contemporary governments are full of specialists in human
resources, finance, IT and performance management but not of expert innovators. It is rare
to find board members responsible for ensuring a pipeline of promising new models, rare to
find clarity about what counts as success or acceptable risk, rare to find public sector leaders
who can explain what they spend on innovation or what they should spend (is it zero, the 2-
4% that's spent by developed economies on R&D, or the 20-30% that is more typical for a
biotechnology company?). Nor are there strong systems for growing the best innovations
(Mulgan 2008). Experiment is the essential dynamic of change and learning in science,
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technology and, through innovation and entrepreneurship, the economy. How can the public
sector embrace the necessity and power of experiments?

The political and financial environment in which public sector organisations operate can lead
to a unique selection environment. The sector-specific issues can also impact upon the
success of implementation. The health sector provides clear examples of issues that arise in
various forms across the public service. McNulty (2003) notes that across public sector
organisations as a whole, policy is focused on the macro level and undertaken by managers,
whereas practice occurs at the micro level by professionals (e.g. clinicians, academics etc.).
He describes how professional work is broken down into specialities that very rarely cross
departmental boundaries. Additionally professionals control the flow of work and are
therefore very powerful and can resist managerial attempts to make their work more
predictable, transparent and standard. These differences in culture and values within
organisations mean that change must be managed in an inclusive way to reduce conflicts
and resistance. In the command and control model, common throughout the public sector,
the implementation of process improvement methods is not likely to be effective as frontline
staff react to the managers, measures and targets rather than the customers (Gulledge &
Sommer 2002; Seddon & Caulkin 2007).

5.2 Effective Innovative Management

How societies organise the generation and use of knowledge, innovation, goods and
services is changing, possibly radically. These trends are facilitated by information
technologies but are driven by a range of social and economic factors. They have possibly
far-reaching implications, including for the public sector. It is useful to characterise two
approaches to innovation in this context, which are discussed in more detail in Appendix 3:

/

¢ Focused continuous improvement — this approach aims to improve an
organisation’s processes, products/service and organisations by identifying and
addressing specific problems. It works forward from the current position without, at
least initially, challenging the overall goals, strategies and operating assumptions.
Hence, it is an approach which largely maintains and reuses the capabilities,
structures and processes of the organisation, and is much less likely to be disruptive.

s Reframing - this approach begins with a preparedness to consider a more
comprehensive reset of goals, strategies and assumptions. It is more likely to identify
a major departure from the previous path along which the organisation has been
developing, propose a new position (i.e. an organisation with different strategies and
capabilities) and to work back from that proposed future to develop a transformation
strategy. In such an approach it is essential to explore alternative futures without
being conceptually ‘locked-in’ to past strategies. In this approach the strategies,
structures, routines and capabilities of an organisation are more likely to re-assessed
and disrupted. (The Young Foundation 2012)

Effective innovation management requires doing many different things at least reasonably
well. This means that the coherent management of the overall integrated innovation process,
from sourcing ideas to implementation, is essential. It also means that the innovation cycle is
embedded in the organisation, and that each innovation effort is seen as an opportunity for
learning — learning about what sources of ideas are useful, what are the organisation’s
strengths and weakness in managing innovation, who can be effective partners and what
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approach works best for collaboration. Hence, becoming an innovative organisation involves
learning from experience and capturing those lessons in skills, processes, organisational
arrangements and linkages. As innovation increasingly involves working with other
organisations, a public sector organisation is unlikely to be effective and able to sustain its
innovativeness unless it builds its ‘innovation ecosystem’. Figure 15 summarises key
strategies for supporting innovation across the innovation ‘life cycle’, including the role of

external linkages.

Figure 15:

An integrated innovation life cycle map
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Building an innovation ecosystem in a public sector context requires not only strategic
acumen but also the ‘higher-order capabilities that help [an organisation] extend, modify, or
improve its ordinary or operational capabilities that are relevant to managing any given task’
(Kale & Singh 2007, p. 995). These capabilities are critical for both introducing significant
organisational and institutional change and for sustaining effectiveness. Figure 16
summarises one approach to dynamic capability-building which is designed to contribute to
the continuous renovation of both operational and innovation capabilities through
organisational learning, customer engagement, entrepreneurial alertness, collaborative
Shaping the Future through Co-Creation
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agility and aligned resource management (Cepeda & Vera 2007).

Figure 16: A dynamic capability-building framework
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6. PRIORITIES FOR INNOVATION CAPABILITY AND
PERFORMANCE

6.1 Recommendations from Prior Studies

The organisational and personal attributes that initiate, drive and support public sector
innovation, both focused and re-framing, are increasingly understood. Recent experience is
also providing greater insight into how to start and sustain change processes to develop
those attributes and so achieve the goal of building more innovative organisations. We
discuss the implications of this understanding and insight in this section.

There are a number of comprehensive reports that draw on the available empirical evidence
to identify key lessons for initiatives to improve innovation capability and performance in the
public sector. All of these studies recognise that government institutions and organisations in
their pursuit for efficiency and cost cutting crowd-out the goal of innovation (Potts 2009).
Potts asserts that efficiency is indisputably good, and that ‘bad waste’ — the costs of
inefficiency — has to be eliminated; but good waste, which comes from the natural
consequence of experiments in the course of innovation when looking for ideas, solutions,
technologies or policies, is equally necessary.

The Publin study examined numerous innovation examples in the European public service
and found that innovation was associated with certain characteristics. Pluralism and
autonomy in the provision of services to different client groups, openness to ideas, seizing
opportunities, the presence of champions or drivers for innovation, teamwork and
independent thinking, NGOs and a civil society that encourages creative approaches, the
engagement of stakeholders, reflexivity or demonstration of organisational learning,
demonstration of utility, generation of recognition and support, and retention of momentum
were all characteristics associated with innovation in the public service (Koch & Hauknes
2005, pp. 40-43).

Many similar observations, conclusions and recommendations are made in other reports
such as those of the UK National Audit Office (2006), the Mulgan report on promoting
innovation in South Australia (2008), the work of Sellick on promoting an innovation culture
in the US government (2011) and the South Australian Public Service Commission (2010).
They also reflect many of those characteristics found to be associated with high performance
organisations. These key points are summarised below.
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UK National Audit Office (2006) - Achieving Innovat ion in Central Government

The assessment recognised that central government organisations tend to take a relatively
long time to develop and deliver innovations compared with the private sector, the cultural
change toward greater innovativeness is also slow due to the resilient culture, and that
current innovation processes in central government organisations are overly ‘top-down’ and
dominated by senior managers — despite the well-established evidence that innovation
does not flourish easily within strongly hierarchical or siloed structures. The assessment
recommended:

s  Strategic focus on innovation - as innovation is a key mechanism for improving
productivity and effectiveness strategic planning and performance reviews should
increase their focus on innovation.

«  Analysis to focus change - for innovations to be successful in reducing core costs
and improving productivity, central government organisations need excellent data on
where costs are being incurred and on the costs of possible innovations. Better cost
comparisons can also be a spur to innovation and productivity growth.

% Incentives - individual incentives to encourage managers in central government
organisations to develop or promote innovations need to be improved.
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Promoting Innovation in South Australia (Mulgan 200 8)

In his report on promoting social innovation in South Australia, Mulgan recommended:

«  Leadership — Without license and encouragement from the top why risk your career?
Leaders, at all levels, need to visibly celebrate creativity, promoting innovators, and
accepting that there will sometimes be failures on the road to greater successes.
Political leaders play a vital role in signalling that innovation matters.

« Investment — Resources are needed to turn creative ideas from half-baked to fully-
baked, at least 1% of turnover for pilots, demonstration projects and pathfinders, with
more at times of rapid change.

%  Good methods to develop ideas - Learning from communities, combining people
from different fields, taking on the challenge of extreme cases are some of the
techniques that can spur insight and creative ideas.

s  Effective demand for innovations that work — Amplify the pull for innovation to
overcome the cultural and cognitive barriers, vested interests, laziness and sheer
inertia. For example, promote best practice, build links to support information sharing
among groups at the ‘coalface’, create incentives for adopting proven innovations,
use public procurement.

«  Create a margin for change - Governments need to reduce rigid forward budget
allocations and set aside resources for new initiatives and programs, promoting
newcomers and opening up services to competitive pressures. These are the
governments that have mastered how to refuel while in mid-air.

«  Connectors - People to link demand and supply, push and pull — sufficiently inside
the system to understand its priorities and how power and money are organised, but
sufficiently outside to pick up on ideas from all sources.

«  Metrics and alternative perspectives - Innovations need to be measured and
evaluated, to provide the evidence for better policy, and to help speed up learning.
Approaches to a prior and ex-post reviews need to provide safe spaces for dissenting
opinions and outsider perspectives on strategies and implementation. Previews
(Klein 1998), and role plays which bring out the dynamics of situations that otherwise
get buried in analysis (Dorner 1997), can be used. But recognise that pilots and
prototypes rarely generate unambiguous evidence and evaluation too often is
premature and focuses on the readily measurable.

s  Take a smart approach to risk - Risk aversion will remain a characteristic of the
public sector and innovators cannot be risk-blind. A consensus for change from the
status quo along with an explicitly option assessing approach can provide a
foundation for experiment. But it can also be easier where the innovation is managed
at one remove from the state, a business or NGO, so that if things go wrong they can
share the blame.

% Recognise the need for systemic change - Major transformations like the shift to a
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low carbon economy, or to personalised public services, are hard, involve several
sectors working in tandem and usually take a long time — but open paths of ongoing
innovation are where government can create the greatest value for its citizens.

7
°

O
0'0

Promoting an Innovation Culture in the US Governmen  t (Sellick 2011)

Leadership . Leaders need to create space for innovation in their organisations and
define success. Creating a culture that embraces calculated risk-taking — and that
tolerates some failure in order to drive learning and improvement — requires strong
leadership.

Dedicated funding for innovation . Designing programs or services that are
genuinely innovative requires ongoing investment for each stage research, pilots to
scaling-up. It may be possible to draw in private, venture, or philanthropic investment
to help trial new approaches.

Permeability . Create centres that are open to new ideas and ways of working, that
embrace insights both from frontline staff and from ‘outsiders’, and end users.

Incentives, rewards, and responsiveness . Innovative organisations reward staff
personally for good ideas, improved performance, or systems design — rewards can
come through commendation, recognition, or even a cash bonus. Link funding to
carefully defined outcomes rather than program compliance and re-orient funding in
response to successful approaches.

Develop an innovation strategy . Have a comprehensive plan to build a culture of
innovation, assess strengths and develop strategies to address areas for
development. Invest in incubating new ideas and in scaling the best ones and
cultivate dedicated innovation teams while ensuring all staff are prepared to support
continuous improvement and learning.

B-) Shaping the Future through Co-Creation
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Characteristics and Building Blocks of High Perform ing Organisations
(SA Public Sector Performance Commission 2010)

High performing organisations are:

«  Well led. Leaders shape strategic thinking and drive policy debate. Leadership is
evident throughout the organisation.

< Built on clear values. Practices, behaviours and relationships are consistent with
the explicitly stated values and ethics as defined by the Public Sector Act of 2009.
Organisational culture centres on performance excellence.

s  Strategic. Strategic priorities and desired outcomes are evident in all aspects of the
operation. Strategic priorities are implemented in effective public policy. The
organisation looks outward and forward to address future challenges and
opportunities. Changes in the operating environment are responded to quickly.

% Innovative and continually improving. Innovation is encouraged and enabled
throughout the organisation.

X Effective users of information and knowledge. Information and knowledge is
valued throughout the organisation as a primary means to achieve performance
improvement.

«  Able to engage their workforce and stakeholders. Management systems reward

and recognise high performance. Management systems address unsatisfactory
performance. The organisation is considered an employer of choice. Employee
capabilities are aligned with strategic priorities. Stakeholders are included in planning
and evaluation.

% Customer and citizen-focused. = Customer and citizen needs and views are
understood and are integrated into organisational plans, including service design and
delivery. Customer service standards are rigorously observed.

s Accountable. An appropriate balance exists between risk and opportunity. A clear
alignment of accountability regarding duties, priorities and direction is evident through
all levels of the organisation.

s Able to manage the triple bottom line. ~ Operations delivered within budget. This
includes positioning the organisation to sustain its level of services and infrastructure.
High quality outcomes of environmental sustainability and social equity are achieved
within budget frameworks.

%  Focused on results. Performance information is used extensively for decision-
making. Performance trends within the organisation are generally positive. Public
reporting is balanced, transparent and easy to understand.

6.2 Steps toward a More Innovative Public Sector
The focus, around the world, on public sector innovation is relatively recent. Nevertheless,
the number of studies and reports has grown rapidly, and so also has the number of
initiatives at all levels of government. These initiatives range from projects to address
specific service or policy problems to major programs to transform public service culture and
raise the level of innovativeness. The reports and studies we have discussed in the previous
sections draw on studies and experience both of innovation activities in the public sector,
and of broader initiatives to introduce change to raise the level and to shape the patterns of
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innovation. This rapidly developing body of knowledge provides a rich resource to inspire
and inform innovation efforts in the Australian public sector. Beyond specific guidelines or
recommendations the studies and experience point to two fundamental challenges for
innovation efforts in the public sector:

@

« Public service culture, routines and organisation, which have evolved over a long
period, emphasise risk-minimisation and efficiency. Greater innovativeness cannot be
simply an additional performance dimension. It requires systemic change in most
aspects of management, training, planning, decision making and the deeper levels of
culture, routines and accountability. How best to begin, guide and sustain the
transformation of public sector organisations remains a central challenge.

+ An increasing proportion of the policy and service challenges which the public service
confronts are complex — they defy easy analysis and remedy. At the same time the
role of the public service in policy development and program implementation is
increasingly contested. There is a need for new approaches to innovation, drawing on
new skills, tools and relationships.

It is critical that the public sector is not only more innovative but one of the most innovative
sectors of society. There are three reasons for this. It is a large part of the economy and is
financed in large part by tax revenues — it is vital that it achieves the highest possible levels
of productivity and performance. It is a major customer for a diverse range of suppliers of
equipment, materials and services. Countless studies have shown that innovative and
demanding public procurement is a major driver of innovation and enterprise development.
The public sector is also a central actor in addressing the complex challenges that our
societies face in areas such as climate change and adaptation to rapid economic shifts.
There should be no expectation that the public sector does all of the heavy lifting in these
difficult areas. But the core role of the public sector remains that of providing an innovative
and effective policy and program design platform. Ideas and expertise will be increasingly
drawn from a multiplicity of sources and delivery will increasingly involve partners, but policy
and program design and governance remain the key role of the public sector.

The context within which the performance of the public sector is being re-examined has
profound implications for that assessment. In our increasingly knowledge-intensive and
networked societies the organisation of production and innovation is changing. These
changes go beyond collaboration between firms. They involve the development of new forms
of organisation and interaction based on distributed creativity and participation — crowd
sourcing, user-driven innovation, etc. The frameworks for policy based on concepts of firms,
sectors, consumers, GDP, R&D etc. are less and less robust, as is the window on the world
provided by the statistics based on these concepts. At the same time, complexity and rapid
change increase uncertainty, limiting the efficacy of prediction. As prediction is the basis of
planning, the role of traditional planning tools becomes more limited. We live in an
experimental society, one where learning by doing becomes a key approach. This will
inevitably result in some failures, and new ways for the public sector to learn from failures
and to view failures in a positive light, as in the lean manufacturing world, will become
imperative.

Most of the reviews we have drawn from in this report have emphasised the complexity of
the challenges that policy must now confront, where complexity arises from the number and
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diversity of (known) factors, the limited understanding of cause and effect relationships and
the range of interests involved. The term ‘wicked’ is often used to characterise such
problems. In addressing these challenges the public sector increasingly does so in a context
which demands greater transparency, where the sources of relevant competencies for
assessment and implementation are just as likely to be outside the public sector, and where
those affected demand inputs into the policy process.

The reviews also emphasise that becoming more innovative is unlikely to be achieved by
adding another performance dimension to often already over-managed and under-resourced
departments. Innovation requires risk-taking. Organisations whose culture, style of
management, incentive structures and approach to planning are all designed to minimise risk
and maximise efficiency will inevitably be hostile to innovation, whatever the mission
statement says. A transformation of public sector organisations is required. All recognise that
it will take time to change deeply embedded cultures, styles of decision making and
management. But it will also require three other vital elements:

/

% Leadership : to drive change in strategies, resource allocation, decision-making, and
incentive structures’ to create ‘spaces’ for experiment and learning, and to manage
both the consequences of the inevitable failures and the tensions between competing
objectives;

% Resources : to invest in training, to conduct policy and program experiments, to build
closer links with stakeholders and with similar organisations in other jurisdictions, and
to reflect on the lessons of experience.

< Experience : while much can be done to prepare for the process of transformation,
change only ultimately happens through action, by attempting to be different and to
learn how to do so effectively and sustainably. New routines, expectations, skills and
cultures can only develop and become embedded as an outcome of experience —
although learning effectively from experience is an active rather than a passive and
automatic process, aided by assessment and reflection.

The transformation requires change in public sector organisations at three levels. Those
organisations with an oversight role across the public sector can advise and support
organisations in each of these levels and also encourage information sharing across
organisations and jurisdictions. These three levels are interdependent and effective
innovation performance requires all three:

1 Strategies : organisational strategies need to address explicitly the role of innovation
in achieving organisational objectives. Innovation strategies should identify both the
capabilities needed for pursuing innovation goals and the processes through which
those capabilities will be developed. As innovation is increasingly a collaborative
activity, an innovation strategy should address the role of external relationships and
how these are to be developed and managed. As higher levels of innovation bring
higher levels of risk, a risk management strategy is an element of an innovation
strategy.

2 Innovation processes : the increasing international activity in public sector
innovation, and in the related areas of social and service innovation, is leading to the
development of a widening range of tools for promoting, supporting and managing
innovation in the public sector. The core of any innovation process involves:
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= the management of two interacting and often circuitous streams: the evolving
creative development of the proposed innovation (‘value proposition’,
‘solution’) from ideas, to prototypes, to initial innovations; and the critical and
evaluative processes of identifying and understanding problems and
opportunities, assessing alternative ideas and testing prototypes;

= a set of stages with increasing focus, usually increasing levels of resource
commitment and engagement with (and approval of) a widening range of
stakeholders.

A characteristic of much innovation in the public sector, and to some extent many
service sectors, is the limited division of labour in the innovation process. Apart from
the dependence on technical specialists for design roles in areas such as software,
innovations are developed and implemented by those whose roles are policy and
program development and implementation, not a separate R&D section. A
characteristic of much recent innovation activity has been the engagement of
stakeholders, particularly the users of services and those directly impacted by
policies, in the earliest stages of problem scoping and option assessment. The ‘labs’
that are used to facilitate ‘design thinking’ initiatives mobilise a range of tools and
have been used to enable such stakeholder engagement®.

3 Innovativeness : neither innovation strategies nor innovation processes can be
effective unless they are integrated into organisations in which the culture,
leadership, incentives, recruitment policies, internal and external relationships and
attitudes to and management of risk-taking and diversity, support creativity, learning
and innovation.

6.3 Recommendations

Recommendation 1: Commit to developing a highly innovative public sector. This
commitment should recognise the need to articulate and translate that commitment into
effective innovation strategies, and to open up and rethink the critical role of public sector
leadership.

Recommendation 2: Assess the role that the public sector plays in stimulating and
supporting, and in constraining, innovation in other sectors of society, including business and
the community sector. Incorporate the findings of that assessment into the innovation
strategies of public sector organisations. Governments can create framework conditions,
regulations and procurement criteria that contribute to wider processes of innovation,
entrepreneurship and value creation, including in the third sector (Advisory Group on Reform
of Australian Government Administration 2010; McKinsey Global Institute 2012; Leadbeater
2007).

Recommendation 3: Conduct an internal audit to identify barriers to innovation, specific
opportunities for innovation and capacity development needs, and build on this audit to

® A caveat is in order here - the constitutional boundary conditions have to be taken into account when
transferability of learning from elsewhere is evaluated as well as what good looks like when an
innovative public sector is visualised. For example, the constitutions of Australia, Sweden and
Switzerland are fundamentally different as is the practical workings of the public sector in Singapore
and Korea compared to Australia.
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develop a framework for assessing progress with innovation performance and strengthening
innovation capability.

Recommendation 4: Implement management and human resource strategies to support the
transition to greater innovativeness — through engaging, developing, motivating and
rewarding staff, at all levels, to encourage their participation in innovation activities. Ensure
that practical day to day leadership at all levels supports innovation and recognises the role
of innovation champions and ‘intrapreneurs’. Attracting and retaining highly motivated and
skilled public servants requires an environment that is challenging and provides opportunities
for development, creativity and achievement.

Recommendation 5: Build and actively manage relationships with external stakeholders
who can provide valuable feedback on the organisation’s performance, identify problems or
opportunities that may become a focus for innovation, contribute ideas for innovation and/or
be partners in developing or implementing innovations.

Recommendation 6: Develop explicit processes for capturing and assessing ideas for
innovation, both from internal and external sources. Ensure that approaches that support re-
framing of problems are used and that ideas for disruptive change are not filtered out before
assessment. Developing ‘frugal innovations’ in a context of resource constraints is much
more likely through ‘out of the box’ thinking and design thinking approaches.

Recommendation 7: Invest in strengthening capabilities for developing and implementing
ideas for innovation. This will involve developing protocols, professional capabilities, external
linkages and information resources regarding, for example, innovation management tools. It
will also involve a preparedness and capability to conduct innovation experiments, perhaps,
initially at a relatively low level of risk, and through such experience develop the capabilities
to imagine, design and implement the new paths of development that are essential.

Recommendation 8: Build systems at the organisation and overall public service level to
support capturing and sharing learning about innovation within organisations, among public
service organisations in one jurisdiction, and among public sector organisations nationally
and internationally.
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