
Introduction

EnvironmentBusinessAustralia(EBA) applaudsthis inquiry into innovation. Ourcore
recommendationis that anationalinnovationpolicy, its planningandits fundingshouldbe
focusedon achievingsustainableoutcomespremisedonprosperityratherthangrowth.
Innovationis a pathandshouldbeonethat leadsus fromwherewe arenowto the futurethat
societywants. Wethereforerecommendthat theinnovationpolicy considera 2050vision,
useabackcastingmethodology,andhavecritical timelinecheckpointsat 2010,2020and
2030.

This is an importantpointbecauseto dateinnovationhasbroughtaboutmixedresults. The
industrialagehasprovidedbetterhousing,transportation,medicines,readilyavailablemass-
producedgoods,and intensiveagriculture.Manycountrieshaveseenrapideconomic
developmentandimprovedlifestyleswhichareunderstandablyaspiredto bynationsand
peopleswhohavenot beenso fortunate.

But all thesecomfortswhichwe takesoreadily for grantedhavehadunintendedbut severe
sideeffects. The collateraldamage(externalities)ofourproductivityhavebroughtaboutfive
majornegativeimpactsdueto poorplanning,resourcedegradationandpollution:

• Climatechange
• Extensiveeco-systemdamageinhibiting futuredelivery ofeco-systemservices
• Endocrinedisruptionacrossmanyspecies- including humans
• Sterilisation/erosionofagriculturalland
• Increasingspeciesextinctionandseriousimpactson habitatsandbiodiversity

Fromthe1 960sto the1 980sinnovationfocusedon beatingtheenvironmentinto submission-

nowweunderstandthat thatourmosturgentneedis to assistnature’sservicesandtheplanet’s
carryingcapacity.

Prosperityis far morethanGDPorshort-termreturns- it is nationbuilding; assetprotection
andenhancement;maintenanceofthegreatAustralianlifestyle; andAustralia’sability to help
othercountries.

Australia’sinnovationpolicy thereforeneedsto reachfurtherthanbefore. A verybroadsuite
ofcommoditiesandsupportservicesarefundamentalto ourwellbeingandcanno longerbe
takenfor granted.Thelongerthat werefrainfromprotectingandenhancingournatural
assets(for exampletheenvironmentandpublic health),thelesschancethereis thathuman
ingenuitywill havethecapacityto replacegoodsandservicessuchascleanair, readily
availabledrinking andirrigationwater,crop fertilisation,buildingmaterials,or thelifestyle
amenitiessuchasforestsandreefswhichalsoprovidethebasisofpartofthetourism
industry.

The costsofpreventingharmaresignificantlylower thanthecostsofcleaningup, mitigating,
oroffsetting - drylandsalinityprovidesa goodexampleofthis. Failureto addressthis issue
will resultin ourlegacyto futuregenerationsbeinglittle morethananexponentialgrowth
curveofcost.

Waste,ozonedepletion,waterwayandsoil degradation,bio-accumulationoftoxicity
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Commercialimperativesare driving agreeninnovationevolution and the nextindustrial
revolution

EBA believesthat thereareclearcommercialimperativesfor the focusof innovationto beon
sustainability. Fromabusinessperspectivethis doesnotneedto be agrimpicture - indeed
technology,systems,andinfrastructure,thatarebasedon sustainableproductionand
consumptionwill provideeconomicopportunitieshithertounseenby industry.

Thenew industrialevolution/revolutionis onebasedon sustainabilityandavoidingasset
atrophyand opportunitiesaboundnot only in Australiabut in export developmentandin
technologytransferto developingcountries.

Institutional innovation andan over-archingframework

Innovationisnot justabouttechnology- it is alsoaboutpolitical will, policy development,
education,financingoptions,defenceandsecurity. Most importantly it is aboutdeveloping
new trajectoriesthat tap into ‘multiple layersof value’. “Joinedup thinking” is whatis needed
mostof all2.

Manyof thesubmissionsto theInquiry havefocusedon specificsectorsandtechnology
needsandwehavenot attemptedto emulateor debatethesein thispaper. EBA’s focusis on
makingrecommendationsfor the over-archingframeworkfor innovation.

Therearethreecritical questionswhichneedto beaddressedandansweredif an innovation
frameworkis to havelong-termbenefitandleastshort-termcost:

• Whatsystemwill bestprovidenecessaryfinancingandaccessto market(considering
thatbenefitsmaynot be seenuntil sometimein thefuture)?

• How will theinnovationpolicy overcomethe short-termismin marketsandpolitical
approaches?

• V/hat entityis bestplacedto provide“intelligence” (asopposedto datadumps)that
themarketcanreadas timely andmeaningfulsignals

Themarketplaceis changing

Leadershipas well as technologyis changing,andAustralianeedsto makesurethat we
remainat theforefront in policy andin competitivemarketsasnewrulesandtoolscomeinto
play. Ethical investment,carbonlitigation, marketmechanismssuchas emissionstrading,are
someof thenew catalystsfor changeandtheyaregaininggroundin thefaceof advicefrom
leadinginternationalinsurancecompanies.Risk assessmentfindings andthe needforbetter
environmentalmanagementareincreasinglydriving the financesectorto reassessthethreats
andopportunitiesin theirportfolios - andnowhereis thismoreevidentthanwith theCarbon
DisclosureProjectwhereUS$20trillion of fundsundermanagementareseekingto invest in
companieswith low carbonliability risks.

Innovationpolicyandplanningneedto beundertakenin theinternationalcontext,not the
historicalAustraliancontext.

I

2 Dr GrahamHarris
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Thelayersof innovation - whyaren’t wetaking advantage?Whatare the impediments?

I

EBA suggeststhat innovation- in termsof technologydevelopmentandinfrastructure
opportunity- is highin Australia,but we emphasisein the strongestpossibletermsthatthe
commercialisationof this innovationremainsweak. This is partlybecausethereare
numerousbarriersandimpedimentsstill in place.

An indicativelist of thesebarriersandimpedimentswould be:
• Conservativeandrisk averseprocurementby govemmententities(in manycases

governmentshavecontrolovermajorinfrastructuredecisionssuchaswater,energy,
andtransportation)

• Standards- Australiadoesnot haveahistoryof creatingnewinternationalstandards
andthis maybe partlybecausetheStandardsAustraliaprocedureis slow,evenfor
up-datingof existingstandards.Standardsshouldbeacatalystto changeand
innovationbut this is not thecasein Australiaatpresent

• The conceptthat Australiashouldbe a‘fast-follower’ ratherthanaleaderin
innovation. This mayhavemerit in somenicheareasbut broadlyspeakingit is an
approachwhichdeniesAustraliaaleadershiprole. While the scopeandscaleof the
domesticmarketmaysuggestthat thereis inadequatemarketreturnfor highlevelsof
investmentwestronglyrecommendAustralia’sapproachbe oneof demonstration
trialing domestically,with aview to highexportsto therapidly growingneighbouring
Asianregion.. This is aparticularpoint of concernforthe environmentand
sustainabilityindustrywhereenergy,greenhousegasemissionsreductions,andwater
technologiesandinfrastructureneedto be demonstratedin Australiabeforean
overseasgovernmentwill seriouslyconsiderour expertise. France,Germany,
Canada,theUnitedStatesarewell aheadof us in this regardandarefiercely
competitivein exportmarkets

• Thelackof harmonisationofregulationsandguidelinesbetweendifferent
jurisdictions

• InstitutionallyAustraliais highly conservativeanddoesnot readily weavein new
technologiesandweaveout old technology

• Full scaledemonstrationis costlyandtheprivatesectorcannotaffordto absorbthe
financial aspectsof publicgoodand/orrisk, especiallywhile themarketdoesnot
understandandrewardnewapproaches

In thefaceoftheseimpediments,canAustralia becompetitive

?

Theenvironmentindustryis alreadya$17billion sectorof theAustralianeconomyand,
ratherlike theIT sector,providesmultiplebenefitsfor virtually all othersectors.The
environmentindustryis alsooneofthe world’s fastestgrowing industriesas consumers,
investors,insurers,shareholdersalike seek‘cleanandgreen’. Thequestionis - will Australia
developfull competitivenessor leavethe lion’s shareofthe futuremarketto others?The
EnvironmentIndustryAction Agendafocusedheavilyon thisareabut to datelittle hasbeen
achievedto removethebarriersto full exportcompetitiveness.

A Governmentenablingframeworkis needed

Therolesof businessandindustryareto beinnovativeandto generatewealth. But the next
stageofbusinessinnovationandits commercialisationwill not occuruntil thereis F
governmentinterventionthatprovidesan ‘enablingframework’.
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This frameworkshouldgo well beyondtheformatof Public-PrivatePartnerships(PPPs).
Also, it shouldnot belimited to providingseedfundingor innovationgrants.Thereneedsto
beanenablingframeworkthat makesfull useofthepowerfultoolsavailablesuchas taxation,
regulation,procurementandinvestment,education,andeconomicinstruments.Thesetools
needto be strengthenedto rewardwhat we want,penalisewhat we don’t want,andto remove
institutionalblockages.

Innovationlies in the domainof “public good” andit is anareawheretheFederal
Government,supportedby StateandTerritoryGovernments,mustassumetherisk of
transition- becausequite simply therisk ofnot changingto a sustainabilitymodelwill come
ata significantlyhighercost.

Competitiveneutrality

Competitiveneutrality is beingcompromisedbecausethecompanieswhoinvest inpositive
changethatis attheforefront of sustainabilityarebeingunderminedby competingcompanies
- or insomecasescompetinggovernmententities- who do notbasetheir decisionmakingor
their futurecompetitiveedgeon sustainability. Externalities,outsourcedontothe
environment,areahiddenandperversesubsidywhichin manycasesthemarketis largely
unawareof. This is afundamentalareaof marketfailurewhichis havingsignificant impact
on thedevelopmentof theenvironmentandsustainabilityindustry.

Sortingout theissuesof competitiveneutralityandrisk arefundamentalto aclimateof
innovationandoniyGovernmentinterventionhassufficientpowerto dealwith this. Risk is
currentlybeingside-steppedandleft to anunadvised,under-equipped,andill-informed
marketplaceto dealwith. Thishasoccurredbecausehistoricallythe priceof averting
problemshasseemedhighcomparedwith continuingstatusquo activities,but if wecontinue

• to deferactionto somemorepreferentialdatein the future - onethatdoesn’tinterferewith
short-termfinancialreturnsor electoralcycles,theopportunityfor changewill belost.

Investmentin innovation

Thereis concernwithin theenvironmentandsustainabilityindustrythatsignificantsums,
supposedlydirectedtowardsinnovation,couldquicklybewhittled awayin appeasingstatus
quo industry- while thelargermarketplacehasmovedinto new territory. Forexamplewe are
concemedthat the majorityof the Low EmissionsTechnologyDemonstrationFundmaystill
bedestinedfor researchinto andtrialingof undergroundcarbondioxidesequestration.While
EBA certainlysupports.thepremiseof cleancoaltechnologyaspart of aportfolio approachto
supplyingenergyin a carbon-constrainedworld, webelievethat thereothermoresecure,and
morecertain,waysof achievingcleanerburningcoal, andof providingenergywith much
lower greenhousegasemissions(asanAppendixto this paperwe attachrecentsubmissions
to theProductivityCommissiononNationalCompetitionPolicy Reforms;EnergyEfficiency;
andalsotheEBA submissionto theFederalGovernmentregardingtheEnergyWhitePaper).

FocusR&D on ‘big need’areas

In technologytermsEBA wouldlike to seeafocuson five critical areas- provisionof
drinking andirrigationwater;climatechangeandgreenhousegasemissionsreductions;
energyprovision; recyclingwasteinto resources;andsustainableproductionand F
consumption:

I
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• In thewaterareamajor infrastructureresearchespeciallyin the areaof renewable
energyfuelled desalinisationplantsto convertseawaterto potablewater,ratherthan
river drawdownor diversionto dams

• The rapiddecouplingof energyprovisionandmanufacturingfrom GHG emissions
• Energyprovisionthatlooksatbaseloadenergysupplyfrom sourcessuchas deephot

fracturedrockgeothermal;waveandtidal power;developmentof solarPV andsolar
thermal;off-shorewind-farms;as well asenergyconversionandstoragetechnologies

• Convertingwasteto newresources,especiallysoil enhancersthat recyclefood waste
andsewerageandavoid deepoceanoutfalls

• Makingmanufacturingandthebringingof goodsandservicesto marketasefficient
andproductiveaspossible

Nature~primaryproductionis largely ignored

Australiais still grapplingwith the global conundrumthatnature’sinnovationandprimary
productionis not beingproperlyvaluedandthat damagethat is inflicted on ourultimate
resourcebaseis largelyuncosted.Overtheearlydecadesof theindustrialrevolutionan
economicsystemdevelopedthatrewardedbroadscaledegradationratherthanrealwealth
creationas theenvironmentbecameadumpinggroundfor everythingthatwasunwanted.The
resultis currentestimatesthatthe economiccostsof environmentaldegradationin developing
countriesis between4% and8%of GDP3,while in Europethe externaldamagefrom fossil
fuels costsbetween1% and2% ofGDP — andthiswithout factoringin climatechange4!
Little wonder,then,that theglobal marketfor environmentalgoodsandservicesis estimated
to bemorethanUS$750billion andgrowingat 3%perannum.

International securityandstability

A furtherreasonwhyEBA believesthat sustainabilityshouldbethefocusofthenational
innovationpolicy is the needto taketheeffectsof environmentaldegradationoninternational
securityandstability far moreseriously.It hasoftenbeensaidthatclimatechangeis a far
moredangerousthreatto humanitythanterrorismandthiswas highlightedin the Pentagon
Report- Abrupt ClimateChange,publishedin 2003.

The impactsof drought,severeweatherevents,rising sealevels,bushlires,heatwaves,and
diseasemigrationarealreadybeingseenandthenet securityeffectsareunlikely to be benign.
The economiccostaloneofmanagingclimatechangein EastAsia will besubstantial,
particularlyif arisein thesealevel forceslargenui~’bersofurbandwellersto relocateand
fertile coastalstrips,crucialto croppingandgrazing,arerenderedunuseableby saltwater
intrusion.

Eco-infrastructureprojects

Oneof theapproachesthatis advocatedby EBA is thedevelopmentof eco-infrastructure
projects.Designedto complementefficiencygainsin water,energyandresourceuse,these
projectswouldcombineresourceuse,engineering,manufacturing,recycling,andfinancing
approachesto addresssignificantenvironmentalproblems.

~FrankDixon, ManagingDirector,Innovest
~Extemfl Study(EU andUSA)

6



In thiswayanationalinnovationpolicy can identify unsustainableindustries,practices,or
resourceuse, andprovidetoolsto changethemto havemoresustainableoutcomes.
Maintainingor improvingrevenuestreamsandemploymentlevelswouldbe amongstthe
desiredsustainableoutcomes.

As an exampleof someof the ideasof howinnovationcancatalysepositivechange,wehave

attachedoursubmissionto the FederalGovernmenton SustainabilityCities.

For furtherdetailspleasecontact:

FionaWain
ChiefExecutiveOfficer
EnvironmentBusinessAustralia
Tel: 02 6270 1333 Email: eba(~),environmentbusiness.com.au

Appendices
• Competitionpolicyreform,submissionto theProductivityCommission
• EnergyEfficiency,submissionto theProductivityCommission
• EnergyWhitePaper,submissionto theFederalGovernment
• SustainableCities, submissionto theFederalGovernment
• Externalities,submissionto theFederalGovernment
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