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Capital and labour Inputs
can raise countries out of
poverty and transform them
to middle-income status,
but only by Innavation can
an economy make the leap
from a middle-income
nation to a high-income
nation



Total Factor Productivity is the

Driver of Long Term Growth

TFP is the only driver of sustainable long-term growth

If the global economy were a giant sausage machine, Total Factor Productivity
(TFP) would be the “secret sauce” that makes S§7 + 57 =53
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TFP is driven by innovation and supported by institutions and inclusion
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= TFP fuels sustainable long-term growth; it surpasses capital and labour
inputs in its contribution to the quality and efficiency of output.

= Capital and labor input can raise countries out of poverty and transform
them to middle-income status (Mexico, Malaysia, China, Brazil) but only
by innovation can an economy make the leap from a middle-income to

high-income nation (South Korea, Japan, Greece, etc).

= Since TFP represents an economy’s long-term technological progress and
dynamism, innovation in this context is key to maintaining TFP growth.
Thus, what got us here won't get us there.




Innovation can have Significant

Unintended Consequences

Innovation comes in many forms and has created winners and

losers throughout history
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= New discoveries and innovations have occurred throughout every
period of history, and are continuing to emerge today.

- These innovations result in both ‘winners’ and ‘losers’. The winners
disrupt the losers, sometimes to the point of obsolescence, and
sometimes destroying entire livelihoods in the process.

« Innovation can reduce corporate profit pools leading to shorter
corporate life spans (S&P 500 companies average life span; 1900s:
60 years, Today: 18 years). Examples include Kodak, Blockbuster,
Xerox, Borders.




Innovation is

Evolving Exponentially

Long term technological waves are getting shorter

The Schumpeterian Cycle of Innovation and Entrepreneurship
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At the macro level, patent registration has increased exponentially,
technological adoption is much faster, while, at the micro level, for instance,

the cost of genome sequencing has decreased rapidly
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Technology has also vastly improved our standards of living

Transport Then

Transport Now

Due to the accelerating pace of innovation, the exponential growth of
disruption is also inevitable.

Therefore, innovation and disruption are here to stay and resistance
is futile. How we utilise that innovation ultimately determines
whether we can achieve Creative Disruption or not.

We need to optimally and ethically harness the power of Creative
Disruption, wielding it to our purposes such that we can ensure the
continuing growth of nations, firms and most importantly, people.




Creative Disruption Enables

Governments, Firms and
People to Adapt

Creative Disruption must be differentiated from Creative Destruction

Definitions:

Creative Destruction by Joseph Schumpeter in Capitalism, Socialism and
Democracy: A process by which new technologies, products, methods of
production and means of distribution make old ones obsolete, forcing existing
companies to rapidly adapt or fail entirely

Disruptive Innovation by Clay Christensen in The Innovators Solution: Products
that initially reached less profitable or non-target customers, but eventually
reshaped entire industries as core customers change the way in which they
perceive and value products

Thus, Creative Disruption can be understood as changing the way core
customers are valued, profit pools are restructured and even how entire
industries are reshaped, but in a dynamic, creative and ethical manner
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= While both processes result in winners and losers, the role of the
public sector and private players is to maximise the benefits of
innovation such that winners receive their rewards while costs to
‘losers’ are minimised.

= Disruption is necessary as adapting to the evolution of political,
technological and socio-economic environments is crucial to thriving.

= Therefore, Creative Disruption must be differentiated from pure
‘Creative Destruction’ to avoid the total devastation and obsolescence
that Creative Destruction can bring.




Harnessing Creative Disruption

by Unlocking the Power of
Inclusive Innovation

Inclusive Innovation can ensure that the benefits of Creative Disruption
accrue to all stakeholders

Creative Disruption can be dangerous

! ' !

Firms Industries Cities
Kodak share price (USD) Employment in Tin Detroit Population
£ “ * Mining in Malaysia 2.0m
50 50,000
1 40000 o \\
30 20000 v
20 20000 800K
0 10000 400K

1900 1930 1960 1990 2010

0
74 78 82 86 90 94 98 02 06 10 1970 1975 1980 1389 1990 1991 1992 1993 1994

NOKIA

BORDERS. ’

Sources: Brynjolfsson and Mcafee

To generate a robust innovation economy, need to balance desire for
stability and security with the dynamic change that innovation brings
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- Despite the benefits that Creative Disruption can bring, there are
significant and potentially critical costs as well.

= We must harness Creative Disruption in an inclusive manner to
counter its costs, such that its benefits profit all stakeholders, be they
nations, firms, or people.

= Inclusive Innovation can be defined as “any innovation that leads to
affordable access to quality goods and services for the poor on a
sustainable basis and with extensive outreach,” with the common
attributes of being lean, simple, clean and social.
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The Malaysian Economy has

Undergone many Structural Shifts

Malaysia has shifted from an agriculture-based economy to a manfacturing
based economy to a services-based economy

% of GDP
100%

90%
80%
0% Services
60%
50%
10% Mining
30%
0% Manufacturing
10%

Agriculture

1961-  1966-  1971-  1976-  1981- 1986- 1991- 1996- 2001- 2006- 2011
1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2014

Sources: World Bank

But growth has become sluggish since the 1990's with the output gap increasing
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Malaysia’s export structure has regressed to being more
primary-commoditive dependent
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Dutch disease in the making? Dutch disease, called the resource curse or the
“curse of oil", is the damaging effect on an economy as a result of the exploitation
and export of natural resources

« Malaysia’s economic evolution was enabled by adopting technology
from abroad, a common development policy strategy in many nations,
as demonstrated by Cambridge economist Ha-Joon Chang.

= The transition from follower to leader, especially at the frontier of the
innovation economy, is much more challenging and elusive.

= Economies need to diversify their goods and services to thrive — or
even survive. Indeed, research by Professor Ricardo Hausmann finds
that the diversification of a country’s product space (complexity) is
strongly positively correlated with national income.




Disrupt, Lest ye be Disrupted:

Lessons from Malaysia

The Tin Mining Industry is a clear example of how severe the effects of
disruption can be
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To avoid the fate of the Malaysian Tin Mining Industry and to thrive, not just
survive, firms must disrupt, lest they be disrupted. Examples of disruptive
practices by organisations include:
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= In 1979, Malaysia produced 63,000 tonnes of tin, accounting for 31%
of global output and employing more than 41,000 people. By 1994,
that production fell by nearly 10 times to 6,500 tonnes, with the
industry now employing only 3,000 people.

= Creative Disruption has impacted Malaysian businesses in the past

and at present, and will continue to do so in the future.

= To avoid being disrupted, companies themselves must harness
Creative Disruption in their practices to optimise their chances for
long-term survival and success.




How do we Harness

Creative Disruption?

There are three main sources of innovation: performance-improving innovation,
efficiency innovation and market-creating innovation
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Innovation is commonly thought of as creating something
transformational. However, innovation can also be incremental and lean.
The three main sources of value-added innovations are:

= Performance-improving innovations replace old products with new and
better models.

« Efficiency innovations help companies make and sell products or
services at lower prices, and is most related to operational efficiency.

= Market-creating innovations transform complicated or costly products so
radically that they create a new class of consumers or market altogether.




Balancing Adventure and Ethics to

Unlock the Power of Inclusive Innovation

Undertaking innovation of all types (performance-improving, efficiency or
market-improving) requires a spirit of Adventure and risk-taking
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Furthermore, the capacity to innovate is available to more and more people, as
long as they are adventurous enough to pursue it

Hence, we need to be cognizant of balancing Adventure with Ethics or else we face
severe moral bankruptcy
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= The ability to create and to change has never been accessible to so
many. Yet, even if one understands the need for change, change is not
easy. Hence, the importance of the spirit of Adventure.

= To unlock the power of Inclusive Innovation, we must balance the
daring spirit of Adventure, so crucial to innovation, with the measured
consideration of Ethics.

= Perhaps the most important principle is this: whatever we create,
innovate or disrupt, in a world where we are now increasingly limited
by only our imaginations, we must also be limited by our conscience.






