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Abstract 

Digital innovation represents a $315 billion opportunity for the Australian economy (CSIRO’s Data61 & 
AlphaBeta 2018), yet there is no clear strategy of how to best utilise digital technology to transform 
organisations. While an organisation’s Chief Information Officer (CIO) historically had sole responsibility 
for IT strategy, doubts as to whether they have the capability, capacity or remit to digitally transform 
an organisation has led to the rise of the Chief Digital Officer (CDO). To ensure the rise and success of 
the CDO to digitally transform Australian organisations, it is recommended that the Australian 
Government implement three recommendations to facilitate this including; establishing a ‘CDO Panel’ 
to share experiences, complementary assets and governance frameworks; developing the digital 
capability of government suppliers; and revising the parameters around the Research and Development 
(R&D) tax incentive for digital innovation. 

Context 

Digital innovation, defined as “the creation of (and consequent change in) market offerings, business 
processes, or models that result from the use of digital technology” (Nambisan et al. 2017, p. 224),  
represents a $315 billion opportunity within Australia (CSIRO’s Data61 & AlphaBeta 2018). The rise of 
digital innovation is a global trend with significant potential to address major developmental challenges, 
depending on how it is managed (World Bank Group 2016). The value of digital innovation comes from 
improvements to existing industries, including improved productivity due to investments in digital 
capital and innovations of business processes, as well as the growth of new digital industries for 
domestic and export purposes (CSIRO’s Data61 & AlphaBeta 2018). 

Australia is currently ranked 76th for Innovation Efficiency in the 2018 Global Innovation Index - a 
leading reference on innovation - primarily due to an inability to commercialise innovation (Cornell 
University, INSEAD & World Intellectual Property Organisation 2018). The success of an organisation 
embracing innovation in their business model is highly dependent on whether the digital 
transformation is adopted by the whole team. Although senior management engagement is essential, 
the skills and business engagement required to change business models, process and products is often 
beyond the remit of the existing management position of Chief Information Officer (CIO). An emerging 
organisational response to this, for both small-medium enterprises and multinational enterprises, is 
entrusting the digital transformation authority to the newly created role of the Chief Digital Officer 
(CDO) (Haffke, Kalgovas & Benlian 2016; Rickards, Smaje & Sohoni 2015; Becker, Schmid & Botzkowski 
2018). The rise and success of the CDO in the Australian business landscape will be critical in ensuring 
that future digital initiatives - and their impact on the wellbeing of employees, individuals and the 
Australian economy - can be realised (PwC Australia 2014; Horlacher & Hess 2016). 

Policy Recommendations 

To ensure the leadership capacity of Australian organisations to digitally transform, this paper 
recommends that the Australian Government adopts and implements the following policy 
recommendations:  

1. Establish a ‘CDO Panel’ to share experiences, complementary assets and governance 
frameworks for CDOs and organisations examining digital transformation. 

2. Develop the digital capability of Australian Government suppliers, including SMEs. 
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3. Revise the Research and Development (R&D) Tax Incentive, guidelines and assessments to 
support CDOs and their digital innovation agendas. 

Policy Recommendation One: Establishing a ‘CDO Panel’ 

It is recommended that the Australian Government’s Digital Transformation Agency (DTA) establish a 
‘CDO Panel’, which would represent an advisory body for executive-level digital leaders, based off the 
success of similar digital-focused communities, such as FinTech Australia (FinTech Australia 2018) and 
The CDO Club (CDO Club 2018). Membership would be extended to individuals responsible for 
orchestrating digital transformation of their organisation (Singh & Hess 2017). This Panel will (1) inform 
the Australian Government on best practice digital transformation policy, (2) advocate on behalf of the 
Australian CDO community, and (3) connect the CDO ecosystem to share experiences and improve the 
capabilities of digital leaders.  

Establishing this advisory body would mitigate Australia’s lack of established and dedicated technology 
think tanks similar to those in the United States, such as the Information Technology and Innovation 
Foundation (ITIF) (McGann 2018). This would aid in the dissemination of ideas between academia and 
industry sectors to the political sphere, educating politicians on policies that are evidence-based, 
practical and publicly appealing. 

The CDO Panel’s focus would centre on non-compete items (e.g. standards and certifications) that assist 
in enabling a successful digital transformation. This method was recently utilised by the Australian 
Government and Financial Services Industry towards the increasingly concerning issue of cybersecurity, 
where large financial services institutions (such as ANZ, CBA, and Westpac) collaborated together with 
the Australian Cyber Security Centre (ACSC) to improve their overall protection and resilience to cyber 
security threats (CERT Australia 2018). 

The Panel should be developed in two distinct phases. First, the DTA should establish the CDO Panel in 
partnership with the private sector. While open to all organisations, digital leaders from consumer-
focused industries currently undergoing digital transformation (such as retail, banking, and media) 
should be engaged initially. To encourage participation from the CDO community, key incentives of 
membership, such as the ability to learn from others and influence policy, should be widely promoted. 

Second, the DTA should create an online resource-hub to share digital transformation best practices, 
blueprints, frameworks and lessons learned by early adopters, such as the Government Digital 
Transformation Exchange (DTE) in the United States (Government Digital Transformation Exchange 
2018). Sharing of best practices and complementary assets to support the successful commercialisation 
of digital innovation will further empower collaboration between firms and individuals (Gawer & 
Cusumano 2014). 

Policy Recommendation 2: Developing the digital capability of government suppliers 
 
In focusing on the development of the digital capability of suppliers (i.e. small-medium enterprises 
[SMEs]), the Australian Government could make better use of procurement practices to encourage 
innovation and provide the potential for businesses to scale up, in order to acquire improved products 
and services. One central component to the development of SME capabilities is to facilitate improved 
access to public procurement, which is generally more difficult for SMEs than for large firms 
(Organisation for Economic Co-operation and Development [OECD] 2017). This would expand upon the 
Digital Marketplace concept, launched in 2016 by the DTA, which makes it easier for small businesses 
to compete in the procurement process (Digital Transformation Agency 2018). 
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2.1 Establish a partnerships program between domestic small-medium enterprises (SMEs) and 
multinational enterprises (MNEs)  
 

The Australian Government should encourage linkages between multinational enterprises (MNEs) and 
small-medium enterprises (SMEs) to support them on their digitalisation journey. This collaboration 
could take place through various channels, including direct sourcing, corporate incubators, technology 
partnerships (World Economic Forum 2018) and the recently established CDO Panel. For SMEs, the 
benefits would include access to new technology and domain expertise (such as Cloud and Artificial 
Intelligence [AI]), opportunities to scale to international market, and the ability to co-develop solutions 
with partners. Conversely, MNEs will be able to build their network of Australian partners and suppliers, 
enhance their solution offerings with new applications to existing platforms, and create new revenue 
streams.  

It is recommended that the DTA establishes and funds a ‘Strategic Partners Programme’ Directorate 
that nurtures the partnerships between SMEs with MNEs. This programme would be a natural 
extension of their current Digital Marketplace offering, and include information regarding outsourcing 
and sub-contracting requirements, profiles and services they can offer, partnership success stories and 
other partnership opportunities.  

This approach has been successfully adopted by the Singapore Government and the ‘Strategic Partners 
Programme’ (Info-communications Media Development Authority [IMDA] 2017a) in July 2017. The 
Programme was developed to ‘help Singapore-based tech companies scale-up and improve their digital 
capabilities, as well as expand their network and globalise through collaborations with multinational 
companies’. As part of the Programme, the Singaporean Government has partnered start-ups with 
Microsoft and IBM to provide cloud technology, Samsung to provide market opportunities and Huawei 
to co-develop applicable solutions (IMDA 2017a). The ability to access Singapore’s SMEs, which 
represent close to 50% of GDP, is a significant incentive for participation (Microsoft 2017; Huawei 
2017). The Australian Government could replicate a similar program, using lessons from the Singapore 
model but tailoring it to better suit an Australian context. 

2.2  Develop an accreditation programme to verify high-quality SMEs and their software products 
 

To nurture the quality and confidence in SMEs, it is recommended that the DTA utilise their current 
framework and extend the Digital Marketplace offering. This must be beyond verifying what SMEs can 
compete for in government procurement opportunities to ensure it covers technical, financial and 
operations qualifications. This will help (1) establish SMEs credentials for Australian Government and 
large enterprise buyers, (2) provide end users with assurance of product quality and (3) build an 
innovation ecosystem with products that can scale domestically and overseas. 

Technical, financial and operations assessments can leverage existing qualifications outlined by 
Standards Australia, while adapting them to be more accessible for SMEs and act as a stepping stone 
to obtaining full qualification. Technical assessments, including product functionality, performance, 
security and usability, can leverage standards for Systems and software Quality Requirements and 
Evaluation (SQuaRE) (AS/NZS ISO/IEC 25010-2013) (Standards Australia 2018a).  Financial performance 
can be assessed against business sustainability, business scalability and reliability of financial 
information (IMDA 2017b). Finally, operations assessments, including strength of management, service 
delivery and support, can leverage the following standard: Information technology - Service 
management - Service management system requirements (AS ISO IEC 20000.1-2013) (Standards 
Australia 2018b).  
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This approach was undertaken by the Singaporean Government with the ‘Accreditation@SGD 
Programme’ (IMDA 2017b, 2018). As of November 2017, the Programme has helped 23 accredited 
companies access over S$80 million in government project opportunities from over 600 projects with 
over 80 agencies. Fifteen accredited companies have also secured $68 million of new growth capital, 
with three successful exits through acquisitions and IPO. A similar programme could be first piloted in 
an Australian context and externally evaluated, prior to broader large-scale delivery. 

Policy recommendation 3: Revising the R&D Tax Incentive for digital innovation 
 
Given that financial pressures may be required to prompt an organisations’ senior management to carry 
out meaningful digital transformational activities (Hess et al. 2016), it is imperative that there are fiscal 
incentives available to encourage this transformation.  

R&D tax incentives are a traditional, yet effective, policy instrument for supporting private sector 
innovation (Hall & Van Reenen 2000). However, the current ‘R&D Tax Incentive’ policy does not 
sufficiently support R&D towards digital transformation projects (Innovation and Science Australia [ISA] 
2017; Australian Information Industry Association [AIIA] 2017). This is despite Innovation and Science 
Australia’s (ISA) emphasis on the importance of digitalisation, artificial intelligence, machine learning, 
automation and data sharing during the current climate of “digital disruption”. 

3.1 Develop strategically-focused direct investments in R&D to stimulate business investment and 
increase research effectiveness 
 

It is recommended that the Australian Government reallocate funding for indirect R&D subsidies, such 
as the R&D Tax Incentive, towards direct support mechanisms. Indirect channels, referring to all tax 
incentives related to R&D, constitute almost 90% of Australian public expenditure on R&D. Indirect 
funding gives the Government very limited ability to prioritise and generate scale with their investments 
(CISRO & AlphaBeta 2018; OECD 2018a). Only 13% of expenditure comes from direct investments, 
which includes grants, credits and public procurement. This is significantly less than 100% in Germany, 
72% in the United States, 49% in Korea and 43% in the UK (OECD 2018a). 

To improve the effectiveness of R&D investments, it is also necessary to connect businesses with 
researchers (CSIRO’S DATA61 & AlphaBeta 2018). Australian business spending on R&D totals 1% of 
GDP, a figure significantly lower than Korea (3.3%), Japan (2.6%), the United States (2%) and Germany 
(2%) (OECD 2018b).  

Direct incentive programs have received significant support from government agencies (Eyers 2018; 
ISA 2017), academia (Sadler 2018) and the start-up community (Koehn 2018). There are also several 
examples of successful direct R&D incentive programmes in Australia that have induced business 
investment, including the Biomedical Translation Fund (BTF) - a $500m venture capital fund with equal 
investment from government and private sectors to develop and commercialise biomedical discoveries 
in Australia (Department of Industry, Innovation and Science 2018).  

The Australian Taxation Office (ATO) should re-allocate some of the $3 billion per annum R&D tax 
incentive into direct-incentive programs that target eight high-potential opportunities in digital 
innovation and together represent a $85-155 billion regional market by 2028 (CSIRO’S DATA61 & 
AlphaBeta 2018). These industries include (1) precision healthcare, (2) digital agriculture, (3) data-
driven urban management, (4) cyber-physical security, (5) supply chain integrity, (6) proactive 
government, (7) legal information and (8) smart exploration and production. This approach was 
adopted by Singapore with the RIE2020 strategy, where direct investment funding was prioritised into 
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four strategic technology domains – (1) Health and Biomedical Sciences, (2) Services and Digital 
Economy, (3) Advanced Manufacturing, and (4) Engineering, Urban solutions and Sustainability 
(National Research Foundation 2016). Singapore has been successful in this approach, as it focused on 
domains where it has competitive advantages or that are strategic national importance. Organisations 
in these domains can utilise Singapore as a testbed to quickly translate technologies into solutions, 
before exporting to other nations.  

3.2 Include software development as claimable for R&D Tax Incentive and provide clear 
guidelines and assessments for Information Technology (IT) 
 

To encourage organisations to digitally transform, the ATO should include expenses for software 
development to be claimable as part of the R&D Tax Incentive and provide clear guidelines and 
assessments for Information Technology (IT). Although there are current issues with companies 
claiming ineligible activities as R&D activities (ATO 2017), this would take into the account the 
practicality of how R&D is conducted in a commercial environment and reflect the approach taken by 
the United States in their Tax Cuts and Jobs Act 2017. 

It is recommended that the ATO loosen the definition of what is claimable under the R&D tax incentive. 
The current definition requires a strict outline of how new knowledge is created, including a hypothesis 
and research process, and has come under scrutiny for its complexity (Koehn 2018; AIIA 2016). New 
definitions could be adopted using the same principles applied in the development of the United 
Kingdom’s R&D tax reliefs. These reliefs are available for any advance in technology that overcame 
uncertainty, including those that developed a new process, product or service or improved an existing 
one (HM Revenue & Customs 2018).  

Finally, the creation of clearer guidelines and assessments for what IT and digital investments are 
available for the R&D tax incentive is also recommended. There is significant uncertainty within the 
current scheme, where the onus is on small businesses to self-assess their qualifications and who can 
then be audited after cash has been given (Koehn 2018). These assessments could be made clearer 
through the illustration of real-world private sector case studies that outline (1) the software 
development project scope, (2) the core, support and ineligible R&D activities within the project, (3) 
the support documentation required to make a claim. These case studies could be developed in 
collaboration with the private sector, with AIIA already expressing an interest (AIIA 2016). 

Limitations 
 
It is recognised that the R&D Tax Incentive has recently undergone a formal review from ISA and ATO, 
with the ATO raising concerns over companies abusing the self-assessment nature of the scheme and 
registering ineligible software development activities and expenses for the R&D Tax Incentive claim 
(ATO 2018). There is no clarity over when the next review will occur despite calls from the business and 
academic communities. There is also a need to overcome a suspicion that direct R&D investments is 
‘picking winners’ and selectively investing in private sector organisations and distorting the market 
mechanism (Hewett 2018). Direct R&D investments are a popular approach overseas, particularly in 
countries well known for their stronger overall performance in innovation (including the United States 
and Israel) (OECD 2018a).  

Significant constraints in political capital challenges the Australian Government’s ability to execute on 
the innovation initiatives outlined within this paper. Notably, the Parliament of the day, rather than the 
Departments, can have a significant influence on the trajectory and pursuit of digital innovation. The 
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most recent Australian innovation initiative, the National Science and Innovation Agenda (NISA) 
launched in 2015, has been viewed as a ‘political failure’ due to an inability to win over voters who 
viewed the initiative as driving ‘automation and job losses’ rather than building an entrepreneurial 
society (Patrick 2017). There has also been significant Ministerial turnover, including six different 
Ministers for Innovation since 2015, culminating in the removal of the Innovation portfolio in 2018 
(Bailey 2018). Thus, the implementation of this paper’s recommendations may be limited by the 
political environment at the time. 

Conclusion 

For Australia to capture the $315 billion opportunity from digital innovation (CSIRO’s Data 61 & 
AlphaBeta 2018), it is imperative to support the rise and success of the CDO as they digitally transform 
Australian organisations and the economy. For the Australian Government to enable the CDO to 
orchestrate digital transformation, it must implement policies that foster an innovative environment. 
This should begin with policy reforms that facilitate the sharing of knowledge between CDOs through 
the establishment of a CDO panel, building digital capability within suppliers, and financially incentivises 
digital R&D. In doing so, Australia will be able to leverage its long-term investment in early digitalisation 
initiatives to cement its place as a leading digital economy of the future. 
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