Policy Note
The Innovation Challenge in Asia
Abstract
The first edition of the EMnet Asia Policy Note (2015) provides insights and suggested policy
recommendations from the business sector on innovation challenges in Asia. The Note gives
an overview of the innovation landscape in Asia, offers business insights on innovation-related
challenges and assesses policy makers’ efforts to support private sector-led innovation for
development. The analysis is partly based on discussions at the EMnet meeting held on 2 April
2015 at the OECD headquarters in Paris.
Key messages include:
 External factors are fuelling uncertainty on economic development in Asia. Innovation
through research and development (R&D) can play a central role in increasing domestic
productivity levels and support the transition to knowledge-based economies.
 Despite the economic downturn, global R&D spending has increased steadily since
2007 with a greater role played by emerging economies, particularly China.
 While innovation policy in the region has traditionally been driven by the public sector,
governments are expanding public-private partnerships to nurture high-technology
zones and develop incubators. Further incentives for private research and development
are needed.
 Infrastructure development, particularly IT and telecommunication, public-private
partnerships, skills and technology play a critical role in fostering corporate innovation in
Asia. Governments need to design policies to support improvements in these areas to
create a sound enabling environment for innovation and move manufacturing activities
up in global value chains.
 Better access to finance is needed, particularly to support early stage development and
further investment in innovation.
 Motivated by the need to reduce costs and improve profitability, green innovation is
driving resource-efficiency improvements.

OECD DEVELOPMENT CENTRE
The Development Centre of the Organisation for Economic Co-operation and Development (OECD)
was established in 1962 and comprises 26 member countries of the OECD and 24 non-OECD countries.
The European Union also takes part in the work of the Centre.
The Development Centre occupies a unique place within the OECD and in the international
community. It provides a platform where developing and emerging economies interact on an equal
footing with OECD members to promote knowledge sharing and peer learning on sustainable and
inclusive development. The Centre combines multidisciplinary analysis with policy dialogue activities to
help governments formulate innovative policy solutions to the global challenges of development. Hence,
the Centre plays a key role in the OECD’s engagement efforts with non-member countries.
To increase the impact and legitimacy of its work, the Centre adopts an inclusive approach and
engages with a variety of governmental and non-governmental stakeholders. It works closely with experts
and institutions from its member countries, has established partnerships with key international and
regional organisations and hosts networks of private-sector enterprises, think tanks and foundations
working for development. The results of its work are discussed in experts' meetings as well as in policy
dialogues and high-level meetings, and are published in a range of high-quality publications and papers
for the research and policy communities.
For an overview of the Centre’s activities, please see www.oecd.org/dev.
OECD EMERGING MARKETS NETWORK
Emerging Markets Network (EMnet) is an OECD-sponsored initiative dedicated to the private sector.
Managed by the OECD Development Centre, the Network fosters dialogue and analysis on emerging
economies and their impact on global economic, social and environmental issues.
EMnet gathers top executives (chief executive officers, vice presidents, managing directors, chief
financial officers, heads of strategy, chief economists) of multinational companies from diverse sectors,
willing to engage in debates with high-level policy makers, including heads of state and ministers, and
OECD experts.
EMnet events are closed to the public and media and operate under Chatham House rule to
encourage open and dynamic discussions on doing business in Africa, Asia and Latin America.
To learn more about EMnet, please see http://www.oecd.org/dev/oecdemnet.htm.
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THE INNOVATION CHALLENGE IN ASIA

BACKGROUND: ASIA’S BUSINESS AND ECONOMIC OVERVIEW
According to OECD estimates, Asia will account for 34% of the world’s gross domestic product
(GDP) by 2019 (OECD, 2015). GDP growth in the 12 Emerging Asia countriesi (ASEAN-10,
People’s Republic of China and India) will be robust with a forecasted annual average growth rate
of 6.2% for 2016-20 (OECD, 2016). Yet there are substantial differences amongst growth paths. In
the Philippines and Viet Nam robust growth is projected to continue at higher than 6% over 201620. In Indonesia and Malaysia growth slowed down in 2015 due to reduced external demand.
Thailand’s growth reached 2.7% in 2015, a marked improvement from 2014, when political turmoil
reduced growth to 0.7%. The low-income countries of Southeast Asia (Cambodia,
Lao People’s Democratic Republic [hereafter “Lao PDR”] and Myanmar) are expected to grow at
more than 7% over 2016-20 (OECD, 2016). Brunei Darussalam and Singapore will sustain more
moderate growth prospects. Finally, the slowdown in China will put downward pressure on
regional growth. However, the overall prospects for the Southeast Asia region are favourable.
Figure 1.1 shows the contributions to growth of each of the Asian emerging economies in the first
half of 2015.

Figure 1.1. Contributions to growth in Emerging Asia in the first half of 2015
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Note: Data for Viet Nam refer to 2014. Data for China are from the Asia Development Bank.
Source: CEIC, cited in OECD (2016), Economic Outlook for Southeast Asia, China and India 2016: Enhancing Regional Ties, http://dx.doi.org/10.1787/saeo-2016-en.
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External factors are having an increasingly important impact on Asian economies. Uncertainty
is fuelled by reduced demand from China, uncertain impacts of Japan’s monetary and fiscal
policies and structural reforms and the expected US monetary policy normalisation. While
declining oil prices have had a positive impact on current-account balances in oil-importing
nations, they have also created incentives for developing energy-intensive manufacturing.
From 1970 to 2010, capital accumulation played a major role in the catch-up stage and during
the early stages of industrialisation in Asia (OECD, 2013). However, the role of pure capital
accumulation as a growth driver is declining in some Asian economies. In addition, increased
competition in manufacturing sectors is reshuffling global value chains (GVCs) and has shifted
some production activity to lower cost locations within Asia or Africa. Innovation in manufacturing
and improved productivity can help Asian countries regain their comparative advantages. For
Asian countries, moving away from an economy fuelled exclusively by industry to a knowledgebased one can help to avoid a “middle-income trap” (see Box 1.1). Innovation through research
and development (R&D) and improvements in workforce productivity can play a central role in
increasing domestic productivity levels and support the transition to knowledge-based economies
(OECD, 2014a).

Box 1.1. The “middle-income trap” and the “flying geese” paradigm
The economic phenomenon by which an emerging economy stagnates after several years of
impressive growth is commonly referred to as the “middle-income trap”. “Trapped” countries fail to
transition from an industrial economy to a knowledge- and innovation-based one. Investment in
innovation is therefore a key element to promote growth and avoid entering the middle-income trap.
Some Asian countries like Malaysia have been growing by accumulating capital, but productivity levels
will need improvement to avoid a middle-income trap.
An alternative framing can be seen in the “flying geese” model, first introduced by Japanese economist
Kaname Akamatsu in the 1930s and later revived in the 1960s. The model refers to the process by
which older technology and know-how is passed down a chain of developing countries as part of the
industrialisation process. A leading country can be imagined as the “first goose” in a V-shaped
formation. As it develops economically it adopts new technologies. The older technologies can be
passed down to other countries in the formation. In the case of Asia, Japan was the “leading goose”
with strong economic and technological development, and it was followed by other East Asian countries
like Korea and Singapore. ASEAN countries, China and India are the next tier in the industrialisation
formation.
Sources: Kasahara (2013), “The Asian Development State and The Flying Geese Paradigm”,
http://unctad.org/en/PublicationsLibrary/osgdp20133_en.pdf; OECD (2014a), Perspectives on Global Development 2014:
Boosting Productivity to Meet the Middle-Income Challenge, http://dx.doi.org/10.1787/persp_glob_dev-2014-en
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FDI inflows are still growing
Foreign direct investment (FDI) inflows into Southeast Asia,ii China and India have been
steadily growing over the last decade (see Figure 1.2). In 2014, China surpassed the
United States as the largest global FDI recipient, with FDI inflows into China reaching
USD 129 billion compared to USD 92 billion to the United States. East and Southeast Asia is the
largest FDI recipient sub-region in the world. At the regional level, China is followed by Hong Kong
(China) (USD 103.3 billion), Singapore (USD 67.5 billion), Indonesia (USD 22.6 billion) and
Thailand (USD 12.6 billion).

Figure 1.2. FDI inflows into Southeast Asia, China and India (2000-14)
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Source: UNCTAD (2015), UNCTADStat (database), http://unctadstat.unctad.org/EN/Index.html.

On the other hand, greenfield investments into members states of the Association of Southeast
Asian Nations (ASEAN) have declined across almost all countries with the exception of Myanmar
(see Figure 1.3). In 2011, Myanmar started a series of political and economic reforms that have
successfully attracted foreign investors (OECD, 2016). In most of the region, manufacturing is the
leading sector for new investment. However, services are a major source of greenfield activity in
Cambodia, Myanmar and Hong Kong (China). Manufacturing investment projects are primarily
related to chemicals, food and tobacco, coal, oil and natural gas, and metals. A source of concern
is the recent drop in total intra-ASEAN greenfield-investment volumes. From 2003 to 2008
investors from Thailand, Malaysia and Singapore helped to lead strong growth in greenfieldmanufacturing investment into ASEAN countries. Although Malaysia and Singapore have reduced
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their outward manufacturing investment since 2008, this had been offset by strong continued
growth from Thailand. However, since 2011 a persistent decline in ASEAN manufacturing
investment from Thailand has reduced overall volumes of intra-ASEAN manufacturing investment
to worrisome levels (OECD, 2016). Beyond manufacturing and services, key sectors for greenfield
investments in the region include natural-resource extraction, power, construction, information and
communications technology infrastructure, and business and financial services.

Figure 1.3. ASEAN aggregate greenfield investment by region (2003-14)
(USD billions)
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Source: OECD (2016), Economic Outlook for Southeast Asia, China and India 2016: Enhancing Regional Ties,
http://dx.doi.org/10.1787/saeo-2016-en. Calculations based on the fDI Markets dataset (2015)
http://dx.doi.org/10.1787/888933309386

INNOVATION IN ASIA
Innovation goes far beyond the confines of research labs; it includes users, suppliers and
consumers, in government, business and non-profit organisations, and across borders, sectors
and institutions. Asian firms can promote innovation across products, processes and business
models. Innovations can be implemented through a range of different channels such as R&D,
technology adoption, minor modifications or incremental changes, imitation (including reverse
engineering) and combining existing knowledge in new ways (Arundel et al., 2008). Adequate
financing is a key element for successful innovation.
Despite the economic downturn, global R&D spending has increased steadily since 2007 with a
greater role played by emerging economies (OECD, 2014b). China is now a major driver in R&D
spending and is set to become the world’s largest R&D spender (OECD, 2014b). In the last
decade, the share of global R&D spending by OECD countries declined from 90% to 70%,
whereas China’s investment doubled between 2008 and 2012 to reach USD 257 billion (OECD,
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2014b). In addition, the 2015 Global Innovation Index, developed by the Word Intellectual Property
Organisation (WIPO), ranked Singapore as the 7th most innovative country, followed by Korea
(14th), Japan (19th), China (29th) and Malaysia (32nd) (Soumitra, Lanvin and Wunsch-Vincent,
2015). Scientific publications can also be used as a proxy for innovation and scientific production.
While the economic crisis has hurt traditional producers of scientific and technological knowledge
such as the United States and Japan, China’s share of global engineering and scientific
publications grew from 1% to 11% between 2001 and 2011 (OECD, 2014b).
Asian economies can be classified into three groups based on innovation policies and progress.
The East Asian forerunners (i.e. China, Chinese Taipei, Korea, Hong Kong [China] and Singapore)
already rely on their innovation strategies to promote growth. Emerging Asia countries such as
Indonesia, Malaysia and Thailand form a second group that has already established important
manufacturing capabilities and can benefit from developing innovation policies to sustain growth
and avoid the middle-income trap. Finally, developing Asian economies such as Cambodia or Lao
PDR need to make further investments in infrastructure to sustain innovation-fuelled growth. A
more detailed analysis on Southeast Asia innovation and respective policies can be found in the
OECD publication Innovation in Southeast Asia (OECD, 2013).

Innovation challenges for Asia
Although over 2011-15 most Asian countries saw high growth rates, averaging more than 6.5%
for Emerging Asia, many still face a series of challenges for a smooth transition to innovationbased economies (OECD, 2016). Better access to finance is needed in countries like China,
where state-owned enterprises often have priority access to capital. Regulatory barriers, such as
restrictions on venture capital investments in China, can notably limit investment in new projects
(OECD, 2008).
Improved educational systems will also play a key role in supporting innovation. Educational
challenges differ vastly amongst Asian countries. For example, a 2015 ManpowerGroup survey
highlighted that despite Japan’s high-ranking education system, 83% of employers in the country
reported difficulty finding people with adequate skills (ManpowerGroup, 2015). Furthermore,
recent analysis of R&D personnel (i.e. researchers, technicians and support staff) in
Southeast Asia shows that finding the right skills for innovation can be challenging in countries like
Cambodia, Lao PDR and Brunei Darussalam (OECD, 2013).
Proper infrastructure development will also be crucial, especially for developing Asian countries
such as Cambodia, where basic infrastructure is still lacking. Developing telecommunications and
information-technology (IT) infrastructure is particularly important, as this basic infrastructure is a
prerequisite for developing additional technology and communications companies and is the
foundation of an effective innovation policy.
Finally, as is the case in other emerging markets, most innovation policy in Asia has been
traditionally driven by the public sector. For instance, the Government of India launched the Digital
India initiative with the vision of transforming India into a “digitally empowered society”
(Government of India, 2015). The goal of Digital India is to ensure that government services are
made available to citizens electronically by improving online infrastructure and by increasing
Internet connectivity. However, countries like Singapore have already started to shift towards a
more business-led innovation model. The Singaporean government is actively supporting
entrepreneurship. For example, Block 71 is a government-sponsored co-working space which
brings together hundreds of entrepreneurs. The National University of Singapore also sponsors
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120 to 150 students per year to undertake one-year internships in technology-rich areas such as
Silicon Valley. Many students start-up companies, and when they return to Singapore they are
offered matching grants and placed in an incubator to help their business grow (The Economist,
2014).

GOVERNMENT EFFORTS TO SUPPORT INNOVATION IN THE
REGION
Innovation is a key element of sustainable economic growth, and governments have a role to
play by encouraging innovation through direct public-sector research and supporting the private
sector, and through public-private initiatives. Some Asian governments have been successful in
increasing their gross R&D expenditures to OECD levels. For instance, China and Singapore
spend around 2% of their GDP on R&D, comparable to OECD levels, whereas Malaysia and
Thailand spend less than 1% and 0.25%, respectively, on R&D (OECD, 2013).

Public-sector research in Asia
Governments can play a key role in supporting innovation, particularly in areas where the
private sector may lack incentives to invest in R&D, or in cases where research is essential for
national interests (such as national defence). Public-sector research is primarily conducted by
public universities and institutions (OECD, 2014b).
While in OECD countries public-sector R&D tends to be considerably smaller than private R&D
spending, we see a more diverse situation in Asia. For example, in Indonesia or Viet Nam more
than 80% of gross R&D spending is made by public institutions. This number is considerably
smaller in Malaysia, where the private sector plays a prominent role in R&D activities (OECD,
2013). In more developed Asian economies, most technical research is conducted by public
universities while in less technologically advanced countries, research laboratories, public
hospitals and clinics still play a major role in this area, although in many cases they are
underfunded.

Government support to business R&D
Governments can also promote private-sector innovation through mechanisms such as
innovation policies, tax credits and subsidies. Asian countries can find inspiration in successful
private innovation programmes like the Small Business Innovation Research (SBIR) programme in
the United States, which supports small innovative companies and has successfully contributed to
the launch of large technology companies such as Qualcomm or Symantec. Singapore’s Agency
for Science, Technology and Research (A*STAR) has established public-private councils to
consult regularly with key stakeholders and businesses on activities in support of R&D and
innovation, including training in the areas of science, engineering and technology.
Policy makers are now also focusing on building up innovation infrastructure to move
manufacturing activities up in GVCs. For example, in Malaysia the AIM-Steinbeis programme
seeks to help companies move up in the GVC and provides small- and medium-sized enterprises
(SMEs) with access to commercial expertise, R&D, and product and process improvement.
Moreover, through the Vision 2020 plan, Malaysia aims to become a high-income country by
implementing policies that foster human-capital development, inclusiveness, green growth,
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infrastructure development and knowledge-based activities. Box 1.2 provides additional details on
Malaysia’s business-focused innovation policies and programmes.

Box 1.2. Innovation policies and programmes in Malaysia
Malaysian companies generate more jobs and research and development (R&D) investment than their
regional counterparts, something that sparked discussion at the EMnet Asia meeting. The role of smalland medium-sized enterprises (SMEs) is particularly interesting in the Malaysian case, where SME
activity accounts for more than 30% of GDP and represents 25% of exports. There is widespread
support from public authorities for business-led innovation through SME development agencies and
assistance in the application process for public-private partnerships, and this has been successful in
increasing the innovation rate of SMEs. Furthermore, Malaysia has developed a Technology
Commercialisation Platform under the SME Masterplan, which aims to turn innovations into successful
products and services by removing obstacles to commercialising R&D developments and increasing the
uptake of information and communications technology and productivity-improvement technology.
Other programmes, such as SIRIM-Fraunhofer or the Public-Private Research Network, promote publicprivate partnerships. SIRIM-Fraunhofer promotes collaboration between local universities and
businesses in applied research or productivity development, while the Public-Private Research Network
connects research centres and Malaysian SMEs.
Sources: Fraunhofer IAO (2015), Cooperation Between Fraunhofer IAO and SIRIM, the Malaysian Research
Organization”,
www.iao.fraunhofer.de/lang-en/technology-innovation-management/iao-news/1219-innovationimpetus-for-southeast-asia.html; National SME Development Council (2012), “Catalysing Growth and Income”
https://s3.amazonaws.com/media.guidebook.com/upload/40012/extra/Part1_SME_Masterplanv1.pdf; OECD (2016),
Economic
Outlook
for
Southeast Asia,
China
and
India
2016:
Enhancing
Regional
Ties,
http://dx.doi.org/10.1787/saeo-2016-en

Malaysia is not an isolated case in applying successful innovation policies. China’s desire to
develop a strong domestic private sector is illustrated by its Made in China 2025 strategy, an
ambitious plan to move Chinese manufacturers up the value chain to an “Industry 4.0” model.
India is also an important place for private R&D, as the country hosts 46 R&D centres from
Fortune 500 companies. The automotive industry in India is an example of a sector that, thanks to
business-led innovation, has become competitive enough to export successfully to other regional
markets. For example, the Indian automotive companies Mahindra & Mahindra and Tata Motors
are major auto exporters. In addition to R&D facilities in India, both companies have additional
research operations in Europe and Asia and are developing low-emission and electric vehicles for
domestic and international markets (Mahindra, 2015; Tata Motors, 2015). The Indian government
has also played an important role in supporting entrepreneurship through loans and collateral for
innovative companies.
There are many different strategies that firms can implement to promote innovation, depending
not only on their sector but also on the size and degree of internationalisation. However, in all
cases, supporting innovation from the very early stages of development is a crucial factor. The
composition of innovation financing in the private sector is undergoing structural changes. As
explained above, Asian governments play an important role in national innovation strategies.
Private investment is growing and gradually competing with public-sector programmes as the main
source of finance for R&D projects. Seed funds have also proved to be particularly successful not
only in financing start-ups but also in providing expertise in countries like Thailand, through the
True Incube incubator, and in Singapore through Block 71, which provides co-working space to
bring entrepreneurs together.
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Public-private initiatives
Government incentives or support to the private sector can be envisioned as a type of publicprivate collaboration. These partnerships can play an important role in national innovation
strategies and policies.
Several Asian examples highlight public-private collaboration on innovation in action. In
Chinese Taipei, the Industrial Technology Research Institute is the largest government-funded
research institution and has played a crucial role in the formation of the private high-tech
electronics industry. In the Philippines several initiatives are supporting innovation and
competitiveness. For example, the National Competitiveness Council is a special consultative
platform supporting public-private dialogue to identify strategies enhancing the country’s long-term
competitiveness. Filipinos overseas have the potential to foster economic development and
integration in the global economy through skills transfer, remittances and FDI. In India, publicprivate partnerships in the agribusiness sector are key for the development of an innovation
ecosystem. Finally, as noted in the previous section, Malaysia has partnerships through a series of
programmes including the Public-Private Research Network, SIRIM-Fraunhofer and SME
Masterplan.
The Chinese government has strongly encouraged the development of high-technology zones
and incubators for private companies. Zhongguancun, in Beijing, was established by the Chinese
State Council in the late 1980s as the country’s first high-tech zone. Originally called the Beijing
High-Technology Industry Development Experimental Zone, it has since been renamed the
Zhongguancun Science & Technology Zone and features seven different technology parks. The
Zhongguancun zone is known for its concentration of Chinese and international technology
companies such as Baidu, Google and Lenovo and for producing a reported 49 new start-ups a
day (Bloomberg News, 2015). China now has more than 1 600 technology incubators with more
than 80 000 projects employing an estimated 1.75 million people (Yuan, 2015). The government is
also actively promoting entrepreneurship and innovation by streamlining administration,
strengthening regulation and improving services (Li, 2015).

PRIVATE-SECTOR INSIGHTS AND RECOMMENDATIONS ON
INNOVATION CHALLENGES
A decision to invest in innovation will depend on costs, benefits, and real or perceived risks.
This section includes the insights drawn from the EMnet Asia meeting. Key challenges that
companies report facing include lack of infrastructure, limited skills and financing gaps.

Enabling innovation through infrastructure investment
Lack of infrastructure is detrimental to economic growth prospects. In some Asian countries,
businesses face recurring issues such as insufficient infrastructure in the mobile and Internet
sectors. This situation hinders the innovation capacity of an economy and is viewed by the private
sector as an area to be addressed as a top priority.
There are many business opportunities in the Asian infrastructure sector. For example, the
Philippines need investors to develop infrastructure complying with more stringent environmental
standards. Another option for Asian developing countries is to make use of the technological
know-how of more advanced countries, for instance Israel, which has expertise in water innovation
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through integrated water resource management, reuse of treated effluents and seawater
desalinisation.
Recommendations from the private sector include improving public-sector infrastructure
research, developing public-private partnerships and improving infrastructure for energy
transmission and distribution. Telecom-sector development is also needed where advanced
technologies and mobile infrastructure can support innovation breakthroughs in Asia.

Skills strategies
The demand for skills for innovation projects varies across industries. Some multinational
companies noted that they focus on recruiting local staff and develop the required skills internally.
Others look at an international pool of candidates to identify and hire the best qualified workers. In
particular, participants in the meeting discussed the situation of the financial sector, which is
experiencing a “brain drain” towards the electronics and technology industries. In order to
counteract this trend, the financial sector is currently trying to retain young talent through
specialised programmes.
Education and skill formation also need to align with private-sector needs. For example, despite
Japan’s high position in Asian educational rankings, 83% of Japanese companies reported
challenges in finding people with adequate skills when surveyed by ManpowerGroup
(ManpowerGroup, 2015). It was also noted that most Asian countries, with the exception of China,
have limited industry-science linkages and low numbers of patent applications filed by national
residents.

Financing innovation
Debt financing, loan guarantees and equity funding through venture capital have become
popular instruments to finance innovation in emerging markets. For instance, the Indian
government has played an important role in supporting entrepreneurship by providing loans and
collateral for innovative companies. India has in particular promoted public-private partnerships in
the agribusiness sector as a key part of its innovation strategy.
Participants stressed the need for the banking sector to move away from its traditional lending
approach in order to address the fast-moving needs of corporate innovation. Financial institutions
can support innovation through growth financing such as corporate finance, facilitating access to
capital markets and providing intermediation for public-sector funds. Furthermore, access to
finance for social innovation in rural areas is an important challenge in India and other
Southeast Asian countries.
Financial sector actors also expressed concerns regarding the bankability of some early-stage
innovation projects and suggested co-operative funding as a possible solution. In this setting, a
public-private partnership may be a useful tool to unlock these innovative projects.
Governments also play a crucial role in securing credit flows for the private sector. Stable
political and regulatory frameworks and solid macroeconomic fundamentals are essential to attract
investors for large infrastructure projects. Public-sector reforms are also needed, particularly in the
field of governance, budgeting and anti-corruption. This is illustrated by calls to foster
improvements in investors’ perception of regulatory frameworks (particularly those related to the
resource-based sectors in Indonesia). Furthermore, accelerating the integration of the ASEAN
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Economic Community is essential, as additional political and economic integration in the region
would allow better co-ordination amongst suppliers, SMEs and multinational corporations.

The role of technology in fostering green innovation
Some Asian countries have started implementing greener innovation policies. For example,
Indonesia aims to reduce fuel subsidies, while Malaysia’s objective is to rationalise the use of
subsidies which can improve the competitiveness of greener technologies compared to those
which rely on fossil fuels. However, businesses stress that more progress is needed in this area.
Improving resource efficiency and data collection can help companies cut costs, improve
business intelligence and mitigate risks. Increasing profitability through measures such as
reducing energy expenditures is the main driver behind green innovation. However, green
investments face several obstacles including market distortions created by public intervention and
the decline of oil prices, which has reduced incentives to adopt alternative energy sources.
As noted at the EMnet meeting, greening operations in the airline industry could cut costs by 15
to 20%. The supply chain is increasingly based in Asia, and transforming production processes
and supporting activities through incentives can improve aircraft usage and reduce costs. For an
airplane, operational costs are much higher rather than its initial purchase, which represents only
20% of its cost. Innovative IT solutions, such as cloud technologies, can help companies such as
retail businesses monitor sustainability data from multiple stakeholders and suppliers. The
financial sector is also closely monitoring the potential long-term environmental impacts of their
investments from a risk-management perspective.

THE WAY FORWARD FROM A BUSINESS PERSPECTIVE
Company size and degree of internationalisation are key factors shaping corporate innovation
strategies. The private sector identifies and develops different innovation strategies based on the
degree of internationalisation of operations and integration in regional and global value chains. In
addition, participants also put special emphasis on “frugal innovation”, i.e. providing solutions for
improving the welfare of the low- and middle-income groups. In this regard, social enterprises are
making significant progress in providing private-sector solutions to social problems faced by lowincome groups.
Three main recommendations can be drawn from the EMnet Asia discussions to ensure local
value creation and reinforce linkages with stakeholders across the value chain: strengthen public
investments; encourage public-private partnerships for innovation in high-value sectors; and
develop incentives for R&D.
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Notes
i In this Policy Note, Emerging Asia refers to the 10 ASEAN members states (Brunei Darussalam, Cambodia,
Indonesia, Lao PDR, Malaysia, Myanmar, Philippines, Singapore, Thailand and Viet Nam) plus the People’s
Republic of China (hereafter “China”) and India.
ii Southeast Asia includes ASEAN-10 and Timor-Leste.
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