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Key insights
Getting ready for 2027
Over the last decade, retail has changed
beyond all recognition – and there’s no reason
to think the next 10 years will be any different.
So how can you prepare? The key is to build
a culture of innovation.
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Key insights
Welcome to this special edition of CommBank Retail Insights,
focusing on the state of innovation in Australian retail today.
This edition gives you a sneak preview of our latest research
findings, with excerpts from the full report to be released later
this year.
We’ve started with a deceptively simple question: What should
you be doing now to prepare for the next 10 years, so your
business can thrive in the very different world of 2027?
When you contrast the retail sector 10 years ago with the
industry today, you immediately realise just how rapidly and
unpredictably the market can change. Given the extent of the
changes we’ve already witnessed, and the speed with which
technology continues to develop, it’s clear that predicting the
changes we’ll see over the next 10 years is next to impossible.

About CommBank Retail Insights
CommBank Retail Insights is an exclusive, wide-ranging
analysis of the Australian retail sector. This special edition
is based on two separate surveys:
• An in-depth online survey of Australian retailers carried out
by ACA Research on behalf of the Commonwealth Bank
in January and February 2017. ACA’s survey involved a
total of 505 decision makers from small, medium and large
retailers across Australia, with turnover ranging from less
than $1 million to over $500 million.

So we believe the best investment your business can make
today is in your own capacity to innovate, allowing you to
evolve with a changing market.
Our research shows many Australian retailers are already
innovating. Yet the scope of those innovations is often
relatively limited, reducing businesses’ return on investment
and limiting their capacity to respond to a market that is
constantly changing.
The good news is that there is still time to act, although that
time is getting shorter. Competition is set to intensify as a
growing number of overseas competitors open their doors
down under, including Amazon - reported to be arriving soon.
That means it’s important to nurture your capacity for innovation
now. This report explains how to get started, based on the
experiences of other Australian retailers who are already
actively innovating.

• A wide-ranging quantitative survey of 2,195 business
owners, decision makers and managers carried out by
DBM Consultants on behalf of the Commonwealth Bank
between August and September 2016. Of these, responses
from a sub-set of 193 retail industry participants was
subject to additional analysis. Participants were drawn from
businesses across Australia with an annual turnover over
$500,000 and at least two employees. The survey was
designed to benchmark the innovation performance of

We’d love to hear from you about your own experiences
and frustrations in pursuing innovation in an unpredictable
environment. And if you’d like to learn more about how you
can put our insights into practice in your own business,
please get in touch with our team of retail specialists.
Jerry Macey
National Manager, Retail Industry
Business and Private Banking
Commonwealth Bank of Australia

each business, identifying the key motivations and
drivers influencing that performance, and highlighting
best practice. The results were subject to further analysis
by Commonwealth Bank Data and Analytics specialists
and ACA Research.
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How innovative are
Australian retailers?

Retailers

All industries

Innovating

49%

44%

Making improvements

30%

38%

Neither improving nor innovating

21%

18%

CommBank Innovation Index

26.2

24.0

Increase revenue

74%

56%

Improve service or the customer experience

47%

55%

Reduce costs

34%

38%

Gain a competitive advantage

41%

38%

$197,000

$405,000

Expected improvements from innovation

Estimated benefits of innovation
Average improvement in earnings

Key focus areas for innovation

42%

Quality of products
and services

40%

In-store customer
experience

39%

Social media

32%

Diversifying products
and services

30%

In-store customer
facing systems

30%

Online customer
experience

5

CommBank Retail Insights

Innovation in Retail

Measuring innovation

Measuring 15 core drivers of innovation
Management capabilities1

The CommBank Innovation Index
Our survey measured 15 core elements of innovation identified by innovation
researchers, covering management capability and entrepreneurial behaviour.
Together, they comprise the CommBank Innovation Index. The index combines
the results into a single numerical indicator, enabling us to rank businesses
along an innovation spectrum from –100 (innovation restrictive) to +100
(disruptive innovation).

Defining innovation
To determine which business initiatives were truly innovative, we applied the
definitions in the Organisation for Economic Co-operation and Development
(OECD) Oslo Manual. Used by organisations around the world, including
the Australian federal government and Bureau of Statistics, the manual is
constructed around four key innovation areas: products, processes,
marketing and organisation.

Process

•
•
•
•

People

• Hire staff with creativity in mind
• Evaluate staff with creativity in mind
• Facilitate networking outside business

Philosophy

OECD
Oslo Manual

• Allow staff to take risks and fail
• Expect staff to give ideas for improvement

Entrepreneurship behaviours2

Seizing opportunities

“Innovation is a new or significant improvement in
one or more of the following areas: product, process,
marketing and organisation.”

Brainstorm for new ideas
Encourage staff to ask questions
Give staff opportunities to observe customer experiences
Experiment and test new ideas

Taking risks

• Look for new ways to benefit from market changes
and technology
• Respond to attractive opportunities
• Willing to take financial risks
• Invest time and capital in uncertain capital ventures

• Limit focus to a small number of opportunities
Focus
• Adapt products and services to make the most
of opportunities
Adapting

1. Source: Dyer et al (2011) The Innovator’s DNA.
2. McGrath et al (2000) The Entrepreneurial Mindset: Strategies for Continuously Creating Opportunity in an Age of Uncertainty.
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Innovation nation
The state of innovation in retail
Facing heightened competition from low-cost digital outlets
and international giants, retailers are under intense pressure
to innovate. But are they doing enough?
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From business improvement to innovation

The CommBank Retail Innovation Index

How many Australian retailers are actively innovating? How transformative are
the changes they are implementing? And are they delivering a tangible return
on investment?

100

To answer these questions, we asked businesses across Australia to describe
their business improvement initiatives, both current and planned. That helped
us understand which businesses were truly innovating, and which were simply
making improvements, according to the OECD definition. We also asked
retailers to tell us in detail about the focus of their innovation efforts, and the
organisational capabilities contributing to their innovation culture.

Innovating, but only just
Retailers scored 26.2 on the CommBank Innovation Index, which measures
15 core elements of innovation. That put the Retail sector in the middle of the
pack in seventh place when ranked by their Index score — two points above
the all-industry average, but 11 points behind the highest scorer, Information
Media & Telecommunications, on 37.1. It also meant that, as an industry, Retail
was just in the Innovating category of the index, rather than simply Improving.
When we analysed individual retailers’ business initiatives, we found that
while 79% claimed to be innovating, only 49% met the definition of ‘Innovation
Active’ set by the OECD. The remaining 30% were making changes that,
while valuable, qualified as improvements rather than innovations.
While that result leaves room for improvement, it does show that retailers
are more likely to innovate than businesses in most other industries.
Ranked by the percentage of businesses innovating, retailers were in the
top five industries, five percentage points above the all-industry average.
So while many retailers have already started their innovation journey, there is
still plenty of scope for retail businesses to hone their skills and improve their
innovation performance.

Disruptive innovation
75

50
Retail

26.2

Innovating

25
National
average

24.0

Improving
0

-25

Not trying, no perceived
need to innovate

-50

-75

Innovation
restrictive

-100

8

CommBank Retail Insights

Innovation in Retail

Small and agile businesses lead the way
Our research also suggests that larger firms, in particular, could
benefit from moving further up the innovation curve. While almost
every business with annual revenues over $20m was investing in
business improvement initiatives, only 44% were implementing
genuine innovations.
In contrast, small businesses turning over between $500,000
and $1m a year were much more likely to be innovating, and less
likely to be simply making improvements. It seems that while larger
retailers may be content to fine tune their operations and reap the
benefits of scale, their smaller and more agile competitors may
be working harder to cut through in a crowded marketplace.

“The first step towards true innovation is
to be honest with yourself. Are you being
genuinely innovative, or are you simply
making refinements to the same business
model and product lines? Then ask how
you can be genuinely disruptive.”
Jerry Macey
National Manager, Retail Industry, Business and Private Banking,
Commonwealth Bank of Australia

Innovation performance

49%

Retail

44%

All industries

Innovating

30%

38%

79%

82%

Making improvements

Innovation performance by turnover

Large
$20M+

44%

Medium
$1M to less than $20M

43%

Small
$500,000 to less than $1M

44%

52%
Innovating

96%

51%

21%

87%

73%

Making improvements
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Moving up the
innovation curve
Unleashing your innovation potential
The retail sector has unrealised potential to move further
up the innovation curve and achieve significantly higher
returns on investment.
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Kickstarting innovation
Comparing Innovation Active retailers to those simply making improvements,
we found four critical factors that separated the two groups. This suggests that
retailers who want to kickstart innovation should focus on:

1
2
3
4

Looking for new ways to benefit from changes in the market and technology.

Breakthrough factors for kickstarting innovation in retail

Looking for new ways to
benefit from changes in the
market and technology

27%

19%

46%

Running experiments or piloting new ideas to test new ways of doing things.
Ensuring employees are not afraid to take risks and fail.
Adapting products and services to make the most of opportunities.

Encouragingly, retailers outperformed the all-industry average in three out of
four of these areas, especially in their ability to adapt products and services
(36% of retailers versus an average of 27%) and uncover ways to benefit from
a changing market (33% versus 27%).

Together, these results are a further indication of the sector’s as yet unrealised
potential to achieve greater returns from innovation in the future.

Running experiments
or piloting new ideas

Encouraging employees
to take risks and fail

Adapting products
and services

12%

11% 23%

15%

10% 25%

37%

10% 47%

Making improvements
Outperformance of those innovating

“Retailers are on the road to innovation,
with many focussed on proactively
adapting to the changing marketplace.”
Jerry Macey
National Manager, Retail Industry
Business and Private Banking
Commonwealth Bank of Australia
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Moving up the curve

Moving towards more holistic innovation:

Analysing the key characteristics of
innovative businesses in all industries,
we also found four additional factors played
a critical role in helping businesses move
up the innovation curve, from innovating
in one area to innovating in multiple areas.
Businesses who had successfully done
so reported significantly higher earnings
growth as a result.

1

 ngaging in brain-storming to
E
generate different ideas.

2

 ultivating new ideas by giving
C
employees opportunities to observe.

3

 ncouraging employees to ask
E
questions that challenge accepted
ways of doing things.

That suggests retailers seeking to gain
additional benefits from their investment
in innovation should focus on:

4

 arefully limiting their innovation focus
C
to a small number of opportunities.

Clearly, retailers could benefit from tapping
into the creative potential of their staff by
brainstorming and harvesting new ideas.
Yet our findings also show it’s important
to turn innovation into a repeatable and
disciplined process, trialling new ideas
systematically across the business.

Only by making continuous
experimentation part of the normal
business operations can retailers
achieve true innovation potential —
and create a sustainable competitive
advantage for the next 10 years.

Engaged in brain-storming
to generate different ideas

15%

Cultivated new ideas
by giving employees
opportunities to observe

13%

Encourage employees
to ask questions

Careful in limiting focus
to a small number
of opportunities

27%

24%

32%

13%

28%

42%

37%

34%

66%

41%

Innovation in 1 area

“Our research shows that businesses who have moved
higher up the innovation curve have achieved tangible
returns through cost savings and higher sales.”

Outperformance of those innovating in 3-4 areas

Jerry Macey
National Manager, Retail Industry
Business and Private Banking
Commonwealth Bank of Australia

12

CommBank Retail Insights

Innovation in Retail

Talk to us
Visit commbank.com.au/retailinsights
Call 13 19 98 or email insights@cba.com.au to access Australian based Business Banking Specialists around the clock.

Things you should know: This report is published solely for information purposes. As this report has been prepared without considering your objectives, financial situation or
needs, you should before acting on the information in this report, consider its appropriateness to your circumstances and if necessary seek the appropriate professional advice.
The information in this report is based on a survey of 2,195 business owners, decision makers and managers conducted on behalf of the Commonwealth Bank by DBM Consultants
between August and September 2016; and an online survey of Australian retailers carried out by ACA Research on behalf of the Commonwealth Bank in January and February
2017. All analysis and views of future market conditions are solely those of the Commonwealth Bank. Any opinions, views of contributors, conclusions or recommendations are
reasonably held or made, based on the information available at the time of this report’s compilation, but no representation or warranty, either expressed or implied, is made or
provided as to the accuracy, reliability or completeness of any statement made in this report. Commonwealth Bank of Australia ABN 48 123 123 124.

