&% MIJSC

wfermdmr | Mizuho India Japan Study Centre

TATSUJIN-SPEAK 9.0
WEBINAR TRANSCRIPT

Webinar Title:

“INNOVATION AND ENTREPRENEURSHIP: CHALLENGES AND LESSONS FOR INDIA
AND JAPAN”

Date: September 24th 2021
Speaker: Prof. Michael Cusumano

Moderator: Prof. Ramesh Venkateswaran

In the 9t webinar of the series, the speaker is Prof. Michael A. Cusumano, distinguished
Professor Sloan Management Review and Deputy Dean, MIT Sloan School of Management
and special Vice President and Dean of entrepreneurship and innovation at the Tokyo
University of Science.

Over 30 years, he has been engaged in research, software, company strategy, product
development, manufacturing in the automobile and consumer electronics industry, and
entrepreneurship. He is the recipient of several awards, the most recent being the Abbie
Giffin High Impact Award in 2019 for his work on Industry Platform and Ecosystem
Innovation along with Anabelle Gawer. He also fosters close ties with the industry in India
and Japan, from business strategy to software development.

The Moderator is Prof. Ramesh Venkateswaran, Chairman, board of Governors at IIT
Palghat, Adjunct Faculty of Marketing at [IM Bangalore and I[IM Udaipur, the recipient of
the distinguished alumni award, IIM Bangalore in 2009. He has a wide range of experience
in areas of Management Consulting and Customer Services Excellence among others.

Together, the bring with them a deep knowledge of Japan, the US, old school industries such
as Toyota, and conventional academic wisdom, the full spectrum.

About the Moderator:

Saideep Rathnam is the Chief Operating Officer of Mizuho India Japan Study Centre,
bringing a wealth of 47 years of industry and academic experience to the Centre. An alum
of IIM Bangalore, from Hindustan Aeronautics Ltd. to British Aerospace, UK he has spent
over 2 decades in the aeronautics industry and over 18 years in the automotive sector in
various capacities including president of manufacturing excellence at Anand Automotive
Ltd. He is also a Certified Chartered Management Accountant [CMA], UK. He wears many
hats, and has chaired Anand University, helping companies in the fields of management of
change and innovation. Recently, he drives the Visionary Leaders for Manufacturing (VLFM)
program as a Senior Advisory Committee Member of CII.
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INTRODUCTION

Prof. Cusumano introduces the audience to his work at MIT Sloan School’s Regional
Entrepreneurship Acceleration Program (REAP) and the Tokyo University of Science. He
highlights the aspects of research that aimed at creating ecosystems that encourage
regional and corporate entrepreneurship, and proposes to talk about how that
knowledge can be gleaned to create entrepreneurs both in India and Japan, and the
challenges we are likely to encounter.

He studies India and Japan through the lens of the REAP “entrepreneurial capacity”
framework and deals at the length with the economic, technological, structural, and
cultural environment, with the objective of answering the question: What can be done to
create an entrepreneurial mindset in students, corporates, and employees, leading to
growth-oriented companies that drive economic growth?

CAPACITIES

Prof. Cusumano talks about the two key capabilities, the capacity to innovate, and
entrepreneurial capacity, differentiating between them.

The capacity to innovate is the ability to develop something that is new to the world, new
to the markets, from inception to commercialization. To create innovation, the process
needs a support framework of universities to educate engineers, scientists, managers,
and marketing labs for research and development, product development bodies,
government labs, researcher’s networks and so on. These resources help countries and
regions develop innovative capacity.

On the other hand, entrepreneurial capacity is the ability to start and build new
businesses, new companies from scratch. We need people who want to become
entrepreneurs in the first place, and people who can mentor them, universities to educate
them, advisors who want to invest time in them, investors who want to invest money in
them, and people who want to work for them.

Further discussing the stakeholders who build entrepreneurial capacity, he introduces
the audiences to the 5 stakeholders’ framework:

e The entrepreneur
e Risk Capital

e Corporates

e (Government

e Universities

Applying this framework and using data from sources such as the REAP program’s
research and the Organization for Economic Cooperation and Development (OECD), he
explains how one can get a measure of innovation and entrepreneurship capabilities.
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The first chart he uses is data of the number of patents Vs. the number of new companies
registered in different countries, (also normalized by population).

He points out that Japan ranks high in innovation capacity, as it registers the second
highest number of patents in the world, also beating Korea until recent years. However,
it ranks low in creating companies, compared to its population, along with India, which is
low on registering patents and creating companies.

He explained that the sweet spot for building capacities is somewhere in the middle of
the chart, where patents and company registrations are nearly equal, and from the
sample, countries like Israel, the US, and Australia fell into that bracket. On another note,
he explains that high company registrations in countries such as Australia did not
necessarily indicate growth, as there were many small companies low on innovative
capacity, and more geared towards becoming servicing companies that may not
contribute to economic growth. He concluded that the ideal situation would be

countries merging their capabilities of creating innovation and starting companies, for a
stronger economy.

ENTREPRENEURIAL HISTORY IN JAPAN

Prof. Cusumano contends that through the years, Japan boasted an incredible list of
entrepreneurs, who built companies with the help of or in spite of government policies.
He refers to the Zaibatsus (Conglomerates Mitsui, Mitsubishi, and Sumitomo) of the
1890’s in the banking, trading and mining industries. This was followed by companies
such as Toshiba and Panasonic, then basic and heavy industries, fuelled by the demand
during the world wars. Innovation in the 1930’s gave way to industry leaders and
pioneers in the automobile industry such as Toyota, and great strides were taken in semi-
conductors and consumer electronics through the post-world war period to the 60’s.
However, entrepreneurship has taken a nose-dive since then. At present, Japan is
dominated by large companies that have no dynamism and change at a glacial pace.

Another set of data also points out that there was a boom of innovation in the 1920s, that
accelerated during and after wars, but the current Japan is at the bottom of start-up
growth. It also shows that that mid-sized Japanese companies have the oldest average age,
and persist to often become suppliers to big companies. He sums it up by saying that
prosperity can lead to a conservative mindset.

GOVERNMENT

[tis clear that ecosystems are not created with only one stakeholder. For instance, patents
alone do not encourage entrepreneurship. In Japan, patents may die in universities and
corporate labs, they do not become the basis for the start of a company, and government
policies play a huge role in promoting ecosystems.

Until recently however, it took nearly hundreds of dollars to register a company in Japan,
and the legal framework made founders personally liable for debts incurred by
companies. These frameworks mobilized against start-ups, there are attempts to bring in
positive changes, and registrations do not cost as much now.
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UNIVERSITIES

Prof. Cusumano comments on the university mentoring, which still operates under rules
that do not enable students from an engineering background to take business classes or
vice-versa. He states the need for collaboration, and exposure to Business plan
competitions, that will help graduates to see themselves as entrepreneurs and capable of
creating opportunities. He also sees a lack of courses on entrepreneurship. He believes
that we need multiple players working together in an effective way for an ecosystem, like
in Boston, or Silicon Valley.

CULTURE AND COPRPORATE CULTURE

Another challenge to entrepreneurship is the cultural acceptance. Global entrepreneurial
monitor data reveal that only roughly 30% of Japanese people of working age thought
creating their own company was a good idea, in contrast to the 65% of youngsters in the
US, and 60% in China, UK and Germany.

Similarly, very few Japanese people believed themselves to have entrepreneurial capacity,
and there is a high percentage of fear of failure. In fact, such a fear is dubbed the Mother-
in-law concept, as in the Japanese society an entrepreneur might be seen as unemployed,
and unable to marry their girlfriends. Prof. Cusumano comments that such cultural and
systematic problems may persist in India as well. Another unhelpful aspect is the
recruiting process in Japan, where there is a high demand for graduates from reputed
universities, however, there are no second chances. Recruitment happens early in
graduation, and if one fails in their start-up their chances of joining a big company like
Toyota is probably over, their only remaining options are to work for foreign, or small
companies.

RISK CAPITAL

Structurally, university ties with corporations in Japan are weak, with the exception of a
few science and technology domains. However, the dynamics are changing now, with
corporate venture capital firms taking an interest in universities. Although the present
firms do not focus on mid-career talent with start-ups, and prefer equity in established
companies in their later stage. Obtaining seed capital from the present culture may be
difficult.

ENTREPRENEURS THEMSELVES

The working age Japanese people face challenges due to the lack of mentoring and
exposure in universities to combine their capacities, and develop an entrepreneurial
mindset. They also prefer a risk-free alternative, in comparision to students around the
world.

HOW DOES INDIA MEASURE ON THE STAKEHOLDER’S FRAMEWORK

Prof. Cusumano talks about how the framework applies in India. He is of the opinion that
although India is low on patent registrations, there is a high entrepreneurial energy. He
believes that India also has an advantage of having premium educational institutes such
as the IIMs or IITs to absorb foreign research and pursue R&D. Culturally as well, there
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may be openness to failure. Challenges lie in harnessing capabilities into viable
opportunities.

Addressing questions from the audience about whether a single person needs to posses
both innovative and entrepreneurial capacities, he responds that the single most
successful factor about a team is its diversity, with people adept at technology, and sales
and marketing. Referring to the Intel founders’ example, he says that building great teams
need a risk appetite, and an ability to combine capabilities.

Concluding with a question regarding developing a growth mindset, he opines that
education is not meant to turn a scientist or engineer into an innovator/entrepreneur,
but to develop entrepreneurial thinking capacities in employees, students, corporates,
and people playing various roles in an organization, to help create and sustain growth.
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