DEVELOPING AN INNOVATION STRATEGY
SCORECARD

ITUMELENG MPHAHLELE

A research project submitted to the Gordon Institute of Business Science,
University of Pretoria, in partial fulfilment of the requirements for the degree of

Master of Business Administration.

November 2006

© University of Pretoria



ABSTRACT

Innovation as a subject is very broad and has received attention from a large
number of researchers. Senior managers that see the value in formally
managing innovation are not only faced with making decisions about where to
start and what to focus on, but also with specific challenges that make
innovation difficult to manage. These challenges include definitions of
innovation that differ widely within organizations, ownership of different stages
of the innovation process, cultural issues as well as lack of innovation
performance measures. To assist executives under such circumstances, the
aim of the research was to identify key elements of an innovation strategy as
well as the appropriate performance measures that will determine the extent to

which the innovation strategy is bearing fruit.

This research was carried out in two stages. The first stage consisted of
documentary (secondary) research, the purpose of which was to develop an
innovation strategy scorecard. The scorecard was developed by firstly
identifying the key components of an innovation strategy, arranging them into
perspectives and thereafter developing performance measurements for each
perspective. The purpose of the second stage was to validate the results
obtained in stage one using feedback from a panel of experts in innovation

management.

At the end of the research, the key components of the innovation strategy were
represented as perspectives similar to those in the Balanced Scorecard
methodology. The perspectives consisted of innovation vision, innovation goals
and objectives, innovation sources and resourcing, innovation metrics as well
as innovation deployment. Performance measures were identified for each of

these perspectives to develop the innovation strategy scorecard.
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1.1

INTRODUCTION TO THE RESEARCH PROBLEM

INTRODUCTION

It is an imperative for businesses to continuously innovate, not only to sustain
their competitive advantage, but in some cases just to survive. Innovation is
not the only route to growth, but it is key in creating growth that is sustainable
over a period of time. In other words, growth achieved through acquisitions
can easily become stagnant if the enterprise still cannot innovate. Damanpour
and Gopalakrishnan (2001) view innovation as an organization’s means of
adapting to the environment, or pre-empting a change in the environment, in

order to increase or sustain its effectiveness and competitiveness.

The importance of innovation in business is usually well-understood by
business executives, yet formal programmes are not always put in place to
manage it. De Villiers (2003), in supporting the need for innovation to be
subject to the same controls as other business processes, has observed that a
lot of companies have not put innovation strategies in place. Managers have
come to accept the fact that they only have a vague understanding of how
their companies are doing as far as innovation is concerned (Muller et al.,
2005). Unfortunately, executives cannot put plans in place to improve the level
of innovation in their companies when they have no way of determining

whether their interventions will bear fruit or not.
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Drawing up an innovation strategy is the first step towards managing
innovation in businesses. As Amidon (2003) suggests, an innovation strategy
is similar to a road map that assists an enterprise to communicate where it is

going and what resources it will require to get there.

WHY INNOVATION STRATEGY

Innovation is of such importance to organization that it simply should not be
left to chance. The majority of organizations innovate to some extent, but
because they do not always have innovation strategies in place, they basically
accept that the outcome of innovation can take any form, shape or structure,
or worst still, that it can take no form, shape or structure. Eventually, the
purpose of an innovation strategy is to increase the chances of success as far

as innovation in the organization is concerned.

Generating and implementing ideas for the sake of innovation can be very
expensive. Through an innovation strategy, enterprises can ensure that their
processes, products, suppliers and corporate strategies are aligned so that
their efforts are likely to bear fruit. Employees who know and understand
where the company wants to go as far as innovation is concerned are most
likely to suggest ideas that can be implemented. Without an innovation
strategy, employees will put forward new ideas, get frustrated when they are
constantly turned down and eventually lose interest in innovation altogether.
An innovation strategy reduces the organizational uncertainty that employees
might face when they try to innovate, and it thus frees them to focus more on

innovation itself (Kamm, 1996).



Innovation is found in different functional areas of the enterprise, but in a lot of
organizations, innovation is perceived to be a marketing or an IT function. The
innovation strategy should not only remove the ambiguity by defining the

responsibilities, but should also facilitate cross-functional collaboration.

In order for companies to grow, they occasionally form alliances, joint ventures,
co-operations and licensing agreements. An innovation strategy should ensure
that these external collaborations are well thought-over and are in line with the

overall corporate strategy to minimise the risk of failure.

Innovation comes with a number of trade-offs that senior managers need to
consider very carefully. Rothwell (1994) has identified a number of these,

including first-to-market versus penalties of lateness. Other examples of trade-

offs include:

o Operational excellence versus innovation leadership.

o Buy innovation versus co-innovate versus develop in-house

o Flexibility versus commitment; Exploitation versus exploration;

Divergent versus convergent behaviour; Path creation versus path

dependence (Van Looy et al, 2005).

Such decisions are complex and require major decisions in resource allocation.
As Kamm (1996) suggests, having an innovation strategy can provide criteria

for determining how the organization will allocation its resources for innovation.
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The common pitfall of innovation that corporations usually fall into is
introducing product and service features that clients do not value or are not
prepared to pay for. Potentially, too much innovation can cause even bigger
problems because it exposes the organization to bigger risk. The well-known
corporate governance scandal at Enron, a large, diversified (multinational)
American corporation is cited by Lord et al. (2005) as an example of
innovation gone out of hand. The corporate governance on the accounting and
finance side at Enron was merely used to cover up a series of failed
innovations that Enron had undertaken. An innovation strategy should
therefore also provide a guideline for organizations so that employees do not

end up innovating for the sake of innovation.

CHALLENGES IN INNOVATION MANAGEMENT

Innovation is a very broad subject and senior managers that see the value in

formally managing innovation need to understand where they need to focus on.

To begin with, there is no universal definition of innovation. The line between
organization learning and innovation is sometimes very difficult to draw. This is
particularly challenging when the definition of innovation differs between
employees of the same organization. This results in total neglect of certain

innovation processes because there is no one to take ownership of them.

The most acknowledged challenge in literature as far as innovation is
concerned is the difficulty in measuring the level of innovation in organizations.

Having no reliable way of measuring performance means there is little chance

4



of taking corrective action. Service innovation is even more difficult to define,

measure and prototype even though it is relatively easier to copy.

In some cases taking charge of innovation can mean a major change
management exercise. For example at USA Today, an American national
newspaper, the decision to implement an ambidextrous organization (having
the ability to sustain traditional operations while pursuing new innovations at
the same time) meant that the president had to lay off 40% of his executive

team (O'Riley and Tushman, 2004).

Innovation is driven a lot by cross-functional teams (Hitt et al., 1999) and
depending on the culture of the organization, managing innovation might
mean having to deal with sensitive issues such as power and turfism
(employees over-protecting business areas or processes that they feel they

own so that others have limited access to them).

The other challenge that faces innovation management is the inability to
recognise upfront the innovations that have potential to do well. A lot of
research has gone into processes that evaluate ideas against one another, but
these processes are designed to use existing information from within the
company and outside. Disruptive ideas are usually not given reasonable
chance to develop because they cannot be supported by current knowledge or

structures.
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CONCLUSION

Developing an innovation strategy makes sense for organizations that need to
manage innovation effectively and systematically. Approaching innovation this
way ensures that organizations have thought carefully about what innovation
they want to do, why they want to innovate, when they want to start or how
they will measure results. With an innovation strategy implemented, the next
step should then be to determine whether the strategy is delivering results that

the company was hoping for.

The many challenges that exist in innovation management can easily deter
managers from approaching innovation systematically. For a lot of
organizations, these challenges have not deterred innovation completely
because some innovation does take place nonetheless. But pockets of
innovation might simply not be good enough for organizations in highly
competitive sectors or in industries that are hugely affected by globalization,
skills shortages, etc. For such organizations, increasing the chances of
innovation success and ensuring that innovation becomes sustainable is not

an option.
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2.2

LITERATURE REVIEW

INTRODUCTION

A lot of articles and books have been written about innovation, but relatively
few are dedicated to innovation strategies at corporate or business level. This
literature review covers the major areas of innovation management that are
currently found in the literature. The review will include defining innovation and
corporate entrepreneurship, discussing innovation concepts as well as

innovation performance management or metrics.

INNOVATION

Organizational innovation is defined as the generation, development, and
implementation of a device, system, policy, programme, product, or service

that is new to the organization (Kessler, 2004).

The word “new” needs to be qualified. Innovation is about combining what
exists or what is known from the past in order to produce novel or unique
ideas. Disruptive innovations also use what is know from the past, but usually
introduce concepts that have been applied in totally different industries and
result in a change in the way the company or the market functions. Inventions,
on the other hand, are breakthrough developments, strictly original and have

never been done anywhere else before. Inventions are usually not covered in



innovation management because they need not even be implemented as

products or service.

When describing innovation, Bean and Radford (2002) introduce the concept
of commercial relevance. While inventions do not necessarily have
commercial value, innovation in the business sense, needs to have
commercial relevance. In other words, innovation is not limited to producing
good ideas, but must include turning those ideas into viable products, services

or businesses.

Amidon (2002) believes that an organization has not fully innovated until
customers demand more of the product or service. Bean and Radford,
however, also view relevant innovation as one that is guided by a strategy that
specifies what is appropriate. For example, ideas that are beyond the
implementation capability of an organization are not (commercially) relevant
and therefore cannot count as innovation. Relevant innovation differs from
company to company, hence the need for an innovation strategy. A company
might be able to exploit a specific idea that another company cannot even

consider.

Therefore, for the purposes of this research, innovation will be defined as the
generation, development, and implementation of a device, system, policy,
programme, product, or service that is new to the organization (Kessler, 2004)

and that is commercially relevant.
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CORPORATE ENTREPRENEURSHIP

Organizational Innovation and corporate entrepreneurship (CE) are very
closely related. There exist so many definitions and classifications of CE that
Sharma and Chrisman (1999) found it necessary to devote time to attempt to

put forward universally accepted definitions of CE.

Sharma and Chrisman (1999) define CE as the activity comprising corporate
venturing (CV), strategic renewal (SR) and innovation. They further define CV
as the corporate entrepreneurial activities that lead to creation of new
businesses and SR as efforts that lead to significant changes to the
organization’s business or corporate level strategy or structure. Sharma and
Chrisman therefore imply that CE requires some level of innovation, but not
the other way round. In other words, innovation (as defined in section 2.1)
need not lead to a major change in the organizational structure or strategy but

it is a key component of corporate entrepreneurship.

The subject of corporate entrepreneurship is important in this research
because any factor that affects CE should, to a large extent, also affect
innovation. This is because by definition, innovation is a component of
corporate entrepreneurship and that without innovation, there is no CE. For

this reason, some papers written on CE were used in this research.



2.4

INNOVATION STRATEGY

There is not a lot of literature dedicated completely to innovation strategies.
The majority of research is related to organizational factors that promote (or
inhibit) innovation, new product development or research and development.
Examples are articles by Martins and Terblanche (2003), Vlok (2005) and
Dewar and Dutton (1986). For those that discuss innovation strategies, very

few have attempted to define the term.

Definition

Grant and King (1984) as referenced by Ramanujam and Mensch (1985)
define a strategy as a timed sequence of internally consistent and conditional
resource allocation decisions that are designed to fulfil an organization’s

objectives.

Ramanujam and Mensch (1985) use this definition to describe an innovation
strategy in terms of innovation goals, innovation resource allocation,
innovation risk (overall philosophy), timing (first to market or happy to wait)
and a long term perspective. Formulating an innovation strategy therefore is a
matter of policy for those organizations that would like to pursue a sustainable

competitive advantage through innovation.
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Key considerations

One of the article that look directly at innovation strategy formulation is by
Kuratko, Ireland and Hornsby (2001) where the authors describe in detail a
company’s financial success that was attributed directly to the innovation
strategy that was put in place. Kuratko et al (2001) found that for an innovation
strategy to serve its purpose of improving the level of innovation in an
organization, it should include a vision, organizational design (e.g. creating
venture teams), management systems (authority, control) as well as a

compensation system.

Ireland, Kuratko and Covin (2003) went on to refine the finding into three key
elements of an innovation strategy: entrepreneurial strategic vision, pro-
entrepreneurship organizational architecture and entrepreneurial behaviour
and processes. Ireland et al (2003) suggest that the entrepreneurial strategic
vision is necessary to create an awareness of the general direction that the

entrepreneurial activities should take.

The importance of innovation goals as a component of an innovation strategy
is echoed by a few more authors - Deschamp (2005), Foster and Pryor (1986)
and Anthony et al (2006) amongst others. Without clear goals, it will be difficult

for any organization to give meaningful direction to its employees.

Developing the overall vision could logical come before identification of goals

and objectives because the vision tends to be more long term and more

11



compelling. Adams, Besant and Phelps (2006) support the development of the
innovation vision but they also stress that this vision must be in line with the
overall vision of the organization. They see the link between the innovation
strategy and the overall business goals (strategic orientation) as a key

component of an innovation strategy.

Martensen and Dahlgaard (1999) go a level lower by introducing the link
between a new product blueprint and the innovation strategy. They define a
new product blueprint as the new product performance gap together with its
financial objectives, strategic roles, product types and screening criteria. In
other words, strategies for new products must be linked to the new product
blueprint, that is in turn, linked to the innovation strategy. Because in large
corporations groups of products are usually offered through business units or
divisions, the link between innovation strategy and product blue prints is not
always direct. Alternatively, the product blueprint could link to the innovation

strategy at business unit or divisional level.

Quoting the words that Anthony, Eyring and Gibson (2006) used in their article,
an innovation strategy is about “picking your playing field” and “approaching
with a game plan” to ensure that middle managers are not wasting time on
ideas that senior managers will eventually kill. Adner (2006) agrees fully by
emphasising “where to compete, when to compete and how to compete” but
goes further by introducing the concept of matching an innovation strategy to
an innovation ecosystem, thereby setting realistic goals for the innovation

strategy. According to Adner, the innovation strategy should be put into

12



perspective by considering a few factors in the innovation ecosystem, for
example, dependencies on intermediaries, complements that need to adopt
the innovation at the same time and the adoption processes that need to be

followed.

There are two broad categories on innovation strategies that can be adopted:
proactive innovation strategies and reactive innovation strategies (Gilbert,
1994). Firms that follow the proactive innovations strategies tend to produce
disruptive innovations created by few entrepreneurial individuals. Reactive
innovation strategies on the other hand, do not emphasize cutting edge
developments and are therefore easier to achieve. Each of these two
innovation strategy categories has its own merits and disadvantages, for
example a proactive innovation strategy can be very risky but the rewards
tend to be high. Imitating other companies through a reactive strategy is safer

but can easily be underestimated if the context is not well understood.

A number of researchers have used Miles and Snow’s (1978) typology in
describing the innovation strategies that firms can adopt. The typology
describes three high level strategic choices that organizations can adopt:
prospectors, defenders and analyzers (Blumentritt and Danis, 2006). The
innovations strategies adopted by firms implementing each of the three
strategic choices will differ because their focus is different. For example:

e Defenders tend to focus their attention on improving their efficiency

e Prospectors like the challenge of finding new market opportunities, are

more flexible and are creators of change

13



2.5

251

e Analyzers behave like defenders in stable markets and like prospectors in

newer markets.

The remainder of this chapter will highlight important innovation concepts that

need to be considered when drawing up innovation strategies.

INNOVATION CONCEPTS

Types of innovation

A good understanding of the different approaches to innovation is necessary
when drawing up an innovation strategy. This is because different types of
innovation have different implications on the organizational resources. For
example, a company that would like to focus on only breakthrough innovations
will require substantial investment in financial or human resources. Other

implications include risk (reputational, financial, etc) and cannibalism.

Different researchers use different classification to describe innovation. The
most common dimensions used in classifying innovation are: Focus and
orientation (Zahra, 1989), degree of innovation (Gilbert, 1994), extent and

timing (Kamm, 1996) and mode of occurrence (Deschamps, 2005).

14



Focus and Orientation

The focus dimension of innovation is made up of product, administrative and
technological innovations. While product innovations aim at introducing new
products or services, administrative and technological innovations focus more

on improving the efficiency of the organization.

The orientation dimension is made up of incubative, imitative and acquisitive
innovations (Zahra, 1989), and refers to how innovation is achieved in an
organization. Acquisitive innovations are “bought” through mergers or licences,
imitative simply copy what other organizations have innovated and incubative

innovation efforts create an internal climate conducive for innovation. .

A similar classification is used by Gilbert (1994), but he uses the words

“imitative” and “inventive” in terms of the degree of originality.

Degree/extent of innovation

Some innovations are radical in nature and can result in total mindset change
for the consumers or the organization while some innovations produce
changes that are not fundamentally different from the original. Gilbert (1994)
uses the terms “radical” and “incremental” while Kamm (1996) uses

“evolutionary” and “revolutionary” for the same types of innovation.

15



Timin

Another method of classifying innovation is in terms of the timing of the
implementation of the innovation relative to the competitors. For example, first-
to-market, first-to-adopt, quick-second or late follower. The financial rewards
associated with first-to-market innovation types should, however, be weighed

against the associated risk.

This classification is related to imitative/acquisitive types discussed above

because late followers are likely to be imitative and evolutionary innovations

are likely to be first-to-market.

Mode of occurrence

Deschamp (2005) characterize innovation according to how it occurs in the
organization. He divides the mode of occurrence into “bottom-up” and

“top-down”.

The bottom-up innovation is entrepreneur-driven, staff- initiated and staff-
fuelled while the top-down innovation is management-initiated and vision-
fuelled. Deschamp (2005) believes that an organization requires both these
types of innovation and needs to find a balance so that innovation can be

sustainable.

The innovation types are summarised in the Table 1 below.
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Table 1: Classification of innovation in organizations
Classification Type |Innovation Authors
Focus Product Zahra (1989),

Administrative

Technological

Damanpour (1996)

Evolutionary

Revolutionary

Orientation Imitative Zahra (1989)
Acquisitive
Incubative

Degree (Extent) Radical Gilbert (1984),
Incremental Trueman (1998),

Dewar and Dutton
(1986)

Timing

1st to Market

1st to Adopt

Early Second

Late follower

Kamm (1996)

Mode of occurrence

Top-down

Bottom-up

Deschamp (2005)

In conclusion, an innovation strategy should:

e Identify the type of innovation the organization is willing and able to
pursue

e Define fully the preferred types of innovation because a term like radical is
subjective

e Explain the reasons and the assumptions made in the choices made

The different innovation types discussed above are not mutually exclusive in
an organizational scenario. In other words, an organization can opt to have
both radical and incremental innovations in different products, markets or

divisions.
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2.5.2

Innovation in service industries

Most of the innovation research that was done more than thirty years back
was focused on product innovation. Due to the increase in the services sector
in the modern world, innovation in services is increasingly receiving more
attention. Although some knowledge from product innovation can be applied to
service innovation, there are specific characteristics of services that make this
difficult. Dolfsma (2004) cites specific characteristics of services that present
added challenges, for example, intangibility of services, heterogeneity
(variability), co-production between the organization and the customer and

perishability (it cannot be stored for later use).

The majority of what customers buy is the combination of products and
services. In other words, tangible products are usually sold with a service
component and vice versa and this means that organizations that offer
tangible products will be need to get involved at some point with service

innovation.

A number of researchers have made observations that innovation activities in
services tend to be unsystematic and largely incremental (Dolfsma 2004,
Sunbo 1997 and Berry et al 2006). This could be true, but there is evidence
that shows that innovation in services is at least taking place, considering the
increase in the use of online/direct telecommunication channels in service

offerings.
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Oke (2004) conducted a study in the United Kingdom with the aim of

identifying the barriers to innovation management in service companies. The

barriers that he found include:

e The inability to protect service innovation with patents.

e Lack of development processes for service innovations. Tangible
products usually follow a proven research and development methodology.

e Lack of service innovation legacy — in other words, the territory is largely
un-chartered and there is little for companies to base decisions on.

e Lack of good performance measures given the fact that, as mentioned

earlier, service innovation is particularly difficult to define

A number of recent developments in the banking industry in the United States
are already dispelling some of the concerns identified above. For example,
Bank of America has established a service innovation and development (I&D)
area that carries out service experiments. The Innovation and Development
team follows a rigorous 5-step process for service innovations and uses a set
of fully-fledged branches as their Innovation market (Thomke, 2003). Up to 15
experiments per branch are carried out and the result is, among others, the

reduction of time-to-market and increased quality of services.

Another example is Washington Mutual Bank that made news when it was
awarded the first ever patent in the history of the United States that describes
an entirely new full-service branch design (Washington Mutual News release,

2004). Even thought the validity of such a patent can be questioned, the
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2.5.3

bottom line is that this development almost turns the un-patentability of

services into a myth.

The majority of what organization call products are actually a combination of
products and services. The implication of this is that service innovation should

feature in the innovation strategies of a lot of companies.

Organizational factors that affect innovation

A lot of research has gone into identifying factors that affect organizational
innovation and these are well-documented. In most organizations there is a
gap between where they are in terms of supporting innovation and where they
want to be. Some planning is required to close this gap, and the innovation

can partly provide that mechanism.

Damanpour (1991) suggests three broad categories of factors that affect

organizational innovation: Individual, organizational and environmental factors.

Organizational factors

Damanpour (1991) have found that of the three categories described above,
organizational factors affect innovation to the greatest extent. Amongst the
many organizational variables that he used in his research are degree of
specialization, functional differentiation, centralization, managerial tenure and

communication.

20



The organizational factors that other authors such as McGinnis and
Ackelsberg (1983) have used the same broad categories of individual,
organizational and environmental, but differed slightly on the components
within each of the categories. For example Hornsby et al. (2002)’s
organizational factors include management support, work discretion,
rewards/re-enforcement, time availability, tolerance for failure and a supportive

organizational structure.

A good number of authors have also emphasised organizational culture as
one of the key factors that affect innovation (Ireland et al. 2006, Foster and
Pryor 1986, Quinn 1985, Shelton and Davila 2005). It can be argued that
factors such as management support or reward/recognition collectively form
the culture of the organization. But culture is more complex and it includes
other aspects such as basic assumptions, values, philosophies, norms and

routine behaviour (Martins and Terblanche, 2003).

Other organizational factors have been identified by various authors and

include:

e recruitment/selection approaches, communication and effective cross-
functional teams (Martins and Terblache 2003)

e Innovation time and training, corporate identity and unity (Ahmed,1998)

e Valuing diversity and the existence of the innovation process (Malaviya

and Wadhwa, 2005)
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Organizational factors such as organizational structure, leadership and

technology will be discussed separately in the sections that follow.

Individual Factors

Employees’ ability to innovate is not a guarantee that innovation will take place
at the organization level, but it is a good starting point because a lot of ideas

come from employees.

Amabile (1983)'s componential theory of individual creativity is one of the most
cited work as far as individual factors of innovation are concerned. He
suggests that individual creativity is made up of three components — expertise,
creative thinking skill as well as task motivation. The majority of factors
identified by other researchers are aligned to a large extent with these

components.

Ahmed (1998) divided his individual factors into personality, cognitive and

motivational factors and cited, amongst others, examples such as self-

confidence, curiosity, persistence, originality and flexibility.

Environmental factors

Compared to organizational factors, not a lot of work has been done on the
environmental factors of innovation. The few that McGinnis and Ackelsberg

(1983) have identified from his literature review include market uncertainty,
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supply uncertainty, cause and effect uncertainty, existence of adaptable

innovations, social attitudes that favour innovations and natural periodicities.

It is not practical for all the factors identified above to feature or influence the
organizational innovation strategy. The senior managers need to prioritize
those that affect their company the most. Subramanian and Nilakanta (1996)
have found that some organizational factors play a significant role in certain

types of innovation and not in others.

Table 2 is a summary of the factors that were discussed in this section.

Table 2:

Factors that affect innovation in organizations

Factor

Examples

Author

Organizational factor

Management support

Work discretion

Rewards/Re-enforcement

Time availability

Tolerance for failure

Supportive structures

Hornsby et al. (2002)

Oranizational culture

Ireland et al (2006), Foster &
Pryor (1986), Quinn (1985)

Recruitment/selection

Communication

Effective cross-functional teams

Martins and Terblanche (2003)

Innovation time

Training

Corporate identity and unity

Ahmed (1998)

Valuing diversity

Existence of innovation process

Malaviya and Wadhwa (2005)

Individual factors

Expertise

Amabile (1993)

Creative thinking skills/ Cognitive skills

Amabile (1993), Ahmed (1998)

Task motivation/motivational factors

Amabile (1993), Ahmed (1998)

Personality

Ahmed (1998)

Effective communication

Learning

Team work

Skills Flexibility

Adaptiveness

Manangement

Soosay (2005)

Environmental factors

Market uncertainty

Supply uncertainty

Cause and effect uncertainty

Existence of adaptable innovations

Social attitudes

Natural Periodicities

McGinnis and Ackelberg (1983)
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2.5.4 Barriers to innovation

The factors discussed in section 2.5.3 above affect the level of innovation in
organizations but their absence do not necessarily mean the absence of
innovation. The items discussed in this section have the effect of stifling

innovation efforts, hence their special discussion in this section on their own.

Ahmed (1998) and (Kuratko and Montagno, 1989) have identified fairly
straight-forward conditions that hinder innovation. These include *“turfism”,
sticking to old thinking patterns, punishment for failure, rigid (and many) rules,
lack of funds for innovation, lack of knowledge about innovation, lack of time

given to innovation, lack of support from top management, etc.

In addition, Quinn (1985) has identified more conditions that hinder innovation

and these are discussed below.

e Top management isolation - Executives who take decisions about
innovation, especially if it they relate to technology, tend to take decisions
on a distorted perception of risk because they lack familiarity with what is
happening on the shop floor.

e Intolerance of fanaticism.

e Short-time horizon - Innovations usually do not follow a calendar year or a
budget cycle and because of pressure to show results soon, some good
ideas are not given an opportunity to develop.

e Accounting practices.
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e EXxcessive rationalism.

Other barriers to innovation identified by Assink (2006) are particularly

interesting because they are specifically directed at disruptive innovations.

e The adoption barrier - companies that are doing well in their market or
with their products tend to lose the will to innovate.

e Organizational dualism - It is difficult for disruptive innovations to be
introduced into the existing organizational structure designed to run
routine, efficient processes.

e Lack of distinctive competencies - The skills base for new markets or
products might not be available in the organization and executives are
most likely to kill a project under such conditions.

e The learning trap - Organizations tend to keep on doing the same things
that have worked in the past even when those processes are not required
any more.

e Lack of marketing sensing and foresight — Some decisions will not always
be based on market research and executives need to be comfortable with
this.

e Senior management turnover - Innovation project that span over a
number of years can easily lose momentum once the corporate sponsor

or champion leaves the organization.
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e Innovation process mismanagement - Individuals who are involved in the
upfront innovation process can easily use it to pursue their own personal
interest.

e Infrastructural barriers - It is not uncommon for disruptive innovations to
be introduced “ahead of their time”. The result is that the idea is ready for
implementation, but there is no infrastructure, standards or legal

framework to support it.

It not practical for an innovation strategy to address how each of these
barriers is going to be handled, but identifying the key ones that need focus is

the more realistic option.

2.5.5 Sources of innovation

In large organizations, there tends to be a perception that innovation is a
function that is performed by certain individuals or teams, usually in marketing
or IT. The reality is that different types of innovations happen in different areas
of the organization. For example when organizations are under pressure to

increase productivity, they tend to find new solutions in the processes.

Drucker (1985) has identified four broad areas of opportunity that are potential

sources of innovation from within the company: industry/market changes,

process needs, unexpected occurrences and incongruities.
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Changes in industry or market structures are very common and can create
tremendous sources of innovation. For example when home loan
intermediaries became a reality in South Africa, banks had to suddenly find

creative ways of dealing with the new members of the value chain.

Apart from new process needs and market changes, Drucker (1985) found
that opportunities for innovation can also present themselves where things
turn out differently to how they were expected. Drucker (1985) uses IBM as a
good example where the company had to sell machines to libraries because it

turned out that at that period of time, banks could not afford them.

Another source of innovation that Drucker (1985) suggests is incongruity - or
when products, processes, markets etc. struggle to fit together. Under such

circumstances, people find new ways of resolving the incongruities.

The other three sources of innovation that Drucker (1985) has identified are

external to the company and include demographic changes, changes in

perception as well as introduction of new knowledge.

Strateqgic sources of innovation

At a more strategic level, the subject of innovation sources is about looking
outside the organization to find partners that can assist with innovation. This is
an area of strategic importance that should be addressed in the innovation

strategy.
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Organizations that are more advanced in innovation typically use one or more

of the following innovation sources identified by Linder et al (2003):

Buying innovation in the market

e Investing in innovators

e Co-sourcing - sharing the innovation costs with other organizations in a
syndicated format so that all members benefit. For example innovation in
the motor vehicle industries sometimes takes this format.

e  Community sourcing — this is very common in the IT industry, for example
open-source software is basically developed by a community of people
with a common purpose.

e Resourcing — another strategic source of innovation is from a team or

group of people who can be contracted to develop specific

products/services. These teams are usually from highly skilled developing

countries such as India.

Another strategic consideration as far as resourcing is concerned is making
full use of internal resources as a source of innovation. Foster and Pryor
(1986) make reference to the innovation task force — a group of senior
managers representing some functional areas, brought together specifically to
drive innovation in the organization. This team is likely to start by
understanding fully the capabilities and challenges of the organization before
they proceed to find ways of driving innovation, given the time, capacity and

investment constraints. The existence of a task force sends a positive
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message to employees of the organization that innovation is taken very

seriously.

In their defence of developing an innovation sourcing strategy as part of the

innovation strategy, Linder et al (2003) raise the following points:

e An ad hoc approach to dealing with strategic innovation sourcing easily
leads to duplication of resources as individuals from different areas of the
organization engage with same service providers for similar or unrelated
requirements.

e The ad hoc approach also limits organizational learning in that not all
individuals in the organization have the skill to deal with intellectual
property issues that arise when sourcing innovation from outside. This
learning curve will need to be undertaken every single time an innovation
partner is sought if the approach to sourcing strategy is ad hoc.

e An ad hoc approach is focused on solving sourcing problems at a project
level and this does not give the organization the opportunity to achieve
broad organizational objectives. Such projects eventually get removed
from the priority list and innovation partners might feel they were treated
unfairly. The organization’s reputation from a series of these mishaps can
prevent it from ever finding suitable partners in the future.

e Innovation sourcing at project or program level makes measurement

difficult
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2.5.6

o Companies tend to use the same type of innovation sources they have
used before and miss out opportunities to use other types such as

community sources or universities.

The process of innovating with external parties is very complex. Linder et al
(2003) suggest that it usually requires a whole team of people to manage it.
They cite Nokia and Procter & Gamble as one of the many companies that

have found this approach of managing external parties centrally constructive.

Leadership

The role of leadership in enabling innovation in organizations is acknowledged
by a lot of researchers (Foster and Pryor, 1986; Rothwell, 1994; Kanter, 1985).
Generally, the consensus is that the most significant role that the leadership
should play is that of developing the culture that supports innovation. Some
researchers have suggested other roles that are not specifically related to

cultivating the right culture:

e Facilitate and champion innovation activity, provide the necessary
resources, expertise or protection (Hornsby et al, 2002)

e Developing and maintaining measurement systems, assessing strategic
performance and reviewing performance indicators (Soosay, 2005)

e Focusing on Networks for collaborating with internal and external partners,
balancing incremental and disruptive innovations, developing metrics for

feedback (Shelton and Davila, 2005)
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2.5.7

e Commitment, walking the talk, declaring the vision (Ahmed, 1998)

Leadership in innovation should, however, not be limited to the top but should
rather be present at all levels of the organization (Roach and Sager, 2000).
The role that innovation leadership at other levels plays include picking the
right teams for innovation activities, using the right facilitators and distributing

ideas throughout the organization for future use.

Deschamps (2005) makes reference to innovation leaders as executives who
create and lead the innovation process, develop and coach the innovators and
promote the innovation culture. Deschamps sees these kinds of leaders
falling under two categories- front-end innovation leaders who innovate from
the market side by sensing new market needs as well as back-end innovation
leaders who concentrate on launching or deploying the products, services or
processes fast. According to Deschamps, CEO’s must ensure that their
organization has both kinds in order to ensure that their innovation effort is

effective.

Structuring for innovation

The organizational structure represents the deployment of human resources in
different parts of the organization for doing specific work. Some organizational
structures are more advanced in supporting innovation than others. For
example, a steeply hierarchical organization that is overloaded with strict rules
tends to stifle innovation because decision making tends to be slow.
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Organizational structures are broadly divided into two categories: Organic and

Mechanistic (Russel 1999, Afuah 2003, Russel and Russel, 1992).

Organic structures are those that facilitate lateral communication across
functions and where the decision-making is given to individuals who have the
most technical knowledge. Companies that have organic structures are
characterised by a higher degree of decentralization, formalization and
complexity. This ensures that decisions are taken by managers with the best
knowledge of the business and that employees at all levels can generate and

champion new ideas.

From a strategic point of view, organizing for innovation is about the choice
between ambidextrous and focused organization. An ambidextrous
organization has the ability to sustain efficient operations on the one side,
while implementing disruptive innovations on the other side of the same
organization. In their study of organization structure types used in
implementing innovations, O'Rilley I[lI and Tushman (2004) found that
ambidextrous organizations were significantly more successful in launching
breakthrough products than focused ones. It is worth noting that ambidextrous
organization run the new innovations as structurally independent units with

their own culture and rules but integrated into the existing structure at the top.

Other alternatives to structuring researched by O’Rilley and Tushman (2004)

in their study are:
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2.5.8

¢ Functional designs — regular, hierarchal and functional structure

e Cross-functional teams — operating as a group from different functional
areas but outside of the existing management hierarchy

e Unsupported teams — operating completely outside the organization and

independent of the existing management hierarchy.

Van Looy et al. (2005) have found that ambidextrous organizations tend to be
inferior in terms of financial performance, at least in the short term. This is
because the tendency with ambidextrous organizations is to duplicate
resources, reduce synergies and introduce new risk. Van Looy et al (2005) set
out to find scenarios that would increase the sustainability of ambidextrous
organizations and they found that sustainability can be achieved when longer
time frames are adopted. They furthermore found that the sustainability can
be achieved through actively seeking synergies by adopting the flexibility of

moving resources around.

The decision to go ambidextrous or focused is strategic in nature and need to

feature in the innovation strategy.

Knowledge management

Knowledge Management (KM) as a discipline is growing and in the interest of
generating theory, a wide range of definitions of the term have been put forth.
The definition suggested by Beckham (1999) makes specific reference to
innovation: "KM concerns the formalisation of and access to experience,
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2.5.9

knowledge and expertise that create new capabilities, enable superior

performance, encourage innovation, and enhance customer value”.

The link between innovation and Knowledge Management is apparent in this
definition. Knowledge management is an important consideration for
management if they are interested in increasing their innovation capability, or
put differently in short, innovation is the application of knowledge. This makes
sense when an organization is involved in incremental innovations where the
innovation focus is on improving existing products and services. Totally
disruptive innovations sometimes do not depend on the current knowledge
inside the organization. Darroch (2005)'s study of KM in companies from
various industries revealed that companies that were good at incremental

innovations had well-developed KM practices.

Technology and tools

In the modern era, IT does not only play a key role in the innovation process,
but it a lot of cases, it is also the innovation in its own right. For example, IT
can facilitate the process of innovation by bringing together a number of
people located in different parts of the world to work on an innovative solution
to a problem. IT can also be a key innovation on its own in various industries
such as banking where new services are offered through channels such as the

cellular telephone.
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An MIT Sloan School of Management project started in 1984 called “The
Management in the 1990’s” has come up with a number of interesting findings
for a range of management topics. As far as IT is concerned, their findings

were as follows (Johannessen, 1994):

IT facilitates fundamental changes in the way things are done

e IT facilitated integration pertaining to the functions and activities at all
levels and in the organizational interaction

e IT precipitates change in the competitive climate in many industries

e IT produced new strategic opportunities

e  Successful application of IT will demand changes in management

philosophy and organizational structure

Khalil (1996) discusses specific roles that IT can play in the innovation
process and these are, amongst others, sharing of task relevant information
and applying creativity techniques (such as interrogatories, associations and

analogies).

Part of the aim of the innovation strategy is to put the IT strategy into proper

perspective, given some of the limitations discussed above.

2.5.10 Innovation process and experimentation

Formal innovation processes have been identified in the past with large

manufacturing companies such as pharmaceuticals, electronics, and
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petrochemicals. Companies in these industries have used research and

development methodologies that were not applied in service industries before.

Innovation process

There is a lot more to the innovation process than just phases or action steps.
According to Dolfsma (2003), the companies should rather try to make
decision-making and project selection more rational. He suggests Booz et
al.’s new product development process as a good starting point: New
product/service strategy, idea generation, screening and evaluation, business

analysis, development, testing and commercialization.

Experimentation — the Bank of America experience

The development of new services is particularly challenging and there is not
a lot of research done to base new service development decisions on. While
experimentation was previously preserved for pure product innovation, a
bank in the United States of America (Bank of America) is challenging this by

introducing service experiments in banking branches (Thomke, 2003).

Bank of America (BOA)'s service innovation process is made up of the

following steps: evaluate ideas, plan and design, implement, test and

recommend. The full process is represented in Table 3 below.
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Although experimentation in services has challenges, the possibility
discussed above is worth considering when developing an innovation

strategy.

2.5.11 Other

Change Management

Introducing new innovations into large organizations is usually also about
managing organizational change. The possibility of innovations failure due to
poor change management technique exists, especially when the change is
directly related to system or technology innovation. Dooley and O’Sullivan
(2001) quote Burnes (1996) who stated that about 40% of technology projects
are abandoned before completion and that 33% of those that remain
experience cost and budget overruns. Rothwell (1994) agrees and sees the
role of indirect activities such as project control and project administration as

important in innovation management as a whole.
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Table 3: The innovation process at Bank of America
Stage Processes Input Output Desired outcome Success Factors |Key measures
Generate innovative ideas |Awareness and Number of ideas logged, %
Conceive ideas Ideas & info Updated ideas queue from internal and external  |commitment by bank of approved ideas
1 resources personnel and

Evaluate ideas

Assess ldeas

Updated idea queue

Approved ideas

Prioritize ideas

Approved ideas

List of prioritised ideas

management

2

Plan and design

Assign and scope

Prioritised ideas

Design needs

Complete design

Design needs

Design plan

Build roll-out plan

Design plan

Rollout plan

Quickly plan the design,
build and rollout of idea

Minimal planning time.
Timing and quality of
design

Cycle time (by category);

Quality of the experiment's
design

Successfully implement
ideas

Successful integration of
ideas;

Cycle time;
Market readiness of the idea;

3 Develop test plan Indicidual rollout plan |Integrated rollout plan o :
Implement No ov_erload of On-time implementation
experiments at test
Implement idea Integrated rollout plan |Implemented ideas branches
Create a stable operating Fast feedback; Test cycle of no less that 90
Monitor performance Implemented ideas Data results environmentfor testing new days;
4 concepts and ideas Meeting test and market
Test Report results Date results Test-market report goals Operating results
Improve process Test-market reports Enhancements
Complete Evaluate ideas and roll them|Quality of measurement [Cycle time
recommendations Test results Recommendation out to test market result Clarity and completion of the
5 Review and approve nationwide recommendation
Recommend recommendation Recommendation Approval
Communicate
recommendation Approval Communication

Source: Thomke (2003)
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Portfolio approach to innovation

Companies that have multiple product and service lines offered in different
markets within different divisions have an additional burden of balancing the
innovation effort. Quinn (1985) suggests that this complex problem requires
much more than the Boston Consulting Group’s 2X2 matrix found in most
strategy books and articles. He believes that portfolio approach to innovation
is about the allocation of innovation resources across divisions or products,
while carefully taking into account the positions they need to hold on to at all
cost, the positions they are willing to fall back to as well as where to expand

in the future.

Kamm (1996) also advocates the portfolio approach to innovation and finds it
useful not only where organizations have multiple products/services but also
where innovation goals amongst and within products/services differ. Kamm
(1996) puts forward a two-dimensional matrix that features objectives of
innovations on the one axis and forms of evolution on the other. The matrix is

made slightly complex by further dividing the axes. See Figure 1 below.

Lord at al. (2005, p228) eloquently sums up the portfolio approach to
innovation: “The emerging new model for innovation increasingly is about
building and balancing a dynamic portfolio of innovation options - venturing,
licensing, alliances, acquisitions, and spinouts — but all nourishing and

continually renewing a vibrant core base....... The panoply of choices needs
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to be guided by core strategic concerns of focus and fit, and integrated with

and leveraged by the firm’s own solid innovation foundation.”

Figure 1: Innovation portfolio matrix

Objectives of Innovation
Maintain Business Expand Business
Short-Term _|Long-Term _ [Short-Term _|Long-Term

Use Capacity

Revolutionary

Generation of
Product/Services

Revolutionary |Evolutionary

Forms of Evolution
Adoption of Technology

Evolutionary |Revolutionary |Evolutionary

Design of administrative
structures and systems

Source: Kamm (1996)

INNOVATION PERFORMANCE MEASUREMENT

Measuring performance for any business process or function is important to
not only determine whether the objectives are being met but also to take

corrective actions where necessary. Innovation management is no different.

A number of authors have suggested methods of measuring the level of
innovativeness in organizations, for example, Ravichandran (2000) and

Liu (2004). These two and other researchers have admitted to the difficulty of
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such an undertaking, given the number of factors that play a role in innovation.
To illustrate the point, Liu (2004) has developed a model for measuring
innovativeness that takes into account 60 indicators that range from innovation
management techniques to patents in order to get to a ranking score that falls

between 1 and 9.

Werner and Souder (1997) suggest an integrated approach to innovation
metrics that uses both quantitative and qualitative measures that are
combined to get to an overall score. Their integrated metrics lean towards
pure research and development, but can be used for other types of innovation.
Werner and Souder (1997) acknowledge the complexity associated with their
approach, but they nevertheless believe that they are more accurate,
comprehensive, versatile and effective. The metrics that they suggest include
Effectiveness Index, Timeliness Index and Future Potential Index and are

calculated as shown in Appendix A.

Given the general complexity of measuring the level of innovation in
organizations, Salavou (2004) suggests a shift in focus from organizational
innovation to product innovation, because in her view, product innovativeness
has been studied a lot more extensively and some performance
measurements are already widely accepted. In support of her argument, she
further observes that product innovations usually embody some other type of
innovation such as process and technology and therefore in the interest of

simplicity, product innovativeness should be a good indicator of organizational
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innovativeness. This approach is likely to skew results in companies whose

major offering are service.

Salavou (2004) nevertheless suggests a number of organizational innovation
performance measurements that can be used such as: elapsed time of
adoption, adoption or non-adoption of an innovation, level of R&D expenditure,
economic value of innovations, number of innovations adopted and other
subjective measures. Other measurements were suggested by Subramanian

and Nilakanta (1996) and include:

e Mean number of innovation adoption calculated from the ratio between
the total number of innovation adoptions divided by the number of years
between the last and the first innovation adoption

e Mean time of innovation adoption calculated from the time it takes for the
firm to adopt an innovation relative to other firms.

e Consistency of the time of adoption used to determine the degree at

which the firm is consistent at adopting innovations — whether early or late.

According to Subramanian and Nilakanta (1996)’s findings, organizational
innovativeness does improve organizational performance. With this in mind,
rather than try too hard to measure the level of innovation and come up with a
score, the focus should rather be on identifying the organizational
performance measurements that will give an indication of whether the
innovation strategy is bearing fruit or not. Performance measures that focus on

innovativeness should therefore be balanced against those that focus on
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organizational performance. These organizational performance measurements

could be classified as surrogate measures because they do not measure the

level of innovation directly, but they offer a good indication of innovation

performance (Ravichandran, 2000).

Some of the surrogate innovation performance measurements have been

identified in various texts:

% of employees of whom innovation is a key performance goal, number
of entrepreneurs in a company, company’s share of wealth, % of
managers trained in innovation tools (Muller et al., 2005)

Absorptive capacity or the ability of the organization to absorb new
knowledge and to put it to good use (Adams et al., 2006)

% of sales used for developing new products in the last 5 years (Salavou,
2004)

Team Climate Inventory (TCI) that was developed to evaluate a team’s
innovative performance by taking into account participative safety
(individual’s feeling of security when she brings up new ideas), support for
innovation, vision and task orientation (Adams et al., 2006)

Project Management efficiency that evaluates the degree at which project

are implemented within budget, time and quality (Adams et al., 2006)

The Balanced Scorecard

Given the complexity of measuring innovativeness in organization and the

need to integrate a number of performance measures at organizational level, it
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was found that the concept of the Balanced Scorecard could be useful for this

purpose.

The Balanced Scorecard (BSC) was initially developed by Kaplan and Norton
to complement traditional financial measurement that was used to measure
company performance with additional three perspectives on customer,

learning and growth as well as internal business processes (Kaplan and

Norton, 2005).

Figure 2 is a representation of the Balanced Scorecard with its four

perspectives.

Figure 2: The Balanced Scorecard

Financials

To succeed
financially, how
should we appear to
our shareholders?

Objectives
Measures
Targets
Initiatives

customer A Internal Business Process
) 3 o . To satisfy our 8 o 0
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we appear o the ol =l 8| = gy business prt;cesses 8l sl £l =
customers? must we excel at?
v

Learning and growth

To achieve the
vision , how will
we sustain our
ability to change
and improve?

Objectives
Measures
Targets
Initiatives

Source: Kaplan and Norton(1996a)
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Kaplan and Norton (1996a) have shown that the BSC is more than just a

performance measurement tool and is increasingly being used as a strategic

management tool to communicate strategy, align individuals and teams to the

strategy, establish strategic goals, align initiatives, allocate long and short-

term resources and provide feedback and learning about the strategy

This can be achieved through the use of the four strategic implementation

processes that Kaplan and Norton (1996a) have developed along with the

BSC. These are (Figure 3) Translating the Vision, Communicating and Linking,

Business Planning and Feedback and Learning.

Figure 3: System for strategic implementation of the BSC

- The strategy is the reference
point for the entire management
process

- The shared vision is the
foundation for strategic learning

~

1. Translating
- Goal alignment

the
vision
bottom

exists from top to

- Education and open 2, 4. Feedback
communication about | Communicating :

strategy are basis for and Balanced Scorecard . anc_i
employee Linking earning
empowerment

- Compensation is .
linked to strategy 3. Business

Planning

W

- Stretch targets are
rationalised and accepted

e

- Investments are rationalised
by the strategy

- Strategic initiatives are
clearly identified

- Annual budgets are linked

Source: Kaplan and Norton (1996 a) to long-range plans

- Feedback system is
used to test the
hypothesis on which
strategy is based

- Problem-solving is a
team process

- Strategy development
is a continuous process

The BSC and the strategic implementation framework discussed above

provide a powerful tool in this research undertaking because they are used to

clarify a shared vision in performance management and in the implementation
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2.7

of strategy. The BSC framework can, in addition, be used in strategic learning
to evaluate whether the organization is achieving its targets or not. Kaplan and
Norton (1996b, p84) state that “...the capability that the scorecard should give
senior managers the ability to know at any point in its implementation whether

the strategy they have formulated is, in fact, working and if not, why”.

The framework will be used to answer the research questions posed in
chapter 3 in that once the key components of the innovation strategy are
grouped into perspectives, the performance and strategic feedback aspect of
the BSC will be used to evaluate whether the innovation strategy is delivering

on its objectives.

CONCLUSION

The aim of conducting the literature study was to find theoretical basis for
answering the research questions discussed in chapter 3. Some of the key

concepts that were gathered in this study include:

e Innovation can mean different things to different people. It is therefore
important to define upfront what the organization refers to as innovation.

e There are a large number of factors that affect innovation — including
culture, leadership, reward, etc. Companies need to identify those factors
that affect them the most or that pose the biggest challenge so that these
can be addressed.

e Service innovation is particularly challenging and very few companies

have offering that are classified as pure products.
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e Different forms of innovation exist the challenge is for organizations to find
the balance that will maximise their total innovation effort.

e Change management is a very important key consideration because
some innovations fail because of poor change processes.

e Some innovation decisions can have major impact on the entire
organization, e.g. organizing for innovation (ambidextrous versus
focused) and strategic sourcing and outsourcing of innovation.

e It is difficult to manage anything that you cannot measure because there

is no way of determining whether corrective action is required or not.

Even though all these innovation factors and considerations are well-
documented, there are very few documents that attempt to bring all the
knowledge together, with innovation strategy as a core theme. The majority of
text deal with innovation factors as the core theme and then mention

innovation strategy as a side-line.
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RESEARCH QUESTIONS

The purpose of conducting this research was not to create new theory on
innovation management. The aim was to collate and apply the information that
is already available to attempt to answer some business questions that remain

partly answered to this day.

Kamm (1996) conducted a study over a period of two years amongst several
large American organizations, including companies in the technology,
pharmaceutical and semi-conductor sectors. As part of this study, Kamm
(1996) conducted in-depth interviews with 29 general managers, including
divisional managers, and the purpose was to find out whether they apply any
portfolio approach to their innovation strategies. One of the most interesting
findings from this study was that the general managers who were interviewed
were not familiar with the term “innovation strategy”. There was evidence,
however, that they all followed, to a certain extent, some formal approach to

innovation.

A quick, informal survey amongst a group of managers and senior managers
studying towards their MBA’s and coming from various industries in South
Africa revealed similar results. The overwhelming majority were not aware of

the existence of an innovation strategy in their companies.

The importance of formal, strategic innovation management was never

guestioned by any of the researchers whose documents were studied in
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3.1

3.2

chapter 2. Innovation affects almost everyone in the organization and if
managers, senior managers or general managers have not heard of
innovation strategies in their own companies, then there is a strong possibility
that those strategies do not exist. Hence the research questions posed below,
designed to assist senior managers who are embarking on innovation
management, particularly those who are trying to develop innovation

strategies.

RESEARCH QUESTION 1

What are the most important elements that need to be present in an

innovation strategy at corporate level?

To simplify the innovation strategy, how can these elements be grouped

together into units that make logical sense?

RESEARCH QUESTION 2

Once the innovation strategy is developed and implemented, how can the
organization determine that it is delivering the results? In other words, what
performance measures or scorecard need to be put in place to determine

whether the strategy is bearing fruit or not.

At the end of this research, a scorecard for an innovation strategy will be
proposed. Similar to the Balanced Scorecard that was made famous by

Kaplan and Norton (1996a), the innovation strategy scorecard will feature a
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number of perspectives that will be derived by carefully studying literature on
innovation and innovation strategies. Each of the perspectives will have a
number of organizational and innovation performance measures associated

with it.
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4.1

4.2

RESEARCH METHODOLOGY

INTRODUCTION

This research was carried out in two stages. The first stage consisted of
documentary (secondary) research and its purpose was to develop an
innovation strategy scorecard using available information from literature. The
scorecard was developed by firstly identifying the key components of an
innovation strategy, arranging them into perspectives and thereafter

developing performance measurements for each of the perspectives.

The purpose of the second stage was to validate the results obtained in stage

one using a panel of experts in innovation management.

RESEARCH METHODOLOGY

Zigmund (1984, p143) defines secondary data as “data that was gathered and
recorded by someone prior to (and for purposes other than) the current needs
of the researcher. Secondary data are usually historical, already assembled
and do not require access to respondents”. The topic of innovation and
innovation management has received attention from a large number of
researchers in the past. For example, Wolfe (1994) counted a total of 1299
published journal articles and 351 dissertations on organizational innovation

that were completed between 1989 and 1994.
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Cooper and Schindler (1998) view the essence of secondary research as a
means to avoid re-inventing the wheel. The large amount of information on
innovation management and the need to avoid duplication have driven the
decision to use secondary research in developing an innovation strategy

scorecard for this research.

Welman and Kruger (2001) have identified a number of disadvantages of
using secondary data and these include information distortion from one source
to another, personal biases in interpreting data and lack of full understanding

of the context.

Given the limitations with secondary information sources, a second stage of
the research was introduced with the aim of validating the findings of the
documentary research in stage one. In this stage, a team of experts from the
industry were invited to participate in validating the key components of the

innovation strategy as well as the scorecard using the Delphi technique.

The Delphi technique or method was developed in the 1950’s by RAND
Corporation in the USA with the aim of obtaining a most reliable consensus
from a group of experts (Okoli and Pawlosowski, 2004). This technique is
qualitative in nature and is designed to draw collective opinion from a panel of
experts through a series of questionnaires, without the experts ever meeting.
The experts complete questionnaires and send them to the
researcher/facilitator who then collates the results. These results will then be

sent back to the panel together with the next set of questions. The experts will
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then review the feedback and use it to answer the next set of questions. They
are allowed to change their answers based on the feedback from the rest of
the panel. After a series of questionnaires, the experts’ opinion will eventually

converge into a meaningful consensus.

The four main features of the Delphi technique are (Rowe et al., 1991):

e Anonymity — to avoid undue social pressure as typically experienced by
other qualitative techniques designed for expert opinion such as the
nominal group technique

e lterations — members can change their opinions when they learn about
how other experts view the problem.

e Controlled feedback between rounds

e  Statistical group response at the end where the level of group consensus
can be measured. In other words, at the end the researcher does not only

get the consensus, but also how strong the consensus was.

The Delphi technique was selected for stage 2 of this research for the

following reasons:

e The type of questions that this research aims to answer requires the
knowledge and experience of people who manage innovation
e The innovation experts are located in different cities in South Africa and

some travel a lot.
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e The ideal panel should be made up of about 10 — 18 members (Okoli and
Pawlowski, 2004) and because this number is ideal to use for validation
purposes in this research

e The technique is flexible and questions or number of rounds can be
amended as the process continues

e The technique starts off unstructured and therefore gives the experts the
liberty to elaborate on issues that are important. As a validation technique

for this research, this will add a lot of value.

A number of limitations of the Delphi technique have been identified by Gupta
and Clarke (1996), including potential for sloppy execution, poor questionnaire
design, poor choice of experts and instability of results amongst the rounds.
These limitations apply to other qualitative research methods as well and were

carefully considered in the design of this research.

A typical Delphi research process (Riggs, 1983) is shown in Figure 4 below.

Figure 4: A typical Delphi research process
. Problem Definition > Determine_expertise > Select Expgrtise > Prt_epare_
required (Sample size) guestionnaire

\ 4

Distribute
questionnaire

Compile final responses
and disseminate results
(final report)

Analyze
guestionnaire
responses

A

Provide required
information & . | Prepare next
tabulate "| questionnaire
Source: Riggs (1983) JCSRONISES
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4.3

4.3.1

4.3.1

4.3.2

STAGE 1 - DOCUMENTARY RESEARCH

Aim

The aim of stage was to study the literature on innovation management to
identify the key components of an innovation strategy and to develop an
innovation strategy model. The key components were grouped into
perspectives and performance measures were developed for each of the

perspectives.

Population

The population of relevance was all books and articles on innovation strategy,

innovation management and innovation planning.

Sampling method and sampling size

The primary source of articles was the electronic databases from Ebsco,

Emerald, ABI Inform and Blackwell Synergy.

The articles were included in the sample if they met the following criteria:

e The study on which the article is based was published in a scholarly peer-

reviewed journal
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4.3.3

e The focus of the article was on the factors or antecedents of innovation or
innovation management in organizations

e The article had some focus on innovation strategies

e The article focused on related issues such as process, information
technology, leadership, human resources management or performance

management.

To a large extent, judgement sampling was used because the inclusion of
books or articles into the sample was dependent on the judgment of the
researcher based on whether the article answers the research question or not.
Welman and Kruger (2001, p63) call this purposive sampling and describe it
as kind of sampling where the researcher relies on their experience, ingenuity

or previous research findings to deliberately obtain units of analysis.

Data gathering and analysis

The data gathering and analysis was completed as follows:

Step 1: About 140 articles were scanned and a total of 35 relevant
articles and 3 books were found to be the most relevant and

were included in the study.

Step 2: After studying each unit of analysis, information was captured in
a 2D-matrix. Two matrices were used to capture information —
the first was used for capturing innovation factors and
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Step 3:

Step 4:

Step 5:

Step 6:

Step 7:

antecedents identified by the researcher and the other one was
used to capture innovation strategy components identified by the
researcher. A total of 58 innovation factors/antecedents and 26

innovation strategy components were identified from the sample.

The duplication of factors/antecedents and innovation strategy
components were identified and carefully removed on each of
the matrices. For example one author used the word “autonomy”
and another used “work discretion” to describe the extent to
which employees are given the space to do what they think is

necessary.

The innovation components and the factors/antecedents were

grouped into common themes.

Through analysis and judgement, all the innovation

factors/antecedents were linked to the innovation strategy

themes

Each theme became an innovation strategy perspective.

The innovation strategy perspectives were assigned a set of

performance measurements.

These steps are represented in Figure 5 below.
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Figure 5:

Steps that were followed during Stage 1 of the research

/Step 4
Step1-3
Innovation factor/ Author 1 | Author 2| Author 3 | Author 4 | Author 5 | Author 6
antecedent Innovation factor Theme [Component of strategy
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Innovation factor 12 Innovation |[Innov. Strategy Theme 2
Innovation factor 13 factors Innov. Strategy Theme 2
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Step 1-3 Innovation factor 15 Innov. Strategy Theme 2
- Innovation factor 16
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. Innovation factor 26 Innov. Strategy Theme 4
Innov. Strategy component 10 N N V Innovation factor 27
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Innovation factor 28 factors Innov. Strategy Theme 4
Innovation factor 29 theme 6 |l v, Strategy Theme 4
Innovation factor 30 Innov. Strategy Theme 4
Innovation factor 31 Innov. Strategy Theme 2
Innovation factor 32 Innovation [[Innov. Strategy Theme 2
Innovation factor 33 factors Innov. Strategy Theme 2
Innovation factor 34 theme 7|l ov. Strategy Theme 2
Innovation factor 35 Innov. Strategy Theme 2
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4.4

4.4.1

4.4.2

4.4.3

STAGE 2 — VALIDATION BY PANEL OF EXPERTS

Aim

The aim of stage two was to validate the findings of stage one by
soliciting the opinions of experts who are knowledgeable and

experienced in the management of innovation.

Population

The population of relevance is industry and academic experts on

innovation management in South Africa.

Sampling method and sampling size (selection of experts)

This stage required participants with extra-ordinary knowledge or
experience in innovation management. Although innovation affects
everyone in an organization, participants were selected only if they

satisfied the following criteria:

e They were a senior managerial or executive level

e They had the majority of their work devoted to innovation

management. The job titles assisted to some extent in identifying the
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right panel members, for example, some participant had job titles

such as Head: Innovation or Director: Innovation and Strategy.

e They had access to email and internet

A total of 10 participants were identified and their details are shown on

Table 4 below. In order to increase the level of participation and to

decrease drop-out rate, each of the members of the panel were

contacted via telephone to explain the subject of the study and the type

of participation required from them.

Table 4:

Respondents selected for stage 2 of the research

Respondent

Title

Organization

Dr Heila Pienaar

Strategic Innovation Manager

University of Pretoria

Thomas Jankovich Business Development Leader: | Deloitte Innovation
Innovation
Dr Craig Nossel Head: Vitality = Wellness (product | Discovery Health

development)

Helena Barnard

Doctoral Student

Rutgers Business School

Michael Lalor

Director: Innovation and Strategy

Ernst & Young

Herman Singh

Director: Technology and Engineering

and Lecturer in Innovation (GIBS)

Standard Bank

Barrie Bramley

Founding Partner

Tomorrowtoday.biz

Dr Melanie Louw Senior Manager: Research and | Amalgamated Beverages
Innovation Industries

Warwick Gill Senior Manager: Card Innovation Nedbank

Awie Vlok Head CSIR Innovation Leadership & | CSIR

Learning Academy (CiLLA)
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4.4.4 Data gathering and analysis

The data was gathered through 4 rounds - the questions for each of the
rounds are given below. Full details on the communication that was sent

out for each questionnaire are in Appendix B to E.

The first email questionnaire was sent out immediately after securing the
participation of each expert and a total of 5 days were given to them to
send their responses back. The next round was planned to start about a

week after the previous one started.

Round 1 — initial collection of the innovation strateqy components

The first question came directly from the first research question posed in
chapter 3 of this document. The respondents were requested to list the
components but were also given an opportunity to offer any explanation
in a separate box. Below is a summarised version, please refer to

Appendix B for the full question that was sent out to the panel members.

« lot of companies formulate IT, marketing, HR or financial strategies, and the reason for this
; well understood. Very few, however, have innovation strategies in place. Innovation is a
ery broad subject and it is affected by a lot of variables. It is often described by different
10dels, to a point that a lot of executives do not often know where to start if they need to give

1is subject the attention it deserves.

What are the most important elements of an innovation strategy? List maximum 10 (no

minimum). Full sentences are allowed.
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Round 2 — validation of the innovation strateqy components

A summary of the important elements of the innovation strategy that the
experts produced in Round 1 were included with the second
qguestionnaire. The aim of this round was to get consensus on the key
components of an innovation strategy.

Below is a summarised version, please refer to Appendix C for the full

question that was sent out to the panel members.

In this round you are kindly requested to select the top 10 key elements of an innovation
strategy from the list provided. This list is a summary of the responses that were collected
in Round 1 and it is arranged from top to bottom according to the number of times the
element was cited.

Round 3 —initial collection of the strategy performance measurement

The question in Round 3 was taken from the second research question
on developing a performance measurement posed in chapter 3 of this
document. Below is a summarised version, please refer to Appendix D

for the full question that was sent out to the panel members

In this round you are kindly requested to furnish between 5 and 10 performance
measurements that you use to determine whether your innovation strategy is bearing
fruit.
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4.5

Round 4 — validation of the performance measurement

An analysis of the performance measurements identified in questionnaire
3 was included with the 4™ questionnaire in order to validate the initial
responses from Round 3. Below is a summarised version, please refer
to Appendix E for the full question that was sent out to the panel

members.

In this round you are kindly requested to select the top 10 innovation performance
measures from the list provided. This list is a summary of the responses that were
collected in Round 3 and it is arranged from top to bottom according to the number of

times the element was cited. The list and the question appear on the next page.

Data gathering for stage two was completed at the end of Round 4.

Conclusion

The purpose of including the validation stage is to evaluate the extent to

which theory and practice differ.

In stage 2, the panel was requested to only identify the key components
of the innovation strategy but not to arrange them into common themes
or to do any further analysis. Logically, if both the documentary research
and the Delphi methods yield similar key components, the conclusion
drawn from either method would be the same. In other words, if step 1 to
3 of documentary research were to identify similar components as in

Round 2 of the Delphi method, then the innovation strategy perspectives
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in the conclusion would be the same because stage 4 to 7 (analysis) of
the documentary research was done by the author and is common to

both.

The performance measures identified through the Delphi technique were
compared to those that were identified through the documentary
research, with the aim of building a more comprehensive and credible list

used in practice.
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5.1

5.1.1

RESULTS

This chapter presents the results that were obtained from phase 1 and

phase 2 of the research project.

PHASE 1 - DOCUMENTARY RESEARCH

The aim of phase 1 of the research project was to identify key

components of the innovation strategy and to group the components into

perspectives similar to the Balanced Scorecard.

Key components of the innovation strategy

Step 1 to 3 — identifying innovation factors and components

The key components of an innovation strategy were not always given in
a list format and in some cases they were not described as such. In
cases where the components were not given, the key innovation factors
and antecedents from the literature were captured with the
understanding that if a factor is key in determining innovation in an
organization, then the innovation strategy should take it into account
somehow. The 2-D matrix that was used to capture innovation factors

and antecedent together with their authors is represented in Appendix F.
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In cases where the innovation strategy components were clearly given in

the text, these were also captured in a 2-D matrix shown in Appendix G.

Ultimately, the innovation strategy perspectives that this phase is trying
to construct will take into account both the factors and the key
components identified in the literature so that a more accurate picture of

innovation strategy development can be painted.

At the end of this process, duplicate innovation factors and innovation
strategy components were removed from the list in Appendix F and G.
This was necessary because different authors used different terms to
describe similar factors and components. The duplicate items that were
removed from Appendix F and G are shown in Appendix H and |

respectively.

Step 4 — Grouping factors and components into common themes

Table 5 below shows the innovation factors grouped into common

themes using the researcher’s insight, judgement and analytical skills.

66



Table 5: Innovation factors grouped into common themes

Innovation factor Theme
Resource (people, time, special (discretionary) funds

Knowledge resources/management

Information Technology and other tools

Innovation Process

Controls

Experimentation

Intercompany, interdivisional, vendor, supplier cooperation (cross-functional
Strategic Flexibility (use of contractors, temporary workers etc.)

Structure

Efficiency in indirect activities

HR systems (recruitment, training, reward etc.)

Rewards/reinforcement

Individual factors - creativity, communicating information, learning, adaptiveness,
skills flexibility, empowerment/team work, role of management, belief system
Empowerment/ work discretion

Communication process

Organizational boundaries (for individuals)

Innovation audits

Portfolio approach/Dry hole

Innovation Plans

Multiple approaches (multiple options/redundancy to cope with uncertainties)
Goals

Business need/problem/purpose

Tolerance for failure

Information (exchange of)

Market orientation

Culture

Open-mindedness

Climate

Diversity (cultural)

Decision-making (fast)

Flexibility and speed of response

[Top Management support

Innovation champion/task force

Political and psychological support

Defined Risk tolerance

Dual systems (both diversity and order)

Recognise innovation as an important activity

History (of past innovations)

Type of organization (industry, sector, structure)

Type of innovation (administrative, technical, radical, etc)

Stage of adoption (upfront, backend)

Scope of adoption

Proximity to suppliers

Proximity to research institutions

Government policy

Structure, resources

and tools

HR Systems

Innovation
planning

Culture

Leadership

Other factors
(require little
action)

Through the same process as the innovation factors, the innovation
strategy components were also grouped into common themes and these

are shown in Table 6.
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Table 6: Innovation strategy components arranged into
common themes

Innovation strategy components Themes
Vision (where the firm wants to be in terms of innovations) -
Ambedextrous vs focus organization -%
Time-based (first-to-market, fast innovator) >
Areas of innovation leadership
Innovation focus (business units/product areas, markets) and front-end/back- a
end 32
(8]
2
Innovation modes 2
Priority -‘%
Portfolio planning <
@]
Clear goals O
Innovation intensity (how much)

. . . . . . c o
Innovation Sourcing strategy (Buying, co-sourcing, community sourcing, o ? 5 g
resources, task force) g °©c 5

© 3% 5

c 8 g
Knowledge/learning network £ =
Link to business level innovation —E 9 8
innovation plans (business level) -
Metrics Metrics
Employee Development Programme S

o c

Communication and policy deployment o g
Strategies for building new culture a

Step 5: Linking innovation factors and the strategy components

The purpose of this step was to ensure that all the innovation factors
showed in Table 5 were accounted for in the components in Table 6. The
idea is that factors that play a key role in organizational innovation should
be addressed to some extent by the innovation strategy. Table 7 shows
the innovation factors as well as their link to the innovation strategy

components identified in Table 5.
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Table 7:

Linking the innovation factors and strategy components

Innovation factor

Component of strategy

Theme

Resource (people, time, special (discretionary) funds

3 - Innovation sourcing and resourcing

Knowledge resources/management

3 - Innovation sourcing and resourcing

Information Technology and other tools

3 - Innovation sourcing and resourcing

Innovation Process

3 - Innovation sourcing and resourcing

Controls

3 - Innovation sourcing and resourcing

Experimentation

3 - Innovation sourcing and resourcing

Intercompany, interdivisional, vendor, supplier cooperation (cross-
functional teams)

3 - Innovation sourcing and resourcing

Strategic Flexibility (use of contractors, temporary workers etc.)

3 - Innovation sourcing and resourcing

Structure

3 - Innovation sourcing and resourcing

Efficiency in indirect activities

3 - Innovation sourcing and resourcing

Structure, resources and tools

HR systems (recruitment, training, reward etc.)

6 - Deployment

Rewards/reinforcement

6 - Deployment

Individual factors - creativity, communicating information, learning,

adaptiveness, skills flexibility, empowerment/team work, role of g
management, belief system 6 - Deployment I3
Empowerment 6 - Deployment 2
Communication process 6 - Deployment 2
Organizational boundaries (for individuals) 6 - Deployment I
Innovation audits 2 - Goals and objectives

Portfolio approach/Dry hole 3 - Goals and objectives

Innovation Plans 4 - Goals and objectives -
Multiple approaches (multiple options/redundancy to cope with o o
uncertainties) 5 - Goals and objectives § g
Goals 6 - Goals and objectives 25
Business need/problem/purpose 7 - Goals and objectives £a
Tolerance for failure 6 - Deployment

Information (exchange of) 6 - Deployment

Market orientation 6 - Deployment

Culture 6 - Deployment

Open-mindedness 6 - Deployment

Climate 6 - Deployment

Diversity (cultural) 6 - Deployment g
Decision-making (fast) 6 - Deployment =
Flexibility and speed of response 6 - Deployment O
Top Management support 1 - Vision a
Political and psychological support 1 - Vision ‘uE)
Defined Risk tolerance 1 - Vision b
Dual systems (both diversity and order) 1 - Vision B
Recognise innovation as an important activity 1 - Vision g
History (of past innovations)

Type of organization (industry, sector, structure)

Type of innovation (administrative, technical, radical, etc) "
Stage of adoption (upfront, backend) 5
Scope of adoption S
Proximity to suppliers b
Proximity to research institutions e
Government policy e}

The innovation factors at the bottom of Table 7 have no link to the

innovation strategy components because they require very little action

from the organization. For example, government policy and proximity to

research institutions could play a role, but it will take a very ambitious

innovation strategy to address these.
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5.1.2 Innovation performance measures

There are not a lot of articles in the literature that are dedicated to

discussing innovation performance management. The majority discuss

its importance and the need to find meaningful measures (Linder et al.,

2003, Adams et al., 2006, Russel & Russel, 1992). As a result of this

limitation, this section will only present the performance measures that

have been suggested by some researchers and will not rank them in any

way. The results are shown in Table 8.

Table 8: Innovation performance measures identified in the
literature
Author Performance measures

Salavou, 2004

Total capital invested in innovation activities

% Sales used for developing new products in the last 5 years

Economic value of innovations

Number of innovations adopted

Muller et al., 2005

Number of ideas submitted

% of employees whom innovation is a key performance goal

Ratio of ideas generated to ideas implemented

Number of entrepreneurs in the company

Amount of training (time and money) spent on training employees on the
innovation tools and process

Number of new products/services

Werner & Souder, 1997

Effectiveness Index = NPV of revenues from new products introduced over
5 yrs/ value of innovation over 5 yrs

Innovation index - Revenue Generated from Products Introduced in the last
3 yrs/ Total Revenues

Timeliness index = number of projects completed on time during some
representative period / number of projects started during that period X 100

Subramanian & Nilakanta,
1996

Mean time of innovation adoption

Mean number of innovation adoptions

Consistency of the time of adoption

Adams et al., 2006

Project Management efficiency

Balance between high and low risk projects

Formal portfolio evaluation technigues exist

Innovation intensity (expenditure or # of employees in innovation/innovation
output)

Team Climate Inventory (TCI)

Absorptive capacity (Knowledge Management)
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5.2

5.2.1

PHASE 2 — VALIDATION USING THE DELPHI TECHNIQUE

The purpose of phase 2 was to validate the findings from Phase 1 using
a panel of experts through the Delphi technique. This was to ensure that
no major considerations were left out in developing the innovation

strategy scorecard.

Round 1: innovation strategy components from the panel of experts

The panel of 10 experts were requested to furnish a list of key
components of an innovation strategy. Appendix J shows the
components that were furnished as well as the number of times each
component was cited. It is interesting to note that the top two
components were cited by 70% of the panel members — indicating the
relative importance of these components in developing an innovation

strategy. The top three components cited were:

e “Clear business purpose and objectives (short and long-term)”

e “Component to influence innovation through culture, rewards, hiring
policies, environment etc.”

e “Compelling, well-articulated vision of what innovation should

achieve”
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5.2.2 Round 2: Validation and ranking of the innovation strategy

components

The purpose of round 2 was to validate the results from round 1 and to
seek consensus from the panel on key components of the innovation
strategy. The results shown in Table 9 indicate that some consensus was
reached given that 70% of the experts cited the same 3 key components

in their respective top 5 lists.

Table 9: Rankings assigned to Innovation strategy components

Innovation strategy component #1 #2 #3 #4 #5 Total # of
rankings [rankings |rankings |rankings |rankings [rankings in

the Top 5

Clear business purpose and objectives (short and long-term) 3 3 1 7

Compelling, well-articulated vision of what innovation should 2 1 3 1 7

achieve

CEO, executive involvement as well as chains of command to 2 2 1 2 7

enables innovation

Alignment to the corporate strategy and business strategies 1 2 2 5

Resources (dedicated teams) to experiment, develop, test, 0 1 1 1 3

protect and commercialise

Component to influence innovation through culture, rewards, 0 0 1 1 2

hiring policies, environment etc.

Simplicity 1 1 2

Customer intimacy/feedback 1 1 2

Be ready to change: don't fixate on the products and services 1 1 2

that made you successful - look beyond these and introduce
new ones that could even cannibalise the old.

Building capabilities to respond to and influence market 1 1 2
demand

Measurable outcomes, scorecards and review indicators 1 1

Idea management and prioritization processes 1 1

People development, investment in people or focus on growing 1 1
appropriate capabilities

Collaboration tools and models for suppliers, partners, 1 1
universities and sometimes competition

Timelines/Time-based approach 1

N

Investment in technology (even if not directly applicable to 1
current business)

Funding 1

Strict governance 1

Show relationship with national and international trends 1

It should be inclusive of all stakeholders. 1

N

Identify your core competence. For eg: Auto & General define 1
its core competence in terms of running a call centre that could
sell anything to anyone.

Communicating the innovation strategy

Research and development component

Risk

Environmental monitoring

Intellectual challenge

o|o|o|o|o|o

Incremental changes as technologies and context better
known

10 10 10 10 10 50
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5.2.3

524

Round 3: Innovation strategy performance measures

Round 3 was also made up of one question where the panel was
requested to list the innovation performance measurements that could be
used in determining whether the innovation strategy is bearing fruit or not.
Appendix K shows the performance measures together with the number
of times they were cited. “Number of ideas generated”, “% market share

gained” and “Brand awareness/innovation profile” were cited the most.

Round 4: Validation and ranking of the innovation performance

measurements

The purpose of round 4 was to seek consensus on results obtained in
Round 3 where the innovation strategy performance measures were
suggested. The results in Table 10 indicate that level of consensus was
high, especially in the two highest ranking performance measures -
“Ratio/# of ideas commercialised” and “% Market share gained as a
result of innovation”. These two performance measures were ranked in
the top 5 by 90% and 80% of the panel members respectively, indicating

a relatively strong preference for them as compared to Round 3.
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Table 10: Innovation performance

Innovation Performance measures (Panel) #1 #2 #3 #4 #5 Total # of
Rankings [Rankings |Rankings |Rankings |Rankings|rankings
in Top 5
Ratio/number of ideas commercialised 2 4 2 1 9
% Market share gained as a result of innovation 3 1 1 1 2 8

Innovation targets achieved with resources

allocated (incl. projects meeting time and budget 2 1 2 5
Sales volume and growth from new
products/services 1 2 1 4

Quality of projects delivered measured by time to

market as well as on time and on budget delivery 1 2 1 4
Level of knowledge sharing and % increase in

new conversations within the organization 1 2 3
Innovation is formal agenda item for Executive 3 3

Brand awareness, customer satisfaction and
increase in company profile as a result of

innovation 1 1 2
Rewards and recognition for innovation 1 1 2
Shareholder/stakeholder yield from innovation

(value) 1 1 2
Number of ideas generated 1 1
R&D/Innovation spend (incl hours) and Net

Present value of innovation portfolio 1 1
Increase in organizational learning, innovation

training and development of relevant expertise 1 1
Novelty ratio for new products and services 1 1

# of opportunitities in the innovation pipeline and #
of outputs per phase of investment management

funnel 1 1
Efficiency/effectiveness of investment governance

mechanisms 1 1
% cannibilization on existing products managed 1 1
Energy level increase 1 1
Intellectual property generated (patents, papers,

trademarks, etc) 0
Clear communication tools in place 0
change the organization vs run the organization 0

10 10 10 10 10 50

5.3 COMPARISON BETWEEN PHASE 1 AND 2 RESULTS

5.3.1 Key innovation strategy components

The comparison between the top 5 key innovation strategy components
obtained in documentary research in phase 1 and the Delphi technique in
phase 2 is shown in Figure 6 below.
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Given that both these research techniques are qualitative and the fact
that the panel identified key innovation strategy components from a clean
slate, the similarity in results is encouraging. The key components
common to both lists in the top five are: “innovation vision”, “clear

business goals” as well as “innovation resources”.

The rest of the top 5 components found in both tables are:
“CEO/executive involvement”, “innovation focus”, “area of innovation
leadership” as well as the “ability to influence innovation through culture,

rewards, HR processes, etc”.

Figure 6: Comparison between phase 1 and 2 results (Top 5)
Innovation strategy component (Literature)|# of times Innovation strategy component Total # of
cited (panel of experts) rankings
in Top 5
Innovation focus (business units/product Clear business purpose and objectives (short
areas, markets) and front-end/back-end 12 and long-term) 7
Vision (where the firm wants to be in terms of Compelling, well-articulated vision of what
innovations) 10 innovation should achieve 7
Innovation Sourcing strategy (Buying, co- CEO, executive involvement as well as chains
sourcing, community sourcing, resourcing) 8 of command to enables innovation 7
Alignment to the corporate strategy and
Clear goals 5 business strategies 5
Resources (dedicated teams) to experiment,
Areas of innovation leadership 4 develop, test, protect and commercialise 3

When the panel of experts was asked to rank the key components in
Round 2 (See Table 9, p72), the “Component to influence innovation
through culture, rewards, hiring policies, environment etc.” was replaced
by “Alignment to the corporate strategy and business strategies” in the

Panel’s top five.
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All the innovation strategy components that were identified through both

processes are shown in Table 11 below.

Components identified by both panel and in literature

Components identified by the panel

Table 11: Key components identified through phase 1 and 2
Innovation strategy components Innovation strategy components
(literature) (panel)

Lc@ Portfolio planning

c — >

S8 E

é% % innovation plans (business level)

gee

Simplicity

Research and development component

Risk

Customer intimacy/feedback

Strict governance

Environmental monitoring

Show relationship with national and international
trends

Intellectual challenge

Incremental changes as technologies and context
better known

It should be inclusive of all stakeholders.
Building capabilities to respond to and influence
market demand

Identify your core competence. For eg: Auto &
General define its core competence in terms of
running a call centre that could sell anything to
anyone.

It is interesting to note that two key components - “innovation portfolio
planning” and “innovation plans™ were cited at least twice in the literature

but were not mentioned by any of the panel members.

76



A number of innovation strategy components identified by the panel were
found to describe the nature of the strategy or how it was developed, for
example “simplicity” and “it should be inclusive of all stakeholders”. A few
other components were discarded — for a full list of all the actions that
were taken to address the unmapped components at the bottom of Table

11 please refer to Appendix L.

5.3.2 Innovation performance measurement

Due to the limitation already discussed in section 5.1.2, the results in this
section will be limited to comparing the different innovation performance
measures cited in the literature to those suggested by the panel of
experts. The performance measurements from the literature were not
ranked.

The results are shown in Table 12.
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Table 12:

Innovation performance measures

identified from

literature and from the panel of experts

INNOVATION PERFORMANCE MEASURES FROM

LITERATURE

INNOVATION PERFORMANCE MEASURES FROM THE
PANEL

Salavou, 2004

Total capital invested in innovation activities

R&D/Innovation spend (incl hours) and Net Present value of
innovation portfolio

% Sales used for developing new products in the
last 5 years

Economic value of innovations

Brand awareness, customer satisfaction and increase in
company profile as a result of innovation
Shareholder/stakeholder yield from innovation (value)
% Market share gained as a result of innovation

Number of innovations adopted

Ratio/number of ideas commercialised

Muller et al., 2005

Number of ideas submitted

Number of ideas generated

% of employees whom innovation is a key
performance goal

Ratio of ideas generated to ideas implemented

Ratio/number of ideas commercialised

Number of entrepreneurs in the company

Amount of training (time and money) spent on
training employees on the innovation tools and
process

Increase in organizational learning, innovation training and
development of relevant expertise

Number of new products/services

(Werner &
Souder, 1997)

Effectiveness Index = NPV of revenues from ne
products introduced over 5 yrs/ value of
innovation over 5 yrs

Sales volume and growth from new products/services

Innovation index - Revenue Generated from
Products Introduced in the last 3 yrs/ Total
Revenues

Timeliness index = number of projects
completed on time during some representative
period / number of projects started during that
period X 100

Innovation targets achieved with resources allocated (incl.
projects meeting time and budget

(Subramanian &
Nilakanta, 1996)

Mean time of innovation adoption

Ratio/number of ideas commercialised

Mean number of innovation adoptions

[|Ratio/number of ideas commercialised

Consistency of the time of adoption

(Adams et al.,
2006)

Project Management efficiency

Innovation targets achieved with resources allocated (incl.
loroiects meetina time and budaet
Quality of projects delivered measured by time to market as

well as on time and on budaet delivery

Balance between high and low risk projects

Formal portfolio evaluation techniques exist

R&D/Innovation spend (incl hours) and Net Present value of
innovation portfolio

Innovation intensity (expenditure or # of
employees in innovation/innovation output)

Team Climate Inventory (TCI)

Absorptive capacity (Knowledge Management)

Level of knowledge sharing and % increase in new
conversations within the organization

# of opportunitities in the innovation pipeline and # of outputs
per phase of investment management funnel

Rewards and recognition for innovation

[lchange the organization vs run the organization

[Innovation is formal agenda item for Executive

[[Clear communication tools in place

[INovelty ratio for new products and services

|Energy level increase

[%6 cannibilization on existing products managed

||Efficiency/effectiveness of investment governance mechanisms

Intellectual property generated (patents, papers, trademarks,
etc)

Similar to the previous section, there were a number of innovation

performance measures shown at the bottom of Table 12, that were

suggested by the panel and that were not cited in the literature. Some of

these performance measures were discarded because they made little
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sense in the context of this innovation performance, for example, “Energy
level increase” and “change the organization vs. run the organization”.
Refer to Appendix M for the actions that were identified against each of
the performance measures at the bottom of Table 12 that were not

mapped.

To put the relative importance of unmapped items into perspective, the
panel's performance measures were arranged by top 5 ranking as shown

in Table 13.

Table 13: Innovation Performance measures from Phase 1 and 2
arranged by Top 5 ranking from the panel

INNOVATION PERFORMANCE MEASURES FROM Innovation Performance measures (Panel) Total # of
LITERATURE rankings in Top
5

Ratio of ideas generated to ideas implemented
Ratio/number of ideas commercialised 9

Economic value of innovations % Market share gained as a result of innovation 8
Innovation targets achieved with resources allocated

Timeliness index = number of projects completed on time durf|(incl. projects meeting time and budget 5

Effectiveness Index = NPV of revenues from new products

introduced over 5 yrs/ value of innovation over 5 yrs Sales volume and growth from new products/services 4
Quality of projects delivered measured by time to

Project Management efficiency market as well as on time and on budget delivery 4
Level of knowledge sharing and % increase in new

Absorptive capacity (Knowledge Management) conversations within the organization 3
Innovation is formal agenda item for Executive 3
Brand awareness, customer satisfaction and increase

Economic value of innovations in company profile as a result of innovation 2
Rewards and recognition for innovation 2

Economic value of innovations Shareholder/stakeholder yield from innovation (value) 2

Number of ideas submitted Number of ideas generated 1

Total capital invested in innovation activities R&D/Innovation spend (incl hours) and Net Present
value of innovation portfolio 1

Amount of training (time and money) spent on training

employees on the innovation tools and process Increase in organizational learning, innovation training
and development of relevant expertise 1
Novelty ratio for new products and services 1
# of opportunitities in the innovation pipeline and # of
outputs per phase of investment management funnel 1
mechanisms 1
% cannibilization on existing products managed 1
Energy level increase 1
Intellectual property generated (patents, papers,
trademarks, etc) 0
Clear communication tools in place 0
change the organization vs run the organization 0
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5.4

CONCLUSION

This chapter has presented results that will be used in the next chapter to
answer the research question. Chapter 6 will also discuss a model that
was developed to explain organizational innovation strategy development
as well as the innovation performance measures associated with the

model.
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6.1

6.2

6.2.1

DISCUSSION OF RESULTS

INTRODUCTION

The purpose of this chapter is to discuss the results that were presented
in chapter 5 and to link them to the theory as well as to the research

questions.

For each research question, this chapter will discuss

e The results of the documentary research in phase 1

e The results from the Delphi process in phase 2

e The extent to which the results of the documentary research is

supported by the panel of experts.

RESEARCH QUESTION 1: KEY ELEMENTS OF AN INNOVATION

STRATEGY

Results of the documentary research

At the end of section 5.1, the innovation factors were all mapped to
innovation strategy components and the result was a final list of
innovation strategy themes shown in Table 14. This list represents the

key elements of an innovation strategy.
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Table 14: Innovation strategy themes developed in phase 1

INNOVATION STRATEGY THEMES
Vision

Innovation sourcing and resourcing
Deployment
Goals and objectives

Deployment

In line with the Balance Scorecard methodology proposed by Kaplan and
Norton (1996a), these key components of the innovation strategy

become the innovation strategy perspectives.

Figure 7 is a model that describes the development of the organizational
innovation strategy using the innovation strategy perspectives identified

above. It is important to note that this is not a model of organizational

innovation, but rather a representation of the development of an

innovation strategy in organizations.

Figure 7: Innovation Strategy Model incorporating the innovation
strategy perspectives

Where the organization wants to be with innovation
Ambidextrous vs Focused organization

High-level challenge-e.qg first-to-market

Leadership top Management support(political, psychologica)

High level and defined risk tolerance

Sources e.g. buy innovation collaborate etc Vit
Information Technology and other tools

Efficiency in indirect activities eg Proj mngmt

Internal resources —time, people, funds Drives
External resources— vendors, clients
Innovation process

Knowledge Management l l
INNOVATION SOURCES BUSINESS UNIT
AND RESOURCING » INNOVATION GOALS AND
STRATEGY OBJECTIVES
Business goals and areas of innov
v leadership

Innov plans

Innov modes (radical, service
incremental or productprocess, R&D etc)

INNOVATION STRATEGY
DEPLOYMENT

Portfolios
Prioritization

Communication—
Employee development—

Culture — tolerance for failure, market orientation,
Diversity, climate, fast decision-making, flexibility —]
HR processes—
Rewards—{

Empowerment and individual factors— MEASUREMENT

(SCORECARD)
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The innovation strategy perspectives in the model above are discussed

in detail in the sub-sections that follow.

Vision

The primary purpose of the vision is to give the general direction that
innovation activities should take in the organization as a whole.
Developing the innovation vision is a logical start to adopting formal
innovation management processes because the vision provides a long
term objective or challenge as well as a compelling reason for innovating.
The task of developing an innovation vision is also an opportunity for the
executive to provide innovation leadership and to position innovation
strategically in the organization. Innovation leadership is discussed in full
in section 2.5.6. Among authors that support the development of an
innovation vision are Kuratko, Ireland and Hornsby (2001) as well as

Adams, Besant and Phelps (2006).

The innovation vision should for example clearly indicate how far the
organization wants to take innovation — whether it will pursue innovation
leadership (e.g. first-to-market), selective innovation leadership in certain
markets or products, or whether it will be a follower. It should also be
clear through the vision whether the organization will follow both
operational excellence and innovation in the same company

(ambidextrous) or create new companies in their innovation efforts.
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As Figure 7 indicates, the innovation vision should drive the business unit
innovation goals and objectives, strategy deployment, sourcing and
resourcing as well as innovation metrics. This means that the form that
these remaining four innovation strategy perspectives will take will depend
to a large extent on the innovation vision. The innovation vision, in turn,
should not be developed in isolation but should be in line with the vision of

the organization as a whole (Adams, Besant and Phelps, 2006).

Innovation sourcing and resourcing strateqy

Innovation sourcing and resourcing strategy should answer questions

such as the following:

e Who owns the innovation function in the organization?

e  Who will innovate?

e  Where outside the organization will innovation come from?

e Apart from human resources, what other types of resources will be
required, e.g. innovation tools and information technology.

e How will the organization ensure that a high level of efficiency is
achieved in other related activities such as project management,

knowledge management and marketing?

Some large companies have appointed an individual in the executive
team whose sole responsibility is to drive innovation in the organization.

The understanding is that if a job is everyone’s part-time responsibility, it
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will never get done. The aim is not for the person to innovate all on her
own, but to own the innovation strategy and all its related activities so

that most of the innovation load is taken off the CEO.

Business unit innovation goals and objectives

Business unit innovation goals and objectives are specific innovation
plans and depending on the size and structure of the organization, these
could include divisional, market, product, service or portfolio plans. Small
organizations could move from the innovation vision directly to product
innovation goals while large organization could have divisional or cluster

goals in between.

Where organizations have many products and service, the priority for
each objective should be indicated because there is a limit to the number
of projects that organizations can undertake at any given time due to
limited resources. Such organizations can also use the portfolio
approach to innovation planning as suggested by Kamm (1996) and Lord

et al. (2005).

Business unit innovation plans should be derived directly from the
innovation vision so that they are ultimately in line with the overall vision
of the organization. As indicated in Figure 7 the goals at this level should

also be in line with the innovation sourcing and resourcing strategy so
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that realistic goals that take into account available resources, can be set

up.

Innovation strategy deployment

Once the innovation sourcing and resourcing strategy is developed and
the business unit innovation goals and objectives are set up, the
deployment of the strategy can begin. Innovation deployment is
concerned with all the activities that ensure that innovation is practised
by all or by designated employees in their respective areas of the
business. These activities include employee development, making
changes to HR processes and reward systems as well as working on

improving the culture of innovation.

Innovation deployment can start earlier in organizations where

employees play a larger role in developing business unit innovation goals

and objectives.

Innovation measurement (scorecard)

Each of the four innovation strategy perspectives described above will
have its own performance measures associated with it. The purpose of
this particular perspective is to ensure that performance measures are

also linked to the overall performance of the organization.
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6.2.2 Results obtained from the panel of experts (Delphi process)

The results discussed in this section come from Round 1 and Round 2 of

the Delphi technique and were presented in section 5.2.1 and 5.2.2.

Apart from the fact that there was a high level of consensus on the top 5
innovation strategy components identified by the panel of judges in
Round 2 (see Table 5), it is also interesting to note that the top 5 cited
components in Round 1 (Appendix J) were also similar to those in Round
2. The fact that Round 1 was started from a clean slate and that this was

a qualitative study makes this similarity very remarkable.

The “component to influence innovation through culture, rewards, hiring
policies, environment etc” was the second-most cited in Round 1 but was
ranked 6" place in Round 2. This could mean that influencing culture is
important but it cannot be influenced in isolation — the vision, top
management involvement, innovation goals and resources must be in
place first. Similarly, components such as “measurable outcomes,
scorecards and review indicators”, “collaboration tools and models for
suppliers, partners, universities and sometimes competition” and
“‘communicating the strategy” were cited at least three times in Round 1

but received only 1 top 5 ranking each in Round 2.
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6.2.3 Comparing phase 1 and phase 2 results

To a large extent, the results obtained by the panel of experts support

the model that was developed from literature for the following reasons:

o The panel identified the vision as well as the CEO (leadership)
involvement as the top key components. These are represented in
the model in Figure 7 as the “Vision” perspective.

o “Clear business purpose and objectives (short and long-
term)“ was also ranked in the top 5 by 70% of the panel members
and because these can only be developed after the innovation
vision, they are represented as a next tier component in the model.

o Innovation resources were represented in the next tier, after “clear
business purpose” but above “components to influence culture”.
This hierarchy is represented on the model and was observed in
the ranking that was completed by the panel.

o According to the panel's ranking, the innovation metrics
component follows all the other key components — similarly, the

metrics were presented in exactly the same way on the model.

Other components that were identified by the panel but were not in
innovation strategy component list (see Table 11) were included in the
model through the mapping exercise that was done in section 5.1.1. See
Appendix L for action items identified for the unmapped items at the

bottom of Table 11.
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6.3

6.3.1

The model in Figure 7 will need to be modified slightly as a result of the
analysis completed in this section. For example, the component “Market
orientation” has been found to be of such importance to the panel that it

needs to be reshuffled in the model to reflect this finding.

RESEARCH QUESTION 2: INNOVATION STRATEGY SCORECARD

Results of the documentary research

The performance measures identified in the documentary research are
shown in Figure 8 and are represented per innovation strategy

perspective identified in the model in Figure 7.
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Figure 8:

Innovation strategy performance measures from the

literature perspective

INNOVATION RESOURCE UTILIZATION

VISION

GOALS

MEASURES

GOALS

MEASURES

Investment

Total capital invested in innovation activities
(Salavou, 2004. Ummer et al, 2005))

Economic value of innovations (Salavou, 2004)

Organization-wide
vision exists

Signs of commitment in annual report (Adams et
al., 2006)

Efficiency/Effectiveness

Effectiveness Index = NPV of revenues from new
products introduced over 5 yrs/ value of
innovation over 5 yrs (Werner & Souder, 1997)

% Sales used for developing new products in the
last 5 years (Salavou, 2004)

Time allocation

Mean time of innovation adoption (Subramanian
& Nilakanta, 1996)

Consistency of the time of adoption
(Subramanian & Nilakanta, 1996)

People utilization

Number of ideas submitted (Muller et al., 2005)

GOALS AND OBJECTIVES

Number of innovations adopted (Salavou, 2004)

GOALS

MEASURES

Ratio of ideas generated to ideas implemented
(Muller et. Al., 2005)

Business unit goal
attainment

Timeliness index = number of projects completed
on time during some representative period /
number of projects started during that period X
100 (Werner & Souder, 1997)

Mean number of innovation adoptions
(Subramanian & Nilakanta, 1996)

% of employees whom innovation is a key
performance goal (Muller et al., 2005)

Portfolio management

Balance between high and low risk projects
(Adams et al., 2006)

Formal portfolio evaluation techniques exist

(Adams et al., 2006)

Number of entrepreneurs in the company (Muller
et al. (2005)

Knowledge management

Absorptive capacity (Adams et al., 2006)

Efficiency in Indirect activities

Project Management efficiency (Adams et al.,
2006)

INNOVATION STRATEGY DEPLOYMENT ORGANIZATIONAL PERFORMANCE
GOALS MEASURES GOALS MEASURES
Culture Team Climate Inventory (Adams et al., 2006) New products or |Number of new products/services (Muller et al.,
services 2005)

% employees whom innovation is a key
performance goal (Muller et al, 2005)

Innovation index - Revenue Generated from
Products Introduced in the last 3 yrs/ Total

Revenues (Werner & Souder, 1997)

Employee development

Amount of training (time and money) spent on
training employees on the innovation tools and
process (Muller et al., 2005))

The majority of the innovation performance measures found in the

literature were based on innovation resource utilization and only one was

directly related to innovation leadership or vision. This measurement in

the vision perspective was suggested by Adams et al. (2006) and

describes the commitment shown by the organization by including

innovation activities or reports in the annual report.

It is surprising that

top management support was cited very often in literature as a key factor

that affects innovation (Hornsby et al. 2002; Ahmed, 1998, and
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6.3.2

Deschamp, 2005) but not a lot of measurements were identified that

directly related to this factor.

It was also interesting to note that the metrics in the organizational
performance measurements perspective were limited to product or
services and did not touch on other organizational functions like
operations or processes. Administrative innovations identified in the
literature (Zahra, 1989 and Damanpour 1996) can easily be overlooked
even though they sometimes introduce innovations that result in

improved customer experience.

Results obtained from the panel of experts (Delphi process)

The results discussed in this section were presented in Round 3 and
Round 4 of the Delphi technigue and were presented in section 5.2.3 and

5.24

The performance measure “# of ideas generated” was cited the most in
Round 3 was ranked only once in the top 5. It was replaced by the “ratio
of ideas commercialised” possibly because it is not about how many
ideas are generated, but rather how many of those are implemented.
This almost confirms that companies are not worried about getting ideas
from their employees, but are rather concerned with the implementation

of those ideas. This explains the 3™ highest ranking that was given to
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“Innovation targets achieved with resources allocated (incl. projects

meeting time and budget”

The top 5 ranking that the panel produced has a mixture of innovation-
specific measures such as “number of ideas generated” and
organizational or market-related measures such as “% Market share
gained as a result of innovation” and “sales volume and growth from new

products/services”.

It was surprising that the innovation measure “R&D/Innovation spend
(including hours) and NPV of innovation portfolio” only received a single
top 5 ranking. It is possible that this measure would have received a high
ranking if the panel members were mostly from the research and
development background. Innovation in services is very difficult to
quantify and this measure can easily become meaningless especially for
large organizations. Using the amount of money spent on projects only
gives a partial picture because some innovations are not implemented
through a central project office. Similarly, “Intellectual property generated
(patents, papers, trademarks, etc)” did not receive a top 5 ranking

because it is applicable largely to mainstream R&D.

Another interesting observation is that “Innovation is formal agenda item
for Executive” was cited once in Round 3 but ended up with 3 top 5
rankings. This confirms the important role that leadership needs to play

in innovation.
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6.3.3 Comparing phase 1 and phase 2 results

6.4

This section discussed the extent to which results obtained from

documentary research and from the Delphi technique agree.

A total of 10 performance measures identified by the panel were also
cited in the literature by various authors. The two most important
measures that were suggested by the panel but that were not directly
cited as performance measures in the literature are “Innovation is formal
agenda item for Executive” and “Rewards and recognition for innovation”.
These will need to be incorporated into the final scorecard that will be

presented in Chapter 7.

The actions to be taken with performance measures that were not
matched are shown in Appendix M. A total of 5 performance measures
suggested by the panel of experts will be incorporated into the final

scorecard.

CONCLUSION

A model of innovation strategy derived from the literature study was
presented, together with its corresponding performance measures for
each perspective identified. A panel of experts was used, through a

different process (Delphi technique) to validate the results from the
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literature and their feedback was used to refine the final model and

scorecard. The research objectives were therefore fully met.
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7.1

CONCLUSION

This chapter presents the final key components of the innovation strategy
components as well as the innovation strategy scorecard as updated with
feedback from the panel of experts. A brief summary of what the model
and scorecard represent is also given and the chapter concludes by
putting forward a number of recommendation for companies and for

future research.

DEVELOPING AN INNOVATION STRATEGY SCORECARD

Figure 9 is the final innovation strategy scorecard with performance
measures associated with each of the innovation strategy perspectives
identified. Performance measures from the literature have their authors
in brackets, those suggested by the panel are in bold while the rest were

the researcher’s contribution.

Vision Perspective

It is important for each employee in the organization to fully understand
the organization’s innovation vision. Apart from using the innovation
vision as an opportunity to show leadership as far as innovation is
concerned, the CEO and her executives need to make decisions such as
whether they follow a focused or ambidextrous organization. The
performance measures associated with this perspective include
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communication to employees and other stakeholder and existence of an

innovation champion at senior level.

Innovation Resource Utilization Perspective

The Innovation Resource Utilization perspective is directly linked to the
innovation sourcing and resourcing strategy perspective and its aim is to
measure the extent to which sources of innovation and resources are
utilised towards achieving the innovation vision. The scorecard includes
performance measurements in innovation investment, efficiency, time
allocation, 3" party engagements, knowledge management utilization

and indirect activities. Refer to Figure 9 for the full list of measures.

Innovation Goals and Objectives Perspective

The purpose of this scorecard is to measure innovation delivery against
plans. Goals could be in a form of innovation plans or product innovation
portfolios at divisional, business unit, cluster or product level. The
scorecard in this perspective include measuring % of innovation goals

achieved as well as portfolio position against portfolio plan.
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Figure 9:

Innovation strategy scorecard

Strict innovation governance
Sources e.g. buy innovation collaborate etc:
Information Technology and other tools
Efficiency in indirect activities eg Proj mngmt
Internal resources —time, people, funds
External resources— vendors, clients

VISION

Drives

Innovation process

Knowledge Management

INNOVATION SOURCES]

|

[ Where the organization wants to be with innovation

— Ambidextrous vs Focused organization

— High-level challenge-e.g first-to-market

— Leadership top Management support(political, psychologica)
" High level and defined risk tolerance

BUSINESS UNIT

AND RESOURCING
STRATEGY

A 4

A 4

OBJECTIVES

INNOVATION GOALS AND

INNOVATION STRATEGY
DEPLOYMENT

Development of market orientation/
customer intimacy in the organization

Communication—

Employee development—{

Culture — tolerance for failure, Diversity,
climate, fast decision-making, flexibility
HR processes—|

Rewards —{

Empowerment and individual factors—

MEASUREMENT
(SCORECARD)

Business goals(areas of innov
leadership

Intellectual challenge
Innov plans

Innov modes (radical vs
incremental or productprocess)

Portfolios

Prioritization

INNOVATION RESOURCE UTILIZATION VISION
GOALS MEASURES IGOALS MEASURES
Investment Total capital invested in innovation activities Organization-wide |Innovation vision exists
(Salavou, 2004. Ummer et al, 2005)) vision exists

Economic value of innovations (Salavou, 2004)

Efficiency/Effectiveness

Effectiveness Index = NPV of revenues from new
products introduced over 5 yrs/ value of
innovation over 5 yrs (Werner & Souder, 1997)

% Sales used for developing new products in the
last 5 years (Salavou, 2004

Time allocation

Total person hours allocated to innovation
actitivities

Innovation is formal agenda item for Executive

% of employees who have received communication
on the innovation vision

Senior innovation executive exists

Signs of commitment in annual report (Adams et al.,
2006)

Mean time of innovation adoption (Subramanian

& Nilak 1996)

Consistency of the time of adoption
(Subramanian & Nilakanta, 1996)

People utilization

Number of ideas submitted (Muller et al., 2005)

Number of innovations adopted (Salavou, 2004)

GOALS AND OBJECTIVES

Ratio of ideas generated to ideas implemented
(Muller et. Al., 2005)

IGOALS MEASURES

Mean number of innovation adoptions
Subramanian & Nilakanta, 1996)

Business unit goal |9 of innovation goals achieved *

% of employees whom innovation is a key
performance goal (Muller et al., 2005)

Intellectual property generated (patents,
papers, trademarks, etc)

it

Timeliness index = number of projects completed on
time during some representative period / number of
projects started during that period X 100 (Werner &
Souder, 1997)

Level of deviation from innovation plan (funds,

timelines or quality)

Number of entrepreneurs in the company (Muller
et al. (2005)

Third party innovation
[engagements

Number and value of engagements

Knowledge management (KM)

KM strategy exists

Portfolio management|Innovation Portfolio position vs plan

Balance between high and low risk projects (Adams et|

al., 2006;
Formal portfolio evaluation techniques exist (Adams
et al., 2006)

KM utilization rate

Absorptive capacity (Adams et al., 2006)

Efficiency in Indirect activities

Project Management efficiency (Adams et al.,
2006)

Innovation process

INNOVATION STRATEGY DEPLOYMENT

# of bureaucracies identified

ORGANIZATIONAL PERFORMANCE
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innovation

Feedback from an annual innovation culture
survey

GOALS MEASURES IGOALS [MEASURES
Culture Number of initiatives to reduce cultural barriers to Growth® Increase in turnover

Number of New Customers

Team Climate Inventory (Adams et al., 2006)

New products Number of new products/services (Muller et al., 2005)

align with the innovation strategy

/services
% employees whom innovation is a key
performance goal (Muller et al, 2005) Novelty ratio for new products and services
[Employee development Amout of training (time and money) spent on
training and developing specialists % cannibilization on existing products managed
Amount of training (time and money) spent on Innovation index - Revenue Generated from Products
training employees on the innovation tools and Introduced in the last 3 yrs/ Total Revenues (Werner
process (Muller et al., 2005)) & Souder, 1997)
IAligning HR processes Number of changes made to HR processes to (Operations Increase/reduction in operating costs

Rewards and recognition for innovation exist

1 Theideais to look at a trend over a number of years because some




7.2

Innovation Strategy Deployment Perspective

Performance measures in this scorecard are related to strategy
implementation and include culture/climate surveys, employee
development activities and alignment to HR processes. This perspective
is important because an overall good innovation strategy could fail to

deliver results if the implementation side is poor.

Organizational performance Perspective

The ultimate purpose of innovation is to deliver growth to the
organization. The aim of this scorecard is to measure the extent to which
overall organizational objectives are achieved through innovation
activities. Performance measures in this scorecard include: increase in
turnover, number of new customers acquired, number of new products
introduced and reduction in operating costs. This scorecard is affected by
other organizational factors such as pricing or sales skills and should

therefore be put into proper context when being applied.

RECOMMENDATIONS TO ORGANIZATIONS

Developing an innovation strategy and adopting strategic innovation
management is recommended for organizations that would like to sustain

their competitive advantage through innovation. These organizations are

98



usually concerned about developing commercially relevant innovation at
a constant rate in the shortest possible time. For such organizations, the

following recommendations are put forward:

o Innovation leadership has been cited a number of times as very
key in innovation management. To this end, given the complexity
associated with innovation management, the innovation function in
the organization requires an executive who will own the innovation
strategy and provide leadership from the top. The innovation
executive will not only be required to draw up the innovation
strategy, but will also be charged with implementation and
measuring performance. Chief Executive Officers in large
organizations will not always have time to spend on a function as

demanding as this.

o The innovation strategy scorecard developed in this document
looks at innovation in the organization as a whole, not at an
individual or employee level. The innovation executive will
therefore be required to co-ordinate with other areas in the
organization such as human resources division, group
procurement and programme/project office in measuring the

innovation progress in each of the perspectives.

o The executive should be given sufficient responsibility to drive

some of the items in the scorecard such as culture and training.
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7.3

7.4

RECOMMENDATIONS FOR FUTURE RESEARCH

It is difficult to find information in South Africa on the number of
companies that have implemented formal and strategic innovation

strategies. For future research, it is recommended that:

e Research be conducted to estimate the number of large and
medium-sized companies that have put innovation strategies in
place

e The research should also document whether implementing the
innovation strategy contributed positively to innovation in the
organization

e The process that was followed in developing the innovation

strategies

FINAL WORD

A number of challenges associated with innovation management were
highlighted in chapter 1. Amongst the challenges identified is that a lot of
companies do not put innovation strategies in place. The reason is not
clearly understood but it could be related to the fact that there are just too
many books and frameworks on innovation that executives might not

know where to start.
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This document can assist organizations that are interested in adopting

strategic innovation management by focusing them directly to

e Key innovation factors
e Key components of the innovation strategy

¢ Related innovation performance measures

Other challenges identified in chapter 1 such as aligning innovation

activities with other partners, resource allocation and goals were

addressed by the innovation model presented in this document.
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APPENDICES
APPENDIX A — WERNER AND SOUDER APPROACH TO INNOVATION

MEASUREMENT

Present value of revenue generated from
products introduced in the last 5 years

A = Effectiveness Index = Present value of last 5 years of cumulative R&D costs

Number of projects completed on time
during some representative period X 100

Number of projects started in that period

B = Timeliness Index =

Present value of expected future revenues from
technologies currently under development

C = Future potential Index = _
Present value of all costs to develop these technologies

D= Peer rating audit of unfulfilled needs that will inhibit the achievement of future greatness ,
expressed on scale from 0 to 100%

o= Overall assessment of the value of R&D = A+ [C X B) X D]
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APPENDIX B — DELPHI ROUND 1

ROUND 1: ELEMENTS OF AN INNOVATION STRATEGY

This is Round 1 of the series and it comprises of one question. This question should take you about 5-10 minutes to
answer.

If you have any questions regarding this survey, please contact me on 082 909 0000 or you can send email to
tumimp@discoverymail.co.za

BACKGROUND

A lot of companies formulate IT, marketing, HR or financial strategies, and the reason for this is well understood. Very
few, however, have innovation strategies in place. Innovation is a very broad subject and it is affected by a lot of
variables. It is often described by different models, to a point that a lot of executives do not often know where to start if
they need to give this subject the attention it deserves.

The basic premise is that innovation is so important that it should not be left to chance and that companies that do not
formulate innovation strategies are simply accepting that innovation outcomes can take any form, size or shape (or no
form, size or shape!).

The purpose of this study is to validate the findings from stage 1 (literature study) where the key elements of the
innovation strategy were identified. Key elements are those that have to be present in order for the innovation strategy
to give meaningful direction to all employees as far as innovation is concerned. Eventually the aim is not to manage
creativity, but to apply business principles to get the right ideas from people and to have the ability to implement the
most radical or the most modest of innovations.

Identifying these key components will then assist in developing organizational performance measures that are in line
with the important strategy elements. The aim of identifying the organizational performance measures is for the
organization to determine whether the innovation strategy is bearing fruit or not (say a year or two down the line).

With this background in mind, please turn over to the question.

You can also fax a completed template to : 086 673 9550

Please turn over

What is your name? What is your job title?

What are the most important elements of an innovation strategy? List maximum 10 (no minimum). Full sentences are
allowed. Examples:

1) Innovation goals and objectives 2) Sources of innovation

Please note that this question is not asking for factors that affect organizational innovation.

Please use this section if you need to explain anything:

Your participation is highly appreciated.
Tumi
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APPENDIX C — DELPHI ROUND 2

DELPHI ROUND 2 : VALIDATION — ELEMENTS OF THE INNOVATION STRATEGY

This is Round 2 of the series and it comprises of one question. This question should take you about 5 minutes to answer
and the deadline is Wednesday 20th of September at 20HO00.

In this round you are kindly requested to select the top 10 key elements of an innovation strategy from the list provided.
This list is a summary of the responses that were collected in Round 1 and it is arranged from top to bottom according to
the number of times the element was cited. The list and the question appear on the next page.

If you have any questions regarding this study, please contact me on 082 909 0000 or you can send email to
tumimp@discoverymail.co.za

Please return the survey by email to tumimp@discoverymail.co.za or by fax 086 673 9550

Please turn over.

Please fill in your name:

INNOVATION STRATEGY ELEMENTS

7 - Clear business purpose and objectives (short and long-term)

7 - Component to influence innovation through culture, rewards, hiring policies, environment etc.
6 - Compelling, well-articulated vision of what innovation should achieve

5 - CEO, executive involvement as well as chains of command to enables innovation

4 - Resources (dedicated teams) to experiment, develop, test, protect and commercialise

4 - Measurable outcomes, scorecards and review indicators

4 - [dea management and prioritization processes

4 - People development, investment in people or focus on growing appropriate capabilities

3 - Alignment to the corporate strategy and business strategies

3 - Simplicity

3 - Communicating the innovation strategy

3 - Collaboration tools and models for suppliers, partners, universities and sometimes competition
2 - Timelines/Time-based approach

2 - Research and development component

2 - Risk

2 - Investment in technology (even if not directly applicable to current business)

2 - Funding

1 - Customer intimacy/feedback

1 - Strict governance

1 - Environmental monitoring

1 - Be ready to change: don't fixate on the products and services that made you successful - look beyond these and
introduce new ones that could even cannibalise the old.

1 - Show relationship with national and international trends

1 - Intellectual challenge

1 - Incremental changes as technologies and context better known

1 - It should be inclusive of all stakeholders.

1 - Building capabilities to respond to and influence market demand

1 - Identify your core competence. For eg: Auto & General define its core competence in terms of running a call centre
that could sell anything to anyone.

You are kindly requested to list the top 10 innovation strategy components from this list, starting at the top with
your most important down to your least. Please use simple "Copy" and "Paste" to populate the text boxes with
the elements from above.

1
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2
3
4
5

Thank you very much,
Tumi
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APPENDIX D — DELPHI ROUND 3

DELPHI ROUND 3: INNOVATION PERFORMANCE MEASURES

This is Round 3 of the series and it comprises of one question. This question should take you about 5 minutes to answer
and the deadline is Wednesday 27th of September at 20H00.

In this round you are kindly requested to furnish between 5 and 10 performance measurements that you use to
determine whether your innovation strategy is bearing fruit.

Or put differently: As a custodian of your organization’s innovation strategy, what performance measures would you use
to determine how well your innovation strategy is doing? The assumption is that the strategy is in place, i.e. the
innovation goals and objectives are in place, there is a compelling vision, the resources are allocated, etc.

You can give both direct and surrogate measurements, for example:
Direct — number of new products taken to market, % of innovation goals achieved (by business unit)
Surrogate — % employees working mainly on innovation projects

If you have any questions regarding this study, please contact me on 082 909 0000 or you can send email to
tumimp@discoverymail.co.za

Please return the survey by email to tumimp@discoverymail.co.za or by fax 086 673 9550

Please turn over

Please fill in your name:

PERFORMANCE MEASURES
(minimum 5)

OlojN[ojaldjwiNn]F-
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APPENDIX E — DELPHI ROUND 4

DELPHI ROUND 4 : VALIDATION — INNOVATION PERFORMANCE MEASURES

This is Round 4 and final round of the series. It comprises of one question and should take you about 5 minutes to
answer. The deadline is Wednesday 20" October at 20H00.

In this round you are kindly requested to select the top 10 innovation performance measures from the list provided. This
list is a summary of the responses that were collected in Round 3 and it is arranged from top to bottom according to the
number of times the element was cited. The list and the question appear on the next page.

If you have any questions regarding this study, please contact me on 082 909 0000 or you can send email to
tumimp@discoverymail.co.za

Please return the survey by email to tumimp@discoverymail.co.za or by fax 086 673 9550

Please turn over.

Please fill in your name:

INNOVATION STRATEGY ELEMENTS

6- Number of ideas generated

5- % Market share gained as a result of innovation

5- Brand awareness, customer satisfaction and increase in company profile as a result of innovation
4- Ratio/number of ideas commercialised

4- Sales volume and growth from new products/services

4- R&D/Innovation spend (incl hours) and Net Present value of innovation portfolio

4-1 nnovation targets achieved with resources allocated (incl. projects meeting time and budget

3- Quality of projects delivered measured by time to market as well as on time and on budget delivery
3- Increase in organizational learning, innovation training and development of relevant expertise

2- Level of knowledge sharing and % increase in new conversations within the organization

2- Novelty ratio for new products and services

2 -# of opportunities in the innovation pipeline and # of outputs per phase of investment management funnel
1- Rewards and recognition for innovation

1- Efficiency/effectiveness of investment governance mechanisms

1- Intellectual property generated (patents, papers, trademarks, etc)

1- % cannibalization on existing products managed

1- shareholder/stakeholder yield from innovation (value)

1- Innovation is formal agenda item for Executive

1- Clear communication tools in place

1- Energy level increase

1- change the organization vs run the organization

1- Competitor products

You are kindly requested to list the top 10 innovation performance measures from this list, starting at the top
with your most important down to your least. Please use simple "Copy" and "Paste" to populate the text boxes
with the elements from above.

(20 =N NOON SN o
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Thank you very much,
Tumi

115



mailto:tumimp@discoverymail.co.za
mailto:tumimp@discoverymail.co.za

APPENDIX F — RESULTS: INNOVATION FACTORS /ANTECEDENTS

Duane, Kuratko
and Morris

Hornsby,
Kuratko,
Zahra

Foster,
Pryor

Damanpour

Kanter

Dooley and
O'Sullivan

Soosay

Medina,
Lavado,
Cabrera

Martins,
Terblanche

Anthony,
Eyring,
Gibson

Structure

IControls

HR systems (recruitment, training, reward etc.)

Culture

Rewards/reinforcement

Top Management support

'Type of organization (industry, sector, structure)

'Type of innovation (administrative, technical,
radical, etc)

Stage of adoption (upfront, backend)

Scope of adoption

\Work discretion/autonomy)

Time availability

Resource availability incl people

\

IOrganizational boundaries (for individuals)

Innovation Plans

Innovation task force

Em. powerment

N

Innovation audits

Nature of jobs (how they are classfied, enlarged
leto)

Information (exchange of)

Special budgets/venture capital

Portfolio approach/Dry hole

Intercompany, inderdivisional, vendor, supplier
cooperation (cross-functional teams)

N

Discretionary funds/time

Structured approach through an innovation
process

N

Individual factors - creativity, communicating
information, learning, adaptiveness, skills
flexibility, empowerment/team work, role of
management, belief system

ICommunication process

Strategic Flexibility (use of contractors, temporary
|workers etc.)

Strategic Alliances

Efficiency in indirect activities

Knowledge resources/management

N

Information Technology and other tools

N

Competitor analysis

Flexibility and speed of response

N

Process

Financial Resources

Tolerance for failure

Proximity to suppliers

Proximity to research institutions

Government policy

Market orientation

Multiple approaches (multiple options/redundancy
lto cope with uncertainties)

Political and psychological support

Chaos within guidelines

Business need/problem/purpose

Industry

History (of past innovations)

Innovation champions

Dual systems (both diversity and order)

Experimentation

N

Goals

Defined Risk tolerance

N

/Autonomy/"space”

Climate

Diversity (cultural)

Recognise innovation as an important activity

(Open-mindedness

Decision-making (fast)
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APPENDIX F — INNOVATION FACTORS - continued

Terziovski

Rothwell

Duane,
Kuratko and
Morris

Hull

Afuah

Quinn

Shelton,
Davila

Basadur,
Gelade

Gilbert

Kuratko,
Montagno

Structure

N

Controls

HR systems (recruitment, training, reward etc.)

Culture

Rewards/reinforcement

N

[Top Management support

Type of organization (industry, sector, structure)

Type of innovation (administrative, technical,
radical, etc)

Stage of adoption (upfront, backend)

Scope of adoption

\Work discretion/autonomy)

[Time availability

Resource availability incl people

v

Organizational boundaries (for individuals)

Innovation Plans

Innovation task force

Empowerment

Innovation audits

Nature of jobs (how they are classfied, enlarged
etc)

Information (exchange of)

Special budgets/venture capital

Portfolio approach/Dry hole

Intercompany, inderdivisional, vendor, supplier
cooperation (cross-functional teams)

N

Discretionary funds/time

Structured approach through an innovation
process

Individual factors - creativity, communicating
information, learning, adaptiveness, skills
[flexibility, empowerment/team work, role of
management, belief system

N

[Communication process

Strategic Flexibility (use of contractors, temporary
\workers etc.)

Strategic Alliances

Efficiency in indirect activities

Knowledge resources/management

Information Technology and other tools

Competitor analysis

Flexibility and speed of response

Process

Financial Resources

Tolerance for failure

Proximity to suppliers

Proximity to research institutions

Government policy

Market orientation

Multiple approaches (multiple options/redundancy
lto cope with uncertainties)

Political and psychological support

Chaos within guidelines

Business need/problem/purpose

Industry

History (of past innovations)

Innovation champions

Dual systems (both diversity and order)

Experimentation

Goals

Defined Risk tolerance

lAutonomy/"space”

Climate

Diversity (cultural)

Recognise innovation as an important activity

(Open-mindedness

Decision-making (fast)
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APPENDIX F — INNOVATION FACTORS - continued

Dewar,
Dutton

Subraman
ian,

Hitt et al

Russel

Ahmed

Malaviya,
Wadhwa

Zairi, Al-
Mashari

Russell,
Russell

Davila,
Epstein,

Beam,
Radford

Structure

Nilakanta
RN

Shelton
\

Controls

HR systems (recruitment, training, reward etc.)

<

Culture

=

Rewards/reinforcement

v

=

Top Management support

z2lz2|z2]=2]=2]=2]

Type of organization (industry, sector, structure)

Type of innovation (administrative, technical,
radical, etc)

Stage of adoption (upfront, backend)

Scope of adoption

\Work discretion/autonomy)

Time availability

Resource availability incl people

Organizational boundaries (for individuals)

Innovation Plans

Innovation task force

Empowerment

<1<

Innovation audits

Nature of jobs (how they are classfied, enlarged
etc)

Information (exchange of)

Special budgets/venture capital

Portfolio approach/Dry hole

Intercompany, inderdivisional, vendor, supplier
cooperation (cross-functional teams)

Discretionary funds/time

Structured approach through an innovation
process

Individual factors - creativity, communicating
information, learning, adaptiveness, skills
flexibility, empowerment/team work, role of
management, belief system

Communication process

Strategic Flexibility (use of contractors, temporary
workers etc.)

Strategic Alliances

Efficiency in indirect activities

Knowledge resources/management

2

Information Technology and other tools

Competitor analysis

Flexibility and speed of response

Process

Financial Resources

Tolerance for failure

Proximity to suppliers

Proximity to research institutions

Government policy

Market orientation

Multiple approaches (multiple options/redundancy
to cope with uncertainties)

Political and psychological support

Chaos within guidelines

Business need/problem/purpose

Industry

History (of past innovations)

Innovation champions

Dual systems (both diversity and order)

Experimentation

Goals

Defined Risk tolerance

Autonomy/"space”

Climate

Diversity (cultural)

Recognise innovation as an important activity

Open-mindedness

=

Decision-making (fast)
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APPENDIX G — RESULTS: INNOVATION STRATEGY COMPONENTS

Duane,
Kuratko,
Morris

Van Looy,
Martens,
Debackere

Foster,
Pryor

Anthony,
Eyring,
Gibson

O'Reilly
1,
Tushman

Rothwell

Linder,
Jarvenpaa,
Davenport

Duane,
Kuratko
and
Morris

Hull

Afuah

Adner

Maartensen,
Dahlgarrd

Quinn

Shelton,
Davila

Basadur,
Gelade

Kamm

Deschamps

Russel

Davila,
Epstein,
Shelton

Amidon

Vision (where the firm wants to be in
terms of innovations)

Link to business level innovation

Areas of innovation leadership

B B P

Innovation focus (business
units/product areas, markets)

< R P P

< P P P

Ambedextrous vs focus organization

Sources of innovation

Task Force

innovation plans (business level)

B B B <

Set growth target

Time-based (firs-to-market, fast

Innovation modes

Employee Development Programme

Innovation Sourcing strategy (Buying,
co-sourcing, community sourcing,

Metrics

22

2]z

Resources

Priority

Innovation ecosystem (collaborative
arrangements)

Communication and policy deployment

Strategies for building new culture

P P

Structuring for innovation

Portfolio planning

P B

Clear goals

Innovation Leadership (front-end/back-

Innovation intensity (how much)

<<=

Organizational context (culture,

Knowledge/learning network
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APPENDIX H — DUPLICATE INNOVATION FACTORS REMOVED

Innovation Factor

Where it is covered

Chaos within guidelines

“Innovation Process”

Nature of jobs (how
classified, enlarged etc)

they are

“Work discretion” and in
boundaries for individuals”

“Organizational

Innovation champions

“Resource (people, time, special (discretionary)
funds”

Special budgets/venture capital

“Resource (people, time, special (discretionary)
funds”

Time availability

“Resource (people, time, special (discretionary)
funds”

Industry

“Type of organization (industry, sector, structure)”

Work discretion

“Empowerment/Work discretion”

Competitor analysis

“Market Orientation”

Structured approach
innovation process

through an

“Innovation Process”

Financial Resources

“Resource (people, time, special (discretionary)
funds”

Autonomy/"space"

“Empowerment/Work discretion”

Discretionary funds/time

“Resource (people, time, special (discretionary)
funds”

Strategic Alliances

“Inter-company, interdivisional, vendor,
cooperation (cross-functional teams)”

supplier
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APPENDIX | - DUPLICATE INNOVATION COMPONENTS REMOVED

Innovation Strategy Component

Where it is covered

Structuring for innovation

“Ambidextrous vs. focused organization” as well as
innovation resourcing

Sources of innovation

“innovation sourcing strategy”

Innovation Leadership (front-end/back-
end)

“Areas of innovation leadership”

Resources

“innovation sourcing strategy”

Set growth target

“Clear goals”

Innovation ecosystem (collaborative
arrangements)

“innovation sourcing strategy”
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APPENDIX J - INNOVATION STRATEGY COMPONENTS IDENTIFIED BY

THE PANEL OF EXPERTS

# of times |Innovation strategy component
cited
7 Clear business purpose and objectives (short and long-term)
Component to influence innovation through culture, rewards, hiring
7 policies, environment etc.

6 Compelling, well-articulated vision of what innovation should achieve
CEO, executive involvement as well as chains of command to enables
5 innovation

Resources (dedicated teams) to experiment, develop, test, protect and
4 commercialise

Measurable outcomes, scorecards and review indicators

Idea management and prioritization processes

People development, investment in people or focus on growing
appropriate capabilities

Alignment to the corporate strategy and business strategies

Simplicity

Communicating the innovation strategy

Collaboration tools and models for suppliers, partners, universities and
sometimes competition

Timelines/Time-based approach

Research and development component

Risk

Investment in technology (even if not directly applicable to current
business)

Funding

Customer intimacy/feedback

Strict governance

Environmental monitoring

Be ready to change: don't fixate on the products and services that made
you successful - look beyond these and introduce new ones that could
even cannibalise the old.

Show relationship with national and international trends

Intellectual challenge

Incremental changes as technologies and context better known

It should be inclusive of all stakeholders.

Building capabilities to respond to and influence market demand
Identify your core competence. For eg: Auto & General define its core
competence in terms of running a call centre that could sell anything to
1 anyone.

N

N

wWlw|w|h~

NININ (W

RN

NN
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APPENDIX K - INNOVATION PERFORMANCE MEASURES SUGGESTED

BY THE PANEL

# of times [Innovation performance measures
cited
6 Number of ideas generated
5 % Market share gained as a result of innovation
Brand awareness, customer satisfaction and increase in company profile
5 as a result of innovation
4 Ratio/number of ideas commercialised
4 Sales volume and growth from new products/services
R&D/Innovation spend (incl hours) and Net Present value of innovation
4 portfolio
Innovation targets achieved with resources allocated (incl. projects
4 meeting time and budget
Quality of projects delivered measured by time to market as well as on
3 time and on budget delivery
Increase in organizational learning, innovation training and development
3 of relevant expertise
Level of knowledge sharing and % increase in new conversations within
2 the organization
2 Novelty ratio for new products and services
# of opportunitities in the innovation pipeline and # of outputs per phase
2 of investment management funnel
1 Rewards and recognition for innovation
1 Efficiency/effectiveness of investment governance mechanisms
1 Intellectual property generated (patents, papers, trademarks, etc)
1 % cannibilization on existing products managed
1 Shareholder/stakeholder yield from innovation (value)
1 Innovation is formal agenda item for Executive
1 Clear communication tools in place
1 Energy level increase
1 change the organization vs run the organization
1 Competitor products
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APPENDIX L - ACTIONS IDENTIFIED FROM COMPARING PHASE 1 AND 2

RESULTS (STRATEGY COMPONENTS)

COMPONENT NOTES ACTION

Simplicity Describes the nature of the innovation strategy, not the Discard
component

Research and development component Covered in "innovation modes" in the Business Unit goals and |Discard
objectives Perspecitve

Risk Dealt with in the "Vision" Perspective Discard

Customer intimacy/feedback Originally included in "Culture - market orientation" in the Reshuffle

Innovation Strategy Deployment Perspective - was reshuffled
based on feedback

Strict governance Not considered in the model Incorporate

Environmental monitoring Originally included in "Culture - market orientation" in the Reshuffle
Innovation Strategy Deployment Perspective - was reshuffled
based on feedback
Show relationship with national and international trends Originally included in "Culture - market orientation" in the Reshuffle
Innovation Strategy Deployment Perspective - was reshuffled
based on feedback

Intellectual challenge Could be included under "bsuiness goals" but will list separately |Incorporate

Incremental changes as technologies and context better known |Covered in "innovation modes" in the Business Unit goals and [Discard
objectives perspecitve

It should be inclusive of all stakeholders. Describes how the innovation strategy should be developed, not|Discard
the key components
Building capabilities to respond to and influence market demand|Originally included in "Culture - market orientation" in the Reshuffle

Innovation Strategy Deployment Perspective - was reshuffled
based on feedback

Identify your core competence. For eg: Auto & General define  |Not a strategy component. The organization's core competence [Discard
its core competence in terms of running a call centre that could |are assumed to be known
sell anything to anyone.
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APPENDIX M - ACTIONS IDENTIFIED FROM COMPARING PHASE 1 AND 2

RESULTS (METRICS)

PERFORMANCE MEASURE NOTES ACTION
Innovation is formal agenda item for Executive Not in scorecard Incorporate
Rewards and recognition for innovation Not in scorecard Incorporate
Novelty ratio for new products and services Not in scorecard Incorporate
Should be addressed in the "ratio of ideas
# of opportunitities in the innovation pipeline and # of commercialised" with outstanding ideas
outputs per phase of investment management funnel shown per phase Discard
Efficiency/effectiveness of investment governance
mechanisms Addressed in the innovation process Discard
% cannibilization on existing products managed Not in scorecard Incorporate
Energy level increase Measure not fully understood Discard
Intellectual property generated (patents, papers,
trademarks, etc) Not in scorecard Incorporate
Covered in "Level of knowledge sharing and
% increase in new conversations within the
Clear communication tools in place organization" Discard
change the organization vs run the organization Measure not fully understood Discard
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