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ABSTRACT

Innovation research is typically concerned with understanding how innovations
emerge, develop, grow and are displaced by other innovations. The present paper
explores from a theoretical as well as from a managerial perspective, some of the
determinants of innovation: technology, R&D management, leadership, company size,
company age, company location, market structure.

Introduction

In today's fast changing world, characterized by rapid technological developments
and changing market demands, the success and survival of the organizations depend on
creativity, innovation, discovery and inventiveness (Mostafa, 2005; Herbig and Jacobs,
1996).

The term “innovation” can strike fear into the heart of many enterprises that are

struggling to stay alive. Faced with challenges like skills shortages, lack of training, lack of
capital, excessive taxation, fluctuating currency levels, many enterprises feel they can’t
cope with the added burden of trying to be innovative. On the other side, the role of
innovations in achieving higher economic growth has been recognized in the models of
economic growth and national competitiveness. Recently, innovations are considered the
basic resource for the formation of dynamic and competitive knowledge-based economy
(Raci¢ and Aralica, 2005)
Innovation research is typically concerned with understanding how innovations emerge,
develop, grow and are displaced by other innovations (Vollenbroek, 2002). In order for an
innovation to be effective, or even successful, it must result in a significant change,
preferably an improvement in a real product, process or service compared with previous
achievements (Harper and Becker, 2004, Ridle, 2000).

Innovation is a complex and multifaceted phenomenon that, to be properly
understood, requires in depth examination of a large variety of phenomena spanning from
the inception of the original innovative idea, to the research activities to turn this idea into
new knowledge that can be potentially applied, to the process of embodiment of this
knowledge into a product/service or process to be commercialized (Polt, Vonortas and
Fisher, 2008).

In recent years a lot of research has been done to find out which factors contribute
to innovation efforts of an organization, to build a more thorough theoretical foundation for
the mechanisms behind innovations and to substantiate practical interventions. From the
point of view of the set of antecedents of innovation, two major streams of research can be
identified (Prajogo and Ahmed, 2006). One stream examines innovation in terms of
technological aspects, while the second focuses upon human aspects. Studies covering
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technological factors of innovation, such as Napolitano (1991) and Leblanc et al. (1997),
emphasize the importance of technology and research and development (R&D) for
innovation. This research stream conceives that technology and R&D are the ‘front-edges’
of innovative firms. On the other hand, studies on the human factors of innovation
emphasize such factors as organizational structure and culture. This research stream
presupposes that people and organizational context are the main determinants of successful
innovation (Cooper and Kleinschmidt, 1995; Zien and Buckler, 1997).

Other researchers have been explained the intensity of organizations innovation
through analysis of the external and internal factors). External factors refer to opportunities
a company can seize from its environment. Internal factors refer to characteristics and
policies of an company. From the point of view of the influence of external factors on the
innovation, the researchers (Nieto and Quevedo, 2005) have been analyzed how the degree
of concentration of an industry, the stimulus of demand, the existence of technological
opportunities, suitability for appropriation or the existence of spillovers can shape the
innovative behavior of a business. Other works has emphasized the part played by factors
that are internal, and thus controllable by the firm. These have included size (Cohen and
Klepper, 1996), mechanisms for coordination between departments (Gupta et al., 1985),
human resources procedures (Wolfe, 1995), capacity for self-financing (Grabowski, 1968),
the type of diversification strategy adopted (Scott and Pascoe, 1987), and the nature of
organizations’ competences (Henderson and Cockburn, 1994).

Some determinants of innovation

As previously said, many studies revealed that activities directed to innovation correlate
with a considerable number of factors. From a theoretical as well as from a managerial
perspective, it seems to be relevant to present some of the factors that contribute most to
innovation efforts.

Technology

Technology is an important driver of innovation. Theoretical and empirical studies
show that technology not only plays a key role in creating new products or processes, but
sometime it changes the fundamentals of industry structure by radically redefining “the rules of
competition”. The consequence of these shifts may entirely destroy existing markets and/or
create new ones. As such, the term “technological innovation” is very popular in the literature on
innovation (Shane and Ulrich, 2004), even though researchers have pointed out that innovation
may not always be technologically based (Claver et al., 1998).

R&D Management

Many companies decided to augment their technological capabilities, either
through in-house efforts or external sourcing. Traditionally, large firms relied on internal
R&D to create new products. In many industries, large internal R&D labs were a strategic
asset and represent a considerable barrier to entry for potential entrants. As a result, large
firms with extended R&D capabilities and complementary assets could outperform smaller
rivals (Teece, 1986). This process in which large firms discover, develop and
commercialize technologies internally has been labeled as “closed innovation”
(Chesbrough, 2003). For a long time, closed innovation has been a very successful way
used by companies to sustain a competitive advantage in their different businesses.
However, the innovation landscape has changed considerably. In addition to internal R&D,
many companies need to get access to external knowledge, such as startups, universities,
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suppliers, or even competitors to stay competitive in the long run. So, a growing number of
large companies have been moving from an internally focused innovation process to one
that is more “open”. In this new era of “open innovation”, companies use both internal and
external pathways to exploit technologies and, concurrently, they scout different external
sources of technology that can accelerate their innovation process (Chesbrough, 2003).
Companies are engaged in joint R&D because it allows the utilization of external resources
for their own purposes directly and systematically. The benefits of R&D cooperation
(Becker and Peters, 1998) can be described as follows: joint financing of R&D, reducing
uncertainty, realizing cost-savings, realizing economies of scale and scope.

Leadership

Leadership has been suggested to be an important factor affecting innovation
(Gumusluoglu and llsev, 2009, Jung et al., 2003). Broadly speaking, leaders of
organizations perform two main roles in relation to innovation. Fist, they are motivators —
they inspire people to transcend the ordinary and innovate. Second, they are architects in
the administrative sense — designing an organizational environment that enables employee
to be innovative.

Zaltman et al (1973) mention that innovation is a highly complex social process
that requires the effective interaction of a large number of individuals and sub-units within
the innovating organization. There is thus a need to provide directive leadership through
professional managers.

Company size

Cohen and Klepper (1996) argue that returns of an innovation are positively
related with the size of the company and that this relationship is stronger for process
innovations than for product innovations. For process innovation, they assume that it cannot
be sold in disembodied form; the return of a process innovation that improves the price-cost
margin is positively related to the internal applications (that depend on the company’s
output). Higher volumes of production imply higher gross benefits of an innovation. Hence,
larger companies are able to benefit more from a certain innovation than smaller companies
because larger companies can spread the benefits over a greater volume.
On the other hand many empirical studies of the relation between innovative output and
firm size found that small companies generate more innovations per dollar of R&D.
Researchers have puzzled whether this is evidence that small companies are more efficient
innovators than large companies. The argument in favor of small companies is that they
have flexibility in adjusting employees in innovation related projects and less complex
management structures in implementing new projects.

Company location

It is found generally in the international literature (Acs, 2002) that innovation
propensity is increased when companies are located in large and diverse cities. Combining
this observation with the above observations from the companies’ size, suggests that large
concentrations of small firms in large cities should promote innovation.

Company age

The research in the field has associated company experience, and implicitly its
age, with learning. Learning-by-doing, widely studied in economics, has been associated
with decreases in the marginal cost of production as the company accumulate production
experience. There is ample evidence that a firm’s innovative activities may be subject to
learning effects. In other words, firms’ innovative abilities may improve with time.
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Market structure
Which market conditions are optimal for effective and sustained innovation to occur? This
is a question that has preocupied economists and business academics for many years. The
empirical evidence shows that this relationship most likely depends on the characteristics of
the industry under consideration (particularly the number of firms in the market and the
level and availability of technology). High levels of research and development spending are
frequently observed in oligopolistic markets. Geroski (1990) has stated that the role of
rivalry in stimulating innovation is considerable but is nowhere near as important as that of
technological opportunity. Monopolists are capable of doing this due to higher profits and
the ability to feed off past innovations. The benefits are offset by the possible negative
effects of social welfare loss to consumers and the squeezing out of competitors; problems
that are avoided in a competitive market.

Baumol (2002) also concludes that competition, not market power, encourages
firms to innovate. Institutions and government policy are significant. Technological change
and productivity growth has been known to occur more freely when the government sets a
favorable climate for change (Acemoglu et al., 2002). Also important is the enacting of
appropriate antitrust legislation. From a policy perspective, antitrust interventions must
examine carefully and individually the cases of companies abusing monopoly power and
should not always act to eliminate the incentives for innovation.

Organizational culture

Organizational culture is a set of beliefs and values shared by members of the
same organization, which influence their behaviors. This culture reflects a common way of
thinking, which drives a common way of developing, manufacturing, and marketing a
product. Kenny and Reedy (2007) emphasize that organizational culture affects the extent
to which creative solutions are encouraged, supported and implemented. Yeung, Brockbank
and Ulrich (1991) refer that organizational culture is important as a vehicle for
implementing organizational change. King (1990) points out that though not all
organizational change involves innovation, but all organizational innovation involves
change. Christensen (1997) suggests that an organization’s resources, processes and values
(its culture) contribute to its ability to adopt innovations. Kanter (1988) stresses the
importance of a “pro-innovation” culture.

Conclusion

From the perspective of innovation policy, there are also other more urgent
framework conditions than the flaws in the system itself: for example, fiscal burdens on
labor, inflexible education and training system, etc. The sense of urgency to solve these
problems is however not always adequate.
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