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To systematically leverage innovation as a source of competitive advantage,
innovation must become an integral part of an organization’s strategy and activities.

Innovation and Performance Management

Innovation is the source of competitive advantage. It can serve as the impetus for start-up companies to
bring new products or services to market, or established organizations looking for ways to improve
processes. Decreasing cycle times for new products (automobiles used to take 10 years from concept to
production; now they are down to three years) and the proliferating variation of current products (how
many different toothpaste varieties does one really need?) indicate that the pace of innovation is
accelerating.

The increasing pace of competition across industries points to a need to develop and guide innovation,
rather than relying on flashes of brilliance. Systemizing the innovation process requires measuring it.
However, simply implementing a list of metrics to measure various aspects of innovation is insufficient. To
systematically leverage innovation as a source of competitive advantage, innovation must become an
integral part of an organization’s strategy and activities.

The Balanced Scorecard is the answer. It provides a foundation for developing metrics that connect
strategy to action. This framework enables innovation within a strategic context, consequently integrating
innovation metrics in activities throughout the organization. The Balanced Scorecard looks beyond the
traditional financial metrics, adding three additional inter-related perspectives. It (1) reflects how financial
results are affected by customer satisfaction, (2) which is determined by the execution of processes, and
(3) which relies on the organization’s learning capabilities. Figure 1.
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The innovational performance management framework adds two perspectives:
attention to external events, and performance "surprises”.

Successfully integrating innovation within the performance management framework requires a broader
view of performance management. Instead of just managing operating performance, the framework needs
to address the over-riding strategic issues. This innovational performance management framework adds
two perspectives: attention to external events, and performance "surprises" (both favorable and
unfavorable) outside the projected range. These "out of tolerance" results are not necessarily a call for
corrective action, but may signal an opportunity or change. External events and/or performance surprises
represent a call to revisit the strategy. Some organizations that use a red/yellow/green convention to
communicate status have added another category (such as a "blue light") highlighting the need to
consider strategic changes (See figure 2).

Figure 2.
Figure 2. The Innovational performance management frame- Infrvalional Performance Managermenl
work uses performance results to assess two additional layers: |
revisit strategy, and as a signal of external changes and/or AATVIDORE

ik L Fainitaich 5] (S Toiallend

|

SIrEsRTy
FEEEE AT e SRR (A
Bapnd (D R R T e B R

opportunities.

Defining Innovation

"Innovation is an economic or social rather than a technical
term...it can be defined in demand terms rather than in supply l
terms, that is, as changing the value and satisfaction obtained Fiior 53 e BTy
from resources by the consumer...to create new and different [ Soerie] )
values and new and different satisfactions, to convert a l .
"material" into a "resource," or to combine existing resources [reTe———
in a new and more productive configuration. "'g;::"""
- Peter F. DruckerInnovation and Entrepreneurship l
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The definition of innovation can be divided into two

be improving an ongoing process: reducing cycle time, in-
creasing throughput, or reducing cost. These are incremental
improvements. Opportunities to explore are those areas, both inside and outside the organization, where
ideas and solutions can be applied in new ways or to solve new problems. You may not know all the
parameters, but this creates the environment for transformational innovation.
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