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  C H A P T E R  1

WHAT IS INNOVATION 
GOVERNANCE?

When business leaders hear the word “governance,” they may
naturally think of corporate governance, “the system by which 
companies are directed and controlled.” 1 “It involves regulatory and 
market mechanisms, and the roles and relationships between a
company ’ s management, its board, its shareholders and other stake-
holders, and the goals for which the corporation is governed.” 2

But what does the concept of innovation governance  conjure up?e
Does it belong to the broader governance mission of the board of 
directors? Is innovation a suffi  ciently important challenge to be
“governed,” i.e. directed and controlled at a high level? In many 
companies immersed in today ’ s global product and service com-
petition, the answer is defi nitely yes. And innovation governance 
is not just a mission of the board, as we shall see in Chapter  2 . It
is clearly also a duty of the top management team, as we will 
emphasize in Chapter  3  and the rest of this book. 

But before we try to defi ne it, let us fi rst briefl y review current
managerial responses to the governance challenge in respect of 
innovation, i.e. refl ect on the way companies eff ectively stimulate, 
steer, and sustain a complex cross-functional and multidisciplinary 
activity like innovation.  
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  T H E  I N N O VAT I O N  M A N A G E M E N T
C H A L L E N G E

 Most large corporations are organized around three axes – business 
units, regional operations, and functions – which management 
knows how to steer and control eff ectively. In addition, these cor-
porations have generally gone further by allocating specifi c respon-
sibilities and setting up dedicated mechanisms to manage
cross-functional processes – a fourth dimension – for example, for 
new product development. Innovation does indeed consist of 
several cross-functional processes. But there is more to it than pro-
cesses. Innovation deals with  hard  business issues like growth strat-d
egy, technological investments, project portfolios, and the creation 
of new businesses. It also includes  softer challenges, like promoting r
creativity and discipline, stimulating entrepreneurship, encouraging 
risk taking, promoting teamwork, fostering learning and change, 
and facilitating networking and communications. In short, it 
requires a special type of organizational culture. Like customer 
focus, innovation is a mindset that should pervade the whole 
organization. 

The scope of innovation is so broad that few companies appear 
to have thought carefully enough about what it takes now and 
will take in the future to stimulate, steer, and sustain innovation in
an integrated way, across all its aspects. Many companies do not
have an overall frame that integrates all these hard and soft innova-
tion aspects under proactive top management supervision. Manage-
ment today needs a holistic system that sets and aligns goals, defi nes
policies and values, prioritizes processes, allocates resources, and
assigns roles, responsibilities and decision-making authority to key 
players. And that system has to originate from the C-suite. This is
the task we call innovation governance. The word “governance” is e
appropriate here because stimulating, steering, and sustaining inno-
vation is a mission that cannot be delegated to any single function 
or to lower levels of an organization. It remains a top management 
responsibility and preserve. 

Of course, the CEO personally or the C-suite collectively can 
decide to take on the innovation challenge directly, as a top man-
agement responsibility, and thus “govern” innovation proactively as 
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a group. This often happens in start-ups – especially technology-
based ones – that grow big. But in our experience, this level of 
top management ownership and direct involvement in innovation
is rare in large and traditional corporations. In many cases, in spite
of all the risks that it creates – including lack of integration, short
termism, and strategic myopia – management has delegated the 
responsibility for innovation to diff erent individuals or groups, for 
example to marketing for improvements to existing product lines, 
or to R&D for exploring new technologies. 

Ad hoc organizational solutions to the governance challenge
may work well for some aspects, typically those dealing with
process management issues and extensions of current businesses
and activities. But many such solutions fail to meet other aspects
of the innovation challenge, for example those dealing with the 
sustained creation of radically new growth businesses or simply
with culture change. 

Given the newness of the term and of the concept behind it, 
we should fi rst defi ne what innovation governance really means
and determine its scope.  

D E F I N I N G  I N N O VAT I O N  G O V E R N A N C E

In a recent management development seminar at IMD business
school in Lausanne, Switzerland, on the theme of innovation gov-
ernance, the participants – all senior managers vastly experienced
in the fi eld of innovation – proposed the following list of innova-
tion governance responsibilities:

•    defi ning roles and ways of working around the innovation
process; 

•    defi ning decision power lines and commitments on innovation; 
•    defi ning key responsibilities of the main players; 
•    establishing the set of values underpinning all innovation 

eff orts; 
•    making decisions that defi ne expectations; 
•    defi ning how to measure innovation; 
•    making decisions on innovation budgets; 
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  •    orchestrating, balancing, and prioritizing innovation activities 
across divisions; 

  •    establishing management routines regarding communications 
and decisions.   

This list provides a good fi rst description of the scope of inno-
vation governance but it is worth going further and introducing a 
structure to capture the various facets of innovation governance. 

There are two complementary ways to defi ne innovation gov-
ernance. The fi rst is to equate it to a collective form of organiza-
tional leadership with regard to innovation. The second is to compare 
it to a corporate  innovation constitution . 

  Innovation Governance: An Organizational Form of 
Innovation Leadership

 At the start of the Driving Strategic Innovation executive develop-
ment program, which IMD off ers jointly with MIT, we like 
to frame innovation in a broad leadership perspective by introduc-
ing Jay Galbraith ’ s organizational star model. 3 It consists of fi ve 
elements:

   •    strategy (including vision, market direction, competitive advan-
tage, and diff erentiated off erings); 

  •    structure (including power and authority, reporting relation-
ships, and organizational roles); 

  •    processes (including integrative roles, lateral connections, and 
idea and knowledge fl ow); 

  •    rewards (including goals, scorecards and metrics, values and 
behaviors, and compensation); and 

  •    people (including staffi  ng and selection, performance feedback 
and learning, and development).   

It is the role of leaders, we believe, to refl ect on each of these 
fi ve dimensions in order to make them conducive to innovation, 
and to ensure that they are internally congruent. In other words, 
each element has a direct impact on the company ’ s ability to 
innovate, and a single misalignment – for example if management 
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punishes risk taking and failures in its performance evaluation and
reward system – can ruin the company ’ s eff orts. 

This framework reminds managers that innovation has a broad
organizational leadership aspect that goes beyond the traditional 
emphasis on culture and processes. It thrives when leaders adopt
a comprehensive perspective and understand how each part of the
system infl uences overall performance; it fails if one of the ele-
ments is missing or counterproductive. 

Building on this broad organizational leadership perspective, 
we can defi ne the scope of innovation governance as a combina-
tion of fi ve concrete missions for management (refer to Figure 
1.1 ). In the rest of this section we will address each of these mis-
sions and refl ect on how they defi ne and impact on governing 
innovation. 

Innovation governance starts with a management commitment
to promote many types of innovations, i.e. to encourage everyone
in the organization to consider opportunities for innovation in all
aspects of the company ’ s off erings and in all its internal and exter-
nal processes. This fi rst governance mission is so critical that we
will explore it in more detail later in this chapter. 

Besides this missionary call for breadth in perspective, the
innovation governance duties of management are fourfold. 

Figure 1.1: The Scope of Innovation Governance 
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  Building a Mission, Vision, and Strategy 
for Innovation

 As part of this fi rst innovation governance element, manage-
ment should refl ect on and explicitly address three fundamental 
questions:

• Why innovate? What benefi ts can we expect from innovation, 
or what penalties might we incur if we fail to innovate?

• Where to innovate? In what areas should we focus our innova-
tion eff orts to implement or reinforce our business strategy?

• How much to innovate?  How much risk can we bear in our 
innovation drive, and how many resources are we ready to 
commit to it?   

It is critical that management 
make its expectations explicit
regarding  why , where, and  e how much, 
and that these expectations are
widely known in the company. 
Some companies waste scarce 
resources pursuing opportunities 
that, in the end, are sidelined or 
canceled, not because further 
research shows them to be less 
likely to succeed, but because man-
agement does not adhere to its
own guidelines. Management must 
also make explicit its own willing-
ness to pursue diff erent levels of 
innovation. Too often, for example, 
management pays lip service to 
radical innovation, but fails to fund
the projects that emerge from early
stage innovation initiatives.

It is imperative that manage-
ment also take the time to refl ect on these questions. Diff erent
members of the management team are likely to have diff erent 
mental models or implicit assumptions about innovation, often 

   Unwillingness to
Resource Projects?  

A large company that serves 
the medical industry had
grown primarily by acquisi-
tion. The executive team 
decided to launch a growth
by innovation strategy and 
appointed a director of inno-
vation. After several years, 
despite devoting resources to 
fi nding innovation opportu-
nities, the group portfolio 
management team had can-
celed every suggested project 
because it was not willing to 
resource projects that would 
not build upon existing pro-
duct lines and pay off  in the 
short term. 
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stemming from their own experiences. Unless they have the 
opportunity to refl ect together, to discover where they agree and 
disagree, their actions and decisions are likely to contradict the 
mission and strategy as they have been defi ned.  

Discovering Opportunities for Innovation 

One critical capability to be devel-
oped as part of the company ’ s 
innovation strategy is “foresight,” or 
the ability to track weak signals 
and sense emerging trends in the
market, in customer behavior and
preference models, and in tech-
nologies. Building foresight is a
complex process which requires 
launching eff orts to collect market/
customer, competitive, and tech-
nological intelligence. It requires
a company-wide attitude of open-
ness and curiosity and, possibly, 
the establishment of small specialist 
departments to constantly scan the
environment for weak signals of 
change and emerging trends, par-
ticularly from outside one ’ s own
industry.

Many large R&D departments
have set up such a capability, 
appointing a number of technology
gate-keepers to follow the progress
of new technologies. In recent
years, product management and
commercial managers have also
begun to dedicate valuable resources 
to long-term market and competi-
tor intelligence activities. 

Myopia in Smartphones?  
The past decline of Nokia 
and RIM (Blackberry) in 
smartphones can be attrib-
uted, at least in part, to their 
inability to spot – or their 
unwillingness to follow – a 
radical change in the market. 
Both sold their smartphones
primarily to the professional 
segment of managers and 
neglected the consumer mar-
ket, which Apple targeted fi rst 
with its iPod Touch ® and 
later with its iPhone, fol-
lowed by Samsung and other 
Android phone manufactur-
ers. Equipped with a user-
friendly touch screen and a 
growing number of applica-
tions, these phones became 
an attractive alternative to the 
competent but dull profes-
sional smartphones of Nokia
and RIM. Professional users 
quickly convinced their IT
department to buy the new 
fun and “app-rich” smart-
phones, leaving the two
former leaders in a diffi  cult 
catch-up mode. 
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These activities include gathering ethnographic information 
about customers and their wants and needs (in particular so-called
latent needs, of which the customer is unaware), building groups
of industry “thought leaders,” and participating in conferences and
other gatherings where it is possible to rub shoulders with tech-
nologists and customers. However, many companies run the risk 
of myopia, failing to sense new opportunities or failing to commit 
to them once they have been uncovered. Product managers may 

be tempted to look narrowly at
the boundaries of their competitive
arena and stick to the paradigm on 
which they built their business. 
Marketing managers ’  perspective 
is often more operational than 
strategic, which leaves them boxed 
in as they try to use incremental 
improvements to compete in the 
same markets. R&D can certainly
become stuck in a commitment 
to its own technology and ignore
potential disruptive changes. The
examples of Nokia and RIM high-
light the potentially dramatic con-
sequences of such myopia. 

The challenge is to establish 
appropriate boundaries to frame
the search for intelligence. If the 
scope of the search is too narrow, 
as the examples of Unilever (see
box), Nokia, and RIM show, there 
is a risk of myopia. If it is too
broad, then the company may 
become lost in an endless search 
for irrelevant trends.

It is therefore important to 
stress the role of top management, as part of its innovation govern-
ance mission, in ensuring that the organization remains in a mode 
of constant alert to external trends that could disrupt the com-

   Foresight Lacking 
at Unilever?  

A former head of research at 
Dutch food giant Unilever 
recalled that one of the 
major trends that impacted 
the profi tability of his 
company in the past – the 
microwave oven revolution 
– took the company by sur-
prise because it had emerged 
outside the food industry. 
By triggering a trend toward 
ready-meals and fatless 
cooking, it noticeably reduced
purchases of margarine, one
of Unilever ’ s most profi table
product lines. He claimed 
that no one in marketing 
had anticipated the develop-
ment of the new cooking 
technology and its impact
on margarine, since product 
managers were too busy
scanning the development 
of other fat categories, like 
butter and oil. 
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pany ’ s activities and/or create new opportunities. Besides accepting 
the costs linked to this search for intelligence – some see it as 
an unnecessary overhead – leaders need to adopt an attitude
of extreme openness to external changes, as well as humility
to challenge the company ’ s implicit beliefs. Andy Grove, the leg-
endary former CEO of Intel, called it necessary management
“paranoia.”4

Steering the Execution of Innovation Projects 

Of all the innovation governance elements, steering the execution
of innovation projects is probably the one that has received the
broadest recognition. It was the fi rst innovation issue to be recog-
nized. In the 1980s and 1990s, companies and the academic com-
munity began to pay attention to two critical execution activities: 
(1) optimizing the project pipeline, which includes project resourc-
ing and ensuring that the collection of projects in the pipeline
fulfi lls the innovation strategy; and (2) steering the execution of 
innovation projects by multifunctional teams by designing and
implementing phase/review processes. These processes are designed 
to manage the tasks as well as the critical decisions of developing 
a new off ering. They make it possible to start a project, while
delaying the decision to invest signifi cant resources until enough
information has been gathered to be able to judge the likelihood
of success. The logic of the phase/review process makes it possible 
to begin attractive but risky projects with low initial investments. 
As often happens when addressing complex and systemic issues, it 
was fi rst seen as a simple linear process – from idea to commer-
cialization. As understanding of the linear process grew, companies
and consultants and academics were able to appreciate more subtle
aspects, so execution now includes many more factors. 

In steering the execution of innovation projects, management
should address three new questions, which will be explored in 
more detail later in this chapter:

• How to innovate more eff ectively? What approaches should we 
adopt to meet our innovation objectives and how can we
mobilize our organization behind this challenge?
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  •     With whom to innovate?  What are the purpose, scope, and process
of an eff ective open innovation strategy and approach?

• Who should be responsible?  Who should be the owners of our 
innovation eff orts, and what organizational models will we 
choose to steer innovation?   

 The role of governance with respect to execution is to ensure 
that the necessary processes exist and are being used optimally. 
Many companies have appointed process owners, who are respon-
sible for implementing and improving processes. Corning, for 
example, uses a kind of ethnographic methodology to assess how 
well a process is working for those whose work is framed by it, 
in order to make sure that improvements are targeted and necessary. 

 There is, however, a problem that has become more severe in 
recent years. Now that companies do not need to design processes 
from scratch, there is a temptation to over-perfect them. Processes 
should of course be improved when necessary – but management 
should guard against over-engineering processes, spending more
time on them than what they can do for the market warrants.  

  Developing Innovation-enhancing Capabilities 

 Innovation-minded leaders are generally aware of the need to enlist 
as many of their staff  as possible in focused innovation management 
development programs. Of course, innovation requires a range of 
hard skills, such as new technological competencies or advanced 
commercial profi ciency. These are generally off ered as part of the 
company ’ s traditional training programs. They are needed in most 
circumstances, but they are not suffi  cient. At least four other cat-
egories of softer skills essential for innovation also need to be
developed:

   •    Customer sensing – understanding customers ’  evolving hierar-
chy of preferences and subtle patterns of adoption. What used 
to be called “the fuzzy front end of innovation” is now more 
widely referred to as just “the front end of innovation,” and 
there are many excellent processes to guide the search. These 
techniques, which must be learned by a broad range of people, 
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include mapping technologies, ethnographic customer research, 
and so on. 

•    Idea and concept evaluation and validation – being able to 
screen and rank ideas and preconcepts generated through an 
ideation process against the company ’ s strategic criteria. Here
again, processes and tools to accomplish this are widely avail-
able and can be shared with a broad range of managers. 

•    Team management – creating a culture and processes that
foster collaboration within projects and across functions and 
levels. This type of training is essential at the beginning of 
important projects to help team members to bond and encour-
age them to cooperate with one another while maintaining a 
healthy confrontation of ideas. 

•    A to Z project and venture management – including knowing 
how to reduce the range of technical and market uncertainties
as a project progresses, and how to assess the changing value
of the project in terms of its fi t with strategy, with the pro-
posed portfolio of new off erings, and with off erings already in
the market.   

Besides ensuring that such skills are being nurtured, innovation
governance also promotes critical innovation-enhancing values and
behaviors. The range of values to be promoted is long and well 
known, since they are constantly repeated in the management
literature:

•    user orientation and customer intimacy; 
•    curiosity; openness to the external world and to ideas from all

over; 
•    risk taking, tolerance of failure, and learning from failures; 
•    teamwork and collaboration across all hierarchies and organi-

zational units; 
•    entrepreneurship and a bias toward a “just-do-it” attitude; 
•    experimentation and a tendency to build prototypes very early; 
•    professionalism in project management; respecting timing and 

budgets; and 
•    speed and a sense of urgency.   

The role of top management and particularly the CEO 
in this area is critical, since concrete examples – and not just
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exhortations – must always come from the top. It takes a lot of 
repeated eff orts, in words and deeds, to propagate these values 
across the organization and make them stick.   

  Innovation Governance: A Corporate Constitution 
on Innovation

 Alongside organizational leadership, the second way of defi ning 
innovation governance is to think of it as a corporate innovation
constitution. In many ways, innovation governance provides a 
frame for all innovation activities by defi ning the roles, powers, and
limits of the various players, and organizing the functioning of all
innovation-related processes. A form of constitution is indeed nec-
essary for an activity that cuts across most organizational units 
and is not subject to a hierarchical pyramid. Innovation is highly
dependent on people ’ s motivation, behavior, and interrelationships. 
When a company sets up a proper innovation governance system, 
like a constitution, it is trying to contain individual and functional 
interests, such as power-hungry moves, and to broaden the scope 
of everyone ’ s thinking in favor of corporate interests. Of course, 
the bigger the company and the more complex the organization, 
the more important this type of constitution becomes. 

Concretely, as the innovation constitution of the company, 
governance articles must cover four diff erent and complementary 
elements:

   •    They should establish rules of legitimacy by defi ning (1) who 
owns what; (2) who does what; (3) who is responsible for what; 
and (4) what legitimizes the allocation of responsibilities. This
means assigning responsibilities for various parts of the overall 
process, identifying decision-making authorities, and showing 
the extent to which all parts and players fi t within an overall
model of innovation. 

  •    They should state what management sees as a desirable level 
of effi  ciency and eff ectiveness in the utilization of resources 
and achieving results. This can include targets for growth and
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competitiveness, fi nancial boundaries in attaining them, and 
concrete performance measures to be monitored by manage-
ment to check whether goals are being attained. 

•    They should propose methods for confl ict resolution. Despite
the existence of clear rules regarding responsibilities and
decision-making authorities, confl icts are bound to appear, 
particularly when innovation activities interfere with normal
line responsibilities in terms of resource allocation or priorities. 
This is why management has to intervene on some occasions, 
without depriving the various functional players of their allo-
cated responsibilities. 

•    They should state how the company intends to protect the
interests of various stakeholders – customers, users, suppliers, 
employees, communities – other benefi ciaries and/or potential 
victims of the company ’ s innovation activities. For example, 
agrochemicals manufacturers could include in their innovation
constitution fi rm principles regarding long-term environmen-
tal protection and commit publicly to adhere to them, irrespec-
tive of profi t or growth objectives.     

W H AT  D O E S  I N N O VAT I O N  G O V E R N A N C E
E N TA I L  I N  P R A C T I C E ? 

Leaving broad principles behind, the rest of this chapter will focus
on two practical questions: (1) how broadly should we defi ne and
promote innovation? and (2) what specifi c questions does innova-
tion governance address, with regard to both the content and the t
process  sides of all innovation activities taking place in the company?

How Broadly Should We Defi ne and
Promote Innovation?

As we suggested earlier, one of the key roles of management in
governing innovation is to ensure that the term itself is defi ned
broadly, something that is often overlooked. At IMD, when we
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contacted our clients ’  management development specialists to
market a new program – Managing the Innovation Process – these 
HR offi  cers automatically directed us to their R&D colleagues, as 
if innovation was the exclusive preserve of technical functions. This 
refl ects a general belief that innovation deals with new products 
and new technology, and thus primarily involves R&D. We had to 
fi ght this prejudice to attract managers from other functions to our 
seminars and convince them that there is much more to innovation 
than R&D. This is why it is so important to stress that one of the 
key tasks in innovation governance is promoting and steering all 
aspects of innovation, not just new products. 

Defi ning and promoting innovation broadly means at least four 
things for senior managers. It involves:

   •    looking at all types of innovations and enriching projects 
through multiple innovations; 

  •    encouraging a series of incremental innovations, but also 
seeking breakthroughs to achieve a balanced innovation 
portfolio; 

  •    paying attention to all the subprocesses within innovation, 
broadly defi ned; and

  •    combining and balancing management-led top-down innova-
tion and spontaneous bottom-up innovation.   

  Looking at All Types of Innovations and Enriching 
Projects through Multiple Innovations 

 Left to their own devices, most business leaders might be tempted 
to stay within their comfort zone and focus their innovation eff orts
on only a few areas, typically new technologies, new products, and
manufacturing processes, since these correspond to their main 
functional emphasis. It is top management ’ s responsibility, as part
of its governance mission, to make its businesses think more broadly 
and stimulate them to explore opportunities in a number of other 
areas. 

Many well-accepted innovation typologies can be used for this 
purpose. The one we prefer is adapted from an original model 
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promoted by the Doblin Group. 5 It points at innovation opportu-
nities across the value chain.

•    Innovating on the company ’ s business models, e.g.
■     reorganizing the business to restructure the value chain; 
■     introducing new revenue sources and/or a new and diff er-

ent revenue model; 
■     creating new sourcing partnerships.   

•    Innovating on processes, e.g.
■     building an advantage in enabling processes; 
■     innovating on the company ’ s core process.   

•    Innovating on the company ’ s off ering, e.g.
■     pioneering a new product or system concept; 
■     launching a new technology with a better quality/price

performance; 
■     focusing on new product features and attributes; 
■     building and off ering new product platforms to others; 
■     extending the off ering with new service products.   

•    Innovating on the company ’ s way to go to market, e.g.
■     building new distribution

channels; 
■     repositioning the brand

creatively; 
■     focusing on activities that

enhance the customer 
experience.     

Once everyone in the organi-
zation is aware of this typology, 
management needs to encourage
teams to search for combined inno-
vations, i.e. to try to uncover and
work on other relevant innovation
categories. Many products or services
that have sustained a strong market
position over the past decades – 
think of Apple ’ s iPod/iTunes, P&G ’ s
Pringles potato chips, and IKEA ’ s
furniture business – are the result 

   Innovation Matrix
at Lego  

Managers at Danish toy 
manufacturer Lego use an 
innovation matrix adapted
from the Doblin Group 
model. It consists of eight 
diff erent types of innova-
tions: core processes; ena-
bling processes; product 
off ering; platform; messag-
ing; customer interaction; 
sales channel; and business 
model. This matrix was used 
by the development team 
of its Mindstorm NXT ®

product to map out a series 
of reinforcing complemen-
tary innovations. 
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of combined initial innovations. They all embodied innovations in
product concepts, of course, but they also brought together new 
approaches in business organization, business models, processes, 
services, and marketing. The power of combined innovations is so 
potent in creating a sustainable competitive advantage that some
companies, like Lego, expressly demand it.6

It is therefore good practice for management to insert a man-
datory innovation-type scorecard in a company ’ s project review 
system. This scorecard reminds project teams and the reviewers that 
they are expected to explore the introduction of relevant new
approaches in their new undertakings. 

Figure  1.2  shows the innovation scorecard of an actual project 
plan, before and after review by management. The initial plan was 
rejected as too conventional and, after extensive discussions, brain-
storming and feasibility studies, the more ambitious project plan 
was approved. This type of approach requires that project review 
committees include managers with a broad perspective on 
innovation. 

Management must be aware, of course, that the more innova-
tions that are introduced in a given project path, the riskier the
project becomes. It must therefore balance its ambitions to main-
tain an acceptable project risk profi le.  

Figure 1.2: Innovation-type Scorecard 
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Encouraging a Series of Incremental Innovations, 
but also Seeking Breakthroughs to Achieve a 
Balanced Innovation Portfolio 

Although a few companies seem to have adopted a permanent
breakthrough culture – this was certainly the case with Apple
under Steve Jobs and it is still valid for Google – most companies 
tend to favor incremental innovations over more radical ones. This
often refl ects business managers ’  perception that taking undue risk
on a project will attract management ’ s attention and, ultimately, 
disapproval. Although risk taking is encouraged and failures are 
offi  cially accepted – at least in principle – in companies ’  innovation
credos, they may not be totally forgotten when the time comes to
review individual performance. 

 Yet sustained innovators tend to be found among companies
that combine a stream of incre-
mental innovations with an occa-
sional breakthrough that creates a 
new market space. A good example
is Toyota, with its kaizen approach 
to traditional product improve-
ments combined with its pioneer-
ing development of hybrid vehicle
technology. Encouraging a search
for radical innovation opportunities 
in the hope of achieving a break-
through is therefore part of top
management ’ s innovation govern-
ance mission. Concretely, this 
means that risky breakthrough 
projects must be provided with a
diff erent management supervision, 
team, budget, and process path
from incremental ones. 

As the Tetra Pak example illus-
trates, one of the most eff ective
ways to promote breakthrough
projects is for management to play

Tetra Pak ’ s Level 1 
Projects  

Members of the group lead-
ership team (GLT) at Tetra 
Pak, the Swedish carton 
packaging giant, have a 
specifi c process to manage
radical innovations, which
they call “level 1” projects, 
in addition to their standard 
new product development 
process. Every “level 1” 
project has to be led by a 
business manager and is 
coached personally by a 
member of the GLT. Man-
agement expressly indicates
that it expects a high mor-
tality rate from these projects
and it does not hesitate to
stop many of them mid-
course when prospects look 
unfavorable. 
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a direct role in initiating them and thereafter in sponsoring and 
supervising them.

   By sponsoring high-risk projects while the rest of the company 
pursues incremental innovation projects, management can transmit
important messages to the organization:

   •    Why management is pursuing these projects, i.e. what are the 
objectives and potential contributions of the projects?

  •    What failure rate, hence yield, management considers as 
“normal” given these projects ’  level of risk. 

  •    How management intends to manage and supervise these 
projects to guarantee maximum control, risk containment, and 
transparency. 

  •    How these projects will be turned into an ongoing operation 
if/when successful, and to what unit they will be allocated.    

  Paying Attention to All the Subprocesses within 
Innovation, Broadly Defi ned 

 Management must also make clear that innovation extends well 
beyond the traditional project-related processes that companies 
often refer to as NPD (new product development). Indeed, innova-
tion starts well before and ends well after the NPD process. The 
book  Innovation Leaders7 suggested that management should adopt 
a broad look at innovation by paying attention to and structuring 
its eight constituent i -processesi . Four of these relate to the upstream 
part of innovation, i.e. the creative InventionII   phase:

   •  Immersion:II   As we have stressed above, immersion in the market
using practices like visiting customers is critical for identifying 
unarticulated customer needs. For R&D it is important to 
explore existing and emerging technologies to uncover poten-
tial sources of improvement, innovation, and/or disruption. 

  •  Imagination:II   This process is rarely formalized. Yet, innovation
always starts with imagining a solution to an untapped cus-
tomer need or market opportunity. Imagination is a process of 
concrete visioning or “realistic dream making.” 
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•     I deation:II This is generally where a company ’ s NPD process 
starts. It is the creative part of the innovation process as ideas 
are collected or generated, clustered, screened, and ranked
before being converted into preconcepts and validated. 

•     I nitiation:II   This process tends to be visible to all because, once
a business case has been approved, a formal project is created
with an offi  cial brief and budget, a project leader and a team, 
and often a review mechanism.   

The other four processes deal with the disciplined I mplementa-II
tion  phase:

•     I ncubation:II   This process is often under management scrutiny
because it is concrete: real work starts for the cross-functional 
project team with product design and prototype building and
testing, and the project proceeds across a range of formal 
review gates. 

•     I ndustrialization:II   This process receives even more management
attention since it generally starts with a formal go/no-go deci-
sion and continues with a range of investments in tooling and 
manufacturing equipment before the production phase starts. 

•     I ntroduction:II Although critical for success, this process is not 
always considered as an integral part of the innovation process. 
Yet it starts and proceeds in parallel with product develop-
ment up to the roll-out phase and thus needs to be fully
integrated. 

•     I ntegration:II   This process (integration of the company ’ s off ering 
into its customers ’  operations to make them successful) is also
part of innovation. It tends to be fully integrated only in those
industries that depend on the strength of their technical service
or application engineering.   

As we have suggested, companies often see the NPD process
as starting with ideation and ending with industrialization, which 
is a rather narrow perspective. So, as part of their governance
duties, senior managers need to insist on the fi rst two processes
– immersion and imagination – which create the context within
which innovation will take place, and the last two – introduction
and integration – which will shape market success. They must
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ensure that these processes are reasonably mapped and under-
stood and that adequate tools are developed to assist in their 
implementation.  

  Combining and Balancing Management-led 
Top-down Innovation and Spontaneous 
Bottom-up Innovation

 Thinking about innovation broadly raises the question of its origin 
or mode of occurrence. Innovation can indeed be a spontaneous

bottom-up phenomenon, driven 
by the creativity and entrepreneur-
ial spirit of a company ’ s staff . But 
it can also result from a visionary
and ambition-led top-down initia-
tive introduced by management. 
The two modes of occurrence are, 
of course, not mutually exclusive. In 
fact, they are very complementary.

   Some companies have a strong 
tradition of bottom-up innovation. 
They rely on initiatives from their 
staff  and give them the necessary
freedom to come up with new 
ideas and concepts, which may lead
to new business opportunities. In 
these companies, management sees 
its role as promoting and support-
ing front-end innovators, shielding 

them from possible “idea killers.” It also focuses its intervention on 
fi ltering ideas and funding the best ones. Archetypal innovators like 
3M and Google probably exemplify bottom-up innovation at its 
best. Their management has set up systems and rules to support it, 
notably giving individuals the freedom to work on their own ideas 
(15% of their time at 3M and 20% at Google). Creating these
innovation-enhancing systems and rules to encourage bottom-up 
innovation is an important part of innovation governance duties. 

Post-it Notes: Typical 
Bottom-up Innovation

 In his introduction to New 
Product Development for Dum-
mies Dr Geoff rey Nicholson, 
retired 3M vice president, 
writes: “I can tell you from
my experience in champi-
oning Post-it Notes that 
we had to have passion
and courage. We were told 
several times by manage-
ment to kill the program.” It
is often the role of the top 
level sponsor to challenge
his or her peers in order to
preserve a suitably aggressive 
appetite for innovation. 
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But relying on bottom-up innovation alone may be insuffi  -
cient, particularly when circumstances or opportunities require the
launch of major costly or complex innovation initiatives in a top-
down mode. This type of management-inspired innovation is often
found in Asian companies, particularly in technology-intensive 
industries requiring signifi cant R&D and capital investments. It
requires the ability to build and share a vision; a talent for mobiliz-
ing the organization behind that vision; and determination to 
persevere in spite of possible initial problems. 

So, understanding the conditions under which bottom-up and
top-down innovation will prosper, determining the right balance
between them, and adopting management attitudes that will facili-
tate the two innovation modes are essential elements of innovation 
governance.   

What Specifi c Questions Does Innovation 
Governance Address?

Questions Dealing with the Content of 
Innovation Efforts 

As mentioned earlier in this chapter, to review whether their 
company has adopted a comprehensive innovation governance 
system, leaders need to start with three distinct types of questions
about the content of innovation: Why innovate? Where to look
for innovation? And how much to innovate? Good innovation 
governance starts with providing clear answers to these three
questions. 

Why  i nnovate? 

This basic question may seem mundane or unnecessary, particularly
to senior managers with a strong innovation commitment, but is
it in fact that  obvious? Does everyone in the organization have thet
same clear understanding of the mission, purpose, and objectives 
of innovation for the company? In short, does everyone know – 
and share – the reasons why innovation is necessary and how this 
imperative relates to the corporate vision and objectives? 
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 Answers to the why question vary from company to company, 
and for the same company from time to time depending on eco-
nomic, competitive, and environmental circumstances. For example, 
companies in a strategic stalemate position, with few opportunities 
to compete eff ectively, may look at innovation as a way to generate 
a totally new business model, and hence to grow profi tably. Others 
may expect innovation to reinforce their current businesses to win 
a sustainable advantage. Still others will see innovation as a power-
ful means to build a winning brand reputation and attract and
motivate top talent. There are, indeed, many reasons to innovate. 

 In summary, it is not a vain exercise for the top management 
team to spend some time, for example in a management retreat, 
addressing the why question. In fact, it is critically important to 
iron out diff erences in perception among the members of the 
C-suite. As we have said above, executives can have diff ering 
assumptions and mental models about innovation. To make the 
company ’ s position explicit, and to ensure that management will 
be consistent, managers must create a culture in which frank and 
open dialogue is a regular practice and the resulting position is
communicated clearly to the rest of the organization. This should
be the starting point for all innovation governance missions.  

  Where to  l ook for  i nnovation? 

 Defi ning the real purpose and objective of innovation leads natu-
rally to the next question: Where should we focus our eff orts and 
what should our priorities be? Of course, innovation is needed in
all business areas, and management should promote a wide open 
scope for the company ’ s innovation activities. But in some instances, 
innovation needs to be focused. It will better serve the business if 
it boosts what really matters for the success of the company. 

 Useful questions are: What does our strategy call for? Do we 
need more and better new products? Are we mainly looking for 
lower costs? Are we searching for better service and attractive 
customer solutions? Do we need to develop more robust business 
models? Are we ready to build new ventures that will expand the
scope of the business? Management cannot escape the responsibil-
ity of determining priorities for innovation, and these may change 
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with economic and competitive
circumstances. In a real business
crunch requiring drastic restructur-
ing, management may want to 
change the focus of innovation 
activities from, for example, new 
product proliferation to product
line rationalization and cost cutting.

Clearly defi ning and broadcast-
ing the focus and priorities of 
innovation – where and on what
we shall innovate – is therefore a
second vital element of innovation 
governance.  

How  m uch to  i nnovate? 

There are two very diff erent types 
of how much questions. The fi rst
deals with the issue of innovation 
funding, while the second refers 
to the intensity or ambitiousness of 
our innovation eff orts and our 
innovation risk portfolio.

Determining the desired level
of innovation is important from a
funding point of view. Break-
through innovations should not be 
pursued unless management is ready
to commit the necessary resources
to implement them fully and market
them aggressively. It is not uncom-
mon to see companies having to 
shelve promising radically new prod-
uct or service concepts simply
through lack of resources, given the
current demands of their existing 
business. Such situations could be

   Innovating to Cut Costs, 
not Jobs  

In the 2008 economic and 
business crisis, a socially 
responsible European com-
pany benefi ted by launching 
a specifi c innovation drive 
that mobilized its entire 
staff . Management ’ s objec-
tive, which was supported 
by the company ’ s union rep-
resentatives, was to unleash 
operational savings opportu-
nities to achieve some of its 
cost-cutting objectives while 
minimizing job cuts. This
helped to maintain employee
morale and prepare the 
company for an economic 
upturn. 

Shelving an Innovation 
for Lack of Funds

A leading automotive com-
ponents manufacturer found
itself unable to fund a very 
large investment for the pro-
duction and launch of a 
radical innovation. Its pro-
ponents had not reckoned
with the fact that all the
company ’ s investment capac-
ity had been committed to
supporting the company ’ s
aggressive development in
China. The radical new 
product had to be shelved, at 
least temporarily!
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avoided if management expressed clearly from the start its innova-
tion expectations and investment constraints, a defi nite part of its 
innovation governance mission. 

 Defi ning how much innovation we want is also important in 
determining the risk we are ready to bear to meet our objective
– be it building a revolutionary new market category or develop-
ing an advantage over competitors – and the sustainability of the
anticipated reward. In other words, are we searching for break-
throughs and hence accepting a high level of uncertainty? Or do
we instead favor a more prudent approach by encouraging a series 
of incremental innovation moves? Or do we expect both and, if 
so, in what proportions and for what objective?

 These questions need to be clarifi ed to ensure that managers 
fully understand the company ’ s risk/reward boundaries in their 
search for new ideas and opportunities.   

  Questions Dealing with the Process of Innovation 

 Good innovation governance requires three additional questions to 
be addressed regarding the practical aspects of innovation activities: 
How to innovate more eff ectively? With whom to innovate? And 
who is going to be responsible for what regarding innovation? 

  How to  i nnovate  m ore  e ffectively? 

 Judging by the number of books, research articles, and public 
seminars devoted to the practical aspects of innovation, this ques-
tion is, and will remain, on the agenda of most companies, even 
the most innovative ones. It has also triggered the growth of many
service providers and consultancies to guide them in their quest. 
How can we boost innovation? What approaches should we adopt 
to meet our innovation objectives? How can we mobilize the 
organization behind this challenge? Employees expect clear direc-
tion from management to help fi nd the answers. 

 These questions, which are at the heart of any innovation 
governance initiative, deal with process issues, i.e. what process will 
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take us most time- and cost-
eff ectively from new market needs 
and ideas to successful market 
introduction? What organization
does this require? What tools should 
we use for implementation? What
measures should we track? But 
they also raise a number of culture
challenges that management some-
how has to address despite their 
complexity. How do we foster a
climate that combines creativity  and  discipline? A culture in whichd
sensible risk is encouraged? An environment that facilitates net-
working and communication in all directions? A compensation
system that encourages entrepreneurship and teamwork?

With  w hom to  i nnovate? 

The concept of open-source innovation – building on ideas and
technologies from third parties – is now pervading most businesses. 
Many companies advocate it as part of their innovation strategy, 
but advocating it is not enough. The management team needs to
defi ne: Its purpose – why do we engage in open innovation? Its
scope – what are we looking for 
and how far are we ready to go in
our partnership and alliance strat-
egy? And its implementation
process – how should we proceed
to create win–win opportunities?
Companies that have followed the
recommendations of management
scholar Henry Chesbrough8 (Pro-
fessor and Executive Director at 
the Center for Open Innovation at 
the University of California, Ber-
keley) and embraced the open
innovation challenge, like P&G9, 

Process Paralysis?  
An executive at a power 
company complained: “We 
have all the processes for 
innovation we could ever 
need! The problem is we 
spend all our time trying to
do what the processes call
for, and almost no time
really innovating!” 

   Eli Lilly ’ s Offi  ce of 
Alliance Management

(OAM)
It has helped the company 
to manage and improve its 
partnerships and alliances. 
OAM recommends: Don ’ t 
expect alliances to work on 
their own; help alliance part-
ners to develop a com mon 
language; and keep track
of what works and what
doesn ’ t. 
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Eli Lilly, and Philips among many others, have clearly included it 
in their innovation governance agenda.

     Who is  g oing to  b e  r esponsible for  w hat 
 r egarding  i nnovation? 

 The  who  question is the last but by no means the least important
innovation governance question. It deals with defi ning and allocating 
specifi c innovation management responsibilities at all levels. As part 
of it, management needs to choose the overall governance model 
or mechanism that will stimulate and orchestrate all innovation
activities in the company. It will identify the owners of all key 
innovation processes and help in deciding whether to allocate 
innovation management responsibilities to a dedicated group of 
managers, as opposed to current business and functional managers. 
If dedicated innovation managers – whatever their title – are
appointed, management will have to defi ne their role, reporting 
level, resources, and degree of empowerment in relation to the line 
organization and other established staff  functions. 

 In summary, if sustaining innovation is an important corporate 
objective, it is essential to address explicitly the six questions listed 
above – three on  content  and three on t process. In this chapter, we 
have tried to provide a broad defi nition of all aspects of innovation 
governance. In the next two chapters, we shall see, concretely, what 
innovation governance means at the board of director level and 
for top management.     
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