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For a long time, innovation has been
viewed as a black art. For example,
business journals such as Business
Week and Fortune, which regularly
publish their lists of the most
 innovative companies, select top
 performers based on surveys of
CEOs/business executives, not hard
performance data. Similarly, few
managers have the required metrics
to make informed decisions about
their innovation programs. So,
 managers have only a vague sense 
of their company’s overall
 innovativeness; they have little or 
no means to assess the effectiveness
and efficiency of a particular
 innovation program. Consequently,
organizations have a difficult time
establishing performance targets for
individuals and workgroups and have
an even harder time designing the
right incentive system to motivate
innovation. The result? Many
 organization leaders proclaim
 innovation as an imperative and
 corporate value, but few companies
actually exhibit innovative behaviors.
Fortunately, over the last decade,
many organizations have successfully
designed and constructed
 enterprisewide as well as localized
innovation programs. Along with
their successes, and some pioneers’
failures, we now have a more
 thorough understanding of how to
measure an organization’s innovation
program. With this knowledge,
 business and HR managers can set 
up meaningful performance-

 management systems as well as make
informed professional development
decisions.

WHAT TO MEASURE?

Ultimately, innovation is a means to
an end—a competence for generating
profitable growth opportunities and
improving the organization’s overall
competitiveness. So, a holistic
 measurement system needs to have
three perspectives: performance,
strength of the competence, and
strategic application of the
 competence. The performance
 perspective provides a report on the
“returns” or “results” of a company’s
innovation program(s), whereas the
competence perspective provides a
report on the ability to envision and
commercialize innovative growth
opportunities or create and
 implement differentiated new,
 industry-shaping strategies. The
 strategy perspective outlines the
 criticality and impact of innovation
in the organization’s strategic
 direction.

Performance Perspective

To measure performance, many
organizations simply track the
 revenues and profit contributions of
their new products and services.
Given the flexibility and capabilities
of today’s enterprise resource
 planning (ERP) and/or financial
 management systems, tracking
investment, direct costs, direct

 revenues, profit margins, and other
revenues and profit measures is not
highly complicated, so long as the
specific products or services can be
labeled appropriately.

Additionally, given the lag time
between the envisioning of
 innovative ideas and their
 commercialization, it’s important to
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measure one’s innovation pipeline.
Specifically, managers should track
both the value and status of the
 innovation pipeline (see Exhibit 1).

One way to estimate the pipeline’s
value is to add up the estimated net
present values (NPVs) of all the
opportunities in the pipeline, similar
to the way pharmaceutical companies
estimate and track the value of drugs
in various stages of development.
Specifically, the value of the
 innovation pipeline is the sum of 
the values of opportunities, each 
then discounted by the probability 
of getting to market and time-value.
For example:

VALUE  NPV of Opportunity 1

Probability of getting to market

(based on the stage it’s in)1

+ NPV of Opportunity 2 X

Probability of getting to market

(based on the stage it’s in)

+ NPV of Opportunity 3 X

Probability of getting to market

(based on the stage it’s in) . . .

+ NPV of Opportunity N X

Probability of getting to market

(based on the stage it’s in)

(where N represents the number of

opportunities in the pipeline)

An example of a company
 performing this calculation is
 illustrated in a 2006 Business Week

article,2 where a consumer durable-
goods manufacturer reported its
 innovation pipeline value at $3
 billion, up from $1.3 billion two
years before.

Once this calculation is adopted by
the organization and used on a
 consistent basis, the change in the
total value of the pipeline can be
 calculated for each time period.
Then, the ratio between this number
and the investment in innovation for
the same time period is a proxy for
return on investment (ROI) of
 innovation. An implication is that 
the value of the pipeline and ROI 
can be increased by adding attractive
opportunities in addition to moving
opportunities through the pipeline.

Similarly, at any one time, the
 number of opportunities at each stage
of development is a quick overview
for the health and growth of the
pipeline. For example, in an investor
conference, a consumer durable-

goods manufacturer used the chart in
Exhibit 2 to illustrate the growth of
the innovation pipeline and the
 manufacturer’s ability to bring
 innovative opportunities to the
 marketplace.

Together, the overall revenue/profit
contribution from innovation, value
of innovation pipeline, status of
 innovation pipeline, and ROI of
innovation can offer management 
a fairly robust view of innovation
performance.

Competence Perspective

Since innovation is a means to an
end, savvy managers go beyond
measuring the results of innovation.
They also assess the strength or
capacity of this competence. This
perspective assesses the extent to
which the company’s skills,
 processes, culture, and conditions
support the conversion of innovation
resources into opportunities for
 business renewal. They also look 
at the organization’s progress in
 codifying processes, techniques,
methods, and definitions.

Exhibit 1. Measuring Performance of an Innovation System
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The first component of this
 perspective describes the company’s
proficiency in innovation (i.e., the
extent to which a company’s skills,
tools, culture, and values are adapted
to innovation). For example, organi-
zations can assess employees’ per-
sonal competence levels (see Exhibit

3 for individual innovation
 competence assessment), calculate
the numbers of employees at various
performance levels, measure
 employees’ access to innovation
training tools, and benchmark the
breadth and quality of training/pro-
fessional development programs.

The codification of the competence
measures the degree to which
 innovation is consistently practiced
throughout the organization.
Although the innovation activities
will always rely on the skills and
knowledge of the practitioners, many
of the methods and techniques and
even the definition of innovation can
be codified, instead of reinvented 
at each iteration. In this area,
 organizations can measure the extent
to which the business processes are
codified and embedded, and the level
of automation/information system
support available.

The proficiency and codification
measures should offer management 
a succinct perspective of a firm’s
competence strength in innovation.

Strategy Perspective

This perspective assesses the degree
of strategic application of innovation
for the organization and measures 
the company’s leadership
 involvement in innovation activities,
the establishment of formal processes
to promote innovation, the extent 
of innovation that is embedded into
performance metrics, and the
 criticality of innovation in the
 company’s revenue and profit
growth.

Ultimately, this is about assessing 
the company’s success in bringing
something dramatically new to 
the market. While the resource
 perspective treats all revenues/profits
from innovation efforts equally, this
perspective values truly different
concepts that were successfully
 commercialized.

For example, a beverage and snack
company classified its innovation
projects into three types:

Type 1 extends, replaces, or improves
on an existing product (new
 formulations, flavors, or forms) 
or packaging.

Type 2 brings a new consumer
 benefit to an existing business and
potentially offers a new platform for
expansion.

Type 3 adds an entirely new category
or line of business.

Then, in its quarterly and annual
reviews, the company tracks
 potential opportunities in its pipeline
and in-market performances of
recently launched products/services
across these three types.

Exhibit 4 offers sample metrics
across the three perspectives of
 performance, competency, and
 strategy.

FIVE COMMON PITFALLS 

OF INNOVATION

 MEASUREMENTS

As more and more organizations
embrace innovation as a critical
 organizational capability, many have
also gained operational experience
with measuring innovation. These
pioneering organizations have also
experienced the following common
mistakes.

1. Setting Arbitrary High Targets

or Hurdles for Innovation Projects

When organizations have found 
their innovative products/services
performed better—in terms of

 profitability or growth—than their
traditional products/services, many

Exhibit 2. An illustration of a Consumer Durable-Goods Manufacturer’s Innovative Pipeline (as Reported in Raymond James

Annual Institutional Investors Conference, March 2005)

The proficiency and 

codification measures 

should offer management 

a sucinct perspective of a

firm’s competence strength 
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Overview of 

Mastery Level

Green Belt

Ability to fulfill solid

 leadership of innovation

teams through all phases

of the journey; particular

strength in one of the

above areas of innovation

skill; can repeat the

 innovation process

 consistently

Brown Belt

Ability to provide

 leadership in moderately

complex  business contexts

through all phases of the

journey;  particular

strength on two of the

areas of innovation; able

to alter the innovation

process to fit special 

(and more  complex)

 circumstances and

 objectives as appropriate

Black Belt

Ability to provide

 leadership in either highly

complex/difficult business

contexts or across multiple

teams through all phases

of the journey;  particular

strength in at least two

areas of innovation; able

to design the innovation

process to suit all

 situations and objectives

Tools and Techniques Has used the key
 innovation tools for all
stages of the innovation
process; can  manage 
a team through the
 innovation process
 moving forward

Has used the complete set
of innovation tools more
than once; can adapt
 innovation tools and
develop simple innovative
approaches to unique
 business issues

Has used and enhanced
the innovation toolkit
multiple times; is able 
to design  innovative
approaches to complex
business issues

Business Acumen Can perform industry,
 customer needs and
 company analysis, coming
to  synthesized and
 insightful point of view;
can design most elements
of a business model and
produce a cogent venture
plan

Can perform moderately
 complex business
 analysis; provides depth in
particular area of business
competency; can design
all elements of a business
venture plan – may lead
some aspects of a business

Can perform a wide range 
of business analysis and
 synthesis; can capably
design a venture plan

People Leadership

(Team Management

and Coaching)

Is able to assist others
with innovation (methods
and  people) issues, with
some coaching support;
informs leadership
 capably

Can assist others with
 innovation (methods and
 people) issues, with no/
minimal coaching support;
involves leadership in
process

Can coach others on
 innovation issues with no
coaching support; engages
leadership throughout
effort – gains solid support

Exhibit 3. Assessing Practitioners’ Skill Levels
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have arbitrarily set higher hurdles 
or performance targets, which could
unnecessarily exclude a set of high-
potential opportunities. For example,
one U.S.-based financial services/
insurance company considered using
a higher cost of capital for evaluating
innovation projects. Although it was
correct to assume more unknowns 
or obstacles for innovation projects,
these knowledge gaps didn’t
 automatically translate into financial
risks. Under such a high cost-of-
 capital constraint, the company
would not have pursued an
 innovative opportunity that attracted
consumers with small initial deposits
but then actively grew these accounts
over a long horizon. Given that this
offering had been based on existing
products and services, the financial
risks were already well analyzed and
mitigated so that subjecting this
opportunity to a higher cost of capital
would have caused this company 
to forgo its now-successful new
 business.

2. Separating Measures from

Business Decisions

Years after a consumer-products
manufacturer began embedding
 innovation across its entire
 organization, it successfully trained 
a critical mass of innovation
 practitioners and constructed a robust
pipeline of innovation opportunities.
Along the way, this company
 automated tracking of revenues and
profits from innovation, and codified
a range of business processes. Then,
it decided to delegate the decision of
“tagging” innovation to products/
services in its ERP to a committee 
of middle managers. The end result
was to divert resources from
 applying innovation thinking to
improve products and services before
debating whether specific products
and services met the innovation
 definition.

3. Delegating Decisions Down 

Too Far

A consumer durables manufacturer
had implemented a performance-

management system that provided
incentives for innovation at business
unit, functional, and individual
 levels. Along with this system, the
entire organization was motivated 
to deliver innovative products and
services, and it introduced numerous
products and services that
 fundamentally altered the basis of
competition for the industry.
However, it then noticed that its
innovation pipeline was evolving 
to more and more incremental
improvements of existing products
and services, with fewer and fewer
breakthrough concepts. After a
 careful review of its innovation
 system, it found that although
 everyone was responsible for
 delivering innovation, no one was
accountable for the overall portfolio.
So, the bulk of the organization 
was chasing after near-term
 improvements, and few were willing
to take the risk of going after bigger
concepts. Once the company
 understood this shift, it required
regional and global product heads 
to actively assess and manage the
entire product/service portfolio.

4. Placing Too Much Emphasis on

Any One Measure

The three perspectives and a range of
measures offer a holistic picture of
innovation for managers, and placing
too much emphasis on just one or a
few of the measures could lead to
unintended consequences. For

 example, one medical-equipment
manufacturer focused its efforts on
getting as many employees as
 possible trained on innovation, 
but the trainees’ lack of depth of
innovation knowledge kept the

organization from fundamentally
altering the manufacturer’s culture,
business processes, incentive system,
and other enablers of an innovation
system.

Another organization measured every
employee’s innovation revenue
 contribution, and this diverted a high
amount of resources to debating
whether commercialized products/
services were innovation. The
 organization would have been 
better served by applying that same
resource to improving existing
 products/services or envisioning/
developing novel products/services.

5. Applying the Same Approach/

Same Measure for Different

Classes of Opportunities

Although a beverage company
 classified its innovation opportunities
into three different classes and
tracked period-to-period growth 
of each class of opportunities, it
 didn’t construct different product
development and commercialization
processes for different classes of
opportunities. Consequently, few 
of its Type 3 opportunities were
 successfully commercialized.
Although it’s not necessary to
 construct a new set of measures for
every class of opportunity, the
 specific situation or class of problem
provides the “context” for reviewing
the information, and, therefore, the
measurements should be reflective 
of the specific situation.

SMART METRICS FOR

 SUSTAINED RESULTS

After all, innovation is a means to an
end. Therefore, organizations should
measure across the perspectives of
performance, competence, and
 strategy. Ultimately, innovation 
must go beyond a corporate slogan 
to produce results. Having units and
individual performance and incentive
systems synched up with innovation
goals is the only way to generate a
sustained change in behavior. These
three perspectives help managers
understand the results, the capacity

The three perspectives and 

a range of measures offer a

holistic picture of innovation

for managers, and placing 

too much emphasis on just 

one or a few of the measures

could lead to unintended 

consequences.
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Innovation skills can be assessed at individual levels as well. Each practitioner’s skill set should be assessed in three

performance areas: tools and techniques, business acumen, and people leadership. Exhibit 3 offers an illustrative

 example of performance criteria at various levels of proficiency of these three performance areas.

Performance Perspective

Inputs: Capital, Human Resources, Time

• Percentage of capital that is invested in innovation activities such as submitting and reviewing ideas for new products
and services and developing ideas through an innovation pipeline

• Number of entrepreneurs in the company (i.e., individuals who have previously started a business, either within the
company or before joining the company)

• Percentage of workforce time that is currently dedicated to innovation projects

Output: Innovative Opportunities

• Number of new products, services, and businesses launched and number of opportunities in various stages of the
 innovation pipeline

• Revenue and profit contributions of these new products, services, and businesses

• Current value (and changes in the value) of the innovation pipeline (ROI: value of output/value of input)

Competence Perspective

Proficiency

• Innovation-competence levels of employees

• The number of employees at each level of innovation performance

• Percentage of employees who have received training in innovation—for example, instruction in estimating market
potential of an idea

• Number of innovation tools and methodologies available to employees

Codification

• Number of processes codified and widely embedded

• State of automation/information-system support of these processes

• Consistency in the usage of selection criteria and innovation definition/terms

Strategy Perspective

• Percentage of executives’ time spent on strategic innovation rather than day-to-day operations

• The extent innovation is incorporated into business unit, function, and individual performance targets

• Innovation revenues/profits, as a share of total revenues/profits

• The ratio between highly innovative concepts and incrementally innovative concepts

• Ratio of successfully commercialized ideas vs. ideas submitted/entered into the innovation pipeline

Exhibit 4. Sample Metrics
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for performance, and application 
of innovation.

However, don’t assume a
 sophisticated or comprehensive
measurement system replaces the
need for management deliberation
and decision making. Successful
innovation pioneers develop their
innovation-measurement system 
in tandem with management and
business-decision processes that take
advantage of the rich information. 
In the end, it’s not just about better
knowledge—it’s about better
 decisions enabled by better
 knowledge.

Notes

1. The probability information is based

on companies’ own experience. Most

companies start with their historical

 success rates for progressing products

through their productdevelopment

pipeline and then make periodic

 adjustments based on actual data because

the nature of products in the pipeline

changes over time.

2. “Creativity Overflow,” Business

Week, May 8, 2006 

(http://www.businessweek.com/

magazine/content/06_19/b3983061.htm?

campaign_id=search).


