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The Vital Elements of Organizational 

Innovation

Don Scott and Adela McMurray

 Introduction

It is argued that innovation is a key component in an organization’s sustain-
ability and success in today’s marketplace (Cascio & Aguinis, 2019). Friedman 
(1970) argued that the main objective of a firm is to derive a profit and that 
such a focus will promote an orientation toward different types of innovations. 
This role of innovation in producing enhanced profits was similarly identified 
by the Profit Impact of Market Strategies (PIMS) study (Buzzell & Gale, 1987).

Porter (1985) in his writings on business strategy suggested that there are 
two types of strategic orientations that can be followed, a focus on producing 
new and innovative products or a focus on efficiency of manufacture process 
for product offerings that are more of a commodity in nature. However, the 
PIMS study has clearly shown that these types of approaches do not need to 
be exclusive of one another and that a mixture of innovation and cost orienta-
tions will lead to the highest returns for any business.

The modern economy provides an opportunity for businesses to develop 
new product offerings and to engage in innovative product development. This 
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is spurred on by the internet, artificial intelligence, and by advances in manu-
facture such as 3D printing. The need for businesses to identify and to develop 
new innovative offerings has become even more important so that workplace 
innovation is now attracting great interest from policymakers. It has been 
argued that environmental uncertainty triggers innovation (Baldridge & 
Burnham, 1975) and the modern world is undergoing a major stage of uncer-
tainty evidenced through climate change. Examples are economic and pro-
duction changes causing a heightened state of uncertainty about the future, 
spurred on by the appearances of climate change promoters at public events 
and at the United Nations. This is leading to an enhancement of the need for 
the identification of the drivers of innovation, so that businesses and nations 
can utilize these to promote innovation. This has attracted much interest from 
policymakers and public policy researchers as it has been said to represent a 
major driver of economic growth potential for countries (Dhondt et al., 2014).

Innovation can take place under several guises. Thus, Beblavý et al. (2012, 
p. 2) defined workplace innovation as an integration of skills of employers and 
employee, technology innovation and human resources. In the same year, 
Fagerberg, Fosaas, and Sapprasert (2012) in their bibliometric analysis of 
innovation studies identified several phases in the evolution of the innovation 
literature. The early phase (up to 1970) saw the studies situated in the social 
sciences, economics and sociology fields. This was followed by the growth 
phase expanding into the economics and R&D and organizing innovation 
clusters. Then from the 1980s, the field entered the mature phase where pro-
fessional associations focused on and promoted the field’s growth. In a study 
of innovation in ten different types of workplaces Balkin, Tremblay, and 
Westerman (2001) identified a range of different types of innovation that they 
categorized into the following types specifically, Team Innovation, 
Organization Restructure, Work Schedule Innovation, Skill Mix Change, 
Bargaining Process Innovation, Empowerment Innovation, Individual Pay 
Innovation, Team Pay Innovation, Organization Pay Innovation, and Benefits 
Pay Innovation. Later, Totterdill and Exton (2014) suggested that there were 
four components of workplace innovation, namely, work organization, struc-
ture and systems, reflection and innovation, and workplace partnership.

Ritala, Schneider, and Michailova (2020) identified four methodological chal-
lenges within the innovation management literature. The first being the ‘concep-
tual and empirical ambiguity’ of the concept itself. This was followed by ‘level 
multiplicity’ which refers to the multiple layers of innovation. A third challenge is 
‘temporal interdependencies’ which refers to the processual character of the con-
cept, and finally there is ‘contextual complexity’ that refers to the way in which 
innovation is entrenched within organizations and is socially constructed.
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Generally, innovation benefits organizations, and Camisón and Villar- 
López (2014) found that the development of technological innovation capa-
bilities was brought about by organizational innovation. In concert with 
technological capabilities for products and processes, this could result in supe-
rior firm performance.

Exposito and Sanchis-Llopis (2018) suggested a multidimensional approach 
to investigating the relationship between innovation choices and business per-
formance. Thus innovation possibilities and work systems that influence cre-
ativity (Do & Shipton, 2019) and permeate thorough any business or 
organizational activity are an aspect that requires taking into account as orga-
nizations are forced to compete in an environment of increasing levels of 
competition.

A range of elements of innovation have been identified by numerous 
researchers and fall into the categories of an organizational nature, organiza-
tional climate and culture, leadership and management, and processes required 
to promote innovation. These different aspects of the drivers of innovation 
will be individually discussed in the following sections and address the aim of 
this chapter which is to identify the seminal elements that impact an organiza-
tion’s innovation process and which is underpinned by the following research 
question:

RQ1 What are the seminal elements that impact an organization’s innova-
tion process?

Of note here is that the chapter adopts a general approach and is not specific 
to a particular type of organization or industry and therefore embraces mul-
tiple types of organizations and industry contexts.

 Methodology

To address the research question, an in-depth systematic integrated literature 
review was conducted which included seminal and current studies investigat-
ing the organizational innovation processes. The key words utilized in the 
search were ‘seminal elements innovation’ and ‘organizational innovation’. 
Both UK and US spelling were employed when searching for the key term 
‘organisation and organization’. The criteria for inclusion and exclusion of the 
selected articles followed consistency (Salkind, 2010) in that the articles had 
to be scholarly peer-reviewed articles and written in English. Therefore, the 
manual literature review was predominantly comprised of peer-reviewed 
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journal articles, books, chapters, and conference papers. The search engines 
used in the review were EBSCO, Proquest, and Google Scholar. The first stage 
of the search generated 1793 potential references. These references ranged 
from seminal, highly cited literature to current prevalent literature and were 
subjected to detailed examination prior to 66 of the mainly more recent 
papers being identified as covering the material and being included in this 
chapter. The material was analyzed, and the findings were synthesized to 
develop a model that identifies the vital elements of an organization’s innova-
tion process.

 Literature Review

 Organizational Environment and Innovation

Kimberley and Evanisko (1981) found that environmental and organizational 
variables, especially industry, and organizational size affect organizational 
innovation, thus establishing the relationship between organization size and 
innovation. In this regard, Pienaar and Boshoff (1996) examined the relation-
ship between creativity, innovation, and organizational climate in library set-
tings, where they found that large organizations evidenced higher levels of 
innovation than smaller organizations. They concluded that the size of the 
organization has a direct influence on the level of innovation. In support of 
this finding, Divisekera and Nguyen (2018) identified organizational size as 
influencing innovation in the tourism industry. Naqshbandi (2018), in a 
study of Malaysian organizations, used six measures of inbound innovation 
and four measures of outbound innovation and established that there was a 
significant difference between organizations of different sizes in relation to 
levels of inbound and outbound open innovation. The cause of this effect was 
ascribed to the inflows and outflows of knowledge and information regarding 
the paths to market. Yet in contrast, other studies have found no significant 
relationship between the size of an organization and the implementation of 
innovation (Vakola & Rezgui, 2000).

Where it is found to exist, the effect of organizational size on innovative-
ness is viewed as being due to personnel and management practices (Stata, 
1989; Stringer, 2000). To examine this aspect, Capaldo, Iandoli, Raffa, and 
Zollo (2003) introduced an innovation capability evaluating method with 
four resource sets—human, entrepreneurial, those arising from external link-
ages and economic sources. Each set contained several measures to assess both 
the degree of technological innovation and market innovation capability. 
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However, to be able to utilize such identified resource sets, it is necessary that 
an organization be structured in such a way as to allow for the utilization of 
these abilities. In this regard, Pavitt (1991) had identified five key aspects that 
should be possessed by innovative organizations. The first aspect was 
organization- specific abilities that could allow for the development of the 
direction and range of technological opportunities that the organization could 
exploit. This was followed by an organizational structure that was sufficiently 
decentralized to allow for effective implementation of new opportunities. The 
third aspect was associated with the type of organization needed to allow for 
the use of core technologies. The fourth aspect was anchored to the process of 
learning that would enable organizations to use their experience to improve 
their competencies, and the final aspect pertained to the methods of resource 
allocation that would support the development of innovative offerings.

Research by Thompson (1965) found that a rigid bureaucratic structure 
inhibits innovation but can be altered to increase innovativeness. This could 
be achieved by means of processes such as increased professionalization, a 
loose or a untidier organizational structure, decentralization, freer communi-
cation, greater reliance on group processes, modification of the incentive sys-
tem, and changes in management practices. These types of less bureaucratic 
structures can be enhanced by the utilization of key innovation advocates 
such as internal champions, intrapreneurs, promoters, gatekeepers, and other 
staff roles which support, energize, and facilitate innovation (Rothwell, 1992). 
Other researchers have found that flat or matrix organizational structures and 
open communication pathways between departments and functions are likely 
to be more innovative than traditional hierarchical organizations, character-
ized predominantly by vertical communication and chain of command (e.g., 
West & Altink, 1996).

Martins and Terblanche (2003) suggested that the level of innovation was 
a context-specific evaluation which varied from one group, one organization, 
and one organizational culture to another. This suggested that the evaluation 
of innovation should be considered at the level of person, organization, indus-
try context, staff role, profession, and wider. However, in contradiction to 
this, Bakx (2007) suggested that the degree of innovativeness is not depen-
dent on the nature of the organization where the person works. In contrast, 
Galanakis (2006) asserted that knowledge creation and new product design 
including market success processes are shaped by an organization’s internal 
elements as well as by external factors such as national policy.

The understanding of the role that is played by organizational knowledge 
had been stated earlier, in a broader manner by Ettlie and Reza (1992) who 
considered that new product development capability could be the result of a 
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combination of external knowledge, the coordination capacity of internal 
relationships, and the collective organizational mind. Chang and Lee (2008) 
explored the effect of knowledge accumulation capability on organizational 
innovation. They found that the interaction between the external environ-
ment, the organizational culture, and the ability of the organization to accu-
mulate knowledge would influence organizational innovation. Andreeva and 
Kianto (2011) suggested that knowledge creation is the most important aspect 
required to enhance the development of innovation in organizations, and 
Naqshbandi (2018) identified that knowledge acquisition in open innovation 
organizations was a driver of innovation. However, in order to utilize the level 
of knowledge that exists within an organization the knowledge needs to be 
shared among its members, and De Mayer (1985) had identified that the 
degree of innovation internally (upward, downward, and laterally) within an 
organization and outside can be influenced by organizational-wide 
communication.

Thus, having an organization that allows for its personnel to involve them-
selves in learning and knowledge creation can be a vital element in promoting 
innovation. Such learning can be enhanced by the length of tenure of organi-
zational personnel, and as Sveiby and Simons (2002) have identified, employ-
ees with longer organizational tenure tend to foster a more collaborative 
culture and thus promote knowledge sharing and workplace innovation.

 Organizational Climate, Culture, and Innovation

While it is evident that the type of organization and its system of management 
are elements that will influence innovation, there are other aspects that can 
have a major effect on an organization’s innovative activity. Two of the fore-
most of these influences are the climate and culture of the organization. 
Empirical investigations have been found to support the concept that organi-
zational climate effects innovation (Abbey & Dickson, 1983), while Rothwell 
(1992) suggested that a quality-oriented culture with an internal and external 
customer focus was an organizational aspect that would enhance innovation. 
Another research study reported by Delgado-Verde, Martín-de Castro, and 
Emilio Navas-López (2011) regarding an empirical analysis of 251 Spanish 
high and medium manufacturing firms has shown that higher product inno-
vation capability can result from the organizational culture and the chief exec-
utive officer’s commitment toward innovation. Similarly, Zain, Richardson, 
and Adam (2002) had determined that national culture could play an impor-
tant function in the innovation process.
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The organization’s culture influences its organization’s climate; however, the 
concept of climate is one that extends far beyond the simple concept of orga-
nizational cultural differences. It has been established that organizational cli-
mate is an antecedent to culture (McMurray & Scott, 2003) and that climate, 
the older concept, informs culture (Schneider, Ehrhart, & Macey, 2011) and 
impacts on organizational effectiveness. A number of researchers have there-
fore focused specifically on organizational climate and its relationship to the 
development of innovative offerings. Thus, following on from their findings, 
Baer and Frese (2003) proposed that cooperation within an organization 
would be an important factor in enhancing the development of innovative 
offerings. In addition, in expanding on what would represent cooperation, 
they suggested that there could be two climate dimensions of major impor-
tance. These were, firstly, support for an active approach toward work, where 
staff were comfortable to take interpersonal risks, and secondly, a climate 
where the organization placed a value on an individual’s contributions to 
knowledge and skill that could be utilized in the work process, so that success-
ful cooperation required the existence of a climate in which employees felt 
safe when displaying proactive behavior. Similarly, Siegal and Kaemmerer 
(1978) had identified support for creativity as being a major factor contribut-
ing to an innovative climate, and such a creative climate was defined by Tidd, 
Bessant, and Pavitt (2001, p. 314) as a ‘…positive approach to creative ideas 
supported by relevant reward systems’.

In their research, Baer and Frese (2003) focused on process innovation and 
examined the organizational climates of 47 medium-sized German companies 
to identify those climates that positively affected the relationship between 
process innovation and company performance. The aspects that they exam-
ined were the relationship between process innovations, climates for initia-
tive, psychological safety, and firm performance, and they found a direct 
relationship between a climate for initiative, psychological safety, and firm 
performance. They concluded that climates for innovation and psychological 
safety were important means to use to increase company performance irre-
spective of the degree of change in process innovativeness and that such cli-
mate changes alone could result in higher levels of employee innovativeness.

 Leadership and Management

Leadership and consideration of individuals was suggested by Parry and 
Proctor-Thompson (2003) to be linked to climate. Jaskyte (2004) also sug-
gested that innovation would be dependent on leadership and that this would 
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be affected by the organizational climate. However, when attempting to test 
this suggested relationship by means of correlational analysis, Jaskyte (2004) 
failed to demonstrate any such relationship between leadership and innova-
tion although it was found that leadership did appear to affect organizational 
culture.

Meyer and Goes (1988) had shown that managerial or leadership variables 
were strong predictors of innovation processes, and Schoemaker, Heaton, and 
Teece (2018) identified the important role played by top management entre-
preneurial leadership in influencing an organization’s innovation processes. In 
terms of transformational leadership styles, Mokhber, Khairuzzaman, and 
Vakilbashi (2017) identified that there was a positive relationship between 
transformational leadership and innovation as did Xie et  al. (2018). They 
conducted an empirical analysis and found that transformational leadership 
styles built trust and individual identity within teams. In turn, Hughes et al. 
(2018, p. 565) concluded that ‘…there is clear theoretical and empirical evi-
dence demonstrating that leadership is an important variable that can enhance 
or hinder workplace creativity and innovation’.

Other leadership styles such as transactional leadership showed some influ-
ence, but this was not as strong in influencing organizational innovation as 
that arising from transformational leadership. In the educational sector, 
Elrehail, Emeagwali, Alsaad, and Alzghoul (2018) found that knowledge 
sharing interacted with transformational leadership and that this could be the 
differentiating factor influencing the development of innovation processes.

Guimaraes, Paranjape, Cornick, and Armstrong (2018) in studying the 
outcome of an innovative process as being the introduction of new products 
and the success of such introductions suggested that important determinants 
of such new product development success would fall into four main areas of 
strategic leadership specifically competitive intelligence, management of tech-
nology, specific characteristics of the company’s innovation process, and the 
company’s absorptive capacity to use available knowledge to produce and 
commercialize new products.

Many factors influence an individual’s motivation and ability to innovate 
in the workplace. In addition to individuals feeling safe, these can relate to the 
nature and existence of any sanctions for making mistakes, the intrinsic value 
of tasks, and autonomy and control over work (West & Altink, 1996). Su and 
Baird (2017) have identified the need for service organizations to focus on 
new management practices, process structures, and techniques to promote 
organizational innovation. The effect of the use of innovative management 
techniques covering aspects such as knowledge management and entrepre-
neurial action has been investigated in Spain by Albors-Garrigos, Igartua, and 
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Signes (2018) who found that the utilization of such techniques had a direct 
effect on innovation activity but also that this effect could be moderated by 
the industry environment. This research into the influence on innovation of 
all these aspects of the management of an organization has highlighted the 
need for, and nature of, such management to be carefully considered.

However, for there to be successful implementation of an innovation pro-
cess apart from an acceptance of mistakes and the allocation of extra ‘think-
ing’ time, it is necessary that there should be some perceptual rewards for the 
organizational members who are engaged in the process. This in turn requires 
that there should be some measurement of the achievements, and Williams 
and McMurray (2004) suggested that innovative practice could be supported 
by means of an appropriate performance appraisal system. The development 
of such a suitable appraisal system would be a function of the leadership of an 
organization.

In contrast to thoughts of imposing sanctions on employees for making 
mistakes, researchers such as Amabile (1998) have suggested that the genera-
tion and implementation of new ideas by employees would depend on cre-
ative behavior. This would need to be sustained and rewarded by the 
organization in order to ensure that it can develop to its fullest capacity. This 
aspect can be enhanced by means of documented management procedures 
and by the nature of an employment contract that is entered into by employ-
ees and organizational management. In reinforcement of this aspect, Dung, 
Thang, Janssen, and Hine (2017) examined 865 Vietnamese small and 
medium manufacturing enterprises. They found that the formality of the 
employment contract was a significant positive influence on product improve-
ment and process innovation.

 Required Innovation Processes

The potential influence of human resource management on innovation has 
been recently identified by Lee, Pak, Kim, and Li (2019) who determined that 
suitable human resource management practices such as rewards and perfor-
mance appraisals could increase the proactivity of workforce members and 
thereby increase the levels of innovation in the workplace.

Luu and Inaba (2013), in an analysis of more than 2500 private manufac-
turing small and medium Vietnamese enterprises, expanded the range of 
aspects that would be important for innovation to occur within an organiza-
tion when they found that international engagements, export, import of 
equipment and machinery, and support from foreign donors would be pro-
moters of innovation.
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Both product innovation known as outcome innovation and process inno-
vation require firms to have capabilities related to technology and the market 
(Danneels, 2002) with many studies presenting innovation capability as a 
synthesis of such capabilities. From a process approach, Chiesa, Coughlan, 
and Voss (1996) proposed a formative measurement model for technological 
innovation capability which included product development capability, pro-
cess innovation capability, concept generation capability, leadership capabil-
ity, technology acquisition capability, capability in the effective use of systems 
and tools, and resource deployment capability.

It is evident that there are a range of organizational actions that need to be 
taken into account when examining the types of activities that are necessary 
to promote an organization to become innovative. Some of these relate to the 
basic climate and culture of the organization, as has been previously discussed, 
and others to the organization of the processes that will be necessary to bring 
about innovation. This was highlighted by Van der Panne, van Beers, and 
Kleinknecht (2003) in their identification of what they considered to be the 
seven factors that would be important if an organization were to create new 
and innovative product offerings. The first of these factors embrace a culture 
that is dedicated to innovation and explicitly recognizes the collective nature 
of innovation efforts. This is followed by previous experience with innovation 
projects. Thirdly, a multidisciplinary research and development team with a 
balance of technological and marketing skills, and the presence of a product 
champion. Fourthly, a clearly articulated innovation strategy and a suitable 
management style. The fifth factor addresses the compatibility of the product 
development project with the firm’s core competencies. The sixth is the inno-
vations product quality and price relative to those of established products, 
followed lastly by good market introduction timing.

 Measurement of Innovation

A number of the elements that are necessary for innovation to take place have 
been reflected in instruments that have been developed in order to measure 
innovation. Thus, Becker and Whisler (1967) suggested that the innovation 
process could be measured based on the four stages of stimulus, conception, 
proposal, and adoption. Building on this work, McMurray and Dorai (2003) 
developed a 24-item Workplace Innovation Scale (WIS) that was designed to 
identify and to measure the behavioral aspects of innovation practices by indi-
viduals in their workplace. This measure was comprised of the four 
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dimensions specifically addressing innovation climate, organizational innova-
tion, team innovation, and individual innovation.

Another measurement scale that was aimed at the evaluation of innovation 
performance was suggested by Alegre, Lapied, and Chiva (2006). These 
authors considered that product innovation performance was a result of the 
existence of the two different dimensions of efficiency and efficacy. While 
innovation efficiency reflected the effort carried out to achieve a degree of suc-
cess, innovation efficacy reflected the degree of success of an innovation.

 Consolidation and Discussion

According to Dackert, Loov, and Martensson, 2004, there are four aspects of 
group innovation, in particular vision, participative safety, climate for excel-
lence, and support for innovation. However, innovation requires an encour-
aging environment, suitable organizational structures, climate and culture, 
and the carrying out of a suitable process. The factors that influence innova-
tion in organizations and that have been identified in the preceding discussion 
can therefore be summarized as follows:

Firstly, in terms of the nature of the organization in relation to its size, per-
sonnel and management practices, inflows of knowledge, and the types of 
technology and markets in which it is operating are important aspects. These 
will in turn be able to be utilized by the existence of a suitable decentralized, 
flat structure with good easy communication between employees possibly 
enhanced by personnel with longer tenures and the promotion of learning, 
proper resource allocation, and a suitable incentive scheme.

Secondly, the organizational environment will relate to the climate that 
exists within the organization and its culture both of which need to be quality 
and customer oriented. Personnel need to be encouraged to be creative and to 
accept risks with there being rewards for creativity and innovation, support 
for such innovation, and an absence of any sanctions that penalize failures of 
innovative efforts.

Thirdly, aspects of the organizational environment, climate, and culture 
will need to be promoted through entrepreneurial leadership that supports 
creativity and innovation and which may be transformational in its orienta-
tion. Innovation can therefore be promoted by support for the acquisition 
and utilization of competitive intelligence, the sharing of knowledge, the 
absence of any sanctions that inhibit risk-taking, a suitably accepting human 
resource management-based appraisal system, and employee contracts that 
recognize innovation.
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Finally, it is necessary that any innovation be able to be transformed into 
competitive offerings that will appeal to customers, and this will require that 
there is a suitable level of technological capability and a sharing of knowledge 
together with the integration of employee skills, technology, and human 
resource management which may need to acquire any skilled personnel 
needed to support the developmental process that is required.

In order to determine whether an organization is suitably equipped to pro-
mote innovative activity, it will be necessary to measure the organization’s 
capability, and this will require the utilization of an assessment instrument 
that is more wide ranging than the instruments that have hitherto been used.

These six required innovation elements are depicted in condensed form 
within the following foundational model (Fig. 2.1):

Fig. 2.1 Foundational Model: Elements of Innovation. Source: Authors
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 Conclusion

The purpose of this chapter was to identify the seminal elements that impact 
on an organization’s innovation process. The six vital elements of culture, cli-
mate, structure, leadership, management, and environment were derived 
from the literature. These factors informed the development of the founda-
tional innovation model that contributes to the literature through the identi-
fication of the foundation influences of the innovation process. Future research 
could expand this model to include the detailed components of each of the six 
elements as they relate to a specific organizational type or a specific industry.

A limitation of this chapter is that it is conceptual and only evaluated litera-
ture that was published in the English language.
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