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INNOVATION MANAGEMENT 

Jens Magenheimer – Jozef Papula2 

 

Abstract 
 

 Nowadays, innovation is not just popular term, but it is necessity for companies to thrive in 

current rapidly changing environment. Paper deals with innovation and innovation management of 

organization. It focuses on innovation in service sector. At first, the basic description of innovation, 

features, typology and innovation process are discussed. Then paper describes innovation 

management and highlights importance of innovation for companies. We specially focus on 

innovation in service sector and examine this area in German environment. 

 

1. Basic principles of Innovation Management 

1.1 Definition of Innovation 

“Innovation” has become a much-used buzzword in economics. Although it is not just in 

day-to-day life that so many things are described as innovative, even a whole calendar year can be 

designated a Year of Innovation (former Chancellor Gerhard Schröder, 2004), there is in fact no one 

definition of the term innovation. A particularly interesting description of the concept for the 

entrepreneur is that of Vahs/Burmester. They define an innovation as the targeted realization of new 

technical, economic, organizational and social solutions which are aimed at achieving the 

company’s goals in a new way.3 

This definition should serve as the basis for further elaboration, as on the one hand it 

captures the significant feature of an innovation, being novelty, and on the other hand this 

definitional approach distinguishes innovation from invention. While an invention represents the 

initial technical realization of a new solution, innovation comprises the initial economic application, 

including market launch and trial, of the solution. Moreover, innovation is always linked to a certain 

level of insecurity. Predictions with regard to the success or failure of an innovation are always 

problematic at the start. The success of a service innovation, for example, can only be evaluated 
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after it has been introduced to the market. Only at this point is it certain whether or not the new 

service will be accepted by the customer. Even tests carried out beforehand do not provide a certain 

prognosis. Innovations are very complex. On the one hand, influencing factors can change during 

the innovation process (e.g. laws, new technologies). On the other hand, the various functional areas 

involved, the multitude of decisions to be made and measures to be carried out all mean that an 

innovation becomes a complex project.4 

Besides listing features, it can also be useful to differentiate between different types of innovation in 

order to understand the concept. Various criteria are relied on for this (Fig.1). 

 

 

 

 

 

 

Figure 1 Typology of innovations 

 

Products, processes, social regulations and organizational structures can all be the subject of 

innovation. New products in the form of tangible and intangible economic goods are offered on the 

market to satisfy customer demands. Innovative processes, social regulations and organizational 

structures, however, are implemented within the limits of the company and are generally aimed at 

increasing efficiency. Using the novelty degree, a distinction can be made between basic, 

improvement and adaptation innovations as well as imitations and pseudoinnovations. Basic 

innovations have the highest degree of innovation. They represent a breakthrough regarding new 

technologies or organizational principles. The novelty of improvement innovations relates only to 

individual parameters in the innovation object. Adaptation innovations, on the other hand, adapt the 

object to the needs of the consumer. The degree of innovation is therefore relatively low. An 

imitation always means copying an innovation made by a third party. Finally, pseudoinnovations 

have no additional advantages and therefore feature no appreciable degree of novelty. Whether a 

product or a process is innovative or not is often in the eye of the beholder. If a service is provided 

to the customer for the first time, this is considered a market innovation. However, products or 

                                                 
4 Vahs, D.; Burmester, R., Innovationsmanagement, 2002, p. 1  



18 

processes introduced for the first time by a company are regarded as company innovations. In such 

a case it is irrelevant whether these innovations have already been implemented in other companies. 

In addition, it is also possible to distinguish between the triggers for innovations. “Market-pull” 

innovations are those triggered by the market. The most important cause of these is a change in 

customer requirements. In contrast, "technology-push" innovations arise from newly-developed 

technologies or new technological capabilities in the company. Innovation projects should consider 

both the company and the market angles. 

Finally, innovation is distinguished (e.g. from invention) in procedural terms. The innovation 

process begins with the idea and only ends when the developed solution is introduced to the market 

(Fig. 2). 

 

 

 

Figures 2: Phases of the innovation process5 

 

1.2 Definition of innovation management 

 
Innovation management is the integrated organization of innovation processes. In contrast to 

the management of routine processes, it features a higher level of complexity and greater insecurity, 

depending on the degree of novelty of the innovations. The responsibility covers all of the 

development phases of an innovation. The primary objective is to introduce successful innovations 

into the company or onto the market in the shortest possible time (time-to-market). A systematic 

and targeted innovation process is crucial to achieve this objective. These requirements shape the 

task of innovation management.6 

First of all, innovation strategies and targets must be developed. The success of an 

innovation is primarily defined by how much the company profits from it financially. For this 

reason, decisions on the implementation of innovation projects should always be made from a 

commercial point of view. The growing dynamics of the business environment, the increased 

pressure for innovation and the requirement for the shortest possible innovation times highlight the 

necessity for an innovation process that is both highly-co-ordinated and targeted. The task of 

integrated planning, control and inspection of such an innovation processes falls to the innovation 
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management team. It is vital to create a culture of innovation in the firm. This can be achieved by 

adapting the organisational structure or through social measures (e.g. an incentive scheme). Another 

important task of innovation management is the smooth provision of relevant information to all 

participants in the innovation process. Finally, all activities in the innovation process must be 

planned and co-ordinated. As an innovation project always involves various functions and 

departments in a company, this is a challenging, interdisciplinary task. Depending on the particular 

line of business, 30 to 50 per cent of all new services are unable to survive in the marketplace. For 

this reason, companies must systematically structure their innovation processes within the scope of 

innovation management, to increase the likelihood of meeting the needs of the market and reduce 

the "flop" rate. Innovation management plays a key role in securing the competitiveness of a 

company. 

 

2 Importance of innovation for companies 

 

Advancing globalization and rapid developments in the areas of information and 

communication technologies, as well as shorter product life cycles, all produce a high level of 

competitive pressure. But precisely the same environmental factors off opportunities to gain a 

competitive advantage. New markets can be opened up and new sales opportunities explored. With 

the help of procedural, social and organizational innovations, internal processes can be optimized 

and a reduction in costs achieved.7 

In this situation, innovations are the key to success. Only companies that constantly improve 

their range of services can gain advantages and distinguish themselves from the competition. The 

"time" criterion receives increasing attention in this regard. The time span between the idea and the 

introduction of the new services must be as short as possible, in order to fully utilise the potential of 

the competitive advantage.  

 

3 Innovation in supply of services 

 

The academic literature to date has tended only to discuss the significance of innovations in 

the area of payments in kind, however the same significance should be accorded to innovations in 
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the area of services.8 However, due to the peculiar characteristics of services, the same type of 

innovation management cannot be used. The four major differences will be set out below. 9 

The first difference between physical product and service innovations is due to the 

integration of an external factor in service delivery and to the temporal coincidence of the creation 

and sale of a service. The customer comes into contact not only with the result of the performance, 

but also with the creation process and the potential of the provider (Fig. 3). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3: Perception of performance dimensions by the customer10 

 

This provides certain premises for the management of innovation in services. This renders 

moot the classic division between market-oriented product innovations on the one hand and internal 

and/or organisational process innovations on the other. Even innovations of potential and process 

are perceived by the customer. They are therefore no longer simply a matter of cost savings, they 

must at the same time prove themselves in the marketplace. However, this aspect also presents 

opportunities. Because the provider of a service can market product and potential innovations as 

well as individual process innovations, the potential for innovation is increased. With innovations in 

physical products, on the other hand, it is only the material result which is judged by the customer. 

For this reason, the integrativity of service delivery should be carried over to the innovation 
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process.11 The autonomous design of new services must give way to a "customer-integrated service 

development".12 This requires clear regulations with regard to the type and intensity of customer 

involvement. A second difference lies in the intangibility of services. This characteristic greatly 

limits the patent possibilities for innovative services. Existing commercial intellectual property 

laws, such as e.g. patents, utility and design patents, are not a possibility for services. At best, the 

material components of the performance are subject to this protection.13 

There is a significant risk of imitation by competitors. This results in the erection of barriers to 

market entry and the need for a continuous innovation process. The selection of a follower strategy, 

i.e. the emulation of third-party services, seems likely. On the other hand, the intangibility of 

services also has the potential to create barriers to market entry through innovative first-movers. 

The customer cannot check the quality of a service before availing of it. The purchase of the service 

therefore depends on whether the customer has sufficient trust in the service provider. This trust can 

be gained by creating a strong and positive image of the provider. “An appropriate reputation 

generally leads to pronounced customer loyalty.” Strong customer loyalty in turn presents a large 

barrier to market entry for competitors. This means that the selection of a first-mover strategy must 

always be linked with the rapid construction of firm customer loyalty. 

A further distinguishing feature between services and physical product innovations is the limited 

possibility to differentiate with “market pull” and “technology push” innovations. “Technology 

push” innovations refer to an improved technological performance of the company14 

 

Therefore, technology-driven innovations can only exist within the potential dimension of a 

service. The novelty degree of “market pull” innovations is more psychological in nature. 

Accordingly, what is decisive is how the recipient of the service perceives and judges it. Service 

innovations can therefore be categorised as "market pull” innovations. For innovation management, 

this means that it is necessary to consistently direct the innovation process towards customer needs. 

The ultimate goal is the development of a service which is perceived as innovative by customers.15 
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Finally, the procedures in the innovation processes involved in payments in kind and 

services are also dissimilar, unless technical components of the potential dimension of a service are 

involved. Classic research and development and construction activity in the development of 

physical products are not used in the development of innovative services. Rather, new processes for 

the creation of services must be designed.16 

 

4 Realization in practice 

 

The treatment of service development can be observed not only in economic research, but 

also in economic practice, at my company. Despite the immense significance of services for all 

sectors, it is rare to find innovation management in this area. Services are often still developed as a 

reaction to certain circumstances and tested on the market on a “trial and error” basis.17 This 

conclusion was contained in the results of a survey of 116 German companies (Fig. 4).  18 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Frequency of systematic service development19 

 

In this survey, only 4.6 per cent of producing and 2 per cent of service companies reported 

the systematic development of services. Nonetheless, 18.6 per cent of the producing and 35.1 per 

cent of the service companies claimed to predominantly design services tactically and methodically. 

The weak level of systematics in the innovation processes of services has several causes. First and 
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19 Source: Lienhard, P., Empirische Ergebnisse, in: Spath, D.; Zahn, E., Dienstleistungsentwicklung, 2003, p. 186 
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foremost is the lack of field-tested designs for the development of services, which can be traced 

back to poor scientific work in the past. In addition, there are significant differences between the 

organization of physical product development on the one hand and service development on the 

other. While a dedicated R&D department is generally responsible for the design of new physical 

products, services are created unsystematically with the participation of several departments20 The 

study referred to above reveals that in only 15.6 per cent of the companies surveyed was there a 

separate organisational unit for the development of services in existence. Only in every second 

company was there a project team assembled for this purpose. 21 

 

These facts permit the supposition that German companies have only come to the realisation 

that it is imperative that the service innovation process proceed systematically. The survey also 

arrived at the conclusion that only 6.5% of companies regard the planning of service development 

as an important task (Fig. 5). 

 

 

 

 

 

 

 

Figure 5 : Tasks in service development22 

 

In this regard, considerably greater importance is attached to those tasks which relate to 

a section of the development project. In practice, the design and organization of the innovation 

process within the context of integrated innovation management plays a subordinate role. A further 

reason for the often lower systematics in innovation processes can be seen in the weak financial 
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21  Cf. Opitz, M.; Schwengels, C., Organisation des Service Engineering, in: Spath, D.; Zahn, E., 

Dienstleistungsentwicklung, 2003, 

p. 53 
22 Quelle: Schwengels, C., Systematische Entwicklung, in: Spath, D.; Zahn, E., Dienstleistungsentwicklung, 2003, p. 40 
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resources. In Germany, companies spend only 4 per cent on service development.23 Finally, a lack 

of staff specially qualified for the development of services can be observed. This is due to the 

mostly production-oriented degree programmes in Germany. Few courses in Germany deal 

primarily with services.  

In summary, it can be noted that with regard to the existence of designs and the managerial 

application of such systematic procedures, the development of services clearly lags behind the 

development of physical products. German companies in particular have a considerable need to 

catch up. 
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