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Abstract 

Innovation has emerged as the principal driver of competitive advantage, 

productivity growth, and long-term value creation in the contemporary knowledge 

economy. Yet the management of innovation and the assessment of its impact on 

business performance remain among the most contested areas of strategic 

management research and practice. This article examines the central problems that 

complicate innovation management and the evaluation of its outcomes, and 

proposes practical solutions grounded in contemporary theory and empirical 

evidence. Drawing on the works of Schumpeter, Drucker, Tidd and Bessant, 

Kaplan and Norton, the OECD Oslo Manual, and recent studies on digital 

transformation, the paper identifies seven interrelated problems: the measurement 

gap between innovation inputs and outcomes, the dominance of short-term 

financial metrics, the intangibility of innovation outputs, the cultural resistance of 

organizations, the misalignment between innovation strategy and corporate 

strategy, the lack of standardized indicators, and weak data infrastructures. In 

response, the paper proposes an integrated assessment framework that combines 

the Balanced Scorecard, the Innovation Value Chain, stage-gate evaluation, and 

digitally enabled real-time monitoring. The discussion contributes to the literature 

on strategic innovation management and offers actionable recommendations for 

managers, policy-makers, and educators in transition economies. 
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The accelerating pace of technological change, the globalization of markets, 

and the digital reconfiguration of value chains have transformed innovation from 

an occasional strategic option into a continuous organizational imperative. Firms 

operating in such conditions cannot rely on cost leadership or operational efficiency 

alone; they must systematically generate, absorb, and commercialize new ideas. 

Innovation management, understood as the deliberate orchestration of resources, 

capabilities, and processes that enable an organization to create value through 

novelty, has therefore become a defining competence of the modern enterprise. 

Despite the conceptual maturity of the field, however, both the practice of 

innovation management and the assessment of its contribution to business 

performance remain problematic. Managers often complain that their innovation 

investments do not translate into measurable financial returns; researchers, in turn, 

document persistent gaps between R&D expenditure and productivity, between 

patent counts and commercial success, and between corporate innovation rhetoric 

and shop-floor realities. The famous observation that “what gets measured gets 

managed” takes a sobering turn in the innovation context, where the most valuable 

outputs are frequently intangible, delayed, distributed across functions, and 

resistant to standardized quantification. 

Three observations motivate the present article. First, the measurement of 

innovation lags significantly behind its strategic salience: most firms still rely on 

financial indicators designed for stable industrial environments. Second, the 

diffusion of digital technologies, artificial intelligence, big data analytics, and 

platform business models has multiplied the variety of innovation activities while 

making their boundaries more porous, complicating evaluation. Third, in transition 

and emerging economies, the institutional and human-capital prerequisites for 

evidence-based innovation management are unevenly developed, producing a 

particularly acute version of the assessment problem. 

Against this background, the article pursues three objectives: (1) to clarify the 

conceptual relationship between innovation management and business 

performance; (2) to identify the principal problems that obstruct the systematic 

assessment of innovation outcomes; and (3) to propose an integrated set of 

solutions that can be implemented by firms and supported by policy. The argument 

is developed through a critical synthesis of the international literature 

complemented by practical illustrations from Uzbekistan and other transition 

economies. Methodologically, the paper adopts a qualitative, conceptual approach, 

combining systematic literature review with comparative analysis of established 

assessment frameworks. 
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The article is organized as follows. Section 2 reviews the theoretical 

foundations of innovation management and performance assessment. Section 3 

presents the conceptual framework adopted for the analysis. Section 4 diagnoses 

seven principal problems. Section 5 proposes corresponding solutions. Section 6 

discusses implications, and Section 7 concludes with directions for further research. 

The intellectual roots of innovation management can be traced to Joseph 

Schumpeter, whose concept of “creative destruction” (1942) positioned the 

entrepreneur as the central agent of economic dynamism. Schumpeter 

distinguished five forms of innovation – new products, new processes, new 

markets, new sources of supply, and new organizational structures – a typology 

that still informs contemporary classifications. Peter Drucker (1985) subsequently 

reframed innovation as a disciplined, learnable practice and identified seven 

systematic sources of innovative opportunity, thereby moving the field from the 

heroic-entrepreneur paradigm to a managerial one. 

Modern innovation management theory, as synthesized in the influential 

textbooks of Tidd and Bessant (2018) and the Oxford Handbook of Innovation 

Management (Dodgson, Gann, & Phillips, 2014), conceptualizes innovation as a 

process that can be analyzed, designed, and improved. The process is typically 

segmented into searching, selecting, implementing, and capturing value, each 

phase requiring distinctive capabilities. Chesbrough’s notion of “open innovation” 

(2003) further expanded the analytical frame by recognizing that valuable 

knowledge flows across organizational boundaries, making external collaboration 

with universities, suppliers, customers, and even competitors integral to innovation 

strategy. 

The literature on business performance assessment has undergone a parallel 

evolution. Traditional financial measures – return on investment, profit margins, 

earnings per share – were criticized as early as Johnson and Kaplan (1987) for being 

backward-looking, susceptible to manipulation, and silent on intangible drivers of 

value. The Balanced Scorecard introduced by Kaplan and Norton (1992, 1996) 

responded to this critique by integrating financial indicators with measures of 

customer satisfaction, internal process efficiency, and learning and growth. The 

framework rapidly diffused and remains, three decades later, one of the most 

widely implemented performance management systems in the world. 

Parallel developments include the Performance Prism (Neely, Adams, & 

Kennerley, 2002), which centers on stakeholder satisfaction; the Skandia Navigator 

and other intellectual-capital frameworks; and, more recently, sustainability-

oriented frameworks such as ESG (Environmental, Social, Governance) reporting 

and the Global Reporting Initiative (GRI) standards. The proliferation of 
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frameworks reflects the growing recognition that long-term business performance 

depends on a network of tangible and intangible assets that no single measure can 

capture. 

The intersection of these two streams of literature gives rise to the dedicated 

subfield of innovation performance measurement. The OECD Oslo Manual (4th 

edition, 2018) offers the most authoritative international standard, defining 

innovation as the implementation of a new or significantly improved product, 

process, marketing method, or organizational practice. It provides harmonized 

indicators that allow cross-country comparisons. Adams, Bessant, and Phelps 

(2006) consolidated firm-level measurement around seven categories: inputs, 

knowledge management, strategy, organization and culture, portfolio 

management, project management, and commercialization. More recent 

scholarship (Saunila, 2017; Edison, Bin Ali, & Torkar, 2013) emphasizes the need to 

combine quantitative indicators with qualitative judgments, and to align 

measurement with the firm’s innovation strategy. 

Building on the literature reviewed above, the article adopts a conceptual 

framework that links innovation management to business performance through a 

three-layer model. The first layer comprises innovation inputs – R&D expenditure, 

human capital, technological infrastructure, intellectual property portfolios, and 

external knowledge networks. The second layer captures innovation processes – the 

conversion of inputs into outputs through search, selection, development, and 

commercialization activities. The third layer represents innovation outcomes, both 

immediate (new products, new processes, patents) and ultimate (revenue from new 

offerings, productivity improvements, market share, customer retention, and 

stakeholder value). 

This three-layer logic is congruent with Hansen and Birkinshaw’s (2007) 

Innovation Value Chain and with the structure of the Balanced Scorecard. It also 

accommodates feedback loops: outcomes inform learning, which in turn shapes 

future inputs and processes. The framework treats business performance not as a 

single dependent variable but as a multidimensional construct measured along 

financial, customer, process, and learning dimensions – the four perspectives of 

Kaplan and Norton. The principal claim is that the quality of innovation 

management can be assessed by the strength, reliability, and timeliness of the 

linkages between these layers, and that the quality of performance assessment 

depends on whether the measurement system captures all three layers 

symmetrically. 

Empirical and theoretical analysis identifies seven interrelated problems that 

consistently obstruct effective innovation management and the assessment of its 
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results. These problems are not independent; they reinforce one another and 

together produce the chronic underperformance of innovation initiatives observed 

in many firms. 

The most fundamental problem is the persistent gap between what firms 

measure as innovation inputs (typically R&D spending and headcount) and the 

outcomes they ultimately seek (revenue, profit, competitive position). Decades of 

econometric research have shown that the elasticity of firm performance with 

respect to R&D expenditure is highly variable and contingent on numerous 

moderators – absorptive capacity, complementary assets, market timing, and 

managerial capability. As a result, the input-based metrics that dominate corporate 

reporting are unreliable predictors of innovation success. 

Capital markets and internal incentive systems alike tend to reward short-term 

financial performance. Innovation, however, typically requires multi-year horizons 

and exhibits a J-curve in which early costs precede uncertain returns. The mismatch 

between the time profile of innovation outcomes and the cadence of performance 

assessment biases managerial decisions toward incremental improvements and 

away from radical or architectural innovations that promise greater long-run 

returns but at higher near-term cost. 

Many of the most valuable outputs of innovation are intangible: brand equity, 

organizational know-how, network position, customer trust, and absorptive 

capacity. Traditional accounting systems were designed for tangible assets and 

treat investments in intangibles largely as current expenses rather than capitalized 

assets. The resulting invisibility distorts both internal decision-making and external 

valuation, and discourages investment in precisely those assets that drive long-

term competitiveness. 

Innovation requires risk-taking, experimentation, and tolerance of failure, yet 

most organizations are designed for efficiency, predictability, and the avoidance of 

failure. The cultural tension between the “exploitation” logic that governs the 

current business and the “exploration” logic that governs the future (March, 1991) 

is rarely managed explicitly. Performance assessment systems that punish failure 

indiscriminately reinforce this asymmetry and produce the well-documented 

phenomenon of innovation theater – visible activity without substantive outcomes. 

Innovation strategy specifies where and how a firm will compete through 

novelty: which technologies, markets, business models, and time horizons will be 

prioritized. In many firms, however, the indicators used to assess innovation 

performance are inherited from generic templates rather than derived from 

strategy. The result is a measurement system that captures activity but cannot tell 

whether the activity advances strategic intent. The Balanced Scorecard literature 
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emphasizes the need for strategy-linked metrics; the innovation context makes this 

requirement even more pressing. 

The seven problems identified above are not amenable to single-point fixes. 

They require an integrated response that combines methodological, organizational, 

technological, and policy interventions. The following six solutions, presented in 

the order of increasing organizational depth, together constitute a coherent 

program. 

Firms should construct a measurement system that explicitly maps inputs, 

processes, and outcomes, and integrates financial with non-financial indicators. The 

Balanced Scorecard provides a robust architecture; the Innovation Value Chain 

offers a process-oriented complement. At a minimum, an integrated framework 

should include: input indicators (R&D intensity, share of staff engaged in 

innovation, external collaboration intensity), process indicators (project cycle time, 

idea conversion rates, time to market), output indicators (number and quality of 

new products, patents, scientific publications), and outcome indicators (share of 

revenue from new products in the last three years, productivity growth, customer 

satisfaction with new offerings). Each indicator should be linked to a strategic 

objective. 

Cooper’s stage-gate methodology and contemporary agile-stage-gate hybrids 

provide disciplined decision points at which innovation projects are evaluated 

against pre-defined criteria. Coupled with portfolio management techniques that 

balance horizon-1 (core), horizon-2 (adjacent), and horizon-3 (transformational) 

initiatives, stage-gate governance addresses both the strategy–assessment 

misalignment and the short-termism problems. Importantly, the gates must include 

qualitative judgments by experienced reviewers; pure quantitative thresholds 

reproduce the biases of short-term financial metrics. 

Cultural change is the slowest and most difficult lever, but without it the other 

solutions deliver limited returns. A culture of disciplined experimentation 

distinguishes between intelligent failures – well-designed experiments whose 

negative results generate learning – and avoidable failures, and rewards the former. 

Practices such as innovation tournaments, hackathons, lean-startup 

experimentation, psychological safety norms, and post-mortem learning sessions 

operationalize this distinction. Senior leadership signaling is decisive: when leaders 

publicly celebrate informative failures, the organization follows. 

The maturation of digital platforms, advanced analytics, and artificial 

intelligence creates unprecedented opportunities for real-time, granular innovation 

monitoring. AI-enabled tools can scan internal idea repositories, external patent 

databases, scientific literature, and customer feedback to detect emerging 
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opportunities; natural-language-processing systems can extract structured 

indicators from unstructured project documentation; and predictive analytics can 

flag projects at risk. For transition economies, the relative affordability of cloud-

based analytics offers a leapfrog opportunity – firms can deploy advanced 

monitoring without the legacy infrastructure burden of incumbents. 

Firms should adopt internationally recognized definitions – the Oslo Manual 

remains the natural reference – and complement internal indicators with external 

benchmarking against industry peers and innovation leaders. Sector associations, 

national statistics offices, and supranational bodies such as the OECD and the 

World Intellectual Property Organization provide comparative datasets. 

Benchmarking generates external pressure for continuous improvement and 

counteracts the complacency that arises when firms rely on self-referential metrics. 

Ultimately, no measurement system or governance process is stronger than 

the people who operate it. Investment in managerial and analytical talent, in 

scientific and engineering capability, and in cross-functional collaboration is the 

foundational solution. At the institutional level, education systems, particularly 

universities and business schools, bear a special responsibility for producing 

graduates who understand both the substantive content of innovation and the rigor 

of performance assessment. In Uzbekistan and other transition economies, this 

implies curricular reform, partnerships between universities and enterprises, and 

the integration of contemporary innovation management literature into higher-

education programs. 

The framework and solutions proposed here have several implications. For 

managers, the central lesson is that innovation performance assessment cannot be 

delegated to the finance function or imported wholesale from generic dashboards; 

it must be co-designed with innovation strategy and continuously updated as that 

strategy evolves. For policy-makers, the analysis suggests that public support for 

innovation should extend beyond R&D subsidies to encompass the soft 

infrastructure of measurement – statistical capacity, definitional harmonization, 

and managerial training. For educators, particularly in transition economies, the 

priorities are to develop research competencies in innovation measurement, to 

localize international frameworks to domestic institutional contexts, and to 

cultivate analytical fluency in graduates. 

The analysis is subject to limitations. It is conceptual rather than empirical, and 

the relative weight of the seven problems will vary across industries, firm sizes, 

and national contexts. Some industries – pharmaceuticals, semiconductors – have 

developed sophisticated innovation metrics; others – services, creative industries – 

face additional measurement challenges that the present framework only partially 
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addresses. Future research should test the proposed integrated framework 

empirically, examine the moderating effects of national innovation systems, and 

explore how the rapid rise of artificial intelligence is reshaping both the practice 

and the assessment of innovation. Comparative studies between firms in mature 

and transition economies would be particularly valuable for refining the 

recommendations offered here. 

Innovation management and the assessment of business performance 

constitute two sides of the same strategic coin. A firm that manages innovation well 

but measures its results poorly will dissipate its efforts; a firm that measures with 

precision but manages without strategic clarity will measure the wrong things with 

great accuracy. The article has identified seven persistent problems that produce 

this disconnect – the measurement gap, short-termism, intangibility, cultural 

resistance, strategy–assessment misalignment, the absence of standardized 

indicators, and weak data infrastructures – and has proposed an integrated set of 

six solutions: integrated measurement frameworks, stage-gate governance, cultures 

of disciplined experimentation, digital and AI-enabled monitoring, standardization 

with external benchmarking, and sustained investment in human and institutional 

capacity. 

The recommendations are particularly pertinent for transition economies such 

as Uzbekistan, where the rapid expansion of digital infrastructure and the 

modernization of higher education create both the necessity and the opportunity 

for a substantial upgrade in innovation management practice. By aligning the 

conceptual rigor of international research with the institutional realities of national 

contexts, scholars and practitioners can contribute to a virtuous cycle in which 

better measurement supports better management, and better management drives 

more reliable business performance. The agenda set out in this article – conceptual 

integration, empirical validation, and practical implementation – invites 

collaborative work across disciplines, institutions, and borders. 
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