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Abstract. Innovation is widely recognized as a key enabler and competitive advantage for long-

term success. Early research on the subject has identified that the main challenges center on two 

key features: the cross-functional nature of the tasks which prompted collaboration and therefore 

harder to coordinate efforts; the effects of explicit and implicit incentives on the innovative 

outcome. Especially the latter one, i.e. implicit incentives, has been recognized as an 

organizational culture effect, leading the business press to often discuss the benefits of one 

particular dimension: the organizational tolerance for failure. In this paper we explore the critical 

interplay between the collaborative nature of innovation and the incentives to innovate. 

Specifically, we analyze how the interactions between two functional managers affect their 

resource commitments to a new product development (NPD) project, and therefore the 

innovative outcome. We evaluate how (i) the asymmetry of information regarding the functional 

capabilities to execute the project, and (ii) the existing tolerance for failure in the organization 

determine the resulting resource commitments, and subsequently the optimal incentive plan on 

the firm side. We find that while the strategic interaction between the managers leads to an 

overinvestment, the asymmetry of information reduces the commitment of resources. We also 

find that the asymmetry of information has an even more profound effect: it reduces the set of 

feasible projects for the organization, thus reducing the potential to innovate. To counter such a 

shortcoming the firm should increase the existing “tolerance for failure,” that is the private 

benefit-to-cost ratio for the functional managers. Our findings are important as they help 

formalize our understanding of the benefits and perils of tolerance for failure for innovation.   



 

Stylianos (Stelios) Kavadias is the Edward J. Brown Jr. associate professor of Technology and 

Operations Management in the Operations Management area of the College of Management at 

Georgia Tech. His research focuses on new product development and the management of 

technology. In particular he is interested in the challenges that arise during the NPD portfolio 

selection decisions, and in the managerial problems that emerge during the new product co-

development efforts irrespective of whether these lie within the firm (i.e. management of new 

product development teams, or incentivizing cross-functional workgroups) or they take place 

across firms (technology licensing and management of co-development projects). Stelios’ work 

has been awarded the 2nd prize in the George B. Dantzig Best Dissertation Competition, 

organized by INFORMS and it has appeared in Management Science and Production and 

Operations Management. He serves as an Associate Editor for Management Science’s R&D and 

Product Development Department, and as a Senior Editor for the Management of Technology 

department of Production and Operations Management. He has also served as an ad-hoc Senior 

Editor for the New Product Development, R&D and Project Management department of 

Production and Operations Management.  
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Abstract. Research in innovation has tended to be compartmentalized: for example, new product 

development research has focused on processes and the activities, OB work with structures and 

cultures, technology management work with idea generation in networks, etc.  
 

However, evidence is accumulating that such “functional” views of innovation are too narrow. 

Innovation happens at multiple loci in the organization, and it represents organizational search. 

Traditional wisdom suggests that the success of search depends on alignment (the consistency of 

operational actions with the strategy) and coordination (the consistency of parallel operational 

actions, for example, in production and product development).  Results since Chandler (and also 

Rivkin and Siggelkow) have suggested that coordination requires centralized top-down decision 

making, while innovation requires decentralized bottom-up decision making.  



 

I present, first, a formal model of organizational search (attached as a working paper). It suggests 

that innovation requires decentralization of search decisions and delegation of decision making 

to the front line level; decision centralization may but the organization speed but at the cost of 

(innovative solution) quality.  

 

I then present a broader (ongoing) empirical study that compares five in-depth case studies of 

successful manufacturing firms. It observes that search is neither top-down nor bottom up, but 

different kinds of decisions are made at different levels in the organization, and coordination 

happens through multiple methods.  Innovation happens in a combination of target fulfillment 

and offering new solutions and combines products, processes and structures. We find evidence 

that the distribution of search activities and decisions is influenced by the complexity and the 

locus of customer contacts in the organization. 

 

Copies of the paper are available in Simon 200. 

--- 

Christoph H. Loch is the GlaxoSmithKline Chaired Professor of Corporate Innovation and 

Professor of Technology and Operations Management at INSEAD.  He also serves as the Dean 

of INSEAD’s PhD program and as the director of INSEAD’s Israel research center. His research 

revolves around the management of R&D and the product innovation process, strategy 

execution, project management under high uncertainty, and the emotional aspects of motivating 

professional R&D employees.   

  

Professor Loch was department editor of Management Science from 2004 through 2008, and he 

continues to serve as Associate Editor for Management Science and Manufacturing & Service 

Operations Management (M&SOM).  He also serves on the editorial board of the Journal of 

Engineering and Technology Management (JETM) and Research Technology Management.  His 

work has appeared in the leading journals in technology and operations management, and he has 

co-authored four books on management quality in manufacturing, on portfolio management in 

R&D, and on managing highly novel projects.  He teaches MBA courses and executive seminars 

at INSEAD, consults European corporations on technology management, and serves on the 

supervisory board of an educational software start-up company. 

  

Professor Loch holds a Ph.D. in business from the Graduate School of Business at Stanford 

University, an MBA from the University of Tennessee in Knoxville, and a Diplom-

Wirtschaftsingenieur degree from the Darmstadt Institute of Technology in Germany.  Prior to 

joining INSEAD, he worked as a consultant for McKinsey & Company in their San Francisco 

and Munich offices. 
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Abstract.  Professor Mihm’s presentation will investigate how self-optimizing 

engineers impact New Product Development (NPD) project outcomes and 

development times. A variety of widely used NPD project management 

approaches, including heavyweight project management, may allow or even 

encourage engineers to introduce late design changes and exhibit weak cost 

compliance, reducing the product's profit or competitiveness. Especially, modern 

NPD practices such as instituting heavy weight project managers create incentives 

to hide information as long as possible. Providing specifically designed incentives 

for individuals can eliminate such encouragement and thus improve cost 

compliance. The talk discusses several practical incentive schemes, including 

profit sharing contracts and component-level target costing. For many industrial 

projects, component-level target costing makes the most efficient use of available 

information to optimize project outcomes and reduce development times. 



 

 

Professor Mihm is currently a faculty member of the INSEAD Technology and 

Operations Management group. His research interests are centered around issues in 

New Product Development strategy and issues attaining to large scale development 

projects. Before joining INSEAD, Professor Mihm worked as a consultant at 

McKinsey&Company working mainly on technology projects in semiconductors 

and automotive. 

 

 

A copy of the paper is available in Simon 200. 

 

 
 


