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A Critical Review of 
‘Creating Incentives for Innovation’ by Manso (2017)
1. Introduction:
The report is a critical review of the Journal article ‘Creating Incentives for Innovation’ by Manso (2017) from an editorial perspective. The article carries out an evidence-based study on the level of incentives offered in business and to prove the need of optimal incentives to boost exploratory innovation. It starts with an indication of innovation as a mandatory part of organisations due to disruptive business technologies. Afterwards in the main argument, effectiveness of short term incentives has been challenged whereas tolerance for early failure and exploring ground breaking innovations by the help of long term incentives have been supported with evidential examples and information from group experiments and existing research. Termination, contract type, feedback and shareholder litigation has been studied in relation to optimal incentives by means of how they impact on innovation process as principals. The main arguments from the study can be outlined below:
1. Early failure reward motivates innovators
2. Long term Incentives are more effective in providing explorative innovations.
The report can be effective in motivation and innovation theories as it concerns with initiating innovation within employees by giving them scope of experimentation and acceptance of failure. The review will critically analyse the arguments above and evidences presented in line with relevant theoretical underpins and innovation process.

2. Evaluation:
[bookmark: _GoBack]One of the main arguments presented in the article states that early failure should be rewarded or tolerated instead of resulting termination or demotivating actions by management as it might contribute towards long term success and explorative innovations. The author suggests that termination can only make an employee perform but does not promise to innovate (Manso, 2011; 2017). The idea can also be supported by Acharya, Baghai and Subramanian (2013) in dismissal laws which allows early failure and enhances employee innovation as they explore new ways of solving problems. Moreover, according to the report, exploration contracts boost innovation more than fixed wages and pay-for-performance contracts as it gives employees freedom to explore new ways of doing by failing in the beginning. The notion can also be exemplified by Google’s rewards system for one of its project where they reward employees for early failure as it motivates them to come up with innovative ideas at a later stage without the fear of dismissal (Grossman, 2014). 
In terms of limitation of this argument, time can be addressed as a crucial issue in exploration of new ideas since the article points out innovation within agile organisations and continuous failure can lead to exploitation (Manso, 2017). In terms of evidence to support this argument by the author, an experiment regarding a business issue was executed where 5 groups of participants with different incentive schemes were involved. The experiment contributes significant outcome towards cognitive insights of employees in different contracts and incentive schemes however experiments or evidences from agile organisations would have contributed more insight on this case considering the time factor.
According to Fu (2012), long term incentives are more effective than short term ones in order to catalyst innovation process. Managerial entrenchment, stock options and golden parachute have been found to motivate innovators most by both Fu (2012) and Manso (2017). Moreover, in Lerner and Wulf’s (2007) work on incentive for innovation, interrelation between stock options and heavy patents has been discovered which is also exemplified in the article. On the other hand, short term incentives such as performance-based pay or promotion has been correlated with marginal innovation by Barros and Lazzarini (2012). 
In an argument, the author has outlined negative impact of shareholder litigation, termination and independent board as principals on managers’ willingness to take risk and explore. Shareholder litigation has been considered as a liability for managers trying for exploration which hinders corporate innovation. In an empirical work of Lin, Liu and Manso (2016), shareholder litigation has been solely studied in relation to explorative innovation in terms of patenting and citations in technological firms where businesses following UD laws have been found to be more explorative and investing more on R&D in patenting unique technologies than other firms. A negative correlation between shareholder lawsuits and managerial restriction to innovate was discovered by analysing numbers of cases and patents from 1989 to 2005 although the lawsuits were addressed to be used in disciplining managers. The notion was further proved by an extended work by Kempf and Spalt (2018) on meritless litigations as tax on innovation and by Mezzanotti (2015) who explored litigation as biggest roadblock for innovation. After analysing the above literatures, the evidence found on the relationship between shareholders and corporate innovation in a way establishes the argument presented by the author. 



3. Conclusion:
In essence, the work by Manso (2017) has contributed a new dimension to his own empirical work for past ten years where he explored both negative and positive stimulus to spur explorative innovation. Moreover, the author has also extended his views to explore how the notions are applicable in scientific research and education sector which is a strength of the report. The arguments have been found to be fairly negotiated with relevant experiments and evidences provided. The data analysis section of the report differentiated itself by being a qualitative observation while other reports of similar kind presented above adapted a quantitative approach in establishing relations between incentives and innovation. Rewarding early failure and providing long term managerial incentives has been recommended on a policy implementation and organisational culture level by the author which has also been suggested by relevant research by Mezzanotti (2015). In terms of original contribution, the author specifically identified traditional long term incentives (entrenchment, golden parachute, stock options) to be effective in motivating innovators while limiting impact of fixed wage and pay-for-performance in innovation process with real time experiments. However, examples from agile organisations could provide more insights to the study. Besides that, the study has fairly balanced the issues raised within and provided more details on different types of incentives and their impact on innovation in comparison with similar studies (Barros & Lazzarini, 2012; Lerner & Wulf, 2007; Manso, 2017).
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