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Journal article critique
Manso, G., 2017. Creating incentives for innovation. California Management Review, 60(1), pp.18-32.

Introduction
Innovation has become crucial for businesses whether it’s large or small, due to the rapid rise of technologies, for instance, artificial intelligence, Big data, embedded sensors, mobile networks, which has made it impossible to run businesses as normal (Manso, 2017). This is a review of the article “Creating incentives for innovation”.

Evaluation
This article is purely based on the qualitative method, theoretical arguments and experimental evidences have been used to examine the hypothesis been made by the researcher. First part of the article has examined different analytical approaches under probability theory to demonstrate how incentive can be created innovation in businesses, and in second part it has focused on scientific research area by comparing two institutions’ investigators i.e. Howard Hughes Medical Institute (HHMI) and National Institute of Health(NIH) to see the impact how incentive motivates investigators.
The key challenge in the businesses currently is, businesses have to be innovative to sustain in this stiff competitive market, however, it is not always easy to adopt new technique of doing business, therefore, the main focus of this article how business can generate incentives for innovation for their long-term sustainability. In order to address such question researcher has adopted two methods, i.e. probability theory with different analytical approaches which have been mentioned below: 

Incentive Schemes and Productivity 
According to Manso (2017) by minimum effort, hourly wages or fixed salary workers can keep their jobs, in order to boost the productivity of worker pay-for-performance is an ideal scheme in businesses. Under the principle-agent model, the principle set up incentive, in order to increased output. Lazear (2000) discovered that productivity of Safelite Glass Crop. windshield installers increased when management changed their compensation from fixed to piece-rate-pay (Lazear, 2000, cited in Manso 2017). However, this assumption may suitable for routine works, but may not appropriate for creative business, for instance, design a market plan, write software code or manage a workforce. 
Modelling Innovation
Under this scheme, the author has examined the bandit problem from probability theory and has explored the tension between exploration (new method) and exploitation (known method). In bandit problem, agent doesn’t know payoff, generate from different actions. Manson (2017) has built a model that has two potential outcomes in two periods: success and failure. So, in the first period when agent tries exploration, it is unlikely to success. So, if new method unsuccessful, then agent can go back to the known method. However, agent can gain valuable information, if the new method succeeds, and the payoff can be higher than exploitation. As a result, agent will be motivated to explore even though it is less likely to succeed.
Optimal Incentives for Innovation
Manson (2017) points out two major aspects of innovation through the bandit problem model, the best result may have a high probability of initial failure and require a substantial amount of time, before the new method become apparent. In contrast, exploration, there high possibility, agent may waste his time in unsuccessful action. Similarly, termination threat encourages agent to engage in exploitation rather than exploration. Manson (2017) argued that its entirely depend on principle, either he wants to encourage agent to explore or avoid agent from shirk. Similarly, commitment to a long-term contract; fall under optimal contract to encourage agent to explore. Manson (2017) has supported that explicit contract such as the provision of option repricing, stock option, and golden parachutes encourage innovation. Manson (2017) also specified that corporate culture makes difference to create innovation in the businesses, appreciating the new techniques, tolerating new technique, a reward for innovation, extend the time period to allow develop new ideas. Moreover, feedback plays a vital role to encourage agent, if principle’s aim is to get agent to explore, if exploitation is preferred then principle can avoid feedback. Equally, bankruptcy law, innovation-friendly where entrepreneurs can be discharged from debt, that taken to explore an unproven project. Manson (2017) discovered that European Council acknowledged bankruptcy law in “European charter for small Enterprises” in 2000, in contrast, The United States adopted creditor-friendly bankruptcy law in 2005, which made it harder for entrepreneurs after failure to discharge their debt.
In addition, board independence and shareholder litigation can inspire innovation, in 2002 Sarbanes-Oxley Act and stock exchanges implement the rule that public companies’ directors need to be independent. However, the researcher discovered that though shifting to independent were large but not hugely impact on explicit innovation, rather they were focusing on familiar areas. Similarly, another hazard for a manager is a threat of lawsuit form shareholders, act on their own interest rather than shareholder’s best interest. As a result, manager prepared to play safe instead of exploring an unproven strategy.  

Experimental Evidence
In order to see how incentive creates innovation, the researcher has done an experiment to evident how incentive for long-term success and tolerance for early failure inspire innovation, where 379 participants been recruited to operate a computerized lemonade stand and gave them choice, either they can do minor adjustment or radical. Participants were divided into three groups, fixed wages, pay-for-performance, and percentage of profit generated during the experiment. 
The hypothesis of this experiment was the percentage of profit generate participants were more likely to explore and discover improved strategies than fixed wages or pay-for-performance workers. Result strongly supported the hypothesis made, participants under profit generate participants discovered the best location for lemonade stand than compare to fixed and pay-performance participants. In addition, the researcher studied effect of termination, dividing two groups; golden parachute termination and regular termination group, both groups were given exploration contracts and been told experiment would finish early if in the first period profit falls under a certain threshold. Also, parachute group was told they would get special payment if the experiment finishes early. The research discovered that 65% of golden parachute termination found the best location compared to regular termination. 

Incentive for exploration in scientific research
Under scientific research, how incentives create innovation. Research has compared researchers at the Howard Hughes Medical Institute (HHMI) with National Institute of Health (NIH) grantees (Manson,2017). Both institutions offer an experiment on the effect of tolerance of early failure and long-term horizon on innovation.
    
 Table I. Comparison of two sources of funding.
[image: ]
(Source: Manson,2017)

Table 1 compares both institution’s strategies how they have adopted to create innovation in scientific research. After examining both institutions, it discovered that highly impact articles been produced at a much higher rate by HHMI than compare to NIH investigators. Investigators of HHMI produced overall publication output by 39%, which proved that investigators were engaging in more exploration.

Response
Firstly, author has made contribution on topic by examining different theoretical perspectives, additionally he has given experiments how incentive can be created innovation, however, to address each element more precisely, should have used some quantitative methods to analyse relation and co-relation between different variables related to incentives, for instance, incentive scheme and productivity through some data analysis. Secondly, except the experiment on computerised Lemonade stand, other more experiments should have given to make clearer on the relationship between incentive and innovation, for instance, board independence, corporate culture, or feedback on how these can affect innovation rather than limiting only pay elements and termination of the contract. Furthermore, in scientific research area author is limited only two institutions HHMI and NHI and their strategies on innovation from pinot of view of source of fund, which is at the micro level, should have covered in the macro level, how other research-oriented institutions respond innovation. Finally, the article has more focused on management questions, also should have focused on public policy, which also plays important role in providing incentive for innovation. 

Conclusion
[bookmark: _GoBack]The article has supported a positive relationship between incentive and innovation. In addition, through the experiment, it has also proved that participants under a percentage of profit generated from the contract scheme is more innovative than fixed wages, pay-performance. Overall, this article has justified that incentive can be created innovation.




























Reference:

Manso, G., 2017. Creating incentives for innovation. California Management Review, 60(1), pp.18-32.

image1.tiff
Three- to five-year funding

First review is similar to any other review
Funds dry up upon nonrenewal

Some feedback in the renewal process

Funding is for a particular project

Five-year funding

First review is rather lax

Two-year phase-down upon nonrenewal
Feedback from renowned scientists

“People, not projects”





