STUDY UNIT 2
TYPES OF INNOVATION
MAKING SENSE OF INNOVATION
· We need to try and group innovations together in identifiable groups.
· The first method is to group innovations into categories of products, services or processes (according to their use).
· These groups are very broad and do not differentiate between items in each group.
· The second method is to look at the novelty associated with the product. 
FORMS OF INNOVATION
1. Product innovation

Products are tangible products that either help to solve everyday problems or make life easier. Product innovation is usually associated with a high novelty value that attracts consumers. 

2. Service innovation

Have less novelty value and are therefore often overlooked. Computer technology has had a drastic impact on services. Customers are more discerning and speed and quality of service are expected. The internet has also enabled many businesses to reach markets that were previously unreachable and to offer new services. A service innovation involves the provision of a new or significantly improved service to the consumer. 

3. Process innovations

As far as the public is concerned, process innovations are regarded as the least important, although it is these innovations that probably have the biggest impact on our lives. The novelty value of these innovations is seen as low, and they therefore seem to be less exciting. Example – e-mail or assembly line. Process innovations typically benefit the corporate sector by improving the efficiency of their production or service delivery processes, thereby lowering their costs. Such innovations should also benefit consumers indirectly as lower costs eventually feed through into lower prices.



TYPES OF INNOVATION
· The distinction between big-change and small-change innovations has led some to a categorisation of innovation that differentiates between radical and incremental innovations.
· Radical innovation describes products, services or processes that are new to the market, while incremental innovations refer to smaller changes made to existing products (eg cosmetic changes to design or packaging).
All forms of innovation require two distinct types of knowledge:
· Component knowledge. This refers to knowledge about each of the components that perform a well-defined function within the broader system of the product. 
· System knowledge. This refers to knowledge about the way the components are integrated and linked together.
By using component and system knowledge, we distinguish between four categories or types of innovation:
1. Radical innovation

Radical innovation refers to a completely new design and entails the use of a new set of components linked together in new architecture (eg the iPod). 
Is normally the result of a major technological breakthrough or the application of a new technology. It involves a high level of novelty. Are comparatively rare. 

Disruptive technology – inducing significant changes in markets and industries, often leading to high levels of uncertainty.

2. Incremental innovation

Incremental innovation groups together those products that have been changed by imporving the components. These are not changes to the products themselves, but improvements to the existing components (for example changes to packaging).

Involves modest changes to existing products/services to exploit the potential of an existing design. The level of novelty is low. Commonest type of innovation. Gradual improvements in knowledge and materials associated with a particular technology lead to most products and services being enhanced over time. For example new models of the iPod. 

3. Modular innovation

Modular innovation uses the design and architecture of an existing product and then employs the newly designed components. For example the clock radio. Modular innovation does not involve a whole new design. Modular innovation does, however, involve new or at least significantly different components. The use of new or different components is the key feature of modular innovation, especially if the new components embrace a new technology. 

4. Architectural innovation

In the case of architectural innovation, the design and components remain the same, but new linkages are used. For example the Sony Walkman. 

The essence of an architectural innovation is the reconfiguration of an established system to link together existing components in a new way. 

THE VALUE OF INNOVATION TYPOLOGY
· By categorising innovations, we can group together subjects that are similar and, thus, make it easier to distinguish true innovations from products that are simply described as “innovation”. 
· By categorising innovations it is easier to see the influence of technologies, as they tend to influence the whole system of innovation. 
· Categorisation helps to show that innovation is not homogeneous. Innovations vary. 
· This form of categorisation has a predictive power, such that those who use it can much more effectively evaluate the potential impact of a particular innovation.
· Distinguishing four different types of innovation can also help to explain why the responses of firms to the introduction of new technologies will often vary. 
· This typology can also help in understanding the evolutionary process associated with technological change. 
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