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Abstract: According to Peter Drucker, innovation is a change that creates a new dimension of performance. Starting from this perception of 
innovation this paper represents a summary of the nature and characteristics of innovation and suggests the importance of its proper use in 
order to convert innovations in competitive advantages of enterprises. In that sense we will closely hold on the principles of innovation, types 
of innovation and the effects of innovations on the performance of enterprises. The process of innovation will be elaborated, while 
individually indicating the points where there is danger of coming to a delay or stopping of this process.  This paper will give an insight in 
the current policies of the European Union on this issue and it will be supported by statistical data for investment in innovations and the 
ways of encouraging innovations in enterprises in different countries.     
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1. Introduction  

Competitive relations between enterprises in the contemporary 
society are more sharpen. This dynamic behavior imposes on 
companies to constantly change if they want to maintain their 
market position, and even more if they are striving to improve. 
Changing and improving the success requires and leads to more 
innovations. But what precedes innovations is the process of 
research and development which includes the part of the emergence 
of the idea of creating something new, to its development and 
realization in a final form. The last thing left is to get your 
innovation commercial value. It is in the area of research and 
development where the commitment of states to encourage 
innovation and development is felt. Besides other things, this 
requires strong financial support, because the process of research 
and development can last longer the lack of funding and the need to 
minimize the costs of enterprises appears as main reasons why they 
often resort to using existing technologies and appropriating of 
finished ideas.  

2. The nature of innovation  

The term innovation usually refers to something new. According to 
the Organization of Economic Cooperation and Development 
(OECD) and Eurostat innovation is defined as “the implementation 
of a new or already known, but significantly improved product 
(goods/service), process, new marketing or organizational method 
in the business practices, innovation in organization of the work 
place or the external relations and so on.” This definition does not 
imply only changes that are completely new and unknown, but 
things that are already known, but significantly improved or 
introduced from outside. Speaking of creating innovations and 
appropriation of finished ideas, creating new products or improving 
existing ones, should be mentioned that innovations differ one 
another and depending on the degree and nature of innovation and 
on what it refers we can distinguish:  

a. Incremental innovation - related to developing and 
improving existing products, methods, processes, etc.  Often 
it’s a question of small interventions on existing products, 
which provide fast but short bearing results. The character of 
these innovations is more evolutionary, as opposed to radical 
innovations which are revolutionary.  

b. Radical innovations - are innovations that refer to entirely 
new inventions, whether they are products, processes, new 
technologies etc. They import an upturns and can’t connect to 
anything previously known. As such they often open up new 
markets. By their nature they are revolutionary. 

However, innovations don’t happen automatically, on their own. 
They are driven by entrepreneurship and need a potential mix of 
version, passion, enthusiasm, energy, dedication and hard work that 
make good ideas become reality. The force that causes changes in 
products, processes, etc. comes from individuals. The creative 
potential of individuals and the ability to recognize opportunities 
are key to developing innovations. However, there are principles 
established in the scientific literature that if considered they would 
contribute to the development of innovation. These are: 

• Orientation towards action. Innovations must always be 
active, open to new ideas and most importantly be able to 
recognize opportunities that the environment opens and use 
them through active action.  

• Innovations should be simple and ease for understanding. 
Innovation as something new shouldn’t be complicated, to the 
contrary, to be accepted it should be ease to understanding. In 
fact, the most famous innovations are surprising simply and 
patently.     

• Innovations should begin as small. At the beginning 
innovators should not plan innovations as grand projects that 
will require many resources. Innovations should begin as 
small and should be further perfected and developed gradually 
and planned.   

• Target high. Innovators form the begging should seek the 
highest goals, i.e. to success. 

• Attempt/ test/ revision. Innovators must constantly monitor, 
test and check their every single attempt. That way they will 
be able to eliminate potential flaws. 

• Learn from failures. Success in not guaranteed to any 
innovator, but it should not mean that nobody should be 
trying. On the contrary, the failure of the failed idea should be 
viewed as a positive experience from which we can learn 
more from and if we see the flaws in the future we could 
expect success. 

• Respect the timetable. Every innovator should work by 
schedule which may indicate some twists in the process. The 
process can take place faster or slower than planned, but the 
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schedule must exist to allow planning and evaluation of the 
project 

• Reward the brave moves.  This principle applies to 
motivating and encouraging individuals to pursue innovative 
ventures.  Innovative activities need to be rewarded and 
respected. This also means tolerating possible failures to some 
degree. 

• Work, work and only work. For success of any idea, it is not 
necessary only ingenious idea, but much work. 
 

3. Potential hazards of failure of the process of 
creating innovations  

Areas of development of innovations are numerous. Certainly, most 
recognized are the innovations of introducing new products or 
service, taking into account the process how the product was made 
and the role of the management. However, it should be noted that in 
today’s modern surroundings especially important are the 
innovations in the so-called functional areas that have an important 
impact on the performance of enterprises. These include innovation 
in managing investments, innovations in the field of information 
system, marketing management, finding new channels of sales and 
so on. Nevertheless, no matter what type of innovation is, its 
occurrence is preceded by a process of its creation. The emergence 
of the idea of a particular innovation is just the beginning of a 
lengthy process, and to achieve the desired effects of 
innovativeness, in need to complete commercialization of the 
finished product, process, etc. This process contains several 
logically successive phases:  

• The emerge of the idea of a specific innovation 
• Conception of a plan and strategy for its realization 
• Realization i.e. making the product/process 
• Create a pilot product 
• Marketing, commercialization of the idea 

 

Figure 1 – Process of innovation 

 

Even in the established process there are still the same hazards that 
it might fail. Specifically, potential threats for failure are called 
points of transfer from one phase to another. These points can 
contribute to slowing or a complete stopping of the innovation 
process and the reasons are numerous. Potential hazards refer to:  

• Danger for the idea of innovation is the risk of not being fully 
or truly understood, and the risk of lack of an appropriate 
concept in the transition from first to second stage; 

• Lack of adequate knowledge, special methods, and often 
specific conditions that require implementation of new 
products or processes, i.e. transition into the third stage; 

• Lack of sufficient financial resources needed to complete the 
pilot phase, which often entails the need for another physical 
capacity; 

• Lack of proper marketing strategy for promoting products and 
creating its commercial value; 

It is obvious that innovations actually entail numerous costs. It is 
needed investments in equipment, machinery, space, training of the 
involved subjects, investing in research and development, hiring of 
consultants and so on. 

Special threats to innovations in creating the kind of externalities 
that may arise from this process. Namely, this threat has links with 
major costs that entails the phase of research and development. 
Innovation is actually implementing the creative knowledge from 
this stage. However, what is characteristic of the process of 
research and development in companies brings the dilemma 
whether invests in its development is the possibility of occurrence 
of two types of externalities, positive and negative. These two 
types of externalities in the scientific literature have their own 
terms. For example, “standing on shoulders” (positive 
externalities) is when a company works on developing an 
innovation in product, technology or otherwise, and later this 
innovation is novelty and an occasion other enterprises to operate 
on its further developments and upgrading. The emergence of such 
innovation brings and creates a new direction in the operation of 
enterprises and encourages the process of innovation to continue. 
By contrast, “stepping on toes” is a situation when a company 
invests and operates the process of researching and developing a 
product, and meanwhile the same product-innovation occurs in the 
market as an invention to another company. This simultaneous 
investing in research and development of the same product by two 
or more enterprises it is known as negative externalities and 
because companies often avoid this type of investment and sees 
them as an expense, rather than a profit, because the uncertainty of 
outcome is very large and often unfeasible. 

4. Type of investment, innovation and 
competitiveness 

This traditional idea of innovation implies specific scientific or 
technological change which contributed to create something new 
that had not existed earlier. Moreover this change should be 
accompanied with a certain investment that would enable its 
realization. Immediately the question arises what and how much it 
takes to get to innovation? One way to understand the innovation is 
to measure the amount of effort i.e. the deposit required for its 
creation by calculating the costs involved in the research phase and 
development. Under this measure, it is obvious that many 
economies will be noticed as uninventive because major 
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investments in this phase are made by individual companies mostly 
in the pharmaceutical sector. What contemporary trends speak is 
that for achieving the innovation of particular importance is 
investing not only in material but also in intangible assets. Because 
the innovation is primarily linked to individuals and its innovative 
potential, can instantly see what the importance of developing and 
investing in intangible assets is. Here we especially think of 
developing skills and investing in the capacity of the individual 
which includes training, creating brands and organizational capital 
for recognizable companies. What is the situation on this issue in 
the Europeans Union can see the data displayed in the following 
chart. 

 

Figure 2 – Tangible and intangible investments, 2006 

Intangible assets directly affect the performance of enterprises. 
Positive results from this type of investments can be directly and 
easier detected through the achievement of national economies that 
practice a high level of intangible investment. From the data 
displayed in Figure 2 we can see that Sweden is a country with the 
highest level of intangible investments, and also it is one of the 
countries that are characterized by higher levels of investments in 
intangible than in tangible assets. Figure 3 provides a comparative 
review on the situation on this issue between different countries 
with different levels of investment in intangible assets. The data 
shows that Sweden is also a country that has the highest degree of 
economic growth, unlike Germany which is the group of countries 
that have less intangible assets as a result of this group of six 
countries (Figure 3) has the lowest economic growth. 

 

Figure 3 – Growth accounting (1995-2006) 

 

Starring from the impact that innovation have on economic growth 
the current policies of the European Union are logical. Limited 
availability and sustainable use of resources and capacities of the 
environment are a problem of nowadays, so the European Union 
justifiably concluded that the prаctices of the past must be 
changed. Change on its merits implies some sort of innovation, a 
new way of perception and thinking of which would later arise new 
ways of acting. Words to that affect the Council meeting spring 
2012 emerged a new commitment, innovation to be represented as 
the main topic covered in the European Strategy until 2020. This 
strategy provides a definition of the nature of economic growth 
that should be coherent with social objectives. The European 
orientation refers to the achievement of economic growth through 
development of a competitive economy based on knowledge, 
creating innovations and efficient use of resources, which also 
enables a higher level of employment. This commitment resumes 
on the current Lisbon agenda, but with a wider field which covers 
education, environment, R&D and encouraging employment.  With 
the intention to transform the economy based on resources in 
knowledge-based economy as soon as possible it is decided that by 
2020 3% of GDP of the EU to be invested in research and 
development. 
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5. Conclusion 

The need of implementing permanent changes in the operation of 
enterprises and creation of innovation of products, processes, etc. 
emerges as an imperative in the contemporary environment 
consisting of sharp competitive relationships between enterprises. 
In that direction the current policies to maintain the 
competitiveness of national economies are aimed precisely at 
creating an economy based on knowledge, creating innovation etc. 
These definitions emphasize the need for intensive investment in 
intangible assets instead of the recent investments in tangible 
assets. As primary is the need for investments in funds in training, 
enrichment of knowledge and building a recognizable 
organizational capital comprised of innovative individuals who 
will contribute to increased competitiveness of enterprises. 
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