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Abstract 

Innovation, cultural background and diversity in firms has attracted a serious research attention over the last few 
years. In our paper, we have attempted to make a literature review of innovation and cultural diversity concepts 
and theories. First, we have looked through definitions and characteristics of diversity itself and then we have 
covered definitions for culture and innovation. Then, we focused on the relationship between innovation and 
cultural diversity. We defined that existence of foreigners in firms can influence on innovation performance, as 
well as that diasporas can play significant role in enhancing the innovativeness. In addition, we found from the 
review the high importance of city and migrant diversity for firms aiming to increase its innovativeness. Results 
of the literature review reveals a considerable spurt and existence of a lot of knowledge gaps in this field. The 
aim of this study was to provide an up-to-date and detailed review of the literature on relationship between 
innovation and cultural diversity. 
Keywords: innovation, cultural diversity, literature review, cultural background 
 

1. Introduction 
Today’s globalization level makes impossible for businesses to survive without innovations, where innovations 
already became a key factor to define future behavior of companies for successful and long-term sustainable 
progress. Moreover, innovation is an important driver of long-term national economic growth and an important 
goal of policy intervention (Romer 1990, Schumpeter 1962). Nobel Laureate Linus Pauling emphasizes the 
importance of having various ideas in creative success through his popular expression: “The best way to have a 
good idea is to have a lot of ideas." The idea of this statement is same as most literature on studies of diversity 
focuses is that not so much ideas that are common are essential but instead ideas that are different. This kind of 
ideas those which have chance to make the change and spur knowledge accumulation. Ideas in the public domain 
help us to communicate, whereas exclusive ideas are important to bring in originality in collaborative work 
(Berliant and Fujita, 2012). Today when non-rivalrous knowledge (Romer, 1993) is everywhere and access is not 
a problem, it is very a serious task for firms to transform potentially new knowledge into a productivity growth. 
In order to find the effect of these pervasive phenomena, we focus on within firm diversity. It is a fact that 
information became widely available, but it is important to mention that still people and the interaction amongst 
them is the main factor, which makes difference in the end. Because information can be understood, interpreted 
and used in various ways by different people and thus creating a basis for something new. Special attributes of 
countries make individuals to be different, even though they might have similar educational backgrounds 
(Mattoo et al., 2012). It may significantly influence on knowledge endowments because of various factors. It 
may be explained with individuals' location and migration over time and space or with the dynamic nature of 
knowledge accumulation. Public mechanisms are not the only tools of knowledge transfer due to the mobility of 
labor. Therefore, in our review we focus on researches where cultural diversity is considered as main object of 
the study but on a firm level. There are some evidences, which claim that firms can transcend their skill 
limitations through employing relevant people whose experiences help to close the skill-gap firms face, and who 
bring in unique knowledge, that assists firms to be innovative.  

Despite of fact that there are number of studies about diversity and it impact on growth, still here 
remains a question if cultural characteristics influence on innovation performance in firm level? Cultural 
diversity is increasingly seen as important for innovation (e.g. Østergaard et al. 2011; Ozgen et al. 2011; Pozzoli 
et al. 2012; Kemeny 2012; Nathan & Lee 2013). In our paper we made a review of previous studies, of concepts 
and cover some literature on theoretical aspects of cultural diversity and innovation concepts. Then we tried to 
cover as much literature as possible on related topic and discussed impact of cultural diversity and of other 
cultural factors on innovativeness of firms.  

 
2. Definition of diversity 

First, we need to define the term diversity as the majority of studies offered a brief definition of diversity, not all 
offered a clear differentiation between functional, cultural and social diversity. Gonzales and Denisi (2009) gave 
a basic definition for diversity: “differences between individuals on any personal attributes that determine how 
people perceive one another”. Their definition is very general and not categorized. Richards and Kirby (1999) 
offered one of the most limited definitions; they claim that the diversity is defined by the subset of demographic 
characteristics including gender, race-ethnicity, and age. The authors Jehn and Bezkrukova (2004) clarified the 



European Journal of Business and Management                                                                                                                               www.iiste.org 

ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) 

Vol.7, No.29, 2015 

 

106 

issue of visibility of diversity thus gave wider and one of the more comprehensive definitions to diversity. 
Majority of studies did not discuss at all or discussed briefly the issue of visibility of diversity. However, the 
most comprehensive definition of diversity identified information diversity, social diversity, and value diversity 
as separate constructs and identified different factors in each of these constructs (Jehn, Northcraft and Neale, 
1999).  
If compare definitions by its usefulness most useful one was provided by Zanoni and Janssens (2004). They 
identified a definition actually in use in the organizations they studied and also encompassed the idea of power 
and its relation to diversity, a factor that is most cases omitted from the formal academic definitions. If to 
consider that power has high importance in identifying social identities it is more likely that this would be a 
useful factor in implementation of these findings in practice. Thus, its lack in the formal definitions of the 
academic literature is significant.  

Bunderson and Sutcliffe (2002) focused on functional diversity, but did not define functional diversity 
as a general concept, referring instead to their two sub-constructs in their definition. Pitts, et al. (2010) also did 
not offer a core definition of diversity, but still they well did define the overarching construct of diversity 
management. Østergaard, Timmermans and Kristinsson (2011) could not give an explicit definition but showed 
the various types of diversity. 

 
3. Effects of diversity: evidence from previous studies 

Results of our literature review indicate that there is a broad range of definitions of diversity used by different 
scientists. Findings of researches are linked to the definition in use.  (Christian, Porter and Moffitt, 2006). 
Christian, Porter and Moffitt (2006) have conducted a review where they found that the most diversity researches 
focus on demographic attributes, including “age, gender, race-ethnicity, functional background, educational 
background, and tenure”. Still some other forms of diversity also have been mentioned in the reviewed 
researches, but in most cases, they are much rarer. The empirical literature has a mixed nature when it tries to 
answer to the question does or does not the expected improvements in organizational effectiveness actually occur 
because of diversity in the firm. There are findings which claim that a reduction in diversity actually increases 
group performance as well as cohesion (Christian, Porter and Moffitt, 2006). The studies that were examined had 
a wide range of different definitions and understandings of diversity, with some focusing on functional diversity 
some focusing on cultural diversity, some on social diversity, and some attempting to integrate all perspectives. 
In two cases, the researches were unusual in their focus. The study by Gonzales and Denisi (2009) is the only 
study identified that had an organizational rather than a workgroup or team orientation. According to theoretical 
literature review this kind of results are expected. It seems that the vast majority of such studies are based on the 
workgroup rather than on the organization as a whole (Van Knippenberg and Schippers, 2007). Although there 
are researches in this issue but in our opinion the amount of such studies is surprisingly few. Another study, 
which is different from the set of studies, was the one done by Zanoni and Janssens (2004). They integrated the 
views of the human resources professionals identified into the study rather than focusing entirely on received 
definitions from academic literature. Their finding has a value due to the importance of the issue of social power 
introduced by these authors. And it is apparently not covered in the rest of the literature on diversity. In reviewed 
studies there have been used a number of different lights, with major themes being allowed to come to light 
through multiple analysis. The focus that were chosen for analysis in these studies included accuracy of 
definition of diversity and selection of diversity types and typologies. The implications of these definitions for 
the practice of diversity management also were not avoided. 
 
4. Diversity classification 

There are many types of diversity classification proposed in the literature. Our review has shown that not all of 
them are defined consistently. A majority of these diversity characteristic classifications is based on perception 
and is dichotomous in nature. According to Christian, Porter and Moffitt (2006) in the literature there are 
classifications which can be identified as, task-related or relations-oriented, highly job-related or less job related, 
surface-level or deep-level,  role-related or inherent dimensions, readily detectable or less observable. Still most 
of these classifications can be put into more general categories. We conditionally can propose two perspectives, 
the social organization perspective and the information and decision-making perspective (Christian, Porter and 
Moffitt, 2006).  

Cox and Blake (1991) stated that cultural diversity would influence on six direct aspects of 
organizational effectiveness, including creativity, the issues of innovation, cost, the capability to attract human 
resources, and problem solving, organizational flexibility and the marketing advantages of a diverse workforce. 
We have reviewed the major literature of the period for these six elements. For the information and decision 
making perspective, the most relevant fields examined by the authors were innovation and creativity, 
organizational flexibility and problem solving capacity. We can summarize the authors’ argument on these three 
perspectives in the following form. Creativity and innovation can be aided by “diversity of perspectives and less 



European Journal of Business and Management                                                                                                                               www.iiste.org 

ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) 

Vol.7, No.29, 2015 

 

107 

emphasis on conformity to the norms of the past” (Cox and Blake, 1991), which will increase the ability of the 
organization to create and innovate. The problem-solving argument holds that better decisions would be 
produced through more perspectives inherent in heterogeneous problem solving groups (Cox and Blake, 1991). 
Last, the flexibility argument indicates that multicultural management practices would result in changes that 
meant, “that the system will become less determinant, less standardized, and therefore more fluid” (Cox and 
Blake, 1991). These kind of changes seems have higher probability to increase the power of the organization to 
react to changing environments. Three arguments of diversity discussed above form the core of what is defined 
as functional diversity. Authors do not offer a specific definition of diversity in common with later discussions of 
this type of diversity. The forms of diversity is tend to be affected by this mechanism, although the discussion 
touches on issues of bilingualism and gender diversity (Cox and Blake, 1991). This can be seen to be a persistent 
theme throughout the literature, with many of the studies that were reviewed not clarifying what types of 
diversity were reflected in their studies.  

 
5. Definition of culture  
Cultural diversity is one of main types in analyzes of diversity and it is a very broad term. There are number of 
definitions for it. These definitions can form a base to study the cultural diversity. But first we need to define 
culture itself and we can start with an example of the research conducted in Washington State University. WSU 
defined culture as the apprehended patterns of thinking that affect individuals and organizations in societies in 
terms of their behavior and consciousness.  

Another definition was proposed by Trompenaars (1993). In his research he defines culture as “the 
shared ways in which groups of people understand and interpret the world”. His definition can be a basis for the 
believe that all actions of entities as well as individuals are partially biased by their cultural background.  

Dutch researcher Geert Hofstede established the so-called cultural differences research and determined 
a number of cultural dimensions via which countries can be separated according to their scores on a number of 
variables. He has conducted the study around 50 countries of the world and has chosen as a sample for his study 
employees of IBM Company. In the end of his studies, it has been proposed five dimensions of culture which 
have the following definitions (Hofstede 1991):  
1. Power distance. Is a measurement showing to what extent participants of entities and institutions confirm and 
expect the fact that power is not shared equally. It points out that depending on the level of Power distance, 
powerful members as well as lower cadres endorse the status quo (in terms of power distribution).  
2. Individualism. Is a dimension plotting immediately two different sides of the same coin against one another. It 
focuses upon the expectation towards the extent by which individuals are rather integrated into groups versus the 
assumption that individuals are supposed to look after themselves. This leads to the establishment of the two 
characteristics, either Individualism or Collectivism. It is important though to keep in mind that those traits are 
rather directed at entities and small groups like families, instead of states. 
3. Masculinity. A dimension referring to a society’s assumption of fulfillment of gender roles. Here we can 
distinguish between masculinity and its opposite femininity. In this context apart from the fulfillment of roles, 
masculinity is characterized/defined by highly assertive and competitive actions, while femininity rather shows 
modest and caring behavior.  
4. Uncertainty avoidance. Concerns itself with a society`s tolerance towards uncertainty and ambiguity. It partly 
shows to what degree members of a cultural circle are conditioned to feel comfort or discomfort in “unstructured 
situations”. These unstructured situations can be characterized as new, stranger, surprising or simply varying 
from the norm. To illustrate the effect upon cultures: it translates partly into a measurement of to what extend 
cultures try to avoid “such situations” by implementing precautious safety nets or on the contrary to what degree 
they simply take it as it comes without hesitation. It also has an effect on a religious or philosophical level that, 
by believes in one unique, impeccable truth and the fact that a society owns and understands this truth. While on 
the other hand if Uncertainty avoidance is low, tolerance for other opinions, truths or philosophies is far greater 
and acceptance of differences highly likely.  
5. Long term orientation. The fifth and final dimension, with its opposite short term orientation describes a 
cultures stand towards Virtue without considering Truth into account. The two sides are expressed by standards 
in behavior, which are respectively: Long-term orientation, which is persistence in ones persecution of tasks and 
goals and prudence and short-term orientation, which is conservative, congruence with social rules and the 
perseverance of one’s own reputation and face.  

We have provided Hofsteede’s five dimensions above and briefly described it. However, there not yet 
clear evidences on the effect of those dimensions on innovation performance and still there is a gap in 
knowledge to define it. The main contribution of researches, which study the factors of culture and their effect 
on other variables, is that they have proven the connection between behavior or perceptions/expectations and a 
cultural background.  

Nevertheless, apart from the distinction between cultures according to Hofstede’s dimensions in a 
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theoretical manner, cultures mark scores in terms of dimensions, which makes them graspable as recordable 
data. 
 

6. Innovation performance  
In order to review concepts focused on the relationship of cultural diversity and innovation performance, which 
is the main purpose of our paper, we need to define what the innovation performance is so far. “Innovation 
performance” is a term comprised of a number of characteristics that is supposed to measure the strength, 
profitability, or amount of progressive (innovative) business activities such as the patenting of new products and 
practices. “Innovation performance” is a very wide term, so we need thoroughly explore the existing literature on 
its definition.  

First, innovation in general can be described according to Van de Ven (1999) as performing new 
activities or performing old activities in modified, renewed ways. No doubt that this is the most basic definition 
for it, but still can perform as a possible basis for the definition of innovation performance.  

In the world of business, innovation means the development of new products and practices and 
therefore is in the highest level of importance for firms in order to stay ahead of the competition and to secure or 
possibly augment their market shares (Hamel 2000). In order to illustrate the relevance of research and 
development activities for companies a small part of Porter`s (1985) research on value chain can help on this.  

Porter (1985) defines in his value chain primary and support activities. According to him, these are the 
two core groups of actions that determine a company’s performance. While the primary activities are concerned 
with the actual transformation of resources and production/provision of services to customers, are the support 
activities the administration and orientation tasks, including additional actions that are necessary for running a 
business. Under the term “support activities” the following tasks are grouped: Gartner (1985) reviewing Porter`s 
theories accessed their quality and predicted: “Porter's two frameworks (industry structure and value chain) will 
become central methods by which we explore the nature of organization behavior in environmental contexts.” 
Innovative performance of businesses is highly associated with Technology Development. The task Technology 
Development (Porter 1985) implies the research for new practices and products, whose results determine the 
future of a company not only in terms of its market performance but also choice of products and processes.  

Therefore measurements which let us to check upon overall innovation performance, to access the 
quality and efficiency of a company’s innovative actions and strategies, possibly even a simple measurement of 
the amount of innovations, need to be found.  

Yamin and Otto (2004) proposed a measurement called “innovative performance” and collect their data 
upon it by dividing the number of patents registered to a company by the amounts of financial resources that 
companies spend on Research and Development activities within a given timeframe. Therewith controlling for 
differences in firm sizes which could result in possible larger numbers of patents registered (for larger firms) and 
simply measuring how efficiently money was spend on average on an innovation/registered patents.  

Innovative Performance = Number of Patents/Research and Development activities 
If to look from another perspective, innovation performance could also be measured by simply 

verifying the amount of radical innovations (Thellis, Prabhu and Chandy, 2009) which is in its nature is a type of 
innovation where completely new tasks and actions are performed resulting in revolutionary, innovative products 
or the entry in new markets. It results in broadening of a company’s activities and in some cases substitute the 
old knowledge and skills by new models.  

 
7. Impact of diversity on innovation in firm level 

The results of diversity can more effective than homogenous results in solving problems and in generating new 
ideas. Cognitively diverse groups can generate a broader set of perspectives and skills. If to look deeper, cultural 
diversity is a good proxy for cognitive diversity (Page 2007). Hong and Page (2004) show that in experiments 
with large teams of problem solvers, the best problem-solvers often come up with similar solutions. Therefore, a 
diverse group may be preferable to a homogenous group, even if the homogenous groups have more experience 
and better abilities. These dynamics may be particularly important in research-based or knowledge-intensive 
activities (Fujita and Weber 2003). In the process when new firms are founded diversity performance also can be 
seen. Literature on management studies claim that team-based ventures tend to outperform firms with sole 
founders; conversely, ethnic homogeneity is one of the most powerful predictors of team formation, so diverse 
teams in young firms will be relatively rare (Hart 2010). However, there are some problems that these groups 
can have such as difficulty in communicating and low levels of mutual trust (Alesina and La Ferrara 2004). It 
lead to the situation when organizations may find it harder to make decisions or allocate resources, and the 
quality of those decisions may be lower than in more homogenous organizations. It can have negative impact on 
both initial goals of diversity - ideas generation and commercialization activity. Cultural diversity is thus good 
for team performance if its ongoing benefits outweigh initial disadvantages. In a study, which was recently 
conducted by Nielsen where he studies on example of 165 Swiss firms found that for nationality mix in top 
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management teams are linked to higher rates of foreign market entry and to higher firm profitability (Nielsen 
2010, cited in Hart 2010). Another paper done by Hart, where he analyses 24,000 ‘highimpact’ US firms, found 
suggestive evidence that team diversity is linked to employment. After deeper reviews, we found that there are 
researches, which discuss the ‘diversity advantage’ (Page 2007, Landry and Wood 2008). Usually all firms can 
suffer from the negative effects of diversity due to communication and trust problems, but these negative effect 
in most cases are outweighed by positive effects of diversity over time. This implies that younger firms may find 
it harder to knit diverse teams together. Our review shows that there a knowledge gap in these perspective and 
that there are no studies have yet tested firm-level diversity-innovation effects directly.  
 
8. Role of diasporas in increasing innovativeness 

Diverse workforces and management teams may have better access to international upstream and downstream 
markets, through effectively using another tool such as diaspora social capital. As a result, hypothetically, that 
may foster innovation via changes to supply chains and production functions; opening up access to new 
consumer markets may also increase the demand for new products and services. Diasporas may reduce 
information and communication costs as knowledge is exchanged through groups with greater mutual 
understanding and trust (Rodríguez-Pose and Storper 2006). They also increase trust, and so facilitate supply 
chain links (Bresnahan and Gambardella 2005). There is good evidence that diasporas can engage in innovative 
activity. Saxenian (2006) provides detailed evidence on the roles of migrant diasporas in Silicon Valley, which 
have strong links to production clusters in India, Taiwan and increasingly in China. Similarly, Kapur and 
McHale (2005) detail the roles of diasporas in the development of ICT clusters in Ireland, Israel and South East 
Asia. 
 

9. Impact of different cultural factors on innovation 

Finally, here we will discuss cultural and ethnic diversity which can impact on innovation performance of firms. 
As we see from our reviewed literature, most studies have concentrated on the impact of economic diversity 
rather than cultural or ethnic diversity. According to Jacobs (1969), diversity of geographically proximate 
industries promotes innovation and growth in cities. Glaeser et al. (1992) as well as Feldman and Audretsch 
(1999) provide corresponding empirical evidence for US cities. Romer (1990) highlights in his seminal 
endogenous growth model the significance of a variety of intermediate inputs for productivity. Empirical 
evidence provided by Anderson et al. (2005) proposes that creativity is greater in regions marked by more 
diverse employment bases, and in the same time, Duranton and Puga (2001) investigate the role that a diversified 
urban environment plays in fostering innovation at the regional level. Despite of fact that the number of 
theoretical literature, which are focused on the economic effects of cultural diversity (e.g. Fujita and Weber 
2004, Lazear, 2000), is growing there are still surprisingly few empirical studies within the field of economics. 
The purpose of theoretical models is to think of tradeoffs between costs and benefits of diversity and to find 
various relations and bonds between diversity and economic performance. However, based on the existing 
empirical works it is hard to determine the vector of effect of cultural diversity, to know if the effect positive or 
negative. Most of the literature is in form of cross-country studies and researches focusing on growth and 
productivity effects in US regions (Easterly and Levine 1997; Ottaviano and Peri 2006). Results of our review 
show that comprehensive empirical studies dealing with innovation and cultural diversity do not exist at all. 
Investigations that analyses the relationship between innovation input and output fail to take cultural diversity 
into account (e.g. Greunz 2003, Anselin et al. 1997, Bode 2004). There are some authors that also recognize that 
there is a trade-off with respect to heterogeneity. Lazear (2000) considers positive productivity effects of ethnic 
diversity, but there are also costs of diversity arising from barriers to communication caused by different 
languages and cultures. So we can conclude based on literature that there is an optimal degree of diversity which 
is influenced by the nature of production. Some of the literature on this topic also tests the importance of 
institutions in this context (e.g. Easterly 2001). Significance of this research is that the implementation of growth 
enhancing effects of diversity may require a specific set of rules, or regulatory framework. Ottaviano and Peri 
(2006) mention in their work about the role of a core of shared norms that might constitute a prerequisite for 
realizing the potential benefits of diversity. It seems that there is a link between the costs and benefits of 
diversity on the one hand and the concept of ethnic identity discussed in paper of Constant et al. (2006) on the 
other hand. According to them, migrants start out from their ethnicity, i.e. permanent characteristics associated 
with the country of origin, and then develop their ethnic identity as they are exposed to the culture and values of 
the host country. Ethnic identity is defined as the balance between commitments with the host country and 
commitments with the country of origin. Constant et al. (2006) defined four states of ethnic identity: separation, 
marginalization, assimilation and integration. In case if migrants are primarily identified as marginalized or 
separated, cultural diversity may mainly cause high costs. In contrary assimilation appears to imply a strong 
decline of both costs and benefits of cultural diversity since it is characterized by a strong identification with the 
host country and conformity to the corresponding norms and codes. If to look with perspectives of economic 
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effects of diversity, integration could be considered as the best state due to involvement of commitment to the 
host society but in the same time having a strong dedication to the culture of origin, and as a result still ensuring 
high benefits but relatively low costs of diversity. R&D sector might be considered as one of the most effected 
from with the benefits of diversity, while in industries specialized on more standardized forms of production the 
costs of a diverse labor force can easily overbalance the positive effects. Alesina and La Ferrara (2005) claim 
that cultural diversity may lead to innovation and creativity.  This statement is based on the fact that abilities and 
knowledge itself by its nature has variety. Fujita and Weber (2004) argue that knowledge production relies 
heavily on talents and skills of employees coming from a wide range of cultural backgrounds. The nature of 
R&D activity results in interaction between different workers and pools different ideas and abilities. Berliant and 
Fujita (2004) also mention the importance of cultural diversity for knowledge creation and transfer. The 
heterogeneity of people is important for the creation of new ideas. As discussed by Alesina and La Ferrara 
(2005), ethnic diversity can impact on economic and innovation performance in different ways. Diversity might 
have a direct impact on economic outcomes through various preferences or by influencing individual strategies. 
More than that, diversity might impact on the production process. Fujita and Weber (2004) consider a production 
function that includes diversity effects. They analyzed the heterogeneity between the native population and 
immigrants that is related with a production complementarity.  

Constant et al. (2006) argue that therefore migration research that treats immigrants as a homogenous 
group will become less important. Paper done by him assumes that cultural diversity at the firm level may help 
innovation, with a number of theoretical mechanisms suggested for this kind of relation. Cultural diversity may 
help bring new cognitive perspectives, improving problem solving and helping create new products and 
processes. In situations of new product or process development, a variety of diverse cultures can help introduce 
ideas from elsewhere to be adapted and introduced in new forms (Syrett & Sepulveda 2011; Nijkamp & Poot 
2011). Diverse perspectives on a single problem may produce better solutions than similar, homogenous teams, 
even when these teams have higher human capital (Hong & Page 2004). Still there are some aspects of cultural 
diversity which prevent innovation. Misunderstandings and conflict can arise between individuals with different 
backgrounds and diverse teams may find it harder to communicate (Pozzoli et al. 2012). Individuals can 
subconsciously favor and support own ethnic group members, leading to sub-optimal decision making (King et 
al. 2011). Due to this we can see that the link between diversity and innovation is potentially non-linear – 
increasing with initial diversity, and then diminishing and even turning into negative returns (Niebuhr 2010). It is 
likely that the nature of the link between diversity at a firm level and innovation is mixed. Simonen and McCann 
(2008) use data for Finnish high-technology firms and show that firms hiring labor from outside the region are 
more likely to introduce new products and processes. Nathan and Lee (2013) showed in their research where 
they used London as a sample for study that culturally diverse firms are more innovative. Nathan (2013) does a 
similar research based on firm-level dataset for the UK and finds an inverse U-shaped relationship between 
ethnic minority senior management and process innovation, although the effect is significant at only the 10% 
level. Results of these researches suggest that the magnitude of any effect is significant. Nathan and Lee (2013) 
show that firms with a migrant founder are 1.75 times more likely to introduce a new product or service and that 
firm with at least half minority owners or founders are 1.25 times more likely to do so. However not all studies 
find a positive effect, for example Østergaard et al. (2011) find in case of Danish firms that in those firms 
ethnically diverse workforces is no more innovative than in others. Here is one point which is important to note 
is that evidence linking migrant diversity and innovation is stronger than that for ethnic diversity. 

 
10. Impact of cultural diversity in cities on innovation 

Another huge set of literature suggests that it is at the city level through which diversity may aid innovation, 
because of a number of related reasons. The diversity of economic actors which cities provide was suggested by 
Jacobs (1969) to help firms share ideas and innovate. Same effects may happen with cultural diversity: as cities 
can play the role of the meeting point for people from different backgrounds, and in the end, culturally diverse 
cities may help innovation. Alongside with these assumptions, others have discussed problems where they 
covered the issue of skilled workers, where they may be attracted to diverse consumption opportunities 
(Ottaviano & Peri 2005). In a series of controversial but important studies, Florida (2002) argues that members 
of the ‘creative class’ – an economically important group of workers working in creative, innovative occupations 
– would be attracted to cities with tolerant environments and diverse populations. In simple words, we can say 
that above-mentioned factors may have its effect on innovativeness of the firm in cities with a large number of 
diverse firms. 

Most city level studies investigating the economic impact of cultural diversity have compared city level 
cultural diversity with indicators such as wages. These city level researches found positive relationship between 
cultural diversity (measured both using ethnicity and migration proxies) and economic or innovation 
performance. In the seminal study in this field, Ottaviano and Peri (2005) showed that US cities that saw 
increases in their foreign-born population also experienced wage growth and rising rental values. This finding 
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robust to endogeneity challenges. From that time on there were a number of similar studies. Most of them have 
used wages as a proxy for productivity rather than focusing on innovation specifically. These find positive links 
between racial diversity and wages in US cities (Sparber 2010) and diversity of country of birth and wages in the 
UK (Nathan 2011), Germany (Suedekum et al. 2012) and, with some empirical caveats, the Netherlands (Bakens 
et al. 2013). 

Opposite to that, Longhi (2011) uses UK longitudinal data on individual wages combined with 
measures of local cultural diversity. In her research she concludes that cultural diversity has a positive impact on 
wages in cross-sectional regressions, while she shows that there is no impact when considering panel data on 
individual wages. In the end, it seems that context is important when one tries to determine about the existence 
of the link. Kemeny (2012) in his paper shows that increase in wages in US cities with high levels of trust is due 
to cultural diversity. Moreover, according to the research other city characteristics may be important in helping 
translating cultural diversity to innovation. 

Several studies have also considered the link between cultural diversity and innovation specifically at 
the city level. Case study work of Silicon Valley suggests migration can facilitate knowledge sourcing, new firm 
creation and innovation (Saxenian 2006). These case studies were supported through econometric estimations. 
Niebuhr (2010) shows that cultural diversity is a significant determinant of patenting levels in German regions. 
On the other hand, Gagliardi (2011) suggests that skilled migrants increase average innovative activity in British 
travel to work areas. 

There are not that many studies which have used firm level data linked to local cultural diversity to 
investigate city specific effects. Although they do not control for firm level diversity Maré et al. (2013) show 
that while there is a link between the share of migrants in the labor market and the average level of innovation 
amongst local firms, such an effect is not robust to controls such as firm size and sector. They used a sample of 
around 6,000 firms in New Zealand. Pozzoli et al. (2012) based on data from Denmark find a robust relationship 
between ethnic diversity and innovation in different firms. Their focus is not explicitly on city diversity rather 
their instrument for diversity is a lagged measure of local workforce diversity. Therefore, we may say that there 
may be link between local and city level diversity. One study does find that both firm level and local diversity 
matters. Trax et al. (2012) in their work where they analyze the large panel of German firms for workforce, 
rather than management, diversity and find that whereas firms with more foreign-born workers are no more 
productive, those with a greater diversity of foreign-born workers are. Similarly, region specific diversity of 
foreign-born workers is a determinant of firm productivity with this effect similar in magnitude. These results is 
robust to most controls with the exception of one for migrant human capital. Reviewed literature show good 
evidence linking diversity at a city level with positive economic outcomes, although some of them has focused 
on wages with fewer results considering innovation. Despite of fact that evidence at the firm level is mixed 
context still seems important. However, on this field also there is a knowledge gap as there is no study has yet 
tested the impact of the two effects simultaneously on innovation. 

 
11. Impact of foreigners in firms on innovation 
As we already discussed the essence of innovation where it is positioned as an introduction of something new 
that is primarily built by means of analytical knowledge must lead to radical, major and dramatic change., 
improvement of an existing product can also be viewed as an innovation. It is clear that all industries and sectors 
can be innovative, since innovation is not equal to, but more than, R&D intensity. As we already know all 
innovations have complex technological, human, and organizational dimensions. According to Romer (1990) 
technological advances come from things that people do. Knowledge transforms by the impact of people when 
they carry, bring in and add to knowledge, or take knowledge with them. After all discussions about cultural 
diversity we can summarize its effect also on knowledge, as Poot (2008) says many workers’ characteristics, 
such as age, education, occupation, cultural background and language may affect their knowledge acquisition 
and their mobility. In situations when people are the part of the same occupational group, any differences in their 
cultural backgrounds may influence their performance and productivity, in the way how they work or do 
business. If roughly, assume that there are more than 200 million immigrants in the world, the massive flows of 
knowledge, cultures, and languages through the mobility of these people give opportunities for firms to be more 
creative and innovative. Logically we can say hat accumulated efforts is the cause of current knowledge. Each 
person who innovates starts from the point where the previous predecessors stopped. The inventor explores the 
latest generation of products, and makes use of market knowledge that embodies a cumulative investment in time 
to develop products and processes (Grossman and Helpman, 1994). This cumulative effort accelerated due to the 
presence of foreigners with diverse backgrounds in a labor market. Along with the studies, we observed up to 
this point there has been a massive number of studies that have analyzed the impact of infrastructural and 

organizational aspects of firms on innovativeness. However, contrary to the physical assets, the ideas as an 
important object recently became popular. (Jones and Romer, 2010). The biggest change in the recent scientific 
literature is that it is now not the firm but the employees that are seen as a major source of innovation. One key 
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focus of this new approach is the impact of foreign workers on the innovativeness and productivity of host firms 
and countries. There is a one branch of such literature that analyze the impact of foreign entrepreneurs, students 
or inventors on innovation (Kerr, 2010; Lobo and Strumsky, 2008; Faggian and McCann, 2008; Kerr and 
Lincoln 2010; Hunt and Gauthier-Loiselle, 2008; and Zucker and Darby, 2007). Even professional sports is not 
out of the cover scope where benefits from skilled foreigners joining an organization is discussed (Alvarez et al. 
2011). Such studies focus on determining the success and spillover benefits of skilled immigrant on the host 
economies. These studies rely on detailed information about the ‘inventors’, which allows the researchers to 
control for education and knowledge acquisition of foreigners in the host countries. 

Another group of literature discusses the innovative and productive effects of externalities created by 
clusters of immigrant groups with diverse backgrounds in particular regions (Ozgen et al., 2011; Niebuhr, 2010; 
Mazzolari and Neumark, 2009; Südekum, 2009). The objects of these analyses are mostly at the regional level, 
and group immigrant populations into a number of sub-continental large area origins based on their place of birth 
and/or nationality. Thus, the major focus of the latter type of studies is the average effect of immigrant diversity 
on regional productivity or innovation. The major methodological approach in the process of  analyzing the 
innovativeness of firms has been through utilizing the knowledge production function (Acs et al., 2002). This 
kind of view does not take into account the cultural background the workers have and considers the number of 
R&D workers and the quantity of human capital generally as only inputs into innovation. 

Firms consider innovation as a major factor, which motivates firms to act in order to reach monopoly in 
competition. Innovation can give the opportunity to invent ‘things’ with economic value. Literature suggests that 
in order to increase chances for innovating there is a need for firms to have heterogeneous workforce to sustain 
diversified knowledge. It is obvious that the type of production and activities determines the compositional 
structure of a firm. For example, if the firm comprises of various sub-units, and require cooperation and 
understanding between these units, then this firm will be more concerned about the ability to transfer the 
knowledge across these units, rather than diversity (Prat, 2002). Knowledge exchange is very dependent on the 
firm, as firm appears to be one of its main components. Beside of it knowledge accumulation that provides an 
input to innovation can originate within and/or from the outside of the firm. We can bring the firms’ investments 
in R&D, machinery and other fixed capital assets as an example of such internal inputs. However, from modern 
management realities we know that firms can import new knowledge through simply employing talented 
workers that already embodies such knowledge. It is common when companies hire a foreign workforce, just 
because they hypothetically can produce a wide range of products and services or because they can sell to a wide 
range of countries. Alternatively, for many sectors spatial proximity provides a critical mechanism through 
which knowledge flows may take place. Hence, firms may enjoy the presence of cumulative knowledge that is 
present in their vicinity, and this knowledge may be enhanced by a diverse community. 

 
12. Impact of migrant diversity on innovation 

Usually firms hire workers of many types based on their skills, experience and occupation. Employment plays an 
important role in innovation, as technological advances come from things that people do (Romer, 1990). Firm’s 
labor force may exhibit a cultural mix that reflects the cultural composition of the workforce in the local labor 
market. Sometimes this can happen even when there are no spillover benefits from cultural diversity. Due to 
many reasons such as networks, international airport locations, past migratory behavior and job opportunities, 
migrants, especially skilled ones are disproportionally attracted to large metropolitan areas (e.g., Poot et al. 
2008). Because such metropolitan areas are also the areas where much innovation activity takes place (e.g. Lobo 
and Strumsky, 2008; Audretsch and Feldman, 2004). Thus, spatial correlation between cultural diversity and 
innovation may be observed, even when there is no causal link. 

A positive causal link from diversity to innovation may nonetheless exist for different reasons. The first 
is that firm expansion may be constrained by local scarcity of highly skilled and specialized labor, in which case 

recruitment from abroad may be essential (Beaverstock and Hall, 2012). The growth in knowledge‐intensive 

industries has led to global competition for talent, which is complementary to locally available skills and can 
therefore contribute to firm expansion and the associated innovation activity. 

It is clear with direct effects of diversity on innovation but there are also knowledge spillovers from the 
employment of workers with different cultural backgrounds, which do effect on innovation. Similarly, successful 
migrant entrepreneurship can also spill over to host country entrepreneurs (Jaeger and Duleep, 2010). More than 
that having various perspectives and approaches to problem solving, migrants may contribute to better decision 
making (Page, 2007). Of course, the effectiveness of such spillovers are contingent on production conditions, 
such as the organizational culture, labor market structure and institutions that jointly determine the receptivity of 
foreign knowledge at the destination (Jones and Romer, 2010). 

Beside the positive impact here, it is important to mention a possible opposite effect from cultural 
diversity on innovation, due to some reasons as staff may trigger discrimination of minority groups, which in 
turn lowers the productivity of the firm. Migrants are generally young and have a high degree of labor mobility. 
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While this ‘greases the wheels’ of the local labor market (Borjas, 2001), it also implies that at the workplace 

level immigrants often have less job tenure and therefore less job‐specific training. If they contemplate 

repeated migration, they may also exhibit less commitment to the firm. As a result such phenomena could 
negatively impact on knowledge spillovers. A further consequence of growing ethnic diversity is that it tends to 
lead to greater geographical clustering and segregation (see e.g. Cutler et al. 2008). While ethnic precincts may 
have positive urban consumption externalities, it may also limit the supply of foreign workers outside the 
precincts or increase commuting distances of ethnic workers employed elsewhere in the city, with associated 
increased employment costs.  

 
13. Conclusion 
In this paper, the attempt has been made to review the literature on cultural diversity and innovation 
performance. We have tried to cover researches where cultural diversity directly or indirectly affects innovation 
performance. Literature for review was chosen in random way. Some reviewed papers are from same category, 
but we did not take into consideration papers with same results. Therefore, papers can be very close in results, 
but there no papers with identical result are included. We tried to use the discussion method in analysis of these 
papers and had no attempt to make any quantitative analysis, which can be used in future researches.  

Cultural differences are the biggest problems for firms but in the same time as studies show carry 
opportunities to innovate more thus to be more successful in competition. How to solve the cross-cultural 
problems or how to use the benefits of cultural heterogeneity deserves the long-term attention and study. 

Results of studies which attempt to find the answer weather cultural diversity has negative or positive 
effect on innovation performance varies. We defined that existence of foreigners in firms can influence on 
innovation performance, as well as that diasporas can play significant role in enhancing the innovativeness. In 
addition, we found from the review the high importance of city and migrant diversity for firms aiming to 
increase its innovativeness. 

Results of the literature review reveals a considerable spurt and existence of a lot of knowledge gaps in 
this field. The aim of this study was to provide an up-to-date and detailed review of the literature on relationship 
between innovation and cultural diversity. 
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