Master the Pivot

I’'m so glad you made this mistake. Because | want to run a
company where we are moving too quickly and doing too much,
not being too cautious . . . If we don’t have any of these
mistakes, we’re not taking enough risk.

—Larry Page, Google CEO, to a Google executive who made a
multimillion-dollar blunder

MAX LEVCHIN, COFOUNDER of PayPal, majored in computer
science during college, where he developed an intense interest in
security and encryption technology. Soon thereafter, Levchin wrote a
software package running on a PalmPilot to replace the handfuls of
password-generating devices that IT administrators carried around
(one for each secure computer or system). After receiving hundreds
of downloads and offers to develop more features for pay, Levchin
moved to Silicon Valley to pursue his emerging dream of starting a
company offering compact security software.

Shortly after arriving, he dropped in on an encryption technology
lecture at Stanford University. Only six people were there, so it wasn’t
hard to start a conversation with Peter Thiel, a hedge fund manager
who was interested in using encryption technology to secure financial
transactions. The two immediately hit it off and soon started a
company based on security software for handheld devices like the
PalmPilot.

As Levchin and Thiel discussed what security product would have
the biggest impact, they decided to create security software that



would allow corporations to securely access their IT systems. But
rather than develop programs themselves, they began developing
security software libraries to be licensed by the coming wave of
software developers. Levchin recalls thinking, “Any minute now,
there’ll be millions of people begging for security on their handheld

devices.’ [But] it just wasn’t happening.”! So the team made a major
change—a pivot. In the second version of the company, they offered
to develop the security software themselves for corporate customers.
Unfortunately, despite initial customer enthusiasm, no paying
customers materialized. So they changed course yet again. They
attempted to attract consumers by offering an electronic wallet that
would store credit card numbers and passwords. Unfortunately, the
electronic wallet largely solved a nonproblem, because pulling out a
physical wallet was a simple (and often necessary) substitute.

This led to a fourth major change in strategy, with the team trying a
different solution to a different problem: provide software that would
allow a PalmPilot to store money that could be electronically beamed
from one PalmPilot to another. This business idea caught the
attention of leading venture capital (VC) companies in Silicon Valley,
leading to PayPal’s first round of financing. At Buck’s, a favorite
restaurant for many VCs, PayPal’s investors showed up with $4.5
million preloaded on a PalmPilot, which they beamed to Levchin and
Thiel's PalmPilot. PayPal seemed to be on its way.

PayPal’s initial growth was rapid, with downloads reaching three
hundred per day, but quickly leveled off because it was limited by the
roughly three million handheld PDA users in the United States. As
Levchin and Thiel considered options to expand the customer base,
they observed that many customers wanted to sync their PalmPilots
to their computers and send money through the internet to others
having computers and PalmPilots. “We came up with the idea of
attaching money to an e-mail,” Thiel recalls. “Since there were 120
million e-mail users in the United States, this made it much more
viral. You didn’t have to meet face-to-face.”? To test the idea, the
team set up a website version of PayPal that included a demo
allowing users to send money attached to an e-mail. Despite trying to
use the website to push downloads on the technically sophisticated



PalmPilot software, by early 2000 the team noticed a large amount of
traffic from an unexpected source: users from a site called eBay
began requesting use of the PayPal logo.

At first, the PayPal team felt that eBay sellers were scattered and
disreputable and so pushed back. As Levchin recalls, “For a while we
were fighting, tooth and nail, crazy eBay people: ‘Go away, we don’t

want you.””3 But as website traffic continued to grow, the team began
to ask themselves, “What if these are our real users?”

The team then made its fifth major change: for the next year it
focused on the website, iterating like crazy to improve the site. The
number of users exploded. So the team made perhaps its sixth major
change: although the PalmPilot version software had attracted twelve
thousand users, the website had attracted 1.5 million users, so the
team shut down the PalmPilot software and became the company we
know as PayPal, which was acquired a few years later by eBay for
$1.5 billion.

Looking back on his experience, Levchin recalls that “the company

was really not founded to do payments at all.”* Even though Levchin
may be one of the more famous and wealthy entrepreneurs in the
world, his innovation started with a faulty guess—in fact, at least four
major inaccurate guesses. And he is not alone, as evidenced by
some of the other pillars of the modern economy. Microsoft started by
selling programming compilers and not operating systems. Symantec
developed artificial intelligence products and not antivirus software.
Beyond technology businesses, the makers of Listerine tried to sell it
as hospital antiseptic, floor cleaner, shampoo, and aftershave before
finally succeeding as a mouthwash, and Play-Doh was originally sold
as wallpaper cleaner before becoming one of the most widely
recognized toys of all time.

Unfortunately, finding out that you’re wrong is the very thing most
corporations and most managers try to avoid—fervently. Inside and
outside corporations, failures are often perceived as a mistake on the
innovator’s part for not being smart enough to foresee the problem.
But this is exactly the wrong attitude. No one can foresee the problem
when you face uncertainty. It’s all a guess, and there’s only one way



to discover whether it’s right or wrong: by testing it in the market. But
because of our perceptions, most managers feel the pressure to
avoid mistakes, and so they either do not innovate or try to make
their first guess work, something you know by now is nearly
impossible. Indeed recent research confirms that because many
managers are afraid of making mistakes, established companies
almost always delay until they miss the opportunity rather than

pursue an opportunity and discover they were wrong.°

Our study of successful innovators tells us this: you should expect
to be wrong much of the time when you operate under uncertainty.
That is a fundamental part of the process and completely acceptable.
The only failure is not failure itself, but failure to learn quickly enough
that you were wrong.

When you do find out that you were wrong, you will need to change
—or pivot. Many people understand the basic idea of making a
change, but one of the big challenges facing any innovator is knowing
when to pivot versus when to persist.



What Is a Pivot?

The word pivot has recently been popularized among entrepreneurs
in the lean start-up movement to mean a specific type of change: as
in basketball, to pivot means to adjust or change direction while

keeping one foot planted.® The word helps you remember that you
should accept change as a reality of dealing with uncertainty, but
when you do change, keep one foot planted by using what you've
learned rather than throwing it away. In pivoting, you change one
dimension of your idea. The idea is to discover new insights that you
would not have seen if you had changed multiple dimensions at once.

That said, for us the term pivot doesn’t mean making minor
changes to optimize your solution or refine your distribution strategy;
that is iteration. You iterate after the data suggests that you've pretty
well validated a problem, solution, or business model. In contrast, you
pivot when you still haven’t nailed the problem, solution, or business
model so that you can try a new, more promising approach.

In some instances you want to pivot to a new problem, because the
data from your experiments and prototypes reveals that the problem
may not be worth solving or is beyond your skills. PayPal’s early
changes—from security software to an electronic wallet and finally to
financial transactions—were pivots to a new problem. Levchin and
Thiel discovered from early prototypes that the customer pain wasn’t
significant enough or the market was just too small.

You might also pivot on the right solution. PayPal’s shift from
PalmPilot-based to e-mail-based financial transactions was a solution
pivot. The company was solving a similar customer problem but in a
different way. Soon thereafter, they achieved “pivot takeoff” (we
describe this shortly) with the PalmPilot product, and that confirmed it
was targeting a problem worth solving. But the new computer-based
solution opened the door to many more customers—anyone with
access to a computer, as opposed to anyone with a PalmPilot. The
change in solution also led to some changes in the business model—
notably, target customers and distribution channel. The PalmPilot
solution was targeted to higher-income business individuals and



required distribution through PalmPilots—preferably having the
software preloaded. In contrast, the computer-based solution was
targeted primarily at online sellers and buyers, such as users of eBay.
This shift required a different distribution strategy, with a focus on
online buying and selling sites.

You may want to pivot to a new problem, a new solution (and new
customer segments), or one of the key elements of your business
model: pricing strategy, customer acquisition strategy (customer
relationships or channels), or cost structure (activities or resources).
Because of the interdependencies between each of these steps in
the innovator’s method, a problem pivot leads to changes in the
solution and business model (except in the case when you try a
solution for one problem and find it actually solves a different
problem). A solution pivot often leads to changes in different
components of the business model. Finally, a pivot in one component
of the business model often leads to changes in other components of
the business model because of the interdependencies between
components.

Don’t be afraid of such changes. Instead, recognize that the goal of
pivoting is to engage in systematic search and experimentation as
you test various configurations of problems, solutions, and business
models that might prove valuable.



Understanding When and How to Pivot

Pivoting is a powerful and liberating idea. It’s liberating to recognize
that no human being can guess correctly when you face uncertainty,
and that part of the process is making changes to adjust to these
inevitable errors. But beyond being a liberating idea, the ability to
recognize when and how to pivot is a critical capability.

That being said, the literature reflects a limited understanding of
ways to harness this tool effectively. To better address this gap, we

conducted a two-part research project.” Our research suggests that,
on average, change has a significant benefit by allowing managers to
adjust assumptions that prove incorrect. At the same time, pivoting
has its dangers. For example, sometimes people “overpivot,” failing
to notice key clues about a valuable opportunity. In other cases,
companies “underpivot,” holding on too long to an idea in search of
those same key clues. Or, in a strangely counterintuitive way,
innovators may be paralyzed by constantly asking themselves
whether they should change. To help you avoid such traps, let’s look
at emerging rules of thumb for when and how to pivot.



Pivot Cycles

Our project followed ten companies to observe their innovation
process. In one case, we spoke with Dan (a fictitious name), leader of
an innovation team assigned to develop new software to help
corporate teams improve task coordination. During our bimonthly
interviews, Dan agonized over the direction of the project. He
understood the importance of pivoting, and each month he made a
change or two on some dimension of the customer problem, solution,
or business model. Each month the customer engagement metrics
either didn’t improve or improved only modestly. Dan agonized over
each change. He asked us, “Am | doing the right thing, or should |
just try something completely new?”

From our vantage point, Dan was making several mistakes. First,
he wasn’t clear about which assumption he was testing. Without a
hypothesis, it was hard to tell whether the idea was succeeding or
failing. Dan tended to pull the plug and make a change before really
understanding whether his hypothesis was true or false, because he
hadn’t developed a clear hypothesis. In contrast, most managers who
fail to develop a clear hypothesis often have the opposite problem:
they persist forever, because they never actually realize that their
hypothesis was proven false. This is why Intuit executives Brad Smith
and Scott Cook insist that no experiment start until there is a
numerical hypothesis; in this way, they can tell whether the
hypothesis was proven true or false.

Dan’s second mistake was that he was changing too many things
too quickly, and thus it wasn’t clear what he had actually learned. The
pivots and iterations felt good, because he felt he was taking action,
and in some instances he saw incremental improvements. But
because he didn’t have a deliberate approach for when and how to
pivot, he overreacted to each piece of customer feedback before he
had a chance to learn what customers were telling him.

To make matters worse, Dan expended a great deal of mental
energy by constantly asking himself, “Should | pivot?” Like any
decision that is overanalyzed, the change decision can paralyze a



company that is constantly asking, “Should we change?” Companies
that are stuck in this mode waste precious time. In addition, the
indecision amplifies the tendency to abandon an idea too early by
leading companies to overreact to the first bit of negative customer
feedback (and there will always be some)—or underreact because
they can’t make the decision to change course (a classic challenge in
the early stages of design).

How can you overcome pivot paralysis while avoiding changing too
early or too late? The solution: use time-bound deadlines framed to
answer the most important questions you face. A lesson we learn
from PayPal’s experience is the need to set pivot cycles—typically,
two- to three-month cycles during which you conduct experiments to
answer key questions about a problem, solution, or business model.
The cycles should be structured to give enough time for testing and
going deep, but also be short enough to force rapid development. At
the end of a cycle, you assess the answers to your key questions and
then decide whether to make a change.

As a rule, pivot cycle deadlines of two to three months or less
appear to work best (sometimes they may be much shorter).
Although pivot cycles may appear similar to other types of deadlines,
such as a corporate product development deadline, a pivot cycle is
briefer and more intense. Most product development processes
range from twelve to thirty-six months, whereas we argue that you
should cram a great deal of that process into a two-month window
designed to answer a specific set of questions. This means that as a
team you will work with the kind of intensity and focus found in start-
ups and that whatever you do will not be perfect (you will have to use
virtual prototypes or other rapid experiments). But the brevity of the
timeline can give you the focus to work intensely and not get bogged
down.

Levchin and Thiel's experience launching PayPal is instructive. In
two years they made at least five major changes. This means they
tried testing a different solution every two to four months to see
whether it got traction with users. However, after roughly three
months without getting traction, they didn'’t just continue to refine the
product. Instead, they shifted to a different problem or solution. The



changes still involved software security, but they were focused on
different problems or different solutions.

Like PayPal, established companies that change effectively use
pivot cycles. For example, Mondelez International (Kraft) gives each
innovation project a two- to three-month development period and
then forces a thirty-day “go or no-go” decision period. AT&T’s
innovation labs use twelve-week project cycles to test an idea before
moving to a decision to pivot or persist. Amazon typically uses six-
month timeframes but expects to make major changes to both the
problem and the solution during that time (average three-month pivot
or persist). At Intuit, most projects have a three-month deadline, after
which they face a pivot-or-persist decision.



Pivot Testing

During pivot cycles, how do you determine whether you should
change? Recall Dan, who led the task coordination product team and
struggled with constantly making small iterations without feeling he
had discovered what his customers really wanted. Dan also fell into a
different trap, one that we observed among many other managers we
studied: applying only one testing mode to try to understand the core
problem.

There are three testing modes based on modes of learning under
uncertainty: abductive, inductive, and deductive logic. Abductive
learning is the process of making a guess, usually based on your
intuition—for example, you have a guess about the product or service
customers want, and you develop your guess by building a product
rather than testing whether customers want it. Inductive learning is
the process of developing a theory, usually based on your guess,
using qualitative methods such as fly-on-the-wall or interviews—for
example, you talk to customers in face-to-face interviews about the
problems they have. Finally, deductive learning is the process of
testing a theory, usually using quantitative methods, to prove whether
your theory is correct—for example, you believe an improvement to a
website might increase sales, and you use the quantitative evidence
from a parallel test of two versions (called an A/B test) to provide
evidence about which website version increases sales.

We’ve observed many managers mistakenly operate in a single
mode. For example, Dan was addicted to the deductive mode, using
quantitative tools such as user surveys and A/B testing to measure
his progress. Such deductive tools are attractive because they let you
test your assumptions quantitatively and obtain a statistical measure.
Dan used these tests to determine whether he should make a
change; then he made the change, saw a small improvement, and
repeated the cycle. But where did the theory about the problem,
solution, and business model come from in the first place? How do
we even know whether Dan had the right theory—the right
assumptions? Although Dan used quantitative tools effectively, he
used only one method to test his assumptions.



In our research, less effective managers tended to rely on one
method to test their ideas, particularly quantitative tools such as
surveys. This was particularly true for managers in established
companies, where hard data and numbers are more respected than
qualitative observations. But these deductive tools are appropriate
only to test a theory or assumption and not to develop a theory in the
first place. For a manager running an existing business, sticking to
quantitative tools can make sense, because the theory is already well
established and managers are making refinements under conditions
of relative certainty. But for high-uncertainty projects, sticking to one
mode has serious liabilities. The most important is that you don’t
deeply understand the theory you're testing or know the right
questions to ask.

In contrast, effective managers cycled between the available
modes. They started with a guess (abductive), tested the guess
qualitatively to develop a theory (using techniques like fly-on-the-wall,
interviews, etc.; this is inductive learning), and then tested the theory
more quantitatively (using surveys, A/B testing, etc.; this is
deductive). If at any point they discovered they were wrong, they
returned to an earlier point. Although it may sound obvious, a
remarkable number of managers got stuck in one type of learning,
most often deductive or abductive. Innovators who engaged in the
complete cycle, rather than stick to a single mode, proved their
assumptions true or false months earlier than those who did not.

As you enter a pivot cycle, take stock of where you stand in relation
to nailing the problem, solution, or business model. Don'’t leap to
surveys first, but instead make sure you understand your hypothesis;
then test your hypothesis qualitatively to build your theory to explain
what is going on, and then engage with your customers using
gquantitative tools.



Broad versus Narrow Pivots

Often managers ask us, “should we focus early or stay broad?”
Recall that Dan’s team was changing often, but these were narrow
pivots (or iterations) around the problem and solution it had identified
early on, rather than broad pivots designed to cast a wide net for
problems and solutions (see “Pivoting Sequentially Versus in
Parallel”).

In the early stages of solving a high-uncertainty problem you need
to go broad before you go narrow. In a broad pivot, you change the
problem or pain point you're trying to solve; change the technology or
approach you’re using to solve the problem; or, when you get to the
business model stage, you completely change distribution channels
or pricing strategy—perhaps going from per-unit pricing to
subscription pricing. Dan’s team focused on a particular approach—a
particular software tool—to solve the problem of coordinating team
tasks. Each “pivot” was really a small iteration from the initial
approach. The team would have been better off making broader
changes every two to three months and then narrower changes
during the pivot cycle in search of what we call pivot takeoff, as
discussed in the following section.

Pivoting Sequentially Versus in Parallel

Focus has immense power and plays a critical role in the
innovator’s method. You need to focus on the precise
customer problem, on the minimum features that drive a
purchase, and on the right business model. But somewhat
counterintuitively, at the start of each phase, you need to look
very broadly before you focus. In this chapter we imply that
broad pivots occur sequentially as you test one idea and then
move to the next. But your exploration and pivots can also
occur in parallel—and probably should when both uncertainty
and complexity are particularly high.



For example, when Sony wanted to develop high-power
rechargeable batteries, it took a very different approach to
managing technical uncertainty. At the time, nickel seemed the
only safe solution compared with other compounds having a
high energy density, such as lithium—an element that
exploded on contact with water. In the race to develop a
solution, Sanyo and Matsushita (Panasonic) focused solely on
the safer, but lower-energy-density, nickel-based
rechargeables.

But Sony decided to take a leap into the uncertainty of
simultaneously developing lithium batteries. Instead of working
on a single lithium solution, Sony funded six separate projects,
each working on a variation of the solution. Furthermore,
instead of following the typical long development deadlines at
Sony, managers met with the teams every month to assess
progress, make changes (pivot), and rapidly respond to
obstacles. Each project pivoted sequentially, and the various
projects were pivoting in parallel. In the end, one project team
found the combination of lithium-based materials that became
the world standard lithium-ion batteries.

Sony’s unique approach helped it resolve the technical
uncertainty faster than its competitors, which eventually were
forced to follow suit, but not before ceding a four-year head
start and many valuable patents to Sony. Similarly, at the start
of each phase of the innovator’s method, you might also
consider exploring in parallel, searching for multiple pains,
solutions, or business models before pivoting to a single,
focused option.



Pivot Takeoff

Should pivot cycles go on endlessly? When do you know whether
you've arrived, and how do you get there? The answer: look for pivot
takeoff. Pivot takeoff occurs when, after making a change, you see a
significant change in the trajectory of customer interest (see figure 7-
1). For example, recall that PayPal made several significant
alterations, with only moderate interest, until after the fourth change
to the PalmPilot money-transfer solution. This solution led to a
dramatic increase in the customer engagement metrics, and this
means that potential customers were much more likely to give the
company time (the time test) and money (the payment test) and to
promote the product to a friend (the promoter test). This led to a
much faster rate of usage and adoption among users compared with
earlier solutions. Moreover, when PayPal made the fifth change to the
website that allowed e-mail money transfers, it saw yet another leap
in customer interest and adoption, and this signaled that the team
had nailed a solution for a great many people.

FIGURE 7-1

Pivot takeoff
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Although we encourage you to embrace pivoting, ultimately what
you're looking for is pivot takeoff. It indicates that either you've found
a problem worth solving (the level of customer interest increases
significantly) or the solution you’re currently testing is at least doing a
reasonable job of solving the problem (the level of commitment or
payment increases markedly). For more about measuring your
results, see “Use Multiple, Robust Metrics for Pivot Takeoff.” As a
rule, pivot takeoff typically occurs somewhere between the third and
seventh pivot for most innovations—although it may take longer for
more radical projects.

In contrast, if your pivots seem to yield only small improvements or
decreasing returns for each change, you may be hitting the limit of
what’s possible with your current approach. Every circumstance is
different, so use your judgment. If you don’t achieve pivot takeoff after
Six or seven major pivots over twelve to eighteen months, it may be
time to abandon your problem and solution in search of something
entirely new.



Use Multiple, Robust Metrics for Pivot
Takeoff

As an experienced innovator who had developed products and
services worth more than a billion dollars, Mike Cassidy had
lots of experience in searching for pivot takeoff. His new
project, Ultimate Arena, which allowed video game players to
compete for a cash pot, appeared to be doing well. The
number of registered users continued to grow as advertising
and PR efforts drove users to the service. Given the growth in
usage and adoption, it appeared that Cassidy’s team had
achieved pivot takeoff.

But something troubled Cassidy as he looked at other
measures of customer engagement. When he checked user
engagement over time, he found that most users played a few
times and then never returned. To explore why, he personally
called these users and discovered a problem: although people
were generally willing to lose money among friends, as during
a poker game, they didn'’t like losing money to strangers
online, against whom they felt outmatched. Even with positive
growth in the number of users, without a set of returning users,
Cassidy knew that over time the service would run out of new
users.

He first tried some minor pivots—changing the ranking
system for grouping players for competition and adjusting the
fees charged—to see whether either change would keep users
coming back. But in the end, the data won out. With
advertising, the service continued to attract new users, but the
other pivot takeoff metrics—return users, net promoter score—
didn’t validate the takeoff as robust. A larger pivot was
necessary.

After additional observations and conversations with
customers who'd left the service, Cassidy discovered that what
most customers really wanted was a way to connect and play
games with their friends online. So Cassidy changed the
product to an instant messaging service that allowed gamers



to connect with friends and then port into their favorite game
together. The new solution achieved pivot takeoff as measured
not only by the number of registered users but also with return
users, net promoter score, and ultimately revenues. In fact, the
new solution grew like crazy, eventually becoming a major new
initiative inside Vivendi’s portfolio of products. But Cassidy
might not have achieved such success if he had paid attention
only to the single pivot takeoff metric of growth in the number
of registered users.

Having multiple types of pivot takeoff metrics helps you
make the tough decisions about whether to change. We
recommend paying particular attention to growth in
users/trials, net promoter score, or growth in users who pass
the payment test. However, the data should be appropriate for
the pivot. It may be X number of interviews with Y negative
statements, or it may be the percentage of users who did not
use your solution again. Although we’ve provided options for
customer engagement metrics that indicate pivot takeoff, you
must figure out what metrics provide a robust (reliable)
measure of whether you’ve nailed the problem, solution, and
business model for your target customers.



Mountains versus Hills: Keep Pivoting

Once you've achieved pivot takeoff, you should focus on maximizing
it. After all, you’re gaining traction with a solution that’s working.
However, takeoff doesn’t mean you should quit pivoting altogether.
Instead, you can move to narrower pivots and iterations as you
search for an even higher trajectory of customer interest and
adoption. Remember that the first uptick may be only the start of pivot
takeoff, as happened with PayPal’s PalmPilot application. As you
focus, take care to look up periodically and ask yourself, “Is there
another change we could make that could increase our trajectory
even more?” Never be afraid to use the tools you’ve gained to
explore new opportunities that you may not have previously
observed.

Consider the case of Aardvark, a company whose social search
engine allowed users to post questions to their social network rather
than conduct an internet search. The founders believed that some
questions—for example, asking for recommendations for a moving
company—might be better answered by people you know than by a
generic search request. At the start, the founders did an excellent job
of using the tools we describe to test multiple solutions in search of
pivot takeoff. For example, although most of us might start such a
company by first developing the software, instead the team created a
minimum viable prototype that relied on Amazon’s Mechanical Turk
(an online outsourcing service) to “fake” the functionality of the
software by having people manually type answers to questions rather
than use a software algorithm.

Although it wasn’t perfect, Aardvark was able to test many aspects
of the solution by faking it and quickly iterated to a fully functioning
solution that achieved pivot takeoff (based on growth in customer
satisfaction and usage). As Aardvark’s social search solution reached
one hundred thousand customers, the customer adoption metrics
continued to improve, and increasingly narrow iterations of the
solution led to incremental improvements in customer engagement.



All seemed to be on track, except for a recurring nuisance.
Customers continually requested two features that Aardvark had not
developed: a searchable database of previously answered questions,
and a list of questions a user could answer. Although the features
would be easy enough to develop or even fake, the Aardvark team
resisted, because it contradicted the team’s vision of social searches.
Indeed the team argued that such features would turn Aardvark into a
version of Yahoo! Answers or a similar service. Because customer
engagement continued to improve, the Aardvark team decided to

stay focused on its current solution and vision.8

Aardvark’s story has a happy ending—at least for the founders and
the team. Aardvark was acquired by Google for $50 million in 2010.
However, it might have been an even happier ending. While Aardvark
continued to iterate around its solution, another company, Quora,
designed a product focused precisely on the features most requested
by Aardvark’s customers: searchable previously answered questions.
The year after Aardvark was acquired by Google, Quora reportedly
reached a valuation of more than $1 billion. (As a side note, the
ending wasn’t so happy, because Google shut down the Aardvark
service less than a year after acquiring it.)

The sad thing for Aardvark is that, given its remarkable skills at
rapidly testing assumptions, it could have easily tested the product
that Quora succeeded with—nbut it would have required quickly
testing a new solution in parallel with the existing solution, one that
was not an iteration of the existing product. This is what Sony did as
it searched for multiple solutions to the battery problem. For
Aardvark, it would have represented a parallel pivot, although not a
massive change. Of course, whether Aardvark could have succeeded
in launching a product like Quora’s is speculation. But comparing
Aardvark’s approach after achieving pivot takeoff with PayPal’s is
instructive.

Aardvark fell into a trap we’ve noticed among many other teams—
what we call iterating around a hill when a pivot may lead you to a
nearby mountain peak. If you think about a landscape as a metaphor
for the distribution of opportunities, then flatlands or valleys represent
no opportunities, hills represent small opportunities, and mountains



represent large opportunities. Researchers have long observed that
companies often get trapped on a smaller hill and fail to see the
nearby bigger mountains of opportunity.

In our research we observed that some teams are so excited about
achieving pivot takeoff that they feel they’ve found the solution. After
all, it feels great to find a hill when you’ve been in a valley. Moreover,
refinements through smaller iterations will lead to small steps up the
hill, and that feels like progress. The challenge is to remember that
there are often mountains nearby, perhaps next door. For Aardvark,
that mountain was called Quora. For PayPal, that mountain was
conducting financial transactions via e-mail instead of by PalmPilot.

Of course, when you achieve pivot takeoff, you don’t have to
abandon the hill or mountain you've found (see “Popularity Versus
Customer-Driven Pivots.” PayPal didn’t abandon its PalmPilot
product when it launched its computer-based product. Instead, use
the tools we've described here to test emerging opportunities. Your
initial pivot takeoff may be a stepping-stone to an even bigger
opportunity.

Popularity versus Customer-Driven Pivots

What should you do when someone powerful, influential, or
talented tells you to change course, but the data suggests
something else? A Swedish company we studied experienced
this when it began to develop a solution analogous to
Microsoft Office but for advertising agencies—a tool that would
assist them in developing the next wave of dynamic
advertising. After working with several global agencies for
months to define the problem and solution, the company was
invited to TechCrunch50, a conference for the most innovative
companies of the year.

But when the team presented to the panel of judges, an
extremely successful individual, comparable to the Bill Gates
of entrepreneurship, began to criticize the approach, saying
the company should not bother to target advertising agencies;



it was a waste of time. The Swedish team members earnestly
debated: should they pivot and do something different? But in
the end, they went back to the data from customers. Ultimately
the data proved correct, and the team evolved to become
world renowned for its prowess in advertising analytics.

We are all easily influenced by high-status individuals—an
executive, an entrepreneur, a mentor, or an investor who may
be known for expertise, intellect, or past successes.
Sometimes these people are correct in their advice, and they
should be listened to. But you need to ask whether they fit the
profile of or truly understand your customer. In many cases
they are not your target customer—so whatever they say
needs to be measured against the data before you make the
potential mistake of a popularity pivot. If you need to gather
new data, do so. But don’t pivot just to be popular. As we've
said before, innovators innovate, customers validate.



Right to Be Wrong

Pivots are an essential part of every stage of the innovator’s method.
You should expect to be wrong and focus instead on learning as
quickly as possible and then changing when you discover that a
guess was wrong. Pivots liberate you to change mistaken
assumptions, and they’re a powerful tool in your innovation tool kit.

Like any tool, pivoting needs to be used correctly. Set short pivot
cycles that create urgency to explore your key assumptions. Rely on
these cycles as key decision points rather than get mired in an
endless debate about whether to change. Use the cycle to identify
the key themes, rather than the random data points, that can drive
the decision to modify your approach. Use multiple approaches to
test your assumptions, including abductive, inductive, and deductive
approaches. Furthermore, try searching various problems or
solutions in parallel during the early stages—when uncertainty is
especially high. The key is to be sure to explore broadly before going
narrow.

Once you've achieved pivot takeoff, it can be tempting to keep your
head down and make incremental changes and improvements. But
don’t forget to lift your eyes occasionally and ask whether there’s a
mountain of opportunity nearby that you’'re missing. Knowing when
and how to change is more art than science—but using the
guidelines we’ve offered will help you master the pivot.



Scale It

As soon as you start to scale, everything is going to change.
Everything.

—Ryan Smith, CEO of Qualtrics

IMAGINE HOW EXCITED you will be after you’ve have applied the
innovator’s method to nail the problem, solution, and business model
and you start to generate revenue. People around you are excited,
and they can see that your project has begun to succeed. But now
you face a new challenge: scaling your fledgling innovation. In a
strangely paradoxical way, if you're particularly adept at applying the
innovator’s method, you may face great difficulties in making the
transition to scaling. Recall in chapter 2 we argue that being a good
manager can make you a bad innovator. When it comes to scaling,
the opposite can also be true: being a good innovator can make you
a bad manager.

Consider the case of Lew Cirne, who founded Wily Technologies to
automate the complex task of diagnosing software flaws. Cirne had
the initial insight while driving along Highway 17 between Palo Alto
and Santa Cruz, California, feeling frustrated about his own
challenges in managing the growing complexity of software projects.
Early discussions with potential customers confirmed that other
developers faced similar problems.

Cirne did an excellent job of prototyping a minimum awesome
product, identifying the right business model, building the team, and
selflessly sacrificing for the new business. Using the kinds of tools



described in this book, Cirne successfully closed initial customer
sales that established a multimillion-dollar revenue stream and raised
almost $40 million in venture capital. Everything seemed to be going
well, and Cirne felt that he had done a great job as founder and CEO.
So imagine his surprise when the board of directors replaced him.

Why did the board replace Cirne when he had accomplished so
much? He acknowledged that he had not done everything perfectly in
recent days. For example, as the team grew beyond twenty-five
people, communication had become more difficult, and there had
been a number of communication fumbles. Decision making had also
become slow and challenging: the consensus decision-making
process Cirne favored in the early days bogged down the process of
taking action. In addition, Cirne found he needed to repeatedly step in
to help close sales calls as the sales force struggled. As a result,
Cirne’s investors asked to bring in senior executives as advisers on
the operational issues that were slowing growth. When the investors
eventually asked Cirne to step aside, he wondered what he could
have done to show that he could manage the company as it grew.

In fact, Cirne’s story is common. Multiple studies confirm that a
majority of founders are kicked out of the companies they create, and

often just at the moment when revenues are skyrocketing.! Why?

Although it may seem counterintuitive, founders are often removed
for a simple reason: they aren’t well equipped to make the transition
from discovering the business model to scaling it. This transition is a
challenging management problem, and here’s why. As you apply the
innovator’s method to rapidly resolve the uncertainties underlying
your project, hypotheses will become facts, unknowns will become
knowns, and uncertainties will become certainties. As uncertainties
decline, the reasons for applying entrepreneurial management begin
to disappear. You enter the territory where traditional management
principles focused on optimizing and capturing value are more
appropriate.

As you move from innovating to executing, your project passes
through a transitional phase when neither entrepreneurial
management nor traditional management alone is entirely appropriate
(see figure 8-1). This is the time to learn how to effectively blend the



two management practices as you transition to a mature growth
business.

FIGURE 8-1
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Bringing an innovation from a start-up to a billion-dollar business
can be compared to the human life cycle: childhood, adolescence,
and adulthood. In the Middle Ages, people treated children as little
adults, but now we recognize that children are different from adults:
they require different training, expectations, and even different
medicine than adults. In a sense, start-ups, whether inside or outside
the corporation, are like children: they require a different set of
management techniques than a mature business (we use the term



start-up here to refer to your innovation project whether you're
pursuing it inside or outside a corporation). But just as children do not
immediately become adults, as the innovation takes off and starts to
scale, your innovation does not immediately become a mature
business that you can manage using traditional practices. Instead,
the new product passes through a series of adolescent transition
steps. Just as teenagers are neither children nor adults but rather a
unique blend of the two, effective scaling requires a unique blend of
entrepreneurial and traditional management.

When and how should you make this transition to scaling? First, we
help you recognize some of the key inflection points that indicate
when it’s time to scale the business. Then we discuss how to make
this transition in terms of market, process, and team activities. We
address how to manage the following key changes:

» Market scaling. Recognize when to move from a minimum
awesome product to a whole-product solution and how to create
the legitimacy to make the transition from early adopters to
mainstream customers.

» Process scaling. Understand how to shift effectively from
discovery processes to execution processes designed to
efficiently deliver the whole-product solution without prematurely
destroying your innovation capabilities.

e Team scaling. ldentify how to get the right people with the right
skills for scaling the company in place while assigning new roles
to people who cannot, or will not, adapt.

Finally, we introduce you to a scaling tool used by many of the most
successful managers who have scaled ideas from small teams to
effective billion-dollar businesses.



Recognize When to Scale

Qualtrics, an online survey company, recently grabbed headlines as
an overnight success: after rejecting a $500 million acquisition offer, it
raised $100 million in funding and reportedly is valued at more than
$1 billion as it grows at breakneck speed. In reflecting on his
experience, CEO and founder Ryan Smith says that the company is

“an overnight success . . . ten years in the making.”? Smith adopted
the title of one of our earlier books, Nail It Then Scale It, as the

mantra for his company.3

Smith emphasizes that Qualtrics spent ten years nailing the
problem, solution, and business model before raising millions in
venture capital to scale the business. He argues that although it may
seem slower at first to proceed through the phases of deeply
understanding the job-to-be-done, prototyping numerous solutions,
and then validating your business model before you invest to scale it,
this process saved the company from failure many times. But Smith
also acknowledges that once you start to scale, “everything is going
to change.” Asked how he recognized when Qualtrics needed to shift,
his answer reflects something we’ve heard from other managers of
growing companies: when you feel the pain, then you know you'’ve hit
an inflection point that demands a change. But what does that mean?

As a rule, you've hit an inflection point when you see the same
types of problems cropping up repeatedly. It becomes evident when
the percentage of time you spend solving the same problem becomes
disproportionate to the cost of routinizing the problem. The pain
caused by a broken process is a symptom of the needed shift from
entrepreneurial to traditional management.

For example, consider the sales process for a company over its life
cycle: in the early days the founding team closes most sales, and,
because the product and business model are still in flux, it makes
little sense to create a routinized sales template. But as new
salespeople are added, problems emerge: they struggle with how to
sell, what to sell (making inconsistent promises to customers that
require customization), or how to close the sale (calling on the



founder to close deals). As these problems multiply and consume
more time, it's a sure sign that the innovation has hit an inflection
point. You need to develop a standard sales process template, based
on a standardized set of products, with a standardized set of
customer promises, all tracked in a system linked to each
salesperson.

Of course, you still need room for flexibility—for entrepreneurial
management—because at this early stage, you may still discover
new uncertainties. That's why the challenge of scaling is to balance
entrepreneurial and traditional management.

We’ve noticed two other indicators that you've hit an inflection point
and it's time to scale: solution standardization and team growth.
While using the innovator’s method, you will pivot frequently, but
eventually you should achieve pivot takeoff. Team priorities will shift
from discovering what customers want, to improving the features you
offer, to standardizing the features customers want. Companies that
have hit this inflection point often describe the feeling of having a
“haphazard” or “bag-of-bolts” solution that’s always breaking. Thus,
they feel the need to “redesign” or “rewrite” the product to make it
more efficient or more reliable. For example, Qualtrics rewrote the
core software code three times as they matured. This shift to
standardizing the solution represents a key inflection point because,
rather than ask what customers want, managers must ask, “How do
we deliver this solution reliably and repeatedly at low cost?”

To make this change effectively, managers often must change their
product development processes from search (pivoting on features) to
execution (standardizing features) and their resources from flexible
(variabilized costs, flexible people who can search, multipurpose
tools) to fixed (fixed costs spread over a large number of units,
experts who can create better solutions).

A second inflection point occurs as the team grows. Research
suggests that early-stage teams are most efficient with four to eight
people and become unwieldy at ten to twelve people. We've
observed that when a start-up grows to employ more than twenty-five
people, it has likely hit a scaling inflection point. Previously, everyone
knew each other well and communicated informally, but now



communication starts failing and coordination becomes a headache,
with balls being dropped. To deal with this inflection point, managers
must establish formal communication processes and coordination
tools (described in more detail later in the chapter). Companies must
respond to this inflection point by becoming more formal, with set
meeting times, tracked information systems, and standard reporting
that was previously absent.



Scale the Market

As start-ups begin to scale, they often experience initial growth
followed by stagnation, a situation that perplexes the founding team.
Why would sales stagnate just as the team starts to improve the
product? The answer has something to do with the cornfields of lowa.
As a child in the 1930s, Everett Rogers watched as drought
decimated the cornfields, including his father’s crops. But not all the
corn was destroyed. A few years earlier, drought-resistant seeds
(which also produced a 20 percent to 25 percent higher yield) had hit
the market. Although some farmers quickly adopted the higher-priced
seed, others waited until, convinced by the drought of 1936, most
farmers finally adopted the new seed.

Watching the family cornfields die raised important questions for
Rogers about how innovations get adopted. Why had it taken so long
for some farmers to adopt the seed? Why doesn’t everyone adopt an
innovation at the same time? In his later work Diffusion of
Innovations, Rogers synthesized hundreds of studies, including the
studies about the adoption of hybrid corn seed, and concluded that
the people who adopt any innovation fall into different categories, with
different needs and preferences, which affect when and how they

adopt the innovation.*

Rogers argued that for any innovation, the groups he called the
“innovators” and “early adopters” are the first to adopt because they
have a higher risk tolerance and like to try new things to stay on the
cutting edge. As a result, these customers are willing to overlook
weaknesses in a potential innovation in the quest for an advantage.
In contrast, the groups he labeled “early majority” and “late majority”
have different preferences. For the most part, they want to be safe
(e.g., they don’t want to get fired for trying an untested idea) and so
wait to adopt an innovation (see figure 8-2).

FIGURE 8-2
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This difference led a later author, Geoffrey Moore, to argue that
companies face a significant challenge in “crossing the chasm” from
the early customer groups to the later customer groups, because
these groups want different things that innovators have a hard time
satisfying (see figure 8-3).° Whereas early adopters are willing to try
something entirely new that may not work perfectly, the early and late
majority don’t want a minimum viable product: they want a “whole
product solution,” meaning a full-featured, functional, error-free
solution.

FIGURE 8-3

The chasm in the innovation adoption life cycle
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Teams often stumble because they don’t understand the innovation
adoption life cycle. As we've discussed, most of us have the intuition
that we need to build whole products that have broad appeal and are
error-free in order to be successful. Although this intuition has an
element of truth—it holds for the early and late majority—at the
beginning of your project you can waste a great deal of time and
resources trying to perfect your product based on untested
assumptions. That's why we emphasize the importance of using
virtual prototypes or an MVP to test the key assumptions with target
customers. At first you may have resisted this advice because it
seemed counterintuitive, but it was rooted in the fact that early
adopters are more forgiving of weaknesses. Thus, you can use them
as a sounding board to validate your key assumptions. Then you can
use the minimum awesome product to help you to cross the chasm to
your first early majority customers on your way to developing the
whole-product (error-free) solution that solves the customer need
robustly for a broad array of customers (see figure 8-4).
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As you scale, you must also adopt the tactics to cross the chasm.®
To do this, Moore argues that you need to deeply understand why a
particular group of customers is attracted to your solution and then
focus your resources on that single customer niche. Your objective is
to effectively communicate your message and create enough
legitimacy in the minds of a few reference customers (among the
early majority) so that they feel safe enough to adopt your product.
These early majority reference customers serve as touch points,
convincing other like-minded customers to try your product. After
conquering one customer niche, you can move to a second niche and
then a third.

Beyond creating a highly reliable whole-product solution, you can
apply several tactics to create the legitimacy necessary to reach the
mainstream market. These tactics include adopting analogies or



templates from other industries to increase familiarity with your
solution, defining the industry around the company, or creating stories
or advertising to reinforce the notion that the company is a leader in
the product category.

For example, after Amazon.com validated its initial insights around
the business model for selling books online, it faced a significant
challenge: although early adopters and innovators were willing to buy
from Amazon, buying anything online was unfamiliar to most people,
including the early majority. To enhance legitimacy, Amazon used a
number of tactics. First, it used analogies from off-line retail, such as
shopping carts and checkout, to make the site feel familiar and safe.

Amazon also signaled leadership by strategically targeting a few
distant customers so that it could claim it was shipping products to
forty-five countries and fifty states. Similarly, the online retailer
defined itself as the industry leader, claiming to be “Earth’s Biggest
Bookstore”; that was true in geographic scope or product breadth,
although actual revenues were tiny. And Amazon aggressively
distributed stories about extraordinary customer service (for example,
stories of CEO Jeff Bezos or other Amazon employees obsessively
working to satisfy customer requests).

Together, these tactics worked well to create sufficient legitimacy in
the minds of the early majority to use Amazon.com and then spread
their experience by word of mouth.” Then, having conquered the
books category, Amazon rolled into other online product categories.


http://amazon.com/
http://amazon.com/

Scale the Process

In scaling a product, a major task is to develop, and then standardize,
a company’s processes to deliver its whole-product solution to the
market. This means adopting a key principle advocated by Frederick
Taylor that we rejected at the beginning of the process: task
standardization and worker specialization. We've found that start-up
managers who are successful at scaling follow a simple pattern as
they introduce scalable, standardized processes to the organization.

1.

2.

List all the tasks to be done to effectively execute your business
model, and assign each task to an individual.

Have each team member write a job description for the tasks he
is assigned. Then review them together so that everyone can
agree on how the tasks are to be done. This also helps everyone
understand who wears which hats.

. Create a visual map of all the critical processes, noting the

linkages and relationships. This diagram will help you ensure that
someone has responsibility for all the key processes and
handoffs. If you don’t write down and make the processes visual
and explicit, most of the valuable, tacit knowledge the team has
gained will be lost.

. Finally, link the tasks and processes to performance metrics, and

assign accountability for those metrics to specific individuals.

Each of these steps will help you create standardized and
repeatable processes.



Transparently Communicate the Transition

The best way we've discovered to manage the transition is to employ
purposeful, transparent communication. During the early days of a
project, communication happens naturally and informally because the
team is usually small and in close physical proximity. But as the
project scales, team leaders often struggle to recognize the
importance of instituting a formal, transparent communication
structure. But this structure supports three critical things:

o Communication of the newly adopted execution processes and
activities

» Discussion of common mistakes in adopting the new process,
allowing the team to unlearn old habits and learn new ones

» Acknowledgment of the tension inherent in blending
experimentation and planning, letting team members see where
to apply entrepreneurial management and where to apply
traditional management

Qualtrics founder Ryan Smith said that in the early days the
company was relatively easy to manage: there were few employees,
few customers, and few metrics (mainly a couple of love metrics). But
as Qualtrics started to scale, keeping track of everything became
increasingly difficult. The founders struggled with how to manage the
company. On the one hand, Qualtrics faced the same kinds of
problems for which business schools were created: it needed to make
the trains run on time and optimize its operations. On the other hand,
as executives of a young company facing some remaining
uncertainty, the founders sensed that they faced significant dangers
in becoming too focused on execution.

As they struggled to bridge the teenage years, they adopted a
culture of transparency. As Smith observes, “You can’t change the
way people think. You can only shape how the environment affects
their decisions. It has to be peer group driven, and we do that with

total, 100 percent transparency.”® Qualtrics used a combination of
meetings—such as all-hands meetings, skip-level meetings, and daily



syncs—to communicate new processes, common mistakes, and
ways to balance the tension between discovery and execution (see
“Communicating to Shape Process and Culture”). For example, at
Qualtrics employees hold all-hands meetings every Friday. Key things
happen: after the standard announcements, they highlight sales to
emphasize the continued centrality of the payment test. They also
discuss new execution processes and explain how to best implement
them. They call out mistakes, with an award for the best mistake;
then they break down ways to solve the problem for future reference.
Finally, they often talk about situations where they’re still in discovery
mode (e.g., opening the office in Ireland or adopting the new 360-
degree feedback tool) as well as situations where they’re transitioning
to execution mode. This level of transparency has helped the
organizational members make sense of and adapt to rapid changes.

Communicating to Shape Process and
Culture

Among the innovative ventures we observed, communication
always played a major role in surviving and prospering during
scaling. Similarly, transparency speeds learning and transition.
Here are four types of meetings we observed in ventures that
are scaling successfully.

All-hands meetings. These familiar meetings are vital.
The best ones have three components: leaders highlighting
the key priorities, smaller teams reporting what they’re
working on, and everyone discussing key challenges and
emerging solutions.

Daily sync meetings. Teams or leadership have a stand-
up meeting of less than fifteen minutes in the morning to
identify the key priorities and then a short end-of-day
check-in to measure progress.



Skip-level meetings. The front line often has the best
information about key challenges. Skip-level meetings let
managers get deep into a team on the front line, rather
than hear about it secondhand. At Intuit, Scott Cook
regularly skips directly into an innovation team.

Outsider meetings. In a scaling venture, you can’t know
everything. Don’t be shy about learning as much as you
can from outsiders. Meet with them individually or as a
company, and then interpret their advice in the context of
the problems you're trying to solve.



Measure Your Progress

By changing what they measure, growing companies emphasize and
encourage a change in activities. Recall Intuit’s three designations for
innovation projects: H1, H2, and H3, indicating increasing degrees of
innovation. In contrast to H1 efforts (incremental innovations that
improve core, existing businesses), the key metrics for H3
businesses are love metrics (customer activation rates, customer
usage rates, net promoter score), measuring whether you've solved a
significant problem. H2 businesses, in our analogy, are teenagers,
and the metrics start to shift. In addition to NPS, the innovation is
measured by market or margin growth as the team builds out the
business model.

Based on our observations with other companies, three categories
of metrics are appropriate for the three phases of growth. Love
metrics (including measuring time, enthusiasm, recommendations
[NPS], and payment) are appropriate during start-up. Growth metrics
are appropriate for the adolescent scaling period, when you’re trying
to determine whether you’re delivering a solution reliably with
increasing economies of scale. Growth metrics include detailed
measures of users (such as customer acquisition, activation,
advocacy, retention, and referral) and revenues. You might also add
measures that capture the efficiency of your processes, such as
counts of defects, successful delivery, and so on.

Market power metrics are appropriate for a mature stage of the
business, when you want to pay attention to measures of market
dominance such as market share, return on assets or invested
capital, and other familiar accounting measures by which we judge
mature businesses.



Scale the Team

During start-up your team should largely comprise people who are
good at generating insights using the five discovery skills—
qguestioning, observing, networking, experimenting, and associating—
described in chapter 3. These folks generally have a T-shaped
expertise profile, meaning they possess deep expertise in a particular
field (software engineering, anthropology, marketing, biology, etc.) but
also demonstrate a breadth of knowledge in many fields. This
knowledge profile helps them generate new insights, because they
can see problems and solutions from many angles. However, as you
start to scale, you need more I-shaped people—people who have a
specific expertise and excel at applying that expertise to solve routine
problems in that field.

As you build out the team during the growth phase, it's useful to
think about balancing your mix of innovators (T-shaped) and experts
(I-shaped). As you hit scaling inflection points that demand execution,
you should add more |-shaped people and possibly replace some of
the original T-shaped people. For example, the Big Idea Group, which
uses an American Idol model to get new product ideas from a
network of inventors, carefully manages its mix of T-shaped and I-
shaped people. During the first phase of developing new product
ideas, the company uses a selection panel with an 80/20 mix of
innovation/execution people to meet with inventors. Once a promising
idea has been selected for further development, a team with a 50/50
mix refines and tests it with prototypes. Finally, when the product has
been proven and is ready to scale, the Big Idea Group moves to a
20/80 balance during the execution phase.

Our experience suggests that as the demands grow from an ever-
increasing customer base, you will long for people who can execute.
In fact, Corey Wride, the founder of Movie Mouth, maker of a cutting-
edge software tool for teaching English, told us, “Right now | just want
people who will be like vending machines: | want to put a coin in and
have them spit out my request without changing it too much. What |

most need now is better execution.”®



As a general rule, only about half of the original innovation team
can make the transition to scaling and execution. You may lose
people you don’t want to lose. After eBay acquired PayPal for $1.5
billion, Meg Whitman, CEO of eBay, went to the office of PayPal
cofounder Peter Thiel to discuss plans to grow PayPal. “I noticed
there were plane tickets sitting on his desk,” recalls Whitman. “He
said he was off to Saudi Arabia. He was ready for a new adventure
and wasn’t interested in scaling PayPal. Some entrepreneurs
fundamentally don’t like being in companies with more than about

thirty to forty people.”’® Thiel went on to use his entrepreneurial
management skills to cofound Palantir Technologies (based on
technology developed at PayPal to detect fraudulent activity) and
become the first outside investor in Facebook. Although it's not clear
what contributions Thiel might have made had he stayed with eBay,
be aware that during scaling you want to retain many of the talented
people who helped you nail the business model. This may mean you
have to find new opportunities for them.

For example, Craigslist, founded by Craig Newmark, used
extensive rounds of cocreation with customers to iterate to one of the
leading classifieds websites in the world: “Most of what we do is
based on what people in the community suggest . . . People suggest
stuff to us, we do what makes sense, and then we ask for more

feedback.”’ For example, when Craigslist started to be flooded by
spam ads from employers and brokers, the community suggested a
solution: charge these users fees.

But as the company scaled, Newmark struggled with the
management of the larger company. Fortunately, he had the foresight
to recognize he wasn’t well equipped to manage a large organization
and brought in someone else who could. “Jim [Buckmaster] is a much
better CEO. And my skills are not management skills,” says
Newmark. “However, I'm a really good customer-service

representative.”'? The transition to a CEO who had experience
running a larger organization was better for Craigslist and better for
Newmark. What's more, Newmark moved to a position where he
could still add value rather than moving to a different company.



Use a Scaling Tool: V2MOM

Every company we studied struggled to manage the changes
demanded by scaling. In fact, every manager we studied who had
successfully scaled an innovation project used a tool to help in the
process. Our favorite approach was developed by Marc Benioff,
chairman and CEO of Salesforce.com. This tool has proved so
valuable that the leadership team continues to use it to adapt to the

rapidly changing environment.'3

This scaling tool emerged from Benioff’s frustrations as a manager
at Oracle during the scaling stage. Benioff recalls, “I personally
lacked the tools to spell out what we needed to do and a simple
process to communicate it. The problem only increased as the teams

that | was managing increased.”'* When Benioff later faced the same
challenges scaling Salesforce.com, he recalls feeling frustrated with
the existing approaches, such as traditional budget-based planning,
key performance indicators, and critical success factors. Benioff
talked to leadership, personal development, and spiritual gurus and
eventually developed a tool that Salesforce.com labeled V2MOM.
This tool “has been used to guide every decision at Salesforce.com—
from those we made in 1999 to the decisions we make today as the
largest high-tech employer in San Francisco,” says Benioff. “It is the
core way we run our business; it allows us to define our goals and

organize a principled way to execute them.”1°

The V2MOM acronym stands for vision (where you want to go),
values (what things are important to you), methods (what you’re
going to do to get there), obstacles (what could prevent you from
being successful), and measures (how you know whether you're
successful). “A V2MOM is the strategic plan for the company. It can
be the strategic plan for a department, it can be the strategic plan for
a person’s career, it can be the strategic plan for a project, just a
framework to get your thoughts down,” says Jim Cavalieri, SVP in
charge of the V2MOM process. “It’s really used to set the direction for

the company for the next twelve months.”16
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Every August, Benioff sketches out the vision and values priorities
for the coming year, which he shares with the top people in the
executive team (see figure 8-5 for an example). The executive team
then defines three values that support the vision, and then three or
four prioritized methods to support each value. So, for example, if
Salesforce.com had a value of “growth,” it would support this with
about three prioritized methods to support and generate growth, such
as specific product plans around its cloud services. In addition, the
team identifies obstacles to implementing each method, as well as
measures that indicate whether the method is making progress
toward achieving the value and vision.

FIGURE 8-5

Salesforce.com’s first V2ZMOM
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Vision

Rapidly create a world-class internet company/site for sales force automation.

Values

1. World-class organization
2. Time to market

3. Functional

4. Usability (Amazon quality)
5. Value-added parinerships

Methods

1. Hire the team.

2. Finalize product specification and technical architecture.

3. Rapidly develop the product specification to beta and production stages.
4. Build partnerships with big e-commerce, content, and hosting companies.
5. Build launch plan.

6. Develop exit strategy: IPO/acquisition.

Obstacles

1. Developers
2. Product manager/business development person

Measures

1. Prototype is state-oi-the-art.

2. High-quality functional system.

3. Parinerships are online and integrated.

4. Salesforce.com is regarded as leader and visionary.
5. We are all rich.



Source: Marc Benioff, “How to Create Alignment within Your Company in Order to Succeed,”
Salesforce.com blog, April 9, 2013.

Then the executive team holds a meeting with the distributed
senior management team members (currently about seven hundred
people), who provide feedback on the proposed V2MOM in small
groups and via Chatter, an internal social networking tool. Leaders
are asked for their top five recommendations as well as the top five
mistakes in the current V2MOM. Then, after integrating this feedback
by making changes to the V2MOM, each member of the senior
management team is assigned one method for which she has
operational responsibility—and for which she will have measures of
success. Finally, the new V2MOM is announced to everyone inside
Salesforce.com at the beginning of the fiscal year in early February,
and each group is expected to create its own personalized V2MOM
that feeds in to the larger V2ZMOM.

Beyond the specifics of how Salesforce.com constructs a V2MOM,
consider the steps of the process at a higher level of abstraction.
There is an initial period of definition of what to achieve and how to
achieve it, followed by several rounds of feedback, first with senior
managers and then with other managers. Using this feedback,
Salesforce.com adapts its V2ZMOM and then delegates responsibility
for a single method to each individual. Next, it disseminates the
V2MOM and asks groups to personalize the method. Last, the
company measures its progress and assesses whether it is achieving
its goals. Benioff argues that the V2MOM process “works especially
well for a fast-paced environment. It is challenging for every company
to find a way to maintain a cohesive direction against a backdrop that
is constantly changing, but V2MOM is the glue that binds us
together.”

Amazon.com uses a similar strategic planning process but
complements it with a separate loop focused on identifying new ideas
that can be used to restart the innovator’s method on a new project.
During this process in the spring, anyone can propose an idea in the
form of a one-page press release, dated in the future, that describes
his vision of what he would like to do, complete with fake customer
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quotes. These press releases are distributed, and if they garner
enough attention, a small team is formed to test and validate the idea
using a process similar to the innovator’s method. This second loop
creates space for Amazon to initiate new projects as it executes and
scales the existing businesses.

To construct your own V2MOM, ask yourself the key questions
shown in figure 8-6.

FIGURE 8-6

Constructing your own V2MOM






The Chasm Awaits

If you forget everything else about this chapter, remember two things.
First, the process you used to nail the insight, problem, solution, and
business model won’t help you scale the business. You need to start
incorporating traditional management principles. Second, you can’t
just flip the switch between entrepreneurial and traditional
management. You must slowly blend traditional management in to
entrepreneurial management as you scale the market, process, and
team. As you go forward, you'll always face some uncertainty. In
these situations, you can apply the principles and tools we've
discussed to quickly resolve the new uncertainties you face. Finally,
even as you scale the business, never stop talking to customers. You
may discover an uncertainty—and an opportunity—you’ve previously
overlooked.

Watch Out: Timing Counts

Entrepreneurs typically struggle because they rely on
entrepreneurial management for too long, failing to introduce
traditional management techniques quickly enough to meet the
demands of an ever-growing—and increasingly demanding—
customer base. The result: communication snafus, decision-
making flaws, and process breakdowns. In contrast, managers
in established companies typically have a hard time applying
the innovator’s method, but once they find a business model
that works, they sometimes apply traditional management too
quickly, killing entrepreneurial management prematurely. The
corporate parent squeezes the life out of a promising new
project (often an acquisition), killing the innovation and driving
away the innovators.

Neither approach works well, because scaling is not about
entrepreneurial or traditional management alone. Rather, it's
about blending the two during a transition from the start-up to
the growth phase.






Making the Innovator’s Method Work for You

IN CHAPTER 1 WE explain how Intuit introduced the innovator’s
method from the top down, with support from the CEO and a
sweeping, companywide program aimed at training every employee.
Few of us are so lucky. If your top management team does not
support or is not aware of the ideas in the innovator’s method, what
should you do? How can you make these ideas work for you, your
team, or your organization?

The answer is to adapt the method to your circumstances,
particularly if you’re acting alone, leading a team, or trying to ignite
innovation in your organization. If you're pursuing more radical
innovation versus more incremental innovation, it also calls for
special adaptation.



Applying the Innovator’s Method on Your
Own

What if you work in an environment that may not be conducive to, or
may even be hostile to, the innovator’'s method? Even when
companies claim they want to bring new ideas to the marketplace,
they may really reward execution, leaving little room for innovation.
Or leaders may be averse to making mistakes or simply may not see
the need for innovation, even if the world around them is changing
rapidly. In these environments, can you apply what you've learned in
this book?

Even if you're the only one who has read and believes in the
innovator’s method, you can apply these principles to transform your
career and your life. Remember, the key principles are to identify the
uncertainties surrounding an insight and learn about them as quickly
as possible in a low-cost, reliable manner. The goal is to turn
uncertainties—stated as leap of faith assumptions—into facts. One
thing you have in your favor is that most managers hate uncertainty
and love facts almost as much as they love saving time and money.
You can use these tendencies to your advantage by leveraging the
power of questions to sneakily propose a rapid experiment to test a
key assumption—but in language acceptable to more traditional
management.

For example, as a team member, if someone proposes an idea
and you spot uncertainty, you can say, “That’s a great idea. What are
the key assumptions that must be true for that idea to create value
for us? | wonder whether there’s a way to run a quick experiment to
get some data to validate those assumptions.” If you need backup,
you can use words like market test or use the scientific method to
validate. These terms sound familiar and palatable to most
managers, although you now have a new and different appreciation
of them. Or you might refer to a prestigious innovator, such as
Amazon.com, and talk about how this company might test the new
idea.
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The basic formula for introducing the innovator’s method to your
organization in “stealth mode” has three parts, for which we created
the acronym VIP to help you remember the steps.

1. Value. We are all naturally defensive of our ideas. To put people
at ease, start by showing that you value their idea.

2. Investigate. Investigate the proposed idea by asking questions
to unearth the leap-of-faith assumptions behind the idea. What
must be true for the value to be realized?

3. Propose. Propose a way to conduct a rapid experiment to
validate the key assumptions; if possible, cloak your suggestion
in familiar language. Appeal to the natural desires to save
money or time or to avoid embarrassment.

Former students of ours who are managers and executives in
established companies have applied the innovator’s method but
have done it in stealth mode. For example, one former student, Anne
(not her real name), had just started working at American Express. In
a meeting she attended, a group proposed a new product that would
incorporate data and recommendations from customers’ social
networks to help customers manage their finances and make better
spending choices. There were a number of passionate advocates in
the room, and they proposed starting product development
immediately; they assumed they had sufficient knowledge of
customers felt the urgency and of a companywide innovation
imperative.

But Anne could see the fallacy of starting product development
based on only a guess; however she didn’t want to stick her neck
out, especially as a new employee. So she applied the method we
discussed, handling the new idea with care by first valuing the effort.
She recalls saying, “This looks really exciting and could have an
incredible impact. I'm so happy to be in a place where new ideas like
these are getting discussed.” Then she started the second step to
investigate, but in the spirit of building on the innovation, by saying, “I|
know that social is a huge new space with so much possibility, and
there is so much to figure out still, and I'm wondering how we could
make this project truly amazing by quickly figuring out the key



features that customers really want. | think we have a good idea of
what they are, but if we could quickly test those assumptions, we
could make this a billion-dollar business.”

Then she mixed in an appeal to a prominent company to drive
home her idea: “I'm wondering if we could save time and money by
doing some rapid, in-the-field experiments to understand exactly
what customers are looking for so we can build those features from
the start. | know Intuit did a similar thing when they developed
QuickBooks Simple Start, living in the field with customers and using
the prototype products themselves [an example from class]. They
used the data from their field research to create a blockbuster
product.” Notice that she didn’t criticize the project; instead, she
subtly suggested a way to quickly run experiments about the key
uncertainties. She could let the data from the field reshape or
destroy the project.

There was a silence in the room after Anne spoke. She began to
get nervous. After what seemed a long pause, a senior manager
spoke up, praising Anne’s great idea to save time and money on the
new project. Several others chimed in, and a colleague came up to
her afterward and mentioned how impressed he was with her. Over
time, people started to look at Anne with new respect, and some
requested her help on new ideas they were considering.

Anne’s experience illustrates how you can still apply the principles
of the innovator’s method even when they’re not widely understood
or explicitly supported by your organization. Others may not always
accept your proposals, but over time, if you suggest experiments to
test key assumptions in a positive spirit, you will gain a reputation as
a careful thinker.

Moreover, you can apply these same ideas to your own life,
thinking through how you might design experiments to test key
assumptions about actions you should take. For example, rather
than quitting your job to jump into a new career, find a way to be
involved in the new occupation for a few hours a month over the
course of a year to explore how much you like it. We both did this in
making our career decisions as we voluntarily participated in multiple



research projects before jumping from consulting to academia. If you
feel you want to change the nature of your relationship with a
particular family member or friend, write down your assumptions
regarding the key relationship problems, and design an experiment
to test an approach for improving the relationship. Whenever you
face a problem in life characterized by uncertainty, try deeply
investigating the problem, and then consider various experiments to
test a solution.



Applying the Innovator’s Method in a
Team

In 1983, while traveling in the United States with a Toshiba R&D
team, Tetsuya Mizoguchi had the idea for the first laptop. Having
observed that Japanese workers often lived and worked in small
spaces that discouraged the use of large desktop computers,
Mizoguchi came to believe that a smaller laptop could become a
huge success by allowing computer use at work and at home.

But Toshiba had already tried to enter the mainframe market and
failed to beat out IBM. Its personal computer entry also failed, largely
because it was not compatible with the IBM and NEC standards that
eventually emerged. So when Mizoguchi presented the idea for a
laptop to the executive team, he was quickly denied. The executives
told him that they were considering exiting the computer business
altogether and so did not want to commit funds to new projects.
When Mizoguchi continued to push, arguing he could find the funds,
the executives claimed that an engineering shortage meant they
couldn’t divert any engineers to high-risk projects. Despite these
denials, sensing the eminent opportunity, Mizoguchi secretly
assigned ten engineers to the laptop project at the Ome factory,
twenty-five miles from headquarters.

Mizoguchi didn’t have the innovator’s method framework, but he
applied many of the principles to manage the large risks inherent in
pioneering a new product category. For example, he designed a five-
stage development process that started much as we would have
prescribed, first trying to understand the problem by observing
computer users as well as dealers and then trying to nail the solution
using a series of prototypes. Furthermore, Mizoguchi pushed for
rapid iterations toward an awesome product. For example, after
several rounds of rapid iteration during which the engineers felt they
had reached the limit of what they could fit into a small laptop case,
Mizoguchi ripped the cover off the prototype, poured a glass of water
into the case, and then held the ruined prototype upside-down. As a



few drops of water fell to the table, Mizoguchi shouted, “See, there is
some space left!”

When Mizoguchi’s team finished a prototype that he felt was ready
to share with the executive team, they denied him the chance to sell
it in Japan. Fortunately, Atsutoshi Nishida, a senior vice president of
Toshiba Europe, offered to sell the laptop in his territory—quickly
selling thousands of units. With this new evidence, central
administration swiftly changed their minds, and the Toshiba laptop
was launched worldwide, achieving 38 percent market share in
Europe and 46 percent market share in Japan by 1988. Mizoguchi’s
story shows that it's possible to apply rapid experimentation methods
on new ideas in your team, even if you don’t have top-level support.
But you have to do so with small wins and with supporting data.

Sometimes the bottom-up approach of applying the innovator’s
method must be kept secret, particularly for large or controversial
projects, as was the case for Mizoguchi. In these circumstances,
pursuing a project in secret requires a champion who has enough
resources to shelter the project (and a willingness to take risks, such
as losing her job). For the laptop project, Mizoguchi had the support
of Masaichi Koga, general manager of the computer business
division. Later, Mizoguchi repeated this same process, himself
sheltering the development of the first notebook computer, a project
also rejected by corporate headquarters. Furthermore, these projects
must be fast and frugal, being revealed only when there is adequate
proof of the concept to convince the rest of the company. In the
Toshiba case, the team revealed the project after there was a solid
prototype, but perhaps this was too early: the executive team
accepted the project only after it had demonstrated sales.

In addition, these projects are often best located away from
headquarters to avoid distractions or distortions from the existing
way of doing business. Like the Toshiba project, dozens of other
secret projects have lived outside corporate headquarters, including
IBM'’s successful PC experiment, which operated out of Florida, far
away from IBM’s New York headquarters.



But you don’t need to pursue an innovation as radical as
Mizoguchi’s laptop in order to apply the innovator’s method to the
problems your team faces. The key is to educate your team
regarding the process and then generate potential innovation
insights, picking one or two to test (see “Taking a Page from Agile”).
Consider it an experiment to see what you learn. If you're in the
middle of a problem-solving or product development process, ask
yourself whether you've nailed the problem and you’re using fast and
frugal experiments to test various solutions with customers. Try to
keep whatever you do simple, inexpensive, and focused on learning
and action.

Taking a Page from Agile

Some of the best thinking about how to apply the innovator’s
method as a team comes from the world of software. Because
software development teams often face high uncertainty, a
number of practitioners (Jeff Sutherland, Ken Schwaber, and
Ken Rubin, to name a few) developed the concept of a scrum
as a better way to organize a team for innovation and
development. A scrum, a concept that comes from rugby, is
the formation that allows the team to restart after stopping.
Several useful ideas from the scrum may help you lead your
team.

In software development, every agile scrum team has three
components: a product owner, a scrum master, and a
development team. The product owner sets the product vision
and requirements, the scrum master coaches the team, and
the team self-organizes to accomplish the tasks. Beyond
software, consider the importance of a scrum master to
helping a team apply the innovator’s method. The scrum
master has several important roles, each one essential:
coach, helping the team members learn the method; process
leader, helping the team apply the method; change
management counselor, helping team members adapt to a
new process; and champion, protecting team members from



outside demands and removing barriers. Similarly, as a team
member you need to realize your role in self-organizing and
applying the process to your work.

Second, every scrum team follows an internal process of
defining a product backlog, executing a sprint, and reviewing
the sprint. The product backlog is a list of pending activities
prioritized by those most critical to success. The sprint
involves planning how the work (experiment) occurs within a
short timeframe (between one week and one month), and the
sprint review focuses on reviewing the product (completed
work in the form of shippable products) and process (how well
the sprint worked).

The scrum process has several valuable lessons. For
starters, think of your team’s backlog as the prioritized list of
the most important assumptions you face. The concept of a
sprint suggests the importance of identifying the tasks to test
those critical questions, time boxing (scheduling) these tasks
to go fast, and then adapting quickly as you discover the
facts. And scrum teams engage in a daily fifteen-minute
review, when they synchronize and adapt their activities to
produce a finished outcome at the end of the sprint. After the
sprint, the team members assess what worked and what they
could have done better.

You could apply the daily process of the scrum to any stage
of the innovator’s method. As the scrum master, you could
coach your team through the definition of a series of sprints to
tackle your backlog quickly and effectively, all while learning
how to improve the process. For more detail, we recommend
Ken Rubin’s Essential Scrum: A Practical Guide to the Most
Popular Agile Process (New York: Addison-Wesley, 2012).



Igniting Innovation from Within Using the
Innovator’s Method

What if your organization is focused on execution but would like to
ignite innovation from within? We recommend applying the
innovator’s method itself to the problem of building innovation
capabilities. Now that you understand the need to develop innovation
capabilities, follow the process we have described: assemble a small
team, reach out to early adopters inside your company to understand
their problems, use prototypes to test your solutions as quickly and
inexpensively as possible, and then find the right business model for
innovation inside your organization.

Consider how Kate O’Keeffe applied the method to build
innovation capabilities at Cisco Services, a major business unit
within Cisco employing more than thirteen thousand people and
delivering almost one-quarter of Cisco’s revenue. Although Cisco
Services had made efforts to encourage innovation, for the most part
they were ad hoc efforts across a large, diverse, and fragmented
organization. So when Joe Pinto, a senior vice president in Cisco’s
Technical Services group, encouraged O’Keeffe to develop Cisco’s
innovation capabilities, the project was daunting by every measure.
Moreover, she would have to do it without much budget, credibility,
or infrastructure. Faced with this challenge, O’Keeffe said, “| needed
to start small, demonstrate proof points, and earn organizational

support organically.”

O’Keeffe began by assembling a small team composed of T-
shaped people (people with breadth across many disciplines and
depth in some disciplines) who were passionate about innovation
and willing to voluntarily help her test their assumptions about
igniting innovation. Included were an experienced facilitator, a serial
entrepreneur, an expert in organizational behavior, and an expert in
six sigma and product management. The team called itself the
Services Innovation Center to create early legitimacy and connect to
influential parts of the organization, for example, engaging



executives such as Carlos Pignataro, a Cisco Distinguished
Engineer who brought the members of that community with him.

Then, much as we have described, the team set about
understanding the job-to-be-done. To do so, the team reached out to
early adopters (people inside the company who wanted more
innovation) to understand the problems they were trying to solve.
O’Keeffe described this process: “We have a really different model.
It's a client (customer) model, meaning we define what we do around

what our customers (managers and executives) need to innovate.”
As part of the process, the Services Innovation team discovered that
different customers wanted different things. Some wanted help
generating new insights, others wanted help assessing and
developing their innovation capabilities, and still others needed
experimentation tools and instructions for how to innovate.

With a clearer picture of the job-to-be-done, O’Keeffe and her
team could start to prototype solutions for a focused set of
customers. Rather than wasting resources building full-featured
solutions to every problem at once, O’Keeffe and her team
prototyped solutions one at a time. For example, in one early effort
the Services Innovation team developed a rapid prototype of an idea
day and an idea tea time that spread virally throughout the company.

In a later example, several senior leaders expressed a desire to
explore new business models and markets for existing technologies
(the functional job) while also inspiring employees to innovate
(emotional job). With these “jobs” in mind, the Services Innovation
team prototyped a potential solution: a “LaunchPad” event that they
pitched to Parvesh Seth, the senior vice president of Advanced
Services, who agreed to conduct a pilot program. With this validation
from an internal customer (similar to a payment test with an external
customer), the Center assembled teams of six people from across
the Cisco Services businesses, grouped around nine global regions.
Each team worked to generate insights, explore the job-to-be-done
with customers, and then rapidly prototype potential solutions. Then
the teams converged in front of a combined live and virtual audience
of senior executives to describe the problem and their most
promising prototype. Although a rapid experiment, the LaunchPad



proved a success, creating a $9 million impact and inspiring the
excitement executives were searching for. In the words of Rosette
Nguyen, one participant, “This was an incredible experience—what
we learned from the process, the networks we built, and the
exposure we received was incredible. | have everything | need to

drive greater innovation in the future.”® But just as important, it also
led to innovation: the winning team developed a services dashboard
for health care that one customer literally begged to buy or invest in.

By rapidly iterating on solutions for internal customer problems,
the Services Innovation team generated the proof that they could
solve key innovation problems inside the company. Over time, they
have iterated from rapid prototypes to more feature-rich solutions,
such as an innovation capabilities assessment and tools to capture
and develop ideas. In another example, the team started without an
idea capture tool, then adopted a version developed by Brightidea,
then rapidly iterated to develop a tool that allows crowd-sourcing
ideas across the entire services division. They have leveraged the
platform, called Smartzone, to capture, select, nurture, and develop
ideas.

For example, O’Keeffe recalls a team of service engineers who
were discussing the daily challenge of trying to get customers’
technical issues solved faster. The core issue was access to pieces
of code, called scripts, which enable a customer issue to be
resolved. Trying to find these scripts could be time-consuming and
often delayed resolution of the customer issue. The engineers came
up with an idea that would be like an app store for service engineers.
This solution, a social networking platform that quickly connected
service engineers to the required scripts, had the potential to change
the way service engineers performed their work. The team, led by
Sam Grimée, a senior manager in Technical Services, immediately
submitted it to Smartzone, which attracted the feedback, interest,
resources, and sponsorship needed to move through the steps of the
innovator’s method and bring the innovation to the service
engineers. Grimée recalls, “Smartzone was a great medium to test
whether potential customers found our idea useful, and it helped us
identify and build a network of stakeholders to engage with and later



partner with. The exposure and feedback we received were
instrumental to define our plans and guide our solution
development.” They generated enough enthusiasm and funding to
make a viable demo, a prototype, and to secure the people needed
to help them succeed internally. The result is more than six thousand
scripts being made available on a social media platform inside Cisco
Services, each one saving precious minutes or hours of engineering
time.

Finally, as the Services Innovation team prototyped and deployed
solutions, they also experimented to validate the business model.
For example, as with the launch of any other innovation, O’'Keeffe’s
team had to find a way to deliver a value proposition, acquire
customers, and manage costs. Recall that customer acquisition
requires understanding what motivates your customers (the job-to-
be-done), how they make decisions (the consumption chain), and
how to communicate through channels that influence them (the
influence pyramid). The team started by understanding the unique
job-to-be-done for different customers; for example, junior engineers
are looking for time and recognition, whereas senior executives are
looking for big ideas that will create value through engaged
employees. The team also looked at the consumption chain—the
points at which innovation messages can influence their customers,
such as company communications, annual evaluations, high-profile
events, compensation, and so on. Finally, the team tackled the
influence pyramid for their customers. For example, even though
newsletters and e-mails have some effect, the team discovered that
a range of events, such as an Innovation Summit (for advocates)
and an Innovation Leadership Forum (a speaker series), along with
rewards (a $1,500 Innovation Catalyst Award), had an even greater
effect. Similarly, when it comes to costs, the team thought carefully
about leveraging the resources already in Cisco, using partners
inside and outside Cisco to develop and deliver solutions.

By applying the innovator’s method, O’Keeffe and her team have
been successful in igniting innovation within Cisco Services. In the
last quarter alone, they’ve generated dozens of insights and more
than $12 million of business impact, including lifting employee



innovation engagement scores by more than 8 percent in the teams

they engaged.® Moreover, people feel energized and inspired, saying
things like, “I have never felt so much like a part of Cisco” and
“People who were originally skeptics are now genuinely excited.
Having nailed the problem, solution, and business model, the team
now faces many of the challenges described in chapter 8:
developing the whole-product solution, standardizing the solution,
and finding ways to deliver it at scale.
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Adjusting for Disruptive versus
Incremental Innovation

Imagine you work at Google and you're asked to work on bringing a
new solution to market. You’ve been given two projects to choose
from: Google Offers, an idea for a service offering discounts and
coupons that is integrated with both Google Wallet (for payment) and
Google Maps (to identify the location of the offering company), or
Google Glass, an idea for a wearable computer with an optical head-
mounted display (OHMD) that responds to voice commands and

displays information in a smart phone-like hands-free format.” Both
projects involve trying to bring something new to market, but clearly
the Google Glass project involves a more radical innovation with
higher uncertainties and higher risk. How might applying the
innovator’s method be different for an incremental versus a more
radical, disruptive innovation (see “What Is a Disruptive
Innovation?”)?

What Is a Disruptive Innovation?

Innovations fall into two general categories: incremental and
disruptive (radical). An incremental innovation builds on a
firm’s established knowledge base and either improves a
product or offers product line extensions—for example, a
Gillette razor with five blades instead of four; a Samsung TV
with 3-D instead of 2-D imaging; and improvements to internal
operations to accomplish a task faster, better, or with fewer
resources.

In contrast, a disruptive innovation draws on a different
knowledge base, technologies, or methods to deliver value in
a unique way. Examples of disruptive product innovations
include digital watches (versus mechanical watches), the
personal computer (versus the typewriter and manual



processes), cell phones (versus landline phones), and MP3
players (versus CD players).

Processes can also be changed in a disruptive way. For
example, Toyota engineer Taiichi Ohno’s flexible production
techniques, often referred to as lean manufacturing,
minimized inventories and waste despite being designed for
rapid product changeovers. Business models, too, can be
based on radical innovations. For example, Netflix used the
internet, software, and warehouses to deliver video rentals
through the mail and through streaming, an approach that
was radically different from the brick-and-mortar stores of
one-time market leader Blockbuster. Similarly, Redbox rents
videos through vending machines, a method that requires
different technologies—and a different distribution system—
from those used by either Blockbuster or Netflix.

Strategies based on radical innovations are sometimes
referred to as disruptive (a term popularized by Clayton
Christensen) because incumbents can no longer do business

as usual.8 For example, Netflix and Redbox disrupted
Blockbuster’s strategy. Disruptive innovations often stem from
a new technology entering at the low end—the most price-
sensitive segment of the market—and then gradually moving
upmarket as the disrupting company improves its technology
and processes.

Although the Google Glass project may seem “cooler” because it’s
more disruptive, these types of innovations present significant
challenges. Indeed, The Innovator’s Dilemma argues that managers
who aren’t trained to deal with disruptive innovations fail when they

try to apply their familiar tools for incremental management.® In the
parlance of the innovator’'s method, we see the difference between
incremental and disruptive innovations in terms of degrees of
uncertainty. Disruptive innovations involve much greater uncertainty
—sometimes orders of magnitude greater. This means that you'll
need to apply the innovator’s method to almost everything you do.



But for disruptive innovations you must also adjust your expectations
along four key dimensions: target customers, feedback expectations,
timeline, and structure.

Before we describe these dimensions, we want to acknowledge
that incremental innovations can also have significant benefits. By
some estimates, they create as much value for companies as do
disruptive innovations. For example, Hindustan Unilever discovered
and implemented many small incremental innovations, generating a
40 percent revenue boost in a single year. With incremental
innovations you enjoy lower uncertainty, you may already possess
many of the required resources, and you can more easily integrate
the change with your existing business model. However, it is also
crucial to recognize that disruptive innovations create the growth
markets of the future and so are a fundamental part of a firm’s
innovation portfolio.



Adjust Your Feedback Expectations

Most disruptive innovations are adopted first by nonusers: people
who are not well served by existing solutions. Therefore, as a first
rule of thumb, if you are pursuing a disruptive innovation, you should
always explore your innovation with nonusers in great depth. That
being said, regardless of whether you explore a disruptive innovation
with users or nonusers, there are some peculiarities of the adoption
process you should watch out for.

First, for disruptive innovations, customers may not fully recognize
the problem, or the solution may be unfamiliar. As a result, you may
receive negative feedback at first. Furthermore, for many disruptive
innovations, people cannot imagine the product until they actually try
it. For example, when Reebok introduced the Reebok Pump—an
athletic shoe that has a button to inflate air pockets around the ankle
—basketball players and coaches were skeptical until they tried the
shoe. Then they loved it. The Innovator’s Dilemma calls this the
“agnostic marketing” problem, meaning that, for disruptive
innovations, no one—not experts, not traditional market research,
and not even customers themselves—can tell you what is wanted or
whether it will succeed. Instead, customers have to try it to fully

appreciate it.10

To complicate matters, there may be social norms or incentives
that distort the feedback you receive. One entrepreneur developed a
portable X-ray machine that produced such clear images that any
health care provider could see bone cracks or tissue lumps, at 10
percent of the cost of existing technology. But radiologists and
medical device companies were not interested. Why? The new
machine conflicted with their existing financial incentives
(radiologists interpret fuzzy films, and medical device companies sell
expensive machines). Ultimately the company failed because it ran
out of cash before it could overcome these persistent obstacles.

Similarly, if a solution doesn’t seem legitimate, customers may
reject it no matter how well it solves the problem. In one famous
example, efforts to teach villagers to boil unclean water in the region



of Los Molinos, Peru, failed because of a local tradition that hot
foods were only for sick people. Because the innovation was only
adopted by people lacking legitimacy (social outsiders), the practice
failed to spread.’ If your innovation faces potential legitimacy
challenges, you may have to think carefully about how to create that
legitimacy.



Adjust Your Timeline

In the popular lore surrounding disruptive innovation, incumbents are
blindsided and respond too late, leading to their failure. For example,
Swiss watchmakers dominated the mechanical watch industry for
years before digital watches—most of them made by Japanese firms
—entered the market. The Swiss viewed these new watches as low-
quality, low-margin timepieces; jewelers did not want to sell them,
and Swiss watchmakers felt certain they could maintain their
advantage. But as the performance of digital watches improved, they
began to move upmarket, quickly replacing Swiss watches at the
market’s lower end and then in the mainstream. By the time Swiss
manufacturers responded, it was too late. Japanese manufacturers
were making millions of units for every ten thousand units the Swiss
produced. Within a decade, the Swiss watch industry had been
decimated, with most manufacturers going out of business and the

Swiss market share falling to less than 10 percent.'?

On the surface, the Swiss watch example appears to be a classic
case of disruption, with the incumbents being blindsided by a new
technology. But let’s take a closer look. In this case, as in other
disruptions, the incumbents actually invested early on in digital
technology, but they concluded it was too expensive and too clunky
and would never succeed against the elegant Swiss watches. As a
result, they simply quit investing.

The issue at stake is a matter of timing and perception. Early in
the life of a disruptive innovation, it often appears “not good enough.”
Moreover, market adoption of disruptive innovations takes far more
time than with incremental innovations. In some cases it might take
decades for the disruptive product to improve to the point where
customers will accept it. This means that if you’re working on the
Google Glass project instead of the Google Offers project, you'll
need to be patient and adjust your expectations for how quickly the
product will gain adoption and be seen as valuable. Moreover, you
may have to patiently improve certain new technologies (or work with
partners to improve them) for the disruptive product to nail the job-to-



be-done. It usually takes longer to get market adoption, because
customers will be unfamiliar with the solution and will need to be
educated. If you've adopted a low-cost, high-experimentation
approach like the one we advocate—rather than the high-profile,
high-cost approach taken by many hopeful innovators—you’re more
likely to sustain the organizational patience needed for the idea to
mature.



Adjust Your Structure

It's critical to provide the right structure—and the right mix of skills—
for disruptive innovation project teams. Many organizations fail with
projects, especially disruptive ones, because they fail to understand
a basic organizing principle: the more radical the idea, the more
autonomy the project team will require.

Let's see why that is. A company’s least radical projects typically
involve incremental improvements to existing products. For example,
at Sony the next generation of its PS4 game console (we’ll call it the
PS5) will likely be developed by designers and engineers who work
at Sony and are familiar with the PS4’s components and
architecture. Innovations are likely to come from modifying or
improving existing components (graphics, storage, the convenience
of online gaming) or perhaps adding a new one (perhaps the ability
to digitally record TV shows as a DVR or TiVo does). The ideal team
for this project is a team of engineers who specialize in each type of
component, working at the component level. Alternatively, Sony
might use a lightweight team—mainly people from the game console
group but including a few engineers from other functional areas.

But imagine that Sony wants to develop a Google Glass—like
device that possesses features that leapfrog Google Glass (let’s call
it Sony Glass) and support advanced gaming. If Sony attempts to
develop the new Sony Glass device within the PS4 engineering
group, the new device will likely reflect the knowledge and
technology of a Sony game console. The same would be true if the
device were developed by the Sony computer engineering group, or
the Sony TV group. To get something more radical, Sony would be
better off pulling folks from each of these areas (and perhaps
elsewhere) into an autonomous project team, independent and
isolated from the rest of the corporation, to protect the innovation
and allow full application of these principles.

A project may differ so radically from a company’s offerings that it
requires a different business model (e.g., to serve different
customers using different technologies). In these cases it makes



sense to create a fully autonomous business unit. For example,
when Amazon decided to pursue, and then launch, a cloud
computing service business (Amazon Web Services), it created an
autonomous business unit, because the opportunity demanded a
different business model from Amazon’s online retailing business.

Creating an autonomous team or business unit can be critical for
several reasons. First, when the existing business model conflicts
with the disruptive business model, staying with the existing
business model can destroy the disruptive idea. The existing
business model will starve the idea of resources, as happened in the
Swiss watch case, or it will kill the innovation outright, as occurred
when Polaroid shelved its market-leading digital capabilities because
they conflicted with its film-based business model.

Second, large companies require growth that disruptive
innovations initially cannot provide. A billion-dollar company
searching for 10 percent growth ($100 million) next year will find the
$50,000 revenues of an early disruptive innovation irrelevant. As a
result it will either defund the effort or distort it by trying to make it
generate revenue right away (usually it gets turned into a sustaining
innovation that misses the market opportunity). Putting the disruptive
idea into a separate group that can get excited about smaller
revenues will let these folks take the steps to one day build a billion-
dollar business.

Third, putting the disruptive idea into a separate unit lets the team
develop the resources the innovation needs rather than those
already in the firm. For example, when IBM sent a team to Florida to
develop the IBM PC, the team developed new competencies and
used the resources of new partners, such as Intel and Microsoft.
This strategy saved the team crucial time and expense, economies
that proved vital to the success of the IBM PC.

Watch Out: Are You Dependent on Someone
Else?"



Have you ever wondered how Nokia went from being the top
phone manufacturer in the 1990s, only to be banished to the
sidelines in the smart phone era? It's tempting to think the
company didn’t try to innovate or didn’t foresee the 3G
revolution, with its potential for mobile internet and a portable,
digital lifestyle. But that’s not it. As Ron Adner recounts in The
Wide Lens, Nokia was an enthusiastic pioneer of the 3G

era.’3 Projecting that there would be more than 300 million 3G
users by 2002, Nokia pushed the development of the first 3G
phone, the 6650, which was the most technically advanced
mobile phone to date. Despite successfully producing the first
3G phone at an affordable price—an immense technical feat
in 2002—Nokia saw less than 1 percent of the predicted
market materialize.

Although Nokia delivered a solution, it overlooked a change
that occurred in the transition from 2G to 3G: successful
innovation shifted from being an independent effort under
Nokia’s control to an interdependent effort, much of it outside
Nokia’s control. The shift to 3G required the development of
outside innovations such as video conversion software to
display mobile video, changes in router technology to handle
increased traffic, database tools to allow mobile operators to
identify users’ data access, digital rights management to
ensure security for content providers, and so on. As a result,
when Nokia delivered the phone, the remaining pieces of the
ecosystem were still missing. Nokia failed to recognize that its
success was dependent on others, and it hadn’t properly
addressed or managed those interdependencies.

Increasingly, innovation is shifting from independent to
interdependent undertakings. Multiple partners must deploy
their resources and even change their activities to ensure
widespread market adoption. Some of these partners may be
upstream or downstream, in areas that you might normally
ignore.

To adapt the innovator’s method to interdependent
innovation, start by mapping the required ecosystem for your



product. As you look at the uncertainties you face, look
upstream at any uncertainties about the required components,
downstream at the uncertainties of adoption, and laterally at
the larger ecosystem of partners you need. What parties
possess complementary assets or resources that will
influence the successful adoption of your innovation? Once
you've identified them, it’s critical to bring them on board early.
Otherwise you might spend significant time and resources
developing an innovation that will not succeed because you
did not get the support of entities that possess key
complementary assets.



Adapt to Innovate

Your ability to apply the innovator’s method depends on your
circumstances. If you're an individual contributor, your pathway will
differ from that of a team leader or an organization leader trying to
achieve organization-wide impact. We've observed the successful
application of elements of the method by hundreds of individuals and
by dozens of companies, large and small. In most instances,
managers and entrepreneurs adapted the method to fit their own
circumstances. There is no one-size-fits-all prescription for success.

Despite the adaptations, there remains remarkable adherence to
the basic principles: identify a problem, identify the necessary
assumptions with regard to solving it, construct low-cost experiments
to test your assumptions, and learn as quickly as possible. We know
you can adapt the innovator’s method to your unique circumstances.

In conclusion, we want to once more acknowledge that the
innovation process is inherently messy and recursive. We have tried
to simplify the process here to make it easier to understand, but in
reality, stages overlap with one another, some steps get skipped,
and often confusion or ambiguity accompanies the process. When
this is the case, it helps to recognize that you aren’t doing anything
wrong. Rather, you are dealing with uncertainty and such messiness
is part of the process. Rather than trying to stamp out uncertainty,
respect and embrace it as many great things emerge from
uncertainty: creativity and innovation are just one.



Conclusion

Turn Uncertainty into Opportunity

IN THE FIRST DECADES of the US biotechnology industry, most
biotech companies operated according to the same rule: identify one
promising candidate drug (usually following up on an insight coming
from academia), and then focus virtually all your resources on
bringing this drug to market. Because the cost and technical
uncertainty in discovering and developing new drugs were so high,
the prevailing wisdom argued that nascent biotech companies had
neither the capital nor the know-how to develop a broader research
base or drug pipeline. Furthermore, diluting efforts by attempting to
do so was a sure recipe for failure. While many young companies
raised tens to hundreds of millions of dollars to develop a single new
drug, the sad truth was that the vast majority of these companies
would fail, never bringing a single drug to market. The landmark
sequencing of the human genome raised hopes that things would
change: thousands of cures for cancer and other diseases would
become instantly obvious, and the rate of drug discovery would
exponentially increase. Unfortunately, things didn’t change. Despite
the efforts of hundreds of biotech companies, not to mention dozens
of so-called multinational big pharma companies, each year only
about twenty new drugs are approved in the United States, and very
few are true blockbusters that change the landscape.

So when a newly formed biotech company called Regeneron, led
by physician-scientists Leonard Schleifer and George Yancopoulos,
held its first meeting with a board of esteemed scientific advisers, the
team members were excited to share their grand vision of a better



process for developing new therapeutics. Rather than focus on one
solution, Yancopoulos proposed that they first invest in better
understanding why treatments failed in the first place and then use
better experiments to create dozens of solutions at the same time.
This would require creating tools to tackle the rate-limiting factors—
the accuracy and speed of experiments—in developing new
therapeutics.

Much to the chagrin of Yancopoulos, formerly a professor at
Columbia, the room exploded with criticism: What were Schleifer and
Yancopoulos thinking? Why weren'’t they, like everyone else, focusing
their research efforts and resources on a single high-potential
therapeutic treatment? How could they possibly succeed if they
scattered their resources and attention by testing multiple solutions at
once?

Yancopoulos recalls being stunned and dismayed. Finally, Schleifer
stepped in, asserting that Regeneron was going to try its process in
spite of the advisers’ rejection. Although Yancopoulos felt relieved to
have Schleifer on his side, we ask you to put yourself in their shoes:
some of the most preeminent thinkers in the world had told them they
were going about it all wrong. Were they?

Fast-forward twenty-five years, and we find that Regeneron is one
of the most innovative companies in the world. Regeneron’s success
in developing breakthroughs has helped it rise rapidly to the number
4 position on the Forbes most innovative companies list, with an
innovation premium of 63 percent. Although Yancopoulos could easily
look back and gloat, he says he now recognizes how fortunate the
founders were. Most companies that followed the advice of their
advisers failed, flaming out before they brought a single product to
market. As it turned out, many of Regeneron’s early guesses,
although seemingly founded on strong science, also turned out to be
dead ends. Had Regeneron focused too narrowly, it too might have
become a forgotten failure.

At the core, a single insight differentiated Regeneron from its
contemporaries: in a highly uncertain environment, you need to do
fast and frugal experiments to solve problems. Whereas many of
Regeneron’s contemporaries unwittingly borrowed traditional



management tactics from established pharmaceutical firms (which
faced comparatively greater certainty), Regeneron started with the
assumption that it faced unprecedented uncertainty. Yancopoulos
says that even though many of Regeneron’s contemporaries have a
healthy respect for peer-reviewed science, he started with a healthy
disrespect. “In my view 60 to 90 percent of discoveries in biology are
either wrong or irrelevant,” he says. “Just take a look at the New York
Times science section: Of a hundred breakthroughs, how many have
materialized? | remember seeing the cover of the New York Times in
1998 that cancer would be cured in two years . . . the point is, most of

what we believe to be facts are not.”’

Because they recognized such fundamental uncertainty, the
Regeneron team designed a different process to deal with such
uncertainty. As Yancopoulos recalls, “Our core belief was that if you
don’t know for sure about things, you are going to make a lot of
wrong turns, wasting a lot of resources. Our belief was that we could
actually use genetics as the most powerful way to rigorously test an
idea. We are doing something fundamentally different than the way a

lot of companies innovate.”?

Although the two men describe this process in more scientific
terms, in essence, the Regeneron team discovered and applied the
innovator’s method (see figure C-1).

FIGURE C-1

The innovator’s method
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Here’s how. In the first step—insight—we recommend searching
broadly rather than focusing on a narrow set of ideas. Regeneron
searches much more broadly for insights than most biotechnology
companies before settling on the problems it wants to tackle.
Whereas many biotech companies are based on a single insight from
a scientist’s lab, the Regeneron team members go beyond the lab,
scouring the broader academic literature, searching for potential
associations or even hints of associations between genes and a
disease. Then, when they find a reported association, the team does
experiments in genetically modified mice, created using its
VelociGene platform technology, to test it. In this way, the Regeneron
team can generate and validate insights, using real data, much more
quickly than many competitors. Yancopoulos argues, “Using this
approach we could re-create reported associations and quickly jump
on them. Instead of following the literature, we can sample a

thousand associations and jump on the most promising ten to fifty.”3

For example, in the mid 2000s, Regeneron teams became aware
that researchers at the University of Texas had found a specific
genetic mutation in people who have “bad” (LDL) cholesterol levels
that are 20 percent as high as those of the rest of the population (and
who have correspondingly lower rates of heart disease). Putting
VelociGene to work, Regeneron scientists quickly created this
mutation in their mice and watched the effect, quickly observing and
validating an insight—an association between a specific gene, a
biochemical marker (low “bad” cholesterol), and heart disease. Today,
Regeneron and its big pharma partner, Sanofi, are completing phase
three trials with the drug they went on to develop, while other
pharmaceutical giants are in hot pursuit in this next generation of
cholesterol-lowering drugs.

The second step of the innovator’s method is to deeply understand
the problem. Perhaps because life science companies face greater
technical uncertainty (will it work?) than demand uncertainty (will
customers buy it?), most companies start by focusing on solutions.
But as Yancopoulos notes, “If you are so focused on the solution, and
things aren’t working, and you are trying to get things to work, you
don’t understand the reasons you are failing . . . Rather than slapping



solutions on top, we were trying to deeply understand the problem,
which is the first step.”

Regeneron doesn'’t interview customers, because most customers
care about problems like curing their cancer or lowering their blood
pressure (the demand uncertainty). But Regeneron still invests in
understanding the physiological and biological problem before
working on the solution. For example, before developing solutions to
block the way disease-related genes instruct the body to bind
proteins with one another, the Regeneron researchers experimented
to understand how the relevant proteins bind with each other in the
first place so that they could better create solutions to block the
binding process. Because Regeneron focused on the problem first,
says Yancopolous, “we were able to come up with a therapeutic
solution better than anyone else’s solution . . . in fact, whereas most
companies would develop only one drug for a particular target, by
understanding that first step really well, we ultimately came up with

three drugs and five disease applications.”

The third step of the innovator’s method is to iteratively match a
solution to the problem using a series of prototypes to avoid wasting
resources on unwanted solutions. Of course, all life science
companies test their solutions to make sure they work. But they often
use a long, expensive testing process that starts with testing in
animals and then progresses through three rounds of clinical trials in
humans, ultimately costing hundreds of millions of dollars and

resulting in failure rates as great as 97 percent.® Many companies
have tried to overcome this liability by pushing as many solutions as
possible through the clinical trial pipeline in hopes of increasing their
hit rate, resulting in a sharp increase in the cost to develop new
treatments.

Clearly some of the prototypes we have recommended, such as
virtual prototypes drawn in PowerPoint, would not work here. But
consider how Regeneron has applied the principle. Rather than push
solutions into clinical trials, Regeneron executives adopted the idea of
early, rapid experimentation, developing a technology that would
allow them to rapidly generate and test many solutions more
accurately in that first step of animal trials. Most companies test one



or a few solutions in mice. Mice are inexpensive but are imperfect
models for human disease. Rather than accept the status quo and
rely on an imperfect experiment with a small number of solutions,
Regeneron redesigned the experimentation process, creating a
technology to generate a larger number of higher-quality solutions by
replacing mouse immune genes with human counterparts, but at a
scale millions of times larger than any gene replacement attempted
previously. These “humanized” mice were then used to develop what
was effectively a multitude of “prototyped” solutions that were also
more specific to human disease: human antibodies, rather than mice
antibodies, to treat a disease. A different humanized mouse would
then be used to quickly test which of the prototyped solutions actually
worked to treat the disease, in what was essentially a prototype of a
human model. Whereas their closest competitors could test one or
two mouse antibodies (which are imperfect models of human
antibodies), the Regeneron approach lets the company prototype and
then test hundreds of human, rather than mouse, antibody solutions.
Not only did Regeneron experiment during the earliest stage to find
the best solutions, but it also invented a technology that allowed it to
experiment better and faster—a hundred times faster.

As we look back, part of what makes Regeneron successful is that
it has applied the principles of the innovator’s method to test
unknowns more quickly and more effectively than most competitors. It
has made mistakes, but applying rapid experimentation has allowed it
to quickly test multiple solutions, thereby enabling it to rapidly resolve
some of the huge uncertainties during treatment development. This
approach has helped Regeneron successfully develop for approval
three treatments in the past few years, a remarkable achievement for
all but the largest pharmaceutical firms.

EYLEA, the most successful so far, treats a form of adult vision
loss known as wet age-related macular degeneration. The product
achieved nearly $1 billion in sales during its first full year, a rare feat
in a field that rarely sees blockbuster treatments. What’s more,
Regeneron produces these breakthroughs at a cost dramatically
lower than the industry average: according to a recent analysis, most
companies that have produced three or more approved treatments
spend an average of $4.3 billion in R&D per treatment. Some of the



larger companies have spent as much as $10 billion. By contrast,
Regeneron has spent an average of $736 million per treatment, a
number that includes both the cost of development and the extra

investment in experimentation tools.”



Innovate on the Method Itself

Beyond its remarkable application of the innovator’s method in an
industry characterized by complex science and high technical
uncertainty, Regeneron’s experience teaches us a deeper lesson.
The company has been so successful because it innovated on the
process itself. It identified the rate-limiting elements of its ability to nail
the problem and solution and then developed innovations that
dramatically increased the speed at which the company could follow
the steps. As Yancopoulos describes it, “We went broad, beyond the
technology, to come up with tools that would allow us to make better

choices in the first place.”®

These tools include data sets to test insights, the technology to
replace genes (VelociGene), the tool to create human antibodies in
mice (Veloclmmune), and a number of other approaches. These
process improvements allow Regeneron to test problems and
solutions more quickly, inexpensively, and accurately than
competitors. “History is proving that our approach was better,” says
Yancopoulos. “We've been able to come up with faster, better ways to
make those crucial decisions: How do you pick the right problem and

how do you know if your solution will really work.”®



Gain a Competitive Advantage

As uncertainty increases, companies will have to reorganize for
innovation, adopting new ways to effectively create new products,
services, and solutions. But rather than view such a change as a
threat, leaders should view it as an opportunity to create an
advantage by designing better experimentation tools to speed
innovation.

At the beginning of this book we argue that you should ignore
strategic issues such as competitive advantage or first-mover
advantage until you determine that you’ve found a problem worth
solving and a solution that nails the job-to-be-done. As professors of
strategy and innovation, we’re being fairly heretical in advising you to
ignore strategy during the first stages of the method (of course,
strategy matters as you begin to nail the solution). But ask yourself, in
an era of uncertainty, what competitive advantages truly persist? As
we show in chapter 1, competitive advantages are more fleeting than
ever. We argue that in high uncertainty, the only durable advantage is
the ability to manage uncertainty: to capture opportunities more
quickly and to learn more effectively than competitors, and to bring
those innovations to market. Although it takes time to develop and
practice this capability, once developed, it's hard to imitate. That
makes it durable.

By applying the innovator’s method to the problems of increasing
the speed and effectiveness of experimentation, Regeneron has
created a competitive advantage. Although the company has been
criticized for working in diseases crowded with competitors,
Yancopoulos and Schleifer make these seemingly counterintuitive
choices because they believe they can learn—and develop effective
solutions—more quickly than others. Using its rapid experimentation
processes, Regeneron can test assumptions so quickly that often it
simultaneously tests its competitor’s solutions as well as its own as it
looks for opportunities to leapfrog a competitor. Whether it can
continue to develop these capabilities and stay a step ahead remains
to be seen. But its remarkably high hit rate and low development



costs suggest that it has developed a durable advantage through its
innovation capabilities.



Professional and Personal

We start this book by asserting that as we move from the industrial
age to the information age, we face a surge in uncertainty that calls
for a new way of management. Established companies will no longer
be able to rely on traditional management alone if they hope to
innovate or survive. Instead, managers and entrepreneurs alike will
have to apply the new management science of innovation—what we
labeled the i-school—to the uncertainty of creating new growth from
innovation.

Each major discipline, upon encountering uncertainty, has
developed its own answer to the challenge of how to manage
uncertainty. Each perspective offers valuable insight into solving high-
uncertainty problems. Each perspective has generated thoughtful
contributions. But rarely do the holders of these perspectives talk to
each other or consider how their overlapping approaches could be
combined to effectively address the need for innovation.

In this book, we've tried to synthesize these perspectives into a
single method, an end-to-end process that you, your team, or your
company can use to generate disruptive insights and bring them to
market. In a sample of companies we studied, we found a significant
correlation between implementing elements of the innovator’s method
and an increase in innovation premium and market value. Indeed, the
average boost in innovation premium is more than 50 percent, an
increase that translates into billions of dollars in market capitalization.
Similarly, companies that have instituted these ideas, even after
trying to innovate using other approaches, have claimed significant
increases in revenues from new products: for example, both Intuit
and Cisco Services earned more than $100 million in new revenues,
and Hindustan Unilever enjoyed a 40 percent increase in revenues.

But more important than shorter-term revenues and market value,
these companies discover new opportunities and bring them to
market at lower cost and at higher success rates than their
competitors. Regeneron is not alone in saying, “We’ve been able to

come up with faster, better ways to make those crucial decisions”;10



Jeff Bezos cites a reduction of the costs of experimenting and a
resulting boost in the number of experiments the company is able to

conduct.' For Intuit founder Scott Cook, the approaches described
here have “totally transformed” the way the company operates. Our
firsthand research showed that every Intuit leader, manager,
designer, and engineering lead used the process of developing a
hypothesis, framing an experiment, and then using the data to make
decisions.

This approach has allowed companies working in a wide range of
industries, from software to cement, from pharmaceuticals to food
products, to discover the tools to innovate repeatedly. Those that
apply the method are finding the returns speak for themselves. “Our
innovation program sharpens the focus of our employees and our
ecosystem on the direction we're going,” says John Donovan of AT&T
technology and network operations. “But it also is providing elite

venture capital returns, so there’s real value in it.”12

Whether you’re a leader, a manager, an entrepreneur, or an
individual contributor, we know you can apply this method to resolve
uncertainty, wherever you face it, whether in internal processes or
external innovations, at lower cost and with greater success than ever
before. The innovator’s method will help you creatively solve
problems that you face in both your professional and your personal
life. Most of all, you can use these tools to learn more quickly than
others—and in this era of uncertainty, speed of learning is the new
competitive advantage. We look forward to seeing you use these
tools to cross each new finish line first, wherever that may be.



Appendix

An Overview of the Innovator’s Method

IN THE FOLLOWING figure A-1, we summarize all the steps and
tools of the innovator’s method. This graphic features the key
activities for each step of the innovator’'s method, the tools, and the
tests to know whether you have resolved the key uncertainties of
each element sufficiently to have confidence in your innovation.
Additional insights on how to apply these, and other tools and tests,
are available at www.theinnovatorsmethod.com.

FIGURE A-1


http://www.theinnovatorsmethod.com/
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