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PREFACE

[image: An illustration of a paper plane in flight.]
I am a paper trader, and my neighborhood is the world. This makes me part of a long tradition, for humans have travelled, moved, traded, and exchanged goods, practices, and ideas for millennia. This history of movement and connection has been the most important stimulus to a process that I have been studying and trying to implement in my own business for sometime: innovation. Innovation, which is how people make, or fail to make, creative, valuable, beneficial changes to their environments, is something that feeds off of creativity, diversity, and connection. I can tell you from experience that it benefits enormously from a free and open society where people can try out, test, and challenge their beliefs. I know what it is like to be missing those opportunities. I was born and raised in Egypt under the Nasser regime. He had vowed to create a modern egalitarian society, but after his death my country experienced a revival of Islamic fundamentalism. I saw Egypt come under the sway of conservative Muslim clerics and witnessed the growth of extremists who assassinated Anwar Sadat. Now, don’t get me wrong. I am a citizen of the world and regardless of race and religion these are my beliefs about how to be an innovator. But I am also a Muslim and I do not believe that religion is always the enemy of innovation. To be an innovator I believe that one must have clear values, the sort of values that are learned in childhood. Faith and religion are the great source of many of our values in the world. And some of the most important innovators have been inspired by a desire to share their values, to make the world a better place. Because that’s what innovation is—adding value. You cannot add or offer new values to your partner or customer or co-worker if you don’t have values to start with.

But those values need a chance to flourish, and to be communicated to people, often those from very dissimilar cultures who view the world quite differently. Travel, trade, and exchange are closely linked to innovation and creativity in my mind, because that is where one gets the chance to test new ideas and draw from and learn from others. Even as a boy I longed to travel the world. And as I’ll tell you, I got my wish! I was also something of a handful when I was a child, sometimes too curious and independent for my parents’ patience. I grew up in a house of learning with parents who were both teachers. They taught me how to be observant, to think critically, and be true to my values. But that also made me question my teachers, even my religious teachers. This attitude, combined with my strong values rooted in education and a desire to see the world, set me on my journey. By the time I was thirteen, I realized I could never speak or think freely in Egypt. It was my home, and it is part of the long history of the Islamic World. At times Islam, like Christianity and Judaism, like Confucianism and Hinduism, has been a great teacher of values, and a great incubator of ideas and inventions. But cultures and societies have risen and fallen when it comes to innovation. And when I was growing up, one of the world’s great seats of learning, science, technology, business, and innovation was Europe. So, I set my sights on studying there, moving to Austria for education. My ability to learn languages was an enormous asset in Europe. I already spoke English and quickly picked up German, as well as Spanish and French.

These experiences shaped my view of the world and of business. Here I was, an Egyptian, who grew up in the Islamic world, but who had become educated in Austria, in a new language, in a culture vastly different from what I had experienced as a boy. These experiences convinced me that to be creative and innovative, one must be able to deal with a variety of people and values. It is an important way to widen one’s creative scope. If your experiences are too limited or narrow, if you are not open to seeing the world through the eyes of others, you will find it very hard to be innovative. And by that I mean not simply doing what others are already doing, even if better. I mean doing something new, something that no one had thought to do before. That’s hard work, and you will need as wide a scope and imagination as you can get.

Over my life I have travelled, worked, studied, and lived in many places in Europe, in the Middle East, Asia, and the United States. These experiences not only shaped my view of the world and of business, they also taught me something else. It is vital to learn about other people and their ways if one wants to remain sharp, creative, and innovative in business. Sometimes even the humblest of interactions with others has something to teach you. For all my globetrotting the way I learned to read people and interact with them came from the work I did as a student studying in Austria. To earn money and learn the language, I worked as a waiter in a restaurant and disco club during my student years. My advice is never to be too full of yourself to take such work. The hospitality business is the best training ground for learning about people, which is a critical part of doing good business.

Later, I moved for a time to still another new world, the United States, where I studied at the Harvard Business School. Here I was first introduced to this idea of innovation by my professors. At first, I couldn’t understand why they were teaching us about innovation; I didn’t have any idea what it was at that point in my life. But soon I started to learn about the differences between revolutionary and evolutionary innovation, the ways that innovators came up with their ideas, and the work they did to execute them. I got really hooked. I began to think about the circumstances that engendered innovation throughout different cultures, throughout time. I read histories about the regions where I was doing business, and learned about the extraordinary advances made in ancient China and in the Islamic empire during the Middle Ages, the Renaissance in Europe, and the great Industrial Revolution that emerged in Great Britain and then in the United States. What factors coalesced to trigger such an intense flourishing of culture and innovation in these societies? It seemed that they shared many similar policies and practices such as the promotion of immigration, an openness to other cultures, stable governments that supported business and contributed to new technology, a widespread educational system, strong and creative financial institutions open to funding entrepreneurial endeavors, and varying degrees of freedom of religion and thought. It seemed that my own experiences with different parts of the world fit the patterns and models of how innovation can work, and where it could break down.

Between my own personal journey, my work in diverse cultures and places, and my academic experiences at Harvard and in Austria, I began to think about models of innovation. How does it work, what causes some people and some societies to be highly creative and leaders of innovation and masters of change, while others fail to achieve such things, or even fall from the heights of innovation to become second rate economies? A lot of my ideas about innovation, in fact, are like those of Joseph Schumpeter. Maybe it was fate, since I studied in Austria at Graz, in fact, the very same university he once taught at. Schumpeter emphasized the revolutionary potential of innovation, to sweep away early or inferior products, firms, or ways of doing, “creative destruction” he called it. Likewise, I agree that as a whole, innovation is about making something new or changing what came before or adding new value that did not previously exist. These issues are really historical in nature and raise questions about change over time, about process, about the rise and fall of societies and civilizations. So, I realized the only way to really develop and test my models and ideas about innovation was to engage in history.

I was especially taken with the histories of the places where I had lived and worked: The Middle East, Europe, East Asia, the United States, and China. I thought it was important that other people hear about this history and draw from the experiences that I had myself so they could have a model of innovation, so that policy makers and business leaders could understand and distill the lessons of the history into ideas they could put into practice now, today, for nurturing and encouraging innovation. I wanted to write a powerful and compelling brief for innovation that would show, historically, what could be done with the right practices and policies, and I wanted it to be available to students and young people to inspire them to think and act creatively and also to push their governments to give them the chance to be innovators.

These are hardly modest goals, I know! But one lesson I did learn from my own attempts to innovate was that successful innovators draw together the people and talents they need to carry out their vision. And that led me to my co-authors, historians of business, science, technology, and innovation. We worked together for more than a year to look throughout history, refine a model of innovation, identify they key features innovative societies share, and bring the story right up to the present day by looking at the world’s leading innovative societies, from the United States, Europe, and now especially China.

The result of our efforts is the book that you are reading. We have come to some conclusions that we think history bears out clearly, in terms of what innovative societies do when they work best. We also have outlined a process, not just a set of rigid policies and prescriptions, for seeing how societies make the transition to innovative leadership. And we have examined the current state of the world economy, in particular the contested relationship between China and the United States, in light of the long history of innovation as leadership has moved from one part of the world to another.





INTRODUCTION: A Model of Innovation

[image: An illustration of a paper plane in flight.]
Innovation, economists have long noted, drives economic growth. It makes societies wealthy, and wealth leads to power and influence in the world: militarily, diplomatically, culturally. Throughout history wealthy and powerful societies have been innovative ones, and innovative societies have been wealthy and powerful ones. Innovation does more than this. It makes societies creative in many ways, not just the narrowly economic. The quality of life reflects innovation in many areas, in the arts, in knowledge, in values and religion; all are shaped and changed by innovations.1

We would be doing the same things people did tens of thousands, indeed hundreds of thousands of years ago, if we did not have a way to change what we did, how we live, how we produce things, what we believe, how we understand and grasp nature. Innovation is the means, the process of that change. It is the doing of something new, the having of new ideas, the acquisition of new knowledge. New can be wholly new, as in no one ever did it before. Or it can be new for a society, people, or civilization. History is replete with both types of innovations. There have been occasional big breakthroughs—replacing hunting and gathering with settled agriculture, smelting metals to replace stone tools, mechanization and industrialization. These are powerful innovations precisely because they spread from their place of origins across the globe. But anything truly new does not stay in place or keep its original form. Much of what we call innovation is a process of continual small changes, adaptations, improvements, that go on in time, and that occur as new things move from people to people, society to society.

I have seen this in my own life and experiences. In the world of business, if you do not reinvent yourself on a regular basis you quickly fall behind. I completed my education in business and economics in Austria, and then joined a commodities trading firm in that country, selling everything from tuna fish to gas masks during the Gulf War. Before long, I landed a better position in a paper trading firm in Vienna. I hit the road, travelling from place to place, crisscrossing Western and Eastern Europe, and then the Middle East and Asia, and learned how to read other cultures, observe and understand their values, blend in, and build networks of contacts.

My travels also convinced me of something else. I was a stranger, an outsider, moving to new cultures as vastly different as Western Europe, the Middle East, and East Asia. When I left Egypt to study abroad, I became an immigrant. When we look back at history, one of the striking things we are going to see is that creative and innovative societies are the ones that have been open to talented strangers. The ones that have allowed themselves to feel the currents of different cultures washing across their lands are the ones that have had the best opportunities to do something new.

With what I thought was a wealth of experience under my belt, I decided to open my own paper trading business and serve the markets of the Middle East. I settled in Dubai in 1994, which I found to be an extraordinarily cosmopolitan city, one that is receptive to new business ideas, tolerant, and welcoming to people from different cultures. I will tell you later about Dubai. It has the potential to become a seat of innovation, and its government is working very hard to make that come true. I started on a commission basis, trying to bridge customers with suppliers. But I quickly found that suppliers’ doors were closed to me in Europe as well as in the United States. It was a clear lesson that adds another chapter to my story of innovation. You can come up with great ideas, but executing them requires an opportunity. Not every society is good at giving people that opportunity, particularly new people with new ideas. Innovative societies have to find ways to get capital and other resources into the hands of creative newcomers if they want to stay ahead of the innovation curve.

I had to come up with a pioneering way of doing business, one that would allow me to open new trading networks. My only chance was to go to Asia. Nobody believed in Asia at that time, but I had a vision that it was the place where I could buy quality paper at competitive prices and sell to my customers in the Middle East. I travelled to Indonesia, Taiwan, and South Korea. I learned the Indonesian language so I could blend into society and talk to people in the mills in their native tongue. These countries didn’t have the know-how to export their own paper because their mills were not well known in the world. I opened offices in South Korea, Hong Kong, and Shanghai in 1996, and Malaysia in 1997. I have dedicated myself to understanding the mentality of the people with whom I was working in Asia. It was like I was traveling a modern-day Silk Road, that ancient overland route that brought together the East and West. We will hear more about the Silk Road shortly. But here I was, once again bridging the East, the Middle East, and the West.

Changes in technology are also a major part of what we think of as innovation, though as we will see, technology in the narrow sense is not all there is to innovation. Still, I had to face up to what were some of the most radical technological changes affecting the economy in my own world. The Internet was leveling the playing field between customer and supplier, adding a new transparency to my industry that called for a decidedly different model of business. I shifted from a commission-based model to one that was finance-based. Today we are providing financing to paper mills in Asia and our customers in the Middle East through a network of banking partners all over the world. But sustaining advantages in the paper commodity business continued to grow increasingly challenging in the face of regulatory changes, shifting market conditions, geopolitical risks, international tax reforms, and volatility in prices.



Forms of Innovation

These are the sort of issues that innovation embodies. And because innovation is so fundamental to human history, many authors have grappled with the word, to give it clarity and to understand how it occurs.2 We can certainly recall the work of Austrian economist Joseph Schumpeter, who has inspired my own work, as well as the work of many other students of innovation. Schumpeter’s key idea of creative destruction explained how path-breaking innovations, particularly in technology, operations, manufacturing processes, and economic organization, led to great improvements in productivity and created new, exciting, and valuable products (or even services) for people, while sending outmoded products or inferior processes to the dustbin of history. More broadly, innovation involves deliberate applications of information, imagination, and initiative to produce new or different values, products, processes, or resources. According to Peter F. Drucker, “An innovation is a change in market or society. It produces a greater yield for the user, greater wealth-producing capacity for society, higher value or greater satisfaction.”3 New technology, plus the reorganization of resources and inputs so that productivity increases are crucial ways that out material and economic lives improve, there is no doubt.

This is an important insight, but the strictly economic, productivity enhancing innovation is only part of our story. Human beings can alter their natural, social, and cultural environments in all sorts of ways that create new values—in knowledge, in beliefs and religions, in art and aesthetics, and all of these have been part of the global innovation process. Public innovations that improve cities by providing clean drinking water and easy disposal of waste make life more pleasant and healthier. Artistic innovation provides pleasure and satisfaction on its own terms. Throughout most of history, before economic growth became common and expected with the Industrial Revolution, the world economy hardly grew at all. Many innovations had little to do with improving labor productivity.4 But that does not mean societies did not innovate, create, and come up with new goods, new entertainments, new pleasures and means of satisfaction. And even today, some of the most innovative sectors are concerned with media and communications. Much of social media has little to do with improving our productivity (and indeed may be distracting us from being more productive). But media provides other things we value, such as information, connection, and entertainment. So innovations can be detrimental as well as beneficial, as with nuclear energy, fossil fuels, and social media once again.

On balance I think innovation has helped more than harmed human life. But we need to account for the full range of ways people have innovated, the ways that innovations have added to or changed values. This is because the long term process of innovation is always uncertain and not predictable. What seem to be small changes in the one realm may lead to larger, more productive consequences later. Humans toy and tinker all the time. What at one time were dismissed as follies, such as putting people into flight or into cars that drive themselves, may lead to striking breakthroughs down the road. Today, the cutting edge of information, artificial intelligence, and data science involve multiple areas of human endeavor and skill: art, literature, design, ethics, biology, brain science. Since innovations are changes of value, they even can reshape how people think of themselves and what matters to them, as when a people adopt a new religion or when they embrace a new intellectual orientation and come to see the world through new eyes. Think about how the spread of Christianity or Islam, the rise of modern science, or the view of the pale blue dot of earth from the moon has remade our sense of ourselves.5

Since innovations come from many sources and have appeared historically in many different places, they do not necessarily occur all at once or spread evenly across the globe. This is why only some people or some societies are the creators, or early adapters of innovations. So, innovation is closely connected with the rise and fall of civilizations. The same is true at the level of individual firms and organizations. Innovation is necessary for firms to endure and grow. Some firms may survive for a while by exploiting existing intellectual capital or drawing down internal savings. Others may be able, for a time, to block competition. But innovation is both continual and cumulative. Non-innovative firms will not be able to stave off the decay of entropy forever. The tech industry is strewn with such victims of creative destruction as AOL, Blackberry, Palm Pilot, Microsoft’s Zune (a failed competitor of the iPod), Sony’s Betamax, the Segway, and LaserDisc demonstrate.6 In fact, nearly nine out of every ten Fortune 500 companies first listed in 1955 are, according to one economics professor, “gone, merged, or contracted” which “demonstrates that there’s been a lot of market disruption, churning, and Schumpeterian creative destruction over the last six decades.7

These sorts of creative-destructive or revolutionary innovations often require a certain type of thinking. It is best summed up by the famous saying of the playwright George Bernard Shaw: “You see things; and you say ‘Why?’ But I dream things that never were; and I say ‘Why not?’” But many innovations are much more evolutionary—they improve, modify, or change that which already exists. It is the difference between the first car or the first PC and the many improvements and redesigns of cars and computers in the years since their first appearance. As historian Mark Kurlansky has argued, “Gutenberg did not invent the printing press, Robert Fulton did not invent the steamboat, and Thomas Edison did not invent the light bulb. Rather, these were people who took existing ideas or machines that were not suiting society’s needs and reworked them into technologies that did. It says something about our world that we seldom remember the person who came up with an idea, but canonize the pragmatist who made it commercially viable.”8 Mark Zuckerberg “borrowed” the idea for Facebook from his classmates, the Winkelvoss brothers, who had developed a similar social networking site at Harvard. He then turned it into an enormously successful, yet controversial, global financial empire with a market capitalization of over $575 billion.9

It is not always easy to distinguish between an evolution and a revolution. Sometimes small, incremental improvements suddenly add up to something radically new. The Internet can trace its origins back to the early Department of Defense-funded mainframe computer networks of the 1950s. For decades these networks were small and closed, used mainly to share information and computer time (timesharing) between big expensive machines. No one ever imagined that gradually, with minor but important improvements (some quite subtle in the form of standards and protocols, as well as software products such as the first browser), out of these humble beginnings the World Wide Web would emerge nearly half a century later. But once it did emerge, once the tools were all in place, the Internet became a revolutionary technology.

What this tells us is that both revolutionary and evolutionary innovations play vital roles in the development of ecosystems of technology, industry, and even business. In the long run, evolutionary innovation needs revolutionary innovation to push the boundaries and tap new potentials. Evolutionary change provides the long- run stability and durability of important breakthroughs, modifying them to changing circumstances and improving them by exploring their untapped potential. In a well-functioning innovative society, the two sides of this process are constantly at work—revolutionary breakthroughs triggering evolutionary improvements, which can then accumulate into a new revolutionary change.10



Making Society Innovative

Now that we have a better handle on what innovation is, and what it looks like, the next question to ask is--- what causes innovation? What conditions make it possible? And most importantly, why are some parts of the world highly innovative, and others much less so? We know that wealth and technology are not evenly distributed across the earth. Given the close connection between innovation, economic improvement and growth, and wealth it seems that innovation is not evenly distributed either. A glance at history confirms this impression as well. There have been great flourishing of new ideas, practices, and knowledge in some places—ancient Greece, medieval China, industrial Britain—while other places either remained outside the orbit of these creative and innovative places, or only slowly came to gain access to their innovations. And these patterns are not just in the past. They persist to the present day, despite far higher levels of trade, faster means of communications and transportation, and much greater spread of knowledge and literacy than ever before. Even the most universal of resources, scientific knowledge, is not evenly distributed across the globe. Physics and chemistry are the same whether practiced in Chicago, Paris, Delhi, or Shanghai. Given the flow of knowledge, capital, and people, and the vast and almost instantaneous availability of information, there is no reason for innovation to concentrate among some nations and not others. Yet by almost any measure it is clear that nations differ significantly in their rate of innovation, their creativity and contributions to science and technology, and their level of productivity.11 So why have some parts of the world at sometimes been great engines of innovation and seas of creativity, while other places have not been? And why did places that were once at the forefront of innovation stagnate and fall behind? Given the crucial role of innovation in matters of wealth, power, and economy, we also want to know, which places will be leading innovation in the coming years, and which places might be in danger of losing the competitive, innovative edge.

These questions are at the heart of this book. As we will see, not only have some places emerged as the great hubs of innovation in some periods, but the seat of leadership has moved continuously. Once great empires of innovation, from ancient Rome to the Islamic caliphates to imperial China, have fallen, while formerly marginal parts of the world, such as Northern Europe or North America, have risen to prominence. Even today, moreover, while there are many places that are innovative to some degree, a few places stand out among the pack, the high-level innovators such as the United States, Japan, Germany, Sweden, and increasingly South Korea, Israel, India, Singapore, and Hong Kong. Many other places, such as Australia, Spain, Austria, and Italy are just solidly mid-level. And still other parts of the world in Africa, the Middle East, and Latin America, remain far behind.12 Though of course as history shows, there is no reason this list might not look radically different in twenty or thirty years! But our concern is especially with the great innovation leaders of history, the places that for a time stood out from the rest, who became the creative engines of innovation often spreading and seeding their ideas, practices, products, and technology to other corners of the globe.



Why Societies Are Innovative: Some Old Models

Many great thinkers have pondered this question, why are some places innovative while others are not? Why do some places catch up fast, and others stay behind? What is the key here, the secret to making a society innovative? Our friend Joseph Schumpeter, for example, argued that the individual entrepreneur was the key. These innovators did not just make profits for him or herself, or even just build a successful company. They acted radically and changed the entire economy, contributing to overall economic growth by enhancing productivity. To Schumpeter, innovative societies were societies that gave maximum freedom to individual entrepreneurs.

After World War II, and particularly among Western nations, focus on the individual gave way to focus on the organization, especially the large multinational corporation. It was believed that strong, vertically integrated corporations were the progenitors of most innovations. Strong private firms would provide the leading edge of research and development and especially the commercialization of innovations. Nations that lacked big, vertically integrated corporations would tend to be less innovative, unable to compete in the race to develop and diversify new products, processes, and techniques, which were expensive to create and needed to be produced at low cost through economies of scale. This made a lot of sense when big American corporations were dominant in so many industries and sectors of manufacturing that in Europe and Asia there was talk of an unstoppable “American Challenge” to economic supremacy. The problem child among the advanced industrial world in this regard was England, which was said to lack both the strong, integrated corporate sector and had failed to invest sufficiently in scientific and engineering education, preferring instead a higher education system that produced liberal arts scholars and generalist gentlemen and women.13

But in the 1970s and 80s the era of American corporate dominance seemed to be waning. Nations ranging from Japan to Germany to eventually even France and England bounced backed or caught up while others such as South Korea, Taiwan, and Singapore were on the rise. New models were afoot. These models stressed a new, more central role for government. Bold programs that focused on new research efforts, in the manner of the successful Manhattan Project that built the atom bomb or the race to the moon that required innovations in materials, fuels, and propulsion and computers seemed to offer positive examples of government led innovation. For a time it seemed that the most successful nations were those that had hit on the formula of government led research or government-business collaborations and publicly-directed strategies for innovation. Japan and its storied Ministry of International Trade and Industry (MITI) seemed able to command and direct the nation’s firms and researchers to learn how to enter and eventually dominate whole industries or sectors—steel, automobiles, consumer electronics, silicon chips. Such overt industrial policies were followed by a number of Asian economies, a tradition carried on in China and South Korea today.14

Then things changed again and the seemingly unstoppable rise of Japan stalled. The government led model was challenged by a new political economy rooted much more in the private sector. Ronald Reagan in the United States and Margaret Thatcher in the United Kingdom had ushered in a new respect for the “supply side” of the economy that placed much more emphasis on new firms, startups, and nimble entrepreneurs than on large incumbents. It was crucial, the new supply side theorists argued, to encourage firms and individual entrepreneurs to innovate. Popularizers of these ideas such as economics writer George Gilder predicated that if governments would step back from trying to regulate and manage their economies and let private initiative take over, there would be radical improvements in technology and a flourishing of new innovations that would usher in a golden age of economic growth.15

By the 1990s, it became clear that large firms could be overwhelmed and even defeated in the race to innovate by small startups that were hungrier for profits, more knowledgeable in emerging areas of technology, and more nimble in moving into and dominating those new sectors. The virtues of the startup seemed confirmed by the success of the computer and software firms that burst onto the scene in Silicon Valley and elsewhere in these decades, challenging and in some cases toppling long established big players like RCA, Control Data, Honeywell, and others. The problems faced by the once highly touted giants were summarized and analyzed by Clayton Christensen in his best seller, The Innovator’s Dilemma. He argued that incumbent firms were handicapped when it came to innovation because they had no choice but to focus on existing markets and serve existing customers, and thus were badly positioned to recognize new opportunities or to serve small, but growing emerging markets.16

To unleash the power of startup innovators and supply side forces, the new thinking, sometimes called “The Washington Consensus” or “neoliberalism,” was that government should be much smaller, that markets should be much freer, that private capital should flow into the hands of creative entrepreneurs with as few restrictions as possible. Tearing down barriers such as tariffs would also unleash these forces on a global level, with trade, capital flows, and exchange of knowledge eventually spreading the benefits of innovation to all nations and equalizing the incomes of rich and poor regions of the world.17 Especially in the West, old style government policies and big government-funded research projects lost favor. Government still had a role to play in innovation. Innovators needed educated workforces, so investments in education to enhance “human capital” were if anything more important. And the state could incentivize would-be innovators, but less by giving them money or material resources and more by stabilizing the legal and political environments. Particularly important were intellectual property laws—patents and copyrights. Strong intellectual property laws would allow innovators to exploit and profit from the fruits of their labors, thus encouraging more people to innovate. Stability included price stability, which required an independent central bank that would not debase the currency. Crucial to building the necessary system, it was argued, were open, democratic, and transparent political systems accountable to the people. Dictatorships and other forms of authoritarian governments tended to suppress free thinking and bold private action, or else keep all resources and opportunities locked up for insiders and supporters of the regime in a form of “crony capitalism.”18

Law, property, and institutions now became the magic elixir that explained economic success. The record of the past, it was argued, revealed a consistent pattern of open and free societies with good laws and strong property rights emerging as the most creative, successful, and wealthiest. Conversely those societies that did not embrace such policies tended to either second rate status or to lose ground once they backed away from openness and competition. In perhaps the most ambitious survey of this kind, economists Daron Acemoglu and James Robinson examined and catalogued the record of diverse societies and nations over centuries of history to discover Why Nations Fail.19 Their survey fit the open society model, with the failures being places that either declined to embrace or gave up on openness, inclusiveness, and competitiveness. Closed societies without democratic and responsible governments created institutions that extracted and expropriated wealth for the few. In the end, these societies could not keep up with change and innovation and new opportunities, losing ground to more open and competitive societies.

By the early 2000s theories of innovation seemed to have settled on a consensus of this sort. The world would move toward the open, democratic model of the West. At the same time, the movement of people, goods, capital, and ideas across borders would allow innovations to spread, so that things invented in once place would become available for other people to use, adapt, and improve upon in all parts of the world. Over time, the force of innovation would spread the benefits of technology, and hence economic growth, worldwide, leading to a convergence among nations. There seemed little reason to believe that any people could not adapt the benefits of innovations or indeed become successful innovative participants themselves.

As it has turned out, however, the world has not converged as expected. Differences in income and wealth remain, and in some cases have grown more pronounced, especially between the advanced first world and the poor third world.20 The assumption that innovation, growth, and economic success necessarily meant adoption of the Western democratic model of government also no longer holds. Few now argue that China’s prosperity will lead to democracy. And a long look over history makes it clear that the range of governments in innovative societies is much more diverse than simply those of Western-style democracies. Where there has been progress among nations, as with China most notably, it has not come by adapting Western-oriented notions of openness and democracy or reducing the role of the public sector in favor of the private. If we look across the globe, we see that democracy is hardly a universal attribute of successful innovative places: Besides China, South Korea, Singapore, Malaysia, Dubai, even Japan and Taiwan are either not democratic or are run by long standing parties that hardly ever lose elections. Sometimes power stays within the same family, as with Singapore; in other cases it is monopolized by a relatively small group of elites from the same universities and with similar backgrounds.

China has come further and industrialized faster than any other economy in history by building the world’s most extensive manufacturing ecosystem manned by 150 million low-cost workers.21 The nation has been widely criticized as a haven for copycats and intellectual property pirates. But copying and pirating have been used throughout history by nations that want to catch up to the economic leaders, as we will soon see. In fact, one might say that stealing is both the highest form of flattery and also the way that formerly closed and benighted nations come into the global competition for innovation. In 2006, Chinese party leaders began to heavily promote “indigenous innovation” through an economic and political campaign that is now pressing the nation’s entrepreneurs to evolve rapidly beyond their reliance on foreign technology. Under the strong leadership of President Xi Jinping, Beijing is intensifying its efforts to accelerate homegrown innovation. In 2017 the government announced a comprehensive plan to make it the world’s primary Artificial Intelligence (AI) innovation center by 2030, and Beijing is bankrolling that enormous effort. It is already employing AI through its advanced facial recognition technology throughout the nation to keep a close eye on its citizens, and Chinese companies use it to track the whereabouts of workers.22 China is now crashing “headlong into the foundational principles of the Internet in market-based democracies: online freedom, privacy, free international markets and broad international cooperation.”23 “Can a country like China with lots of money combine repression, creativity, and economic success based on that creativity? If the answer is yes, then we will have to rethink everything.”24 We need a new way to explain why nations innovate.

In the recent and comprehensive survey across nations, Mark Zachary Taylor concludes that none of the existing explanations for innovation is adequate to account for these persistent differences and variations.25 The verdict of history and the evidence of the great variations across many different societies today make clear that there is not a “one best way,” as predictors of the Washington Consensus hoped just a



How to Make an Innovative Society: A New Model


[image: A chart labeled 'The Innovation model'. The chart shows the following. Situation and problem lead to negative necessity and positive need. Positive need leads to improvement is needed which leads to Problems are self created. We need to improve on something that is considered a problem. Negative necessity and positive need lead to Observation triggered thinking which leads to conductive environment for observation (human senses). It also leads to the following. Thinking process to solve the problem; Ideas are born to be executed and Execution of the born idea.]


This brings us to our first principle of innovation:











This brings us to our second principle of innovation:








This brings us to our third and most important principle of innovation:












The Innovation Connection
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