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THE STARTUP WAY

‘A fascinating, supremely useful read. On the foundation of his transformational The Lean Startup, Eric Ries has built a compelling case for entrepreneurial management to enable continuous transformation at scale. As he convincingly argues, it is not for every organization – only those that hope to survive and succeed in today’s environment’

General Stanley McChrystal

‘The Startup Way is a wonderful decoder ring for those seeking to create, nurture and sustain entrepreneurial thinking in companies at any size and scale. Rich with case studies showcasing real world applications and lessons learned, The Startup Way builds on the proven techniques from The Lean Startup with the next generation of best practices for companies of all sizes and industries’

Brad D. Smith, chairman and CEO, Intuit

‘Eric Ries just might be the new Peter Drucker. This masterpiece unpacks what it takes to achieve innovation at scale in modern organizations. Ries provides leaders with the right mindset and methods for building big organizations where people work much as entrepreneurs do in the best little startups’

Robert I. Sutton, Stanford Professor, co-author of Scaling Up Excellence, author of The Asshole Survival Guide

‘Any leader looking to be on the cutting edge needs to ponder the lessons in this important book. Eric Ries demonstrates once again that the best ideas are both fresh and common sense once presented. An essential blueprint for modern companies – from large corporations to family businesses or non-profits – for decades to come’

Lawrence Summers, Harvard University Charles W. Eliot Professor and former US Treasury Secretary

‘To succeed in the Third Wave, an era where technology will disrupt everything from education to healthcare, companies will need new tools and approaches. Eric Ries provides a road map for companies on how to use entrepreneurial principles to achieve transformational growth’

Steve Case, former chairman of AOL Time Warner and author of the New York Times bestseller The Third Wave

‘In The Startup Way, Eric Ries applies the secrets of Silicon Valley to established companies in every industry. The fact is, today, every one of us is in Startup mode. Every leader and aspiring leader should read this eye-opening book’

Marshall Goldsmith, author of the #1 bestselling Triggers and What Got You Here Won’t Get You There

‘A future classic, a book that will inspire thousands of companies to leap into a much needed re-invention’

Seth Godin, author of Linchpin

‘The Startup Way teaches companies of all sizes how to effectively incubate and maintain an entrepreneurial culture through growth by allowing employees to find their inner entrepreneur. A must read, especially, by all leaders burdened by legacy organizational baggage and processes’

Aaron Levie, co-founder and CEO of Box

‘People tend to associate the term “startup” with a uniqueness that assumes a culture of creativity, innovation, and continuous learning. But as Eric Ries shows, you don’t have to fit the mold of a typical Silicon Valley start-up to prioritize learning over perfection, and create a culture where making mistakes is not just accepted, but encouraged. The Startup Way presents a new vision for what a modern company can, and should, look like’

Reshma Saujani, founder, Girls Who Code

‘The most important companies in the world were not built in a day. Companies like Facebook, SpaceX, and AirBnB did not stop after their first successful product. They continued to innovate, even in the face of extreme competition from startups. As a long-term investor, I look for companies that can maintain that innovative edge over the course of decades. This book gives the blueprint essential to creating and sustaining that innovative culture regardless of the size of the company’

Brian Singerman, Partner, Founders Fund

‘There’s a lot of talk about the need for more entrepreneurship in today’s changing economy. But there isn’t a lot of real insight about just what that means. The Startup Way is the toolkit every business needs to make itself both more entrepreneurial and more effective’

Tim O’Reilly, CEO, O’Reilly Media

‘The American economy relies on a startup culture to create new goods and services, provide job opportunities, and raise living standards. Eric Ries’s The Startup Way provides a compelling road map to guide all organizations – old  and new, big and small, high-tech and low-tech – to build a startup culture to experiment, iterate and innovate’

Alan Krueger, chairman of the President’s Council of Economic Advisers under President Obama and Bendheim Professor of Economics and Public Affairs at Princeton

‘As someone who is deeply committed to the public sector, I was heartened to see that the entrepreneurial principles and practices that Eric Ries describes in his new book, The Startup Way, apply equally effectively to governments and non-profits, as well as for established for-profit businesses. If you want to visit the future of the modern organization, read this compelling book’

California Lieutenant Governor Gavin Newson

‘A 21st-century toolkit that will allow any company to flourish’

Ron Conway, founder of SV Angel

‘Eric Ries does it again – brilliantly. In his new book, The Startup Way, Ries argues that established businesses need to build a new entrepreneurial capability in order to innovate continuously. Most large companies are missing this fundamental piece of the corporate innovation puzzle. Neglect his advice at your peril’

Thales S. Teixeira, Harvard Business School

‘In The Startup Way, Eric Ries offers leaders across the public, private and nonprofit sectors a road map for managing continuous innovation, regardless of organizational size or complexity. As someone who helped introduce some of these practices to the US government, I’ve seen first-hand the improvement in people’s lives’

Aneesh Chopra, former CTO of the United States

‘My research has focused on what causes established companies to maintain success, and The Startup Way provides practical guidance on how to do just that’

Clayton Christensen, author, entrepreneur, and Kim B. Clark Professor of Business Administration at Harvard Business School

‘The Startup Way creates a vision and blueprint for a new form of management that combines entrepreneurial and general management skills and practices. The inspirational examples across multiple, diverse organizations show that integrating the highly iterative, experimental mindset and skills of startups into established organizations is key to unlocking continuous innovation and sustainable growth … Provides clear and useful guidance for tackling the toughest challenges

Kathy Fish, CTO, Procter & Gamble

‘Big companies are struggling as never before. They need a brand-new stem-to-stern game plan, and they get exactly that in Eric Ries’s new The Startup Way. It keys off The Lean Startup and makes a great leap forward. The game plan Eric suggests is “not optional” for our big outfits fighting to find a way. Well done!’

Tom Peters

‘If the Startup Way can transform the federal government – and it has – it can transform your company. For everyone who’s thought “there has to be a better way,” here’s your proof and a playbook to make it happen’

Jennifer Pahlka, founder and executive director, Code for America and former United States deputy chief technology officer

‘In The Startup Way, Eric Ries uses his years of work with companies like GE and Toyota to show us what the company of the future will look like. If you want to know how companies can become more agile, more innovative, and more resilient in the face of today’s relentless pace of change, read this compelling book’

Arianna Huffington, founder and CEO of Thrive Global and author of The Sleep Revolution and Thrive

‘Eric Ries shows that entrepreneurial management is a key to success in this fast-changing world. At ING we’ve embedded Lean Startup principles into the way we innovate. The Startup Way brings new and valuable insights’

Ralph Hamers, CEO of ING Group

‘Eric brilliantly describes the limitations of old management thinking in a time where competitors bring out new products in an order of magnitude faster than legacy companies. The Startup Way describes how to foster entrepreneurial leadership essential to corporate survival in the twenty-first century’

Jeff Sutherland, CEO of Scrum, Inc., and author of Scrum

‘Eric has done it again! Every company can benefit from these startup principles – and should – because if they don’t, a startup is probably going to drink up all their milkshake. This is the Internet revolution and if your company isn’t adapting to The Startup Way, it’s failing’

Alexis Ohanian, co-founder of reddit and Initialized Capital and bestselling author of Without Their Permission
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Introduction

On a summer afternoon, a team of engineers and a group of executives at one of America’s largest companies met in a classroom deep in the heart of their sprawling executive training facility to discuss their multi-hundred-million-dollar five-year plan for developing a new diesel and natural gas engine. Their goal was to enter a new market space; excitement was running high. The engine, named Series X, had broad applications in many industries, from energy generation to locomotive power.

All of this was very clear to those assembled in the room. Except to one person, who had joined the meeting with no prior knowledge of engines, energy, or industrial product production and was therefore reduced to asking a series of questions Dr. Seuss might have posed:

“What is this used for again? It’s in a boat? On a plane? By sea and by land? On a train?”

The executives and engineers alike were no doubt wondering, “Who is this guy?”

That guy was me. The company was GE, one of America’s oldest, most venerable organizations, with a market cap (at the time) of $220.47 billion and no fewer than 300,000 employees.

So what was I doing there at GE in the summer of 2012? I’m not a corporate executive. My background is not in energy or health care or any of GE’s myriad industrial businesses.

I am an entrepreneur.

GE Chairman and CEO Jeffrey Immelt and Vice Chair Beth Comstock had invited me to Crotonville, New York, that day because they were intrigued by an idea proposed in my first book, The Lean Startup: that the principles of entrepreneurial management could be applied in any industry, size of company, or sector of the economy. And they believed their company needed to start working according to those principles. The goal was to set GE on a path for growth and adaptability, and for Immelt to leave a legacy that would allow the company to flourish long term.

That day we took a fresh look at the plan for the Series X engine and realized that it could get to market radically faster by building a simpler engine in a matter of months, not years. It was the first of many such sessions (some of which you’ll hear more about).

The next day I had a conversation that seemed—on its surface—very different. It was with the founder and CEO of one of the next generation of hypergrowth tech startups. The two companies couldn’t be much more different: one old and one new, one the market leader in many of the businesses it’s in, the other fighting to get traction. One building massive physical products, the other building the kind of software infrastructure that powers the Internet. One East Coast, one West Coast. One where executives wear suits and the other where they wear ripped jeans.

The CEO of this company, an early adopter of The Lean Startup, was confronting a new set of challenges: How could they scale beyond their first, successful innovation? How could they empower their employees to think like entrepreneurs? And, most of all, how could they find new sources of sustainable growth?

I was stunned by how, despite all the surface differences, these two conversations were surprisingly similar. GE—like many successful companies—was looking to reinvigorate its culture with entrepreneurial energy so it could continue to grow. The startup I’d met with that afternoon was trying to figure out how to maintain its entrepreneurial culture as it grew up.

Over the past few years, I’ve had many such moments, when I’ve been struck by the parallel challenges faced by organizations we typically think of as very different. Out of these conversations with leaders and founders, I have come to realize that today’s organizations—both established and emerging—are missing capabilities that are needed for every organization to thrive in the century ahead: the ability to experiment rapidly with new products and new business models, the ability to empower their most creative people, and the ability to engage again and again in an innovation process—and manage it with rigor and accountability—so that they can unlock new sources of growth and productivity.

That process—and how to take it from “missing” to “thriving” in any company or organization—is the focus of this book.

WHO AM I?

My journey to that meeting in Crotonville was an unlikely—not to mention unexpected—one. Early in my career, I trained as a software engineer, after which I became an entrepreneur. If you’ve ever pictured a stereotypical tech entrepreneur as a kid, laboring away in their parents’ basement—well, that was me. My first foray in entrepreneurship, during the dot-com bubble, was an abject failure. My first published writing, 1996’s scintillating The Black Art of Java Game Programming, is, last time I checked, available used on Amazon.com for $0.99. None of these projects seemed, at the time, like harbingers of the future years that would be spent advocating for a new system of management.

After I moved to Silicon Valley, though, I started to see patterns in what was driving both successes and failures. And, along the way, I started to formulate a model for how to make the practice of entrepreneurship more rigorous. Then I began writing about it, first online beginning in 2008, and then in a book, The Lean Startup, published in 2011. What happened from there exceeded my wildest expectations. The Lean Startup movement spread worldwide. More than a million people around the world read the book. Odds are, no matter where on the globe you are right now, there’s a local Lean Startup Meetup group nearby.1 Thousands of founders, investors, and others in the startup ecosystem rallied to embrace the ideas and practices of Lean Startup.

In the book, I made a claim that seemed radical at the time. I argued that a startup should be properly understood as “a human institution designed to create a new product or service under conditions of extreme uncertainty.” This definition was purposefully general. It didn’t specify anything about the size of the organization, the form it took (company, nonprofit, or other), or the industry or sector of which it was a part. According to this broad definition, anyone—no matter their official job title—can be cast unexpectedly into the waters of entrepreneurship if the context of their work becomes highly uncertain. I argued that entrepreneurs are everywhere—in small businesses, mammoth corporations, health care systems, and schools, even inside government agencies. They are anywhere that people are doing the honorable and often unheralded labor of testing a novel idea, creating a better way to work, or serving new customers by extending a product or service into new markets.

In the six years since The Lean Startup was published, the diverse organizations adopting its methods have proven this claim time and again. I have had the chance to travel all over the world, working with companies of just about every size you can imagine. Three founders working on a new app? Check. Small business? Check. Religious nonprofits? Certainly. Medium-sized manufacturing companies? Check. Hypergrowth pre-IPO tech startups? Definitely. Massive government bureaucracies? Check. Some of the largest and slowest multinational companies in the world? You bet. All these kinds of organizations can use the Lean Startup methodology to do more effective work and accelerate their progress.

BUILDING THE MISSING CAPABILITIES

These travels are ultimately what brought me to that GE classroom. The success of the Series X engine, along with a number of other similar pilot projects, led to something extraordinary. GE and I forged a partnership to develop a program called FastWorks,2 which enacted a major cultural and managerial change. Over several years, we trained thousands of leaders throughout the company. I personally coached more than a hundred project teams, spanning every function, region, and business unit in the company. Within GE, every business CEO and top manager has been trained in entrepreneurial ways of working, and internal functions have been transformed so that they facilitate—rather than hinder—innovation.

But I’ve been surprised to discover that startups, too, need this kind of training and transformation work. Like many of my peers in Silicon Valley, I came up in my career with a belief that “big company” people were fundamentally different from creative, disruptive entrepreneurs like us.3 That once organizations reach a certain size, they start dying slowly, from the inside. They cease to innovate. The most creative people choose to leave. Big companies inevitably become sclerotic, bureaucratic, political.

This belief creates a strange paradox, a kind of cognitive dissonance that affects all of us who aspire to high-growth entrepreneurship. Having worked with literally hundreds of entrepreneurs, I’ve become used to asking them:


“If you hate big companies so much, why are you trying to create a new one?”



They’re often stumped by the question, since in their mind’s eye, the company they are busy building will be different. It won’t be dragged down by inane meetings and nosy middle managers. It will remain dynamic, scrappy, a perpetual startup. But how often is this ideal organization actually what they end up creating?

Over the past several years, founders and CEOs who had been early adopters of the Lean Startup method began to get back in touch with me. In the early days, they had been excited about the parts of Lean Startup that are about getting started quickly, like minimum viable product and pivot. But they hadn’t been as focused on the parts that are, frankly, a little more boring: the science of management and the discipline of accounting. Now that their companies had scaled to hundreds, thousands, or, in some cases, tens of thousands of employees, they realized they had to find a way to hold on to their entrepreneurial way of working, even as they put traditional management tools in place, did more forecasting, and moved toward a traditional-looking org chart.

I have seen this firsthand in dozens of amazing companies: when employees are subject to traditional organizational structures and incentives, certain specific bureaucratic behaviors result. It’s an inevitable consequence of the way those systems are designed.

What these founders wanted to know was: Could we use Lean Startup techniques to prevent our organizations from becoming lethargic and bureaucratic as they scaled? Thanks to the work I’d been doing with larger organizations, I could tell them the answer was yes.

That’s why, for the past five years, I’ve been living a double life. I’ve had plenty of days when I met with the leader of a mammoth, market-leading organization in the morning and then, in the afternoon, spent time with startups, from massive hypergrowth Silicon Valley success stories to tiny seed-stage hopefuls. The questions I’m asked are amazingly consistent:

How do I encourage the people who work for me to think more like entrepreneurs?

How can I build new products for new markets without losing my existing customers?

How do I hold people working in an entrepreneurial way accountable without putting my core business at risk?

How can I create a culture that will balance the needs of existing business with new sources of growth?

If you are reading this book, you have probably been asking these questions about your organization, too.

Learning from the companies I have been working with, I began to evolve a new body of work about principles that apply beyond the “getting started” phase, particularly in established and even large-scale enterprises.


	It’s about how traditional management and what I call entrepreneurial management can work together.

	It’s about what startups need to do beyond Lean Startup—when they have the problems that come with rapid growth and scale.

	It’s about what an organizational transformation process should look like in order to move toward a leaner, more iterative way of working.



I’ve worked with thousands of managers and founders to test and refine this new approach. I’ve been in the trenches with them, launching new products, founding new companies, reinventing IT systems, auditing financial processes, rethinking HR practices and sales strategies—you name it. I’ve worked with leaders of every corporate function: from supply chain to legal to R&D. And I’ve worked in a crazy assortment of industries: deep-sea drilling, electronics, automotive, fashion, health care, the military, and education, to name just a few.

The new approach draws not just on my own direct work with companies, but on the wisdom of an entire movement of like-minded leaders. It is informed by case studies and wisdom from a variety of sources: iconic multinationals like GE and Toyota; established tech pioneers like Amazon, Intuit, and Facebook; the next generation of hypergrowth startups like Twilio, Dropbox, and Airbnb; and countless emerging startups you haven’t heard of—yet. And, perhaps even more surprisingly, it draws on the work of innovators reforming some of the world’s oldest and most bureaucratic institutions—including the U.S. federal government.

Visionary leaders across every kind of business are waking up to new possibilities, ones that blend the best of general management with the emerging discipline of entrepreneurial management.

Working with them, I have seen that entrepreneurship has the potential to revitalize management thinking in the twenty-first century. This is no longer just the way people work in one industry. It’s the way people everywhere work—or want to work.

I call it the Startup Way.

THE FIVE PRINCIPLES BEHIND THE STARTUP WAY

The Startup Way combines the rigor of general management with the highly iterative nature of startups. It is a system that can be used in any organization that seeks to practice continuous innovation, regardless of size, age, or mission.

Think back to the definition of a startup I offered above. Because entrepreneurship is always about institution-building, it is, necessarily, about management. In the Startup Way, entrepreneurship is a management discipline, a new framework for organizing, evaluating, and allocating resources for the work of a company. It’s a philosophy that replaces the old-fashioned template currently holding so many companies back, providing a new blueprint of how a modern company should work to create sustained growth through continuous innovation. In lieu of the current management system, which is bound by planning and forecasting, the Startup Way creates a system that embraces and even thrives on speed and uncertainty.

The five key principles behind the Startup Way philosophy are:

1. CONTINUOUS INNOVATION: Too many leaders are searching for that one key innovation. But long-term growth requires something different: a method for finding new breakthroughs repeatedly, drawing on the creativity and talent of every level of the organization.

2. STARTUP AS ATOMIC UNIT OF WORK: In order to create cycles of continuous innovation and unlock new sources of growth, companies need to have teams that can experiment to find them. These teams are internal startups, and they require a distinct organizational structure to support them.

3. THE MISSING FUNCTION: If you add startups to an organization’s ecosystem, they must be managed in ways that confound traditional techniques. Most organizations are missing a core discipline—entrepreneurship—that is just as vital to their future success as marketing or finance.

4. THE SECOND FOUNDING: Making this kind of profound change to an organization’s structure is like founding the company all over again, whether it’s five or a hundred years old.

5. CONTINUOUS TRANSFORMATION: All of this requires the development of a new organizational capability: the ability to rewrite the organization’s DNA in response to new and diverse challenges. It would be a shame to transform only once. When a company has figured out how to transform, it can—and should—be prepared to do it many more times in the future.

It’s important to note emphatically up front that committing the entire organization to this method of working does not mean that every single team is reorganized around startup principles. Nor does it mean that every employee magically starts acting like an entrepreneur. Instead, the goal is to make it possible for startup teams to operate reliably and give every employee the opportunity to act in an entrepreneurial way. This allows for the emergence of people who are naturally inclined to work this way—or could be inclined, given encouragement and permission. Accordingly, every manager in the company must become literate in the tools of entrepreneurial management, even managers who are not directly involved with startups. They need to understand why some people are working differently, be able to hold them accountable to new standards, and recognize when their own normal gatekeeper functions, such as HR, IT, legal, and compliance, are getting in the way.

THE BOOK

This is not a manifesto. We have enough of those already. Our world is awash with gurus and experts telling us all to move faster, be more innovative, and think outside the box. But we are short on specific details: How, exactly, do we attain these results? This book is an attempt to fill in the missing details. It offers proven techniques to rekindle an organization’s entrepreneurial spirit—or prevent it from ever being lost in the first place.

If you are a leader—whether of a company or a team—this book will give you the blueprint for transforming your organization into one that is capable of finding new sources for growth over the long term. You’ll learn how to create accountability structures that incentivize productive innovation—the kind that truly has value for a company. You’ll learn how to structure work so that it’s more fulfilling. You’ll also get a new understanding of what your role is as a leader—a role that’s quite different than what’s still taught in many MBA programs or sought out by investors and board members. Scott Cook, co-founder of Intuit and now chairman of its executive committee, describes this change as one of perspective. It’s the difference between “playing Caesar” (deciding which projects live or die), and “playing the scientist” (being perpetually open to search and discovery). It will make your work more interesting and more effective.

It is rooted in the experiences of actual living, breathing organizations that have successfully implemented these ideas across a wide array of sectors, industries, and scales. The Startup Way details a series of specific interventions that can help you invest in entrepreneurship as a core discipline, and walks you through how to change the mindset of senior leadership. Thanks to my work with GE, I have generously been granted extensive access to bring you “behind the scenes” of the FastWorks transformation, which will serve as a kind of extended case study to illustrate these concepts that have been implemented to make GE adaptable for the future. But I will also share detailed stories of many other organizations that have been through a similar journey.

In Part One, “The Modern Company,” we’ll uncover why traditional management practices are no longer up to the task, and what about this particular historical moment has made the integration of entrepreneurial management so critical. We’ll talk about the new capacities and ways of working needed now.

Part One defines how “the startup” is a new atomic unit of work for highly uncertain terrain, and it lays out the conditions required to build a portfolio of startups within an organization. We’ll discuss how to lay the foundations of strong accountability for innovation projects, even in situations of high uncertainty, where planning and forecasting are difficult or impossible, and how to avoid the kinds of accountability measures that routinely kill worthwhile innovation projects. We’ll also take a quick tour through the major points and processes detailed in The Lean Startup, such as minimum viable products, pivots, and the build-measure-learn loop.

In Part Two, “A Road Map for Transformation,” we will dive into the “how” of the Startup Way. When teams are given the chance to organize in the Startup Way, they naturally gravitate to new and different processes than people are accustomed to. We will explore these unconventional techniques—some of which are based on concepts from The Lean Startup, and some of which are brand-new. We’ll also talk about how to manage conflict between these new processes and legacy systems, including conflicts among the middle managers, who historically have been the assassins of progress.

For a modern company, the payoffs of continuous innovation are not only the breakthrough new products, services, internal systems, and commercial wins that it produces. Innovation also provides the opportunity to incubate a new culture, one that unleashes entrepreneurial creativity at every level of the organization. We’ll explore how making the right accountability and process choices allows this new culture to thrive and grow.

We’ll look at the personnel, hiring, and development needs that are implied by this new way of working. We will address, head-on, the mistaken but widespread belief that working in an entrepreneurial way requires firing existing staff and going outside to look for fancy superstars. In every organization I have worked with—without exception and including some iconic Fortune 500 companies—I have found true entrepreneurs on the inside. We’ll discuss how to bring those talented people out of the shadows, build a network of coaching and support, and ultimately help them succeed. We’ll examine how the internal functions of a corporation, including HR, legal, finance, IT, and procurement, can be transformed in order to facilitate rather than block innovation. We’ll look at the kinds of problems that uniquely arise during continuous innovation. Finally, we’ll take a very close look at the process and mechanisms of innovation accounting, the financial structure that supports this new way of working.

In Part Three, “The Big Picture,” we’ll explore what happens once the transformation process is “complete.” Or rather, the fact that it never really is. The ultimate goal of the Startup Way is for organizations to be in a state of continuous transformation, which will allow them to flourish in any circumstance. I believe this kind of flexibility can also be used far more broadly, so the final chapters are about the greater consequences of this new structure when applied to public policy and the problems we face as a society.

A PATH TO LONG-TERM THINKING

Continuing a theme from The Lean Startup, in this book I will return often to a central question: How can companies truly create long-term growth and results? Of all of the topics I discuss from day to day, this one is the most emotionally charged for today’s managers and founders. Over and over again, I see people who desperately want to fulfill a long-term vision for the company, to leave a legacy of meaningful change behind. And yet they are continually frustrated by the short-term demands of our current business systems. All it takes is a few bad quarters for investors to demand change, and for the internal politics of a company to create massive upheaval, all the way to the top.

You might think an organization that measures its employees against strict quarterly deadlines, the way most companies currently do, would operate with a mindset that encourages rapid experimentation on an abbreviated schedule. But what actually happens is the opposite. Because of the short-term pressure, anything that can be done in one quarter has to be highly predictable in order to make future commitments based on its results. Instead of seeing the innovation opportunities that come with thinking in short cycles, companies become conservative and focus only on the projects they believe will maximize that quarter or fiscal year. That means they continue to do the same things, whether or not those things still work the way they used to. In addition, the company that demands predictability in the short term is also ill-equipped to hold teams working on longer projects accountable.

I believe the new framework described in this book provides concrete guidance for how to move beyond this dilemma to a new, more sustainable system for creating long-term growth and flexibility.

So now that you understand what we want to accomplish—changing the way the modern company operates—let’s begin.
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Part One



THE MODERN COMPANY




“HYPERGROWTH FOR A COMPANY ALSO REQUIRES HYPERGROWTH OF THE PEOPLE INSIDE IT.”

In 2006, you probably never would have even thought of renting a stranger’s apartment instead of checking in at the Hilton. As of this writing, more than 100 million people have,1 thanks to Airbnb. At its core, the company is already experimental. If it weren’t, it never would have uncovered a whole hidden market and grown in just ten years to a valuation of $30 billion. So what more could startup thinking possibly bring to a company that very recently found huge success by disrupting an entire market?

A few years after Airbnb launched, the company’s original team started looking around for growth opportunities. They’d added new features to their existing product, including user verification and host insurance to increase confidence in the platform, and they’d formed a partnership with Concur Technologies to capture business travelers. But they knew that in order to keep growing, they needed to come up with something entirely different. “We said, ‘What’s next? Where is this going?’ ” recalls Joe Zadeh, one of the company’s first employees and now its VP of product. As founder Brian Chesky said, in retrospect: “I had this sense of urgency or crisis. You can’t stay the same.”2

Zadeh and Chesky realized that in order to come up with something completely new, they needed to give themselves the time and space to experiment—something they’d had when they launched the company, purely because of circumstance, but hadn’t been prioritizing as Airbnb grew. They created a small dedicated team within the company, led by Chesky, whose first mission was an afternoon at Fisherman’s Wharf, a scenic spot overlooking San Francisco Bay, Alcatraz, and the Golden Gate Bridge, where out-of-towners flock and souvenir shops abound. The result, which came several years later, was the launch of Airbnb Trips, a trip-planning service that marks the company’s first major expansion. In Chapter 8 you’ll learn more about what came between that afternoon and the product launch, and about Airbnb’s structure, which allows both for the maintenance of its core product and for experiments with new ideas, like Trips. It’s the philosophy behind being able to make bets that may or may not pay off, rather than to simply refine a current success, that I want to highlight here. Zadeh sums it up: “Hypergrowth for a company also requires hypergrowth of the people inside it.”

Airbnb is just one example of a startup structure that allows for experimentation. Throughout the book, we’ll look at aspects of a variety of startups, including Dropbox, WordPress, and Emerald Cloud Lab, to see how they’ve done it.

Many startups, of course, are not yet at this point. But if they succeed, they’ll reach it soon enough. Thinking about how to manage growth ahead of time, rather than when it’s already happened and is creating a crisis, is critical. Understanding the tools that are available and the environment we’re using them in is key to sustained, long-term success. As Palantir’s Ari Gesher says, “Hypergrowth is painful—there’s no way to do it gracefully. If it hurts, you’re not doing it wrong, you’re doing it right.”3

In this part of the book, we’ll talk about what it means to become a modern company, and the entrepreneurial structure required to survive and embody a long-term vision for the future. Implementing that vision takes patience and dedication—transformation is never a quick fix—but organizations that operate this way have the greatest chance at continued expansion. We’ll walk through the elements of startup culture and work that have made Silicon Valley and other startup hubs such dynamic places, as well as the lessons and theories from the past that form the foundation on which to build a new way of thinking about management. Finally, we’ll synthesize these ideas into the Startup Way.




Chapter 1

Respect the Past, Invent the Future: Creating the Modern Company

When I first began working with GE years ago, I sat down for a conversation with CEO Jeff Immelt. Something he said to me that day has stayed with me ever since: “Nobody wants to work at an old-fashioned company. Nobody wants to buy products from an old-fashioned company. And nobody wants to invest in an old-fashioned company.”

What followed was an in-depth discussion of what makes a company truly modern. How do you know it when you see it?

I asked him to imagine the following: If I selected an employee of the company at random, from any level or function or region, and that employee had an absolutely brilliant idea that would unlock a dramatic new source of growth for the company, how would he or she get it implemented? Does the company have an automatic process for testing a new idea, to see if it is actually any good? And does the company have the management tools necessary to scale this idea up to maximum impact, even if it doesn’t align with any of the company’s current lines of business? That’s what a modern company does: harnesses the creativity and talent of every single one of its employees.

Jeff answered me directly: “That’s what your next book should be about.”

THE MARKETPLACE OF UNCERTAINTY

I think most business leaders recognize that the everyday challenges of executing their core business leave little time and energy for harnessing and testing new ideas. This stands to reason, as today’s companies are operating in an environment quite different from their predecessors. I’ve had the privilege of meeting thousands of managers around the world in the past few years. Over and over again, I see their incredible anxiety about the unpredictability of the world they live in. The most common concerns I hear:

1. Globalization and the rise of new global competitors.

2. “Software eating the world”1 and the way automation and IT seem to destroy the competitive “moats”2 companies have been able to set up around their products and services in the past.

3. The increasing speed of technological change and consumer preference.

4. The ridiculous number of new potential high-growth startups that are entering every industry—even if most of them eventually flame out.3

And those are just examples of the external sources of uncertainty that face today’s managers. Increasingly, today’s managers are also under pressure to create more uncertainty themselves: by launching new, innovative products, seeking new sources of growth, or entering new markets.
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The diffusion and adoption rates for new technologies have risen over the years. The graph shows the number of years it took technologies such as electricity, television, and the Internet to be adopted by at least 25 percent of the U.S. population.4

It’s important to see this as the change it is. For most of the twentieth century, growth in most industries was constrained by capacity. It was considered completely obvious what a company would do if it had extra capacity: make more stuff and then sell it. “New products” meant mostly variations of what a company already made. “New growth” usually meant putting out more advertising to reach new audiences with existing products. The bases for competition were primarily price, quality, variety, and distribution. Barriers to entry were high, and if competitors did come on the scene, they entered and grew relatively slowly—by today’s standards.

Today, global communications means that new products can be conceived and built anywhere, and customers can discover them at an unprecedented pace. What’s more, individuals and small companies have unprecedented access to these new global systems, compared to a small number of owners of capital in the past.

This setup flips Karl Marx’s old dictum on its head. What he called the means of production can now be rented. Entire global supply chains can be borrowed at little more than the marginal cost of the underlying products they produce. This dramatically lowers the initial capital costs required to try something new.

In addition, the basis of competition is shifting. Today’s consumers have more choices and are more demanding. Technology trends reward businesses that have the broadest reach with near-monopoly-type power. The basis of competition is often design, brand, business model, or technology platform.

THE MANAGEMENT PORTFOLIO

This is the context in which a modern company operates. Plenty of companies still make commodity products. But more often, they require new sources of growth that can come only from innovation. This has very real effects for what I call the management portfolio of a company. Incremental improvements to existing products or new variations thereof are relatively predictable investments, as are process improvements to increase quality and margins. The tools of traditional management—from forecasting to typical performance objectives—work fine in these situations.

But for other parts of the management portfolio, where leaps of innovation are being attempted, the traditional management tools don’t fit. Most companies don’t have anything to replace them with—yet.

WHY TRADITIONAL MANAGEMENT TOOLS STRUGGLE WITH UNCERTAINTY

Some years ago, I picked up one of the classics of the management genre, Alfred Sloan’s My Years with General Motors (1963). In it, he recounts the moment in 1921 when GM almost ran out of cash. The cause? Not some devastating catastrophe or embezzlement scandal. No, they simply dramatically overbought their inventory supplies, to the tune of several hundred million dollars (in 1920s dollars!), unaware that the general economy was slumping that year and demand would prove to be soft in 1920–21.

After saving the company through emergency measures, Sloan undertook a several-years-long journey to find a new management principle that could prevent this kind of problem from recurring. Eventually he made a breakthrough discovery, which he called “the key to co-ordinated control of decentralized operations.”

The foundation of this system was the rigorous production of estimates, for each divisional manager, of the precise number of cars that GM should sell in an “ideal” year. Using these estimates in combination with a number of internal targets and external macroeconomic factors, the company would produce a forecast of how many cars each division was responsible for selling. Managers who exceeded this total were promoted, those who fell short were not. Once put into place, the system worked to prevent the kind of miscalculation and waste of resources that had previously occurred in the company.

The structure that Alfred Sloan pioneered became the basis for all of twentieth-century general management. You can’t run a multiproduct, multidivision, multinational company and its attendant global supply chains without it. It is one of the true revolutionary ideas of the past one hundred years and is still widely in use today. Everyone knows the drill: beat your forecast, your stock goes up, you get promoted. Miss it and watch out.

But when I first read this story, what went through my head was: You’re telling me that …

once upon a time …

people made forecasts …

and they came true?

And, not only that, the forecasts were so accurate that they could be used as a fair system for deciding who gets promoted and who doesn’t? As an entrepreneur, I had never experienced such a thing.

The startups I had always worked on and got to know in Silicon Valley couldn’t make accurate forecasts because they had no operating history at all. Because their product was unknown, their market was unknown—and in some cases, even the functionality of the technology itself was unknown—accurate forecasting was entirely impossible.5

Nevertheless, startups make forecasts, too—just not accurate ones.

Early in my career, I knew why I had always made a forecast for my businesses: you can’t raise money for a startup without one. I assumed forecasting was a kind of kabuki ritual where entrepreneurs prove to investors how tough they are by showing how much spreadsheet pain they can endure. It was a fantasy exercise driven by our desire to show an outcome remotely plausible for an idea that was—usually, at that point—totally unproven.

Eventually, though, I found out that some investors actually believed the forecast. They would even try to use it as a tool of accountability—just like Alfred Sloan. If a startup failed to match the numbers in the original business plan, the investors would take this as a sign of poor execution. As an entrepreneur, I found this reaction baffling. Didn’t they know that those numbers were entirely made up?

Later in my career, I befriended more managers in traditional corporate jobs who were trying to drive innovation. The more corporate innovators I met, the more I heard about how much faith their bosses put in forecasts as a tool for holding people accountable—even senior managers who (I thought) surely would know better. The “fantasy plan” of the original pitch is often far too optimistic to be used as a real forecast. But managers, lacking any other system to use, need something to hold on to. Without an alternative, they cling to the forecast—even if it’s just made up.

You’ve probably started to sense the problem here: An older system of accountability, designed in a very different time and for a very different context, is still being used in situations where it doesn’t work. Sometimes, failure to hit the forecast means a team executed poorly. But sometimes it means the forecast itself was a fantasy. How can we tell the difference?

HOW DO WE DEAL WITH FAILURE?

No doubt you’ve heard of Six Sigma, one of the most famous corporate transformations in management history. Introduced to GE in 1995 by CEO Jack Welch, Six Sigma is a process to develop and deliver near-perfect products. Sigma is a statistical term measuring how far a given process deviates from perfection. To achieve Six Sigma Quality, a process must produce no more than 3.4 defects per million opportunities, i.e., it must be defective less than 0.0000034 percent of the time. Welch introduced the process to GE with the goal of achieving Six Sigma Quality across the company within five years, stating, “Quality can truly change GE from one of the great companies to absolutely the greatest company in world business.”6

As I traveled around GE training executives, a lot of questions arose, from both fans and skeptics of Six Sigma, as to whether FastWorks was to be GE’s next “big thing.” Did it render past Six Sigma training obsolete? If FastWorks was meant to work alongside Six Sigma, how would you know when to use which? Were there certifications and levels to Lean Startup knowledge akin to the colored belts of Six Sigma?

One day, as I was meeting with a Six Sigma black belt from one of GE’s industrial businesses—who was quite skeptical— I found myself distracted by the mug on his desk, which read: FAILURE IS NOT AN OPTION. Nobody in the startup world could have such a mug, I mused; it would be ridiculous. My experience is full of situations where reality proved too unpredictable to avoid failure.

I thought of the best, most successful entrepreneurs I know. What would their mug say? I settled on: I EAT FAILURE FOR BREAKFAST.

The tension between those two slogans is a great starting point for understanding not only why startups have had such a hard time adopting traditional management methods, and vice versa—but also what connects them. There was a time when producing high-quality products on time, on budget, and at scale was one of the preeminent problems of the age. Understanding how to build quality into products from the inside out required mastering the new statistical science of variation, and then devising tools, methodologies, and training programs that could make doing so practical. Standardization, mass production, lean manufacturing, and Six Sigma are all fruits of this hard-won conceptual victory.

Baked into these methods is a presupposition that failure can be prevented through diligent preparation, planning, and execution. But the startup part of the management portfolio challenges this assumption. If some projects fail to meet their projections because the underlying uncertainty was extremely high, how do we hold those leaders accountable?

CHANGING HOW COMPANIES “GROW UP”

Aditya Agarwal, who worked at Facebook in the company’s early years when it grew from ten people to about 2,500, is now VP of engineering at Dropbox. He sees the entrepreneurial dilemma this way:


One of the reasons it’s hard to build new things at larger companies is because people don’t have the mental model of “My job is to actually learn new things.” A lot of the mental model is you get really good at doing something and then you are supposed to keep on doing that. Yes, there’s incremental learning, but it’s more about perfecting your craft as opposed to bootstrapping your craft. Even companies that seem to have launched one good product won’t easily know how to do it again.



You’d think that an innovative, hot startup like Dropbox, which was founded in 2007 and as of this writing has a $10 billion valuation, 500 million users, and roughly 1,500 employees worldwide,7 would easily avoid the problem of replicating an old-fashioned structure, right? After all, it came into the marketplace with a product no one even knew they needed and blew up in a big way.

But it, too, has run into some of the problems we typically associate with traditional, more established companies. Why? Because over the course of its tremendous, and tremendously fast, growth, the company was built to a familiar blueprint. It lost some of the first principles of product thinking that made its initial success possible. Its launches of two new flagship products, Mailbox and Carousel, were, in Agarwal’s words, “disappointing. There wasn’t the massive scale we wanted and we ended up having to sunset them.”

The reasons for these failures were familiar. Says Agarwal, “We did not get enough pertinent user feedback. We were building and building but not listening enough.”

The difference between Dropbox and more established, legacy companies, was that at the company’s core, there remained the original understanding of the best ways in which to test, market, and grow ideas. “It was the most painful experience the company has gone through,” Agarwal says, “but also the most rewarding and important one. It taught us so many things about what we were doing wrong building new products. It’s important that you accept the pain and do all the postmortems and you learn from it. And that’s how you get better and stronger.”

After adopting a series of changes, some of which I’ll detail in a later chapter, they released Dropbox Paper, a new feature for communicating and collaborating on the platform that draws on what they learned from previous attempts. It launched globally and in twenty-one languages in January of 2017.

As Dropbox director of product Todd Jackson puts it, “It’s a different discipline to launch brand-new products.” The awareness of the need to both protect and grow an existing product while also being able to experiment with new ones in this way is critical to success in the twenty-first century, and a hallmark of a modern company.

THE LEADERS’ ROLE

A few years ago, I was answering questions in a town hall–style meeting at a “unicorn”8 startup—a private company valued at over $1 billion—that had quickly grown to over a thousand employees. Although the company was only a few years old and their technology cutting edge, their management practices were decidedly traditional. The town hall mostly focused on these basic questions: What happened to our startup DNA? Why have our velocity and agility dropped so much recently? And what can we do to get them back?

Afterward, the founder came to me with her frustrations and described her dilemma this way: A team had come to her with an idea they wanted to try out. Though she now sits at the helm of a large organization, she’s an entrepreneur at heart. So she gave the team some funding, sent them on their way, and got back to the day-to-day work of managing the company. The new team updated her periodically, like every other team did, and all seemed to be going well. Six months later, she decided to walk over to take a look at what this team was working on, only to discover that they hadn’t shipped anything. There were no customers yet, and the product was only half done and way more complicated than it was supposed to be.

The team had a million excuses about what had happened—lack of resources, the need to anticipate twelve other problems that might come up in the future and build the infrastructure that would support them, etc. It was a classic case of scope creep, as the team added more and more “essential” features to their product. The founder couldn’t understand what had gone wrong. Why hadn’t anyone said anything? Why didn’t her team see this as a disaster? The answer was that they weren’t being held accountable in a way that genuinely showed progress (or lack thereof).

This gave me the opportunity to ask the founder what her own early investors would have said if she’d made any of these same excuses. “Would they have flown, or would someone have said, ‘That’s great, but you don’t have time to do twelve things. You have time to do one thing well. You don’t have the resources to build all this extra stuff. You need to build what you actually need right now. You can make all these excuses about not having customers, but not having customers is like not having oxygen. You can’t survive.’ ”

It was an odd moment. The CEO and founder was accustomed to thinking of herself as the plucky protagonist in the classic entrepreneurial story. Investors and advisors were just the supporting cast. But now she had to learn to see herself as an investor in the entrepreneurs that worked for her. She was the person in charge of building a program to support their efforts and give them the milestones and mechanisms to demonstrate the results of their work, and she hadn’t done it. Looking at it from this new perspective, she realized that she had to reinterpret her role. Once she did, we had an exciting conversation about who the entrepreneurs in her company were and how she could empower them.

PROFITING FROM FAILURE AT AMAZON

Some companies, of course, are already working this way: They’re the ones who are most successful in today’s economy, and it’s because they know how to think long-term even as they’re acting rapidly and measuring results as they go. Think of the Amazon Fire phone. Over the course of four years, the project went from an idea detailed in an aspirational mocked-up press release to almost universal disappointment after its launch in the summer of 2014. Initially priced at $199, the Fire soon cost only $0.99, and by the following winter, the company took a $170 million write-down based mostly on unsold phones.9 Where a more traditional company might have fired people and destroyed morale, Amazon used this opportunity to learn and reorganize. As Jeff Bezos said at the time:


I’ve made billions of dollars of failures at Amazon.com. Literally. None of these things are fun, but they also don’t matter. What matters is that companies that don’t continue to experiment or embrace failure eventually get in the position where the only thing they can do is make a Hail Mary bet at the end of their corporate existence. I don’t believe in bet-the-company bets.



Instead of shutting down Lab126 (the team that designed the Fire) and letting the people who’d created the Fire phone go, Amazon moved them to other projects: tablets, the Echo, the Alexa voice-activated assistant, and many things still to come.10 At the same time, outside of the new-product space, the company was getting into food delivery, original television, and its own line of baby products. “There are many ways of thinking about this, but the reality is that Amazon is a collection of several businesses and initiatives,” Bezos said that year. “It’s kind of like we built this lemonade stand twenty years ago, and the lemonade stand has become very profitable over time, but we also decided to use our skills and the assets we’ve acquired to open a hamburger stand, a hot dog stand—we’re investing in new initiatives.”11

Even in situations where you can’t forecast, you can still plan. Whatever the Fire’s original business plan was, it surely didn’t predict what happened. But the phone was built with an assumption of risk that created space for the company’s reaction when it didn’t play out as expected. It’s that long-term vision—the understanding that the lemonade itself might end up not being a long-term bestseller, but instead some other bet might be—that allows the creation of a portfolio of experiments.
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