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Captain’s Log

My goal in writing this book is to expose the process of innovation behind the world’s startup factory and its ability to reshape our lives and fortunes. I’ve spent the past decade in San Francisco working with hundreds of startup founders, helping them understand the underlying methods, models, and mind-set of Silicon Valley and put those to use in coming up with breakthrough products and services. What I can tell you is that innovation isn’t straightforward. It’s not linear. It’s an unpredictable, impractical, and incredibly difficult process, which is why so many people and companies fail at it. It’s like trying to make an elephant fly. But it’s also responsible for most of the wealth creation today, and if you aren’t innovating, you’re going to miss out.

Whether you work for yourself or someone else, in today’s world you will need to innovate to stay competitive. It doesn’t matter if you’re a startup founder, corporate executive, small business owner, freelancer, or professional, there’s a technology out there that’s going to upend your industry. And if you aren’t able to harness it to your advantage, someone else will. Innovation is no longer an option—it’s the price of admission into the business world.

Almost every major company today has made innovation its number one priority. Yet fewer than one in four executives believe their organizations are effective innovators. The pressure to innovate and the price paid for failure keeps rising, while most companies haven’t progressed at all. They are still using the same antiquated techniques pioneered decades ago. This is why some of the biggest corporations in the world manage to lose entire markets to startups they’ve never heard of.

As the Captain of Founders Space, one of the leading incubators and accelerators in the world, I’ve been on the front lines of innovation. They call me Captain Hoff, and I work hands-on with startups in Silicon Valley, helping them develop their business models, create breakout products, raise capital, and scale their companies. Throughout this process, the founders are constantly experimenting, failing, and learning from their mistakes. As their teacher and mentor, I’ve gained valuable insights into exactly how successful teams take rough, half-formed ideas and transform them into the next blockbusters.

In this book, I’m going to show you the process by which successful startups and established corporations come up with new products and services, as well as answer the critical questions every innovator needs to know:

[image: image]  How do Silicon Valley entrepreneurs innovate?

[image: image]  Why do some of the smartest companies fail during the process of innovation?

[image: image]  What’s the best way to structure innovation teams?

[image: image]  Who should be on those teams and what skills should they possess?

[image: image]  How can innovation be put into practice inside larger organizations?

[image: image]  Which methodologies and processes yield lasting results?

[image: image]  How do you identify the next billion-dollar opportunity?

Finding answers to these questions isn’t easy. Innovating is complex, messy, and often opaque. That said, I’m going to explain this process step-by-step and show exactly what it takes to replicate it inside your company. I’ll make clear how you can take these lessons and apply them to any established organization, from startups and family-owned businesses to multinational corporations.

The reason I believe I’m a good teacher is because I have done the work myself. I cofounded three different venture-funded startups. I’ve been in the trenches struggling to find the right path for my companies. I know how hard it can be. I witnessed the rise and collapse of the dot-com bubble. I lived through the 2008 financial crisis. I rode several of the biggest tech waves, and I’ve taken all my experience, successes, and travails and used them as the foundation for my teaching.

I’ve also worked for large, public companies, including Infospace and SEGA; coached managers from multinationals, like IBM, Fujitsu, and Huawei; and helped numerous family-owned companies across Asia. Because of my diverse background, I’m able to look at innovation from both the perspective of a bootstrapped entrepreneur and a corporate executive. In this book, I approach innovation from both points of view. I show how innovation works in startups as well as in some of the world’s largest conglomerates.

So what is Founders Space? Founders Space is an incubator and accelerator for startup companies. Most people don’t understand exactly what incubators and accelerators do, so I will explain.

Incubators, like Bill Gross’s Idealab, typically begin with their own ideas and then put together the team, funding, resources, and relationships necessary to transform a concept into a successful business.

Accelerators don’t form companies. Instead, they recruit already existing companies which are at an early stage in their development, and provide them with the mentoring, resources, relationships, training, and funding necessary to accelerate their growth.

How did I get started forming my own incubator and accelerator? Five years ago, after I’d finished my third venture-funded startup, I was taking a break. At this time, many of my friends were launching their own startups in Silicon Valley, and they came to me for assistance. “Steve, you have to help me!” my friends would say. “How do I get funded? How do you put together a business plan? Who should I have on my board of advisors?”

I was happy to answer their questions on fund-raising, product development, design, and go-to-market strategy. After a couple months of this, I realized that most entrepreneurs have the same questions, so I posted answers to those questions on my blog. Some of the posts went viral. Soon new startup founders, whom I didn’t know, began asking me for help. That was when Founders Space was born.

My colleagues and I started holding meetups in San Francisco and Silicon Valley. Our events and roundtables became so popular that they spread to Los Angeles, New York, Texas, and as far away as Singapore. Over the years, Founders Space grew from a part-time hobby and labor of love into a more than full-time global business. Founders Space has more than fifty strategic partners around the world. Our headquarters are in San Francisco. Our first goal was to help startups from all over the world to tap into the Silicon Valley ecosystem. As we expanded, so did our mission. We are now an international organization with those strategic partners in twenty-two countries. We believe innovators need to think globally, and Founders Space has become an educational and knowledge-sharing hub for worldwide entrepreneurship.

Europe has been a big focus for us, and now we’re expanding rapidly in Asia. We run in-depth courses across China, Taiwan, and Korea, and we launched a Founders Space Incubator in Shanghai with plans to open up in Japan and Germany. Our mission is to continue expanding globally with Southeast Asia and Latin America next on our list. Within the past two years, we’ve had thousands of startups attend our seminars and more than four hundred entrepreneurs go through our incubator program. Our success includes one of the fastest growing organic food delivery startups and the top-grossing virtual reality game developer, as well as startups using artificial intelligence, big data, and the Internet of Things to remake our homes, workplaces, and lives.

So why did I feel compelled to write this book? Although there are plenty of innovation books on the market, none of them takes the processes and methodologies used inside a Silicon Valley incubator and shows how these techniques can be adapted for all businesses, from global behemoths to garage startups. This, combined with my personal experience, has allowed me to gain a deep insight into how innovation takes place across diverse organizations, cultures, and business environments, and then distill this experience down to something everyone can use. My goal is to help you understand what it means to put the ideas, energy, and ingenuity of Silicon Valley to work within your company, so you can outthink and outmaneuver the competition. By the time you’ve digested this book, I sincerely hope you can take your impossibly big idea and make it fly!


Section One

[image: image]

THE ESSENCE OF INNOVATION


Chapter 1

Innovation Vector

Innovation isn’t new. We’ve been doing it since prehistoric times. The first major innovation was when humans stumbled upon fire and figured out how to use it to keep warm, cook meat, fend off enemies, and see in the dark. Not much has changed since then. We’re still going through the same process, although with more knowledge, better tools, and improved collaboration.

Arguably the most important innovation in all of history was Johannes Gutenberg’s printing press. It appears so simple in hindsight: movable type. However, the impact was enormous. This single innovation enabled the dissemination of knowledge and exchange of ideas on an unprecedented scale. The free flow of information set in motion momentous changes, including the Renaissance, Reformation, and Scientific Revolution. This unprecedented explosion in knowledge sharing has formed the basis of our modern world.

Our progress for tens of thousands of years was linear, but the ability to organize, share, and use information on a global scale propelled us from the Dark Ages into the Age of Enlightenment and beyond. If you look at innovation over time, the invention of moveable type was the point where we first started to see exponential growth. This acceleration has continued with the Industrial Revolution and Information Age, as more information and resources have become available to more people than in the entire preceding millennia. Today, Second and Third World countries can access the identical knowledge base as the First World. Enterprising students at the University of Nairobi can tap into the same online forums, discussion groups, and information as those in New York, Berlin, and Tokyo.

Now we are about to take the next great stride forward. We are on the cusp of the Cognitive Era, where artificial intelligence will enable machines to start thinking and acting autonomously as they process vast amounts of data, make complex decisions, and communicate on a scale never seen before. Decision-making will migrate from human beings to computers as we outsource routine and complex decisions. Within the next few decades, we will have microprocessors embedded in all parts of our bodies, extending our lives, our cognitive abilities, and our power to manipulate the world. Human-computer symbiosis will rapidly reach a level where parts of our decision-making will reside not in our heads but in the cloud. Our brains will be plugged directly into the Internet 24/7.

If this sounds like a fantasy, it’s not. Already, scientists in labs have inserted wireless chips into the brains of monkeys so that they can control a robotic arm with their thoughts and feed themselves. In another experiment, the monkeys were placed in electric wheelchairs, and just by thinking, they could drive the wheelchairs around a room. If monkeys can do this, so can human beings. If they put a wireless chip in my brain today, I would be capable of turning on and off the lights in my home, answering my phone, and steering a vehicle with my thoughts.

That’s not all. Scientists recently trained a rat how to gain access to special food. The training took a bit of work, because the rat had to learn exactly how to access the food. The scientists then hooked the rat’s brain up to the Internet and connected it directly to another rat’s brain in a different location. Instantly, that second rat understood how to get the food without any training. In other words, scientists managed to transfer information directly from one living brain to another.

This may sound like science fiction, but it’s happening today, and if we look into the future, we can easily imagine a time when we’ll no longer need to go to school. We will be able download all the knowledge into our heads. We’ll even be able to download other people’s thoughts, memories, and emotions. This type of technology may not even require chips in our brains. We may be able to do it all noninvasively in the future with electroencephalography-based brain-computer interfaces or similar technology, and just like most people today cannot imagine living without smartphones, in the future we won’t be able to imagine living without a direct brain-to-Internet connection.

If you combine these advances in technology with the progress being made in DNA editing, robotics, nanotechnology, big data, and artificial intelligence, we will be living in a completely different world in twenty years. This may sound scary, but it shouldn’t. If you took one of our prehistoric ancestors and beamed them into the present-day world, it would be unfathomable to them, but to us, it’s quite normal. Remember, it wasn’t that long ago that 90 percent of the world’s population toiled on farms doing all the work with only the assistance of animals. Soon the idea of people working in factories and service jobs will seem antiquated. Advances in technology will free people up for more creative work and enable us to experience and do things we never imagined possible. It will also help solve some of the world’s most pressing problems, like climate change, food supply, habitat destruction, and disease outbreaks. And it will open up new ways to view ourselves and our universe. Technological innovation is not only the next step in our evolution as a species, but it’s the key to our survival. Without radical innovation, we can’t sustain our current way of life.

Fortunately, with each leap forward, our capacity to innovate will continue to rise exponentially. It’s similar to Moore’s Law, which states that the number of transistors present in new integrated circuits will double approximately every two years—meaning that computing power will increase exponentially over time. The observation was made by Gordon Moore, the cofounder of Intel, and it has held true for decades. Recently, Moore’s Law has failed to deliver on its promise because it was too narrowly defined. It was only applied to the processing power of microchips with their physical limitations. Instead, Moore should have expanded his law to innovation itself. It’s not as easy to quantify the rate of innovation, but if you look at our progress over the past two millennia, it’s clear we’re experiencing more than a linear progression.

[image: image]

Imagine moving up the innovation curve in the coming decades. No matter what you do for a living, you are part of this massive change taking place, and it will transform your job, your life, and your image of yourself. The changes will be both profound and revelatory. What we call work today will no longer be the domain of humans, and what we think of as our own personal thoughts and experiences will be intertwined with those of machines, extending beyond the current physical limitations of our brains and bodies. All this will happen within our children’s lifetimes, and those of us who push the boundaries of science, technology, and business will reap the rewards and have a chance to shape the future.



[image: image]

MYTH: INNOVATION IS STEADILY PROGRESSING

Even I fall prey to this myth when I over simplify the innovation curve, showing a smooth progression upward toward exponential growth. The truth is that history moves in fits and starts. There is one step backward, then two forward, then three backward. Political turmoil, wars, famine, and natural catastrophes can all impact the steady march of progress.

If we look back at the ancient Greeks, they actually came up with many innovations and theories that were lost until the Renaissance. Take, for example, the Greek philosophers Leucippus and Democritus. They developed the concept of the atom in the fifth century BCE. However, their theory ran counter to both Aristotelian and Christian dogma, and so it was suppressed until the sixteenth and seventeenth centuries. The same thing happened when the Greeks proposed the idea of a spherical Earth back in the sixth century BCE.

Even with these major setbacks, if we look at the macro picture, things are progressing. It looks more like a jagged line than a smooth curve, but the overall direction is up and the rate of innovation is accelerating.

[image: image]






Chapter 2

Technology Isn’t the Answer

One of the biggest misconceptions is that innovation is all about technology. It’s not. Technology plays just one part in the innovation process, and it’s not always the most important part for the entrepreneur. The fact is that most new inventions don’t become viable businesses for decades. You can look at any invention throughout history, from the combustible engine to the lightbulb to the computer, and you’ll see a significant lag time from the original invention to the birth of the industry.

When I travel the world with Founders Space, I’m always meeting politicians and industry leaders who believe the way to replicate Silicon Valley is to develop or import new technologies. They are often willing to spend billions to accomplish this task. This is flawed thinking. While technology is important, it’s not the answer. If you analyze most successful startups, you can see that most of them had little or no proprietary technology when they began. Just take a look at the high-flying companies listed below. They are called unicorns because their valuation after investment was over a billion dollars, which is supposed to be very rare, just like the mythical unicorn:

[image: image]  Uber—ride sharing

[image: image]  Airbnb—home sharing

[image: image]  WeWork—coworking space

[image: image]  Spotify—music

[image: image]  Snapdeal—online shopping

[image: image]  Zenefits—online HR software

[image: image]  SoFi—student loans

[image: image]  Vice Media—media & journalism

[image: image]  Credit Karma—free credit scores

[image: image]  Delivery Hero—online food-ordering service

[image: image]  Wish—online shopping

[image: image]  Houzz—design your home

[image: image]  Blue Apron—ready-to-cook meals

[image: image]  Dropbox—online file sharing

[image: image]  Instacart—groceries delivered to your door

[image: image]  SurveyMonkey—online surveys

[image: image]  BuzzFeed—online news

[image: image]  Jet—online shopping

[image: image]  Thumbtack—hiring professionals for projects

[image: image]  Eventbrite—event ticketing and discovery

[image: image]  Evernote—mobile note taking

[image: image]  Warby Parker—shop for online glasses

[image: image]  Nextdoor—neighborhood social network

[image: image]  Kabbage—small business loans

[image: image]  Udacity—online courses

[image: image]  Box—online file sharing for businesses

None of these companies developed their own proprietary technology when they launched. Instead, they used existing technology in new ways, while focusing on business model and design innovation. The technologies that most successful startups employ are typically off-the-shelf or open-source. These are readily available to anyone anywhere in the world. They aren’t restricted to Silicon Valley. So when I hear governments insist on developing or importing technology from Silicon Valley to spur innovation, I can’t help but think they are focusing on the wrong problem. What technology are they talking about? The technology they need doesn’t have to be imported. Most of it is publically available as open-source or is easily licensed from private companies, universities, and research centers.

Look at the iPhone. We think of it as a technological marvel, but the real genius behind Apple is its design innovation. Steve Jobs understood the power of creating a unique and compelling user experience. The technology in the iPhone isn’t that special. Most of it isn’t even made by Apple. The hardware and chips tend to come from third parties, including Apple’s competitors, like Samsung. What Apple brings to the table is a deep understanding of the customers and what they need and want out of a product. Apple’s major innovation was in the design of the user experience and the app ecosystem.

This is where the brilliance of Steve Jobs and Jony Ive truly shines. Users fall in love with the product, invest their time and energy, and don’t want to give that up. So even if an iPhone costs two or three times as much as an Android phone, most of its users won’t switch. Just look at the App Store. When it launched, it was a breakthrough in design and business model innovation. The store made it easy and fun to browse, install, purchase, and manage software, while providing an ongoing revenue stream and binding the user ever closer to Apple. Each time a user installs software, they invest more time, and often more money, into the ecosystem. If they leave, they give it all up. This is where the value of Apple resides—not in the hardware or technology.

In Silicon Valley, more value has been created through design innovation than any other way. If you look at most startups that begin with proprietary technology but no clear understanding of the customer, they have a harder time creating value than those who start with nothing but a hypothesis. Have you ever heard of a solution in search of a problem? As soon as a company has its own technology, it can limit its ability to explore the market. The business becomes married to the technology, and if an opportunity is not readily apparent, the company may wind up searching for one that fits the technology. This is what I call the technology trap.

I see startups at Founders Space fall into this trap all the time. A European startup came to us recently after spending years and millions of dollars developing a new technology for displaying 3D images without requiring 3D glasses. The problem was that they’d spent most of their money and still hadn’t productized the tech, let alone figured out the business model. We struggled to help them find a product-market fit that Silicon Valley investors could get behind. I can tell you that it would have been far better if they’d validated the market before spending millions on R & D.

It’s easy to believe your technology will give you a distinct advantage, when in fact it’s hindering your progress and limiting opportunity. Companies burdened with proprietary technology but having no clear business opportunities tend to come up with solutions that fit their technology. The hitch is that these solutions, more often than not, solve a problem for the customer that doesn’t exist.

Let’s face it. It’s hard to identify a bona fide customer problem that is large enough to justify starting a business, let alone one that meets the requirements and limitations of a specific technology. Bitcoin, the virtual currency that was supposed to replace cash and credit cards, is a great example of this. The blockchain, upon which Bitcoin was built, is a marvel of technology, but almost no one wanted to use Bitcoin in place of credit cards. Bitcoin was a classic solution to a problem that didn’t exist for consumers. I remember startups raising huge amounts of capital from some of the top venture capitalists in the valley, including Andreessen Horowitz, only to cast about searching for a problem to solve. The problem was that there wasn’t any problem to solve. People were pretty happy with the status quo.

I didn’t invest in a single Bitcoin company despite all the hype. I’m not saying that digital currency isn’t the future. I believe someday paper money will disappear and all currency will be digitized. However, at the time Bitcoin launched, my analysis was simple: My credit card was easy, convenient, trustworthy, and paid me 2 percent cash back on every purchase, while Bitcoin was difficult, inconvenient, subject to volatility, and paid me nothing. The only thing it had going for it was blockchain technology, an open, distributed ledger that can record transactions between two parties, which I couldn’t care less about as a consumer. I have to admit, as a techno geek I was excited about Bitcoin, but the consumer in me won out. Sometimes Silicon Valley drinks its own Kool-Aid, and it’s usually when a new technology comes out that is so sexy everyone falls in love with it, only to find the infatuation is short-lived.

Google, which is hell-bent on developing new technologies, is known for killing more projects than almost anyone else. Many of Google’s initiatives, including Google Glass, Google Wave, Google Buzz, and Google+, have been solutions in search of problems. It’s no accident that Google’s moonshot projects lost $859 million in the second quarter of 2016. We will see this same thing repeated with the next wave of virtual reality and augmented reality apps. Upward of 90 percent will be solutions to problems that simply don’t exist. But the technology is so dazzling that investors are flocking to it without distinguishing between what makes a good business and what looks good in a PowerPoint. VR (virtual reality) and AR (augmented reality) are classic examples of putting the technology cart in front of the business horse. The business always needs to drive the adoption of technology, not vice versa.

I’m a big fan of reading history, especially the biographies of famous inventors, and as history shows us, most inventors don’t wind up making the big bucks or building new industries. Just look at Nikola Tesla’s amazing life. He invented fluorescent bulbs, radio, remote control, the electric motor, the laser, and wireless communications, but wound up dying penniless and ignored. How was it possible for someone to develop so many earth-shattering technologies and die without a cent to his name? Unfortunately, Tesla wasn’t alone. Here are other inventors who died in poverty after making stupendous leaps forward in technology:

[image: image]  Johannes Gutenberg—the printing press

[image: image]  Edwin H. Armstrong—the FM radio

[image: image]  Antonio Meucci—the telephone

[image: image]  Rudolf Diesel—the diesel engine

[image: image]  Geoffrey Dummer—the integrated circuit

[image: image]  Charles Goodyear—vulcanization

And the list goes on …

I’m not trying to discourage anyone from becoming an inventor. Inventors play an invaluable role in our society. I just want to make it crystal clear that translating new inventions into a viable business isn’t easy. It’s incredibly hard. The big breakthroughs tend to come from the next generation of entrepreneurs, who just focus on the opportunities and aren’t wed to any specific technology, unless it serves their purposes.

As an angel investor, I see startups all the time who have some proprietary technology that they feel compelled to use, usually because they’ve spent loads of money and time developing it, only to discover that finding a product-market fit for their creations is harder and more expensive than all the research and development they’ve done. Whenever a startup comes to me with new technology but no proof of customer demand, I cringe. It’s typically a death warrant. It’s like being handed a key but not knowing if it opens anything worthwhile. Far better to start with a treasure chest and find a way to pick the lock. That’s what smart entrepreneurs do.

Large corporations aren’t much better at monetizing their technology, especially when it falls outside their core business. Bell Labs had an unparalleled string of world-rocking inventions, including the first transistor, solar cell, and high-definition television, but they weren’t the ones to reap the most profit from these breakthroughs. The profits went in large part to entrepreneurs who licensed Bell Lab’s technology and built new industries around them.

Xerox PARC, which Xerox Corporation founded in 1970 to help spur innovation, is an even more telling example. They invented the Ethernet, graphical user interface, bitmapped displays, icons, pop-up menus, overlapping windows, the mouse, and object-oriented programming. None of these added much to Xerox’s bottom line or prevented the company’s decline. The fact is that it’s typically not the company or individual who comes up with the technology who benefits; it’s the innovator who sees the opportunity and jumps on it. Take Steve Jobs, for example. He took inspiration from Xerox’s most prized inventions and used that to create the Macintosh.

Thomas Edison is another good example. He wasn’t the first to invent the lightbulb, movie camera, power generator, storage battery, or telegraph, but he did identify the business opportunity and innovated his way to success. He was a genius at recognizing an opportunity, pulling all the pieces together, and figuring out how to bring a product to market, while stealing all the credit. This is what true innovators do.

Edison epitomizes the difference between an inventor and an innovator. Innovations unlock business opportunities, while inventions bring new science and technology into the world. If you’re reading this book, it’s probably not because you want to bury yourself in a research lab. It’s because you want to use what’s out there already to transform your industry. So let’s make a deal. Don’t go down the path of spending huge sums on research and development with no idea what the end result will be. Instead, look at the world and its problems, then take existing technologies, modify them to suit your purposes, test the markets to see if there’s demand, and then exploit those opportunities.



[image: image]

MYTH: THE LONE INVENTOR

People love to romanticize the role of the lone genius: the hero that single-handedly, against all odds, transforms the world. The truth is that great innovations don’t happen in a vacuum. They are the culmination of all the work that precedes them. Sir Isaac Newton summed this up eloquently when he said, “If I have seen further, it is by standing on the shoulders of giants.”

If you examine the life of any great innovator, you’ll see a deep level of collaboration and exchange of ideas. Thomas Edison, who took credit for a ceaseless stream of new inventions, actually collaborated intensely with others. Despite his desire to hog the fame, many of his patents have the names of his coworkers on them, which means they did most of the work.

Albert Einstein, Wolfgang Mozart, and Sigmund Freud also worked closely with others. Although they tend to get all the credit, their ideas were part of a collaborative process, where they exchanged, stole, modified, and built upon existing bodies of thought and scientific research. Einstein relied heavily upon the experimental research of his peers; Mozart’s father, a composer and conductor in his own right, was his son’s teacher and collaborator; and Freud formed his own discussion group, where many of his greatest ideas were born.

T. S. Eliot famously said, “Immature poets imitate; mature poets steal; bad poets deface what they take, and good poets make it into something better, or at least something different.” Whether it takes the form of collaboration, cooperation, or thievery, most geniuses don’t come up with their best ideas alone.

[image: image]






Chapter 3

Inventive Ecosystems

If technology isn’t the key to Silicon Valley’s success, what is? Certainly not our intelligence. It’s not our brains that give us the edge. It’s something much more powerful: momentum and diversity. Silicon Valley began with a bunch of misfits, hackers, hippies, artists, and technologists all coming together. These included Stewart Brand, who founded The Whole Earth Catalog; Steve Jobs, who was a fruitarian and didn’t bathe regularly; Douglas Engelbart, who put on “the Mother of All Demos,” Buckminster Fuller, who popularized the term “Spaceship Earth”; Ken Kesey and the psychedelic Merry Pranksters; and Gordon French, cofounder of the Homebrew Computer Club—just to name a few.

The key to Silicon Valley’s creative explosion was that you could have an MBA, an artist, a nerdy scientist, and an LSD-experimenting hippie together in the same room bouncing wild ideas off each other. These types of encounters led to more than one world-changing business. The sheer concentration of creative minds in one place during the chaotic and free-loving 1960s and ’70s led to a revolution in what people thought was possible. To change the world wasn’t just an abstract idea; it was a mission and a reality that permeated the air everyone breathed. Risk taking, experimentation, spiritual awakening, and new technology all blended together to form a mind-expanding brew that fueled and altered the character of Silicon Valley entrepreneurs and inventors. It didn’t matter if they were ex–Wall Street suits, academics, researchers, marketers, designers, or hackers. They became converted to the Silicon Valley religion that anyone can make an elephant fly.

These roots in diversity, free thinking, and irrational optimism are what still drive most of Silicon Valley’s innovation today. To quote Steve Jobs, people here “think different!” We enjoy being rebels, pushing back, questioning the status quo, and going down the path less traveled. The lines between art and science are continually blurred. The vanguard of Silicon Valley are all spiritual children of luminaries like Ada Lovelace, who wove art and mathematics together in 1842 to conceptualize the first general-purpose computer—well before anyone had ever heard of a transistor, let alone an operating system or a programming language.

Leonardo da Vinci is another spiritual role model. Who else can legitimately claim to be an inventor, a painter, a sculptor, an architect, a scientist, a musician, a mathematician, an engineer, an anatomist, a geologist, an astronomer, a botanist, a writer, a historian, a poet, and a cartographer? The technological renaissance that began in Silicon Valley in the 1960s is still running strong. Reid Hoffman, cofounder of LinkedIn, sums it up nicely when he says, “Silicon Valley is a mind-set, not a location.”

That was why I personally came back to the Bay Area, long before it was the world’s epicenter of innovation. I remember walking the streets of San Francisco in the midnineties and seeing multiple subcultures flourishing within miles of each other. Haight-Ashbury had the rebels, rockers, freaks, and runaways. Castro had the free-loving, gloriously gay, never-ending party. South of Market was being transformed as artists, geeks, and yuppies piled in. The financial district was abuzz with investment bankers, traders, institutional investors, and assorted suits. The Mission was drenched in Latino culture. Chinatown was a gritty leftover from the ’70s, while the new, business-savvy Chinese rolled into the Richmond District and helped reinvent the city. And just south of the city lay Silicon Valley, with its wealth of tech giants and venture dollars. I knew this place was ready to explode with creativity, and I had to be a part of it!

Now that Silicon Valley has attained near-mythical status, with its streets paved in venture dollars and unicorns dancing on its suburban lawns, the momentum continues, as thousands of the brightest minds from every corner of the globe flock to California to make their names and fortunes. This modern-day Gold Rush brings ever more diversity of thought, with the world’s most brilliant brains converging and mingling in one small geographic region. When I go out to an event in Silicon Valley, I’m often the only California native in a room. At a single mixer, I may wind up exchanging ideas with an Indian investment banker, a Korean neuroscientist, an Estonian designer, a Chilean botanist, a Chinese venture capitalist, an Egyptian mathematician, and a Thai entrepreneur. Each of these adventurers brings with them their own unique cultural perspectives, points of view, experiences, and approaches to problem solving.

Think of what that means for startups. When you open up shop in the Valley, you have a wealth of talent from all over the globe to choose from. If you choose right, your company can feast on a melting pot of new ideas and ways of doing business. This kind of diversity is at the heart of what makes Silicon Valley so dynamic. According to a study by the Center for Talent Innovation, employees at companies with both inherent diversity, based on gender, ethnicity, and sexual orientation, and acquired diversity, based on learning, are 45 percent likelier to grow their market share over the previous year and 70 percent likelier to capture a new market than companies that lack this diversity.

Silicon Valley has another cultural advantage. Unlike in most other countries, respect isn’t automatically granted to authority figures. It has to be earned. Californian culture dictates that everyone has something to contribute, everyone has a role, and everyone’s opinion has a right to be heard. The boss is not always right. In fact, if the boss isn’t open to new ideas, the best talent will jump ship and join another startup. It’s an egalitarian meritocracy. It doesn’t matter who you know or what your past is. It’s what you do that counts.

It’s precisely this nonconformity and heterogeneity that is Silicon Valley’s strength. Our racial and cultural diversity, openness to immigrants, and acceptance of differences give us a significant competitive advantage over other countries. I travel a lot in Asia, and I can tell you the Chinese, Koreans, and Japanese are just as talented as anyone in California. They have incredible technologists and some of the most entrepreneurial businesspeople I have ever met. But what they lack is Silicon Valley’s willingness to challenge the status quo, cultural diversity, and openness to unconventional ideas and points of view. Most parents in Asia encourage their children to study engineering and business over other subjects. The result is that the majority of people working in high tech have engineering degrees or MBAs—or both. Students enter the workforce equipped with roughly the same ideas and experience, and for that reason alone, they are at a disadvantage when it comes to thinking differently.

Innovation is about creating something new, something the world has never seen before, something that has never been tried. Doing this with a team of like-minded individuals that have all been through the same rigid educational system is a lot to ask. In the rush to be competitive and ensure their success, many countries have missed out on an opportunity. They’ve limited their ability to build a diverse ecosystem. The educational system and parents should be encouraging their youth to follow their passions—not the norms. If a student is interested in music, sculpture, ethnography, creative writing, religion, or philosophy, the student should be applauded for taking the path less traveled.

I’m not saying that countries with more traditional values and educational systems, like China, India, Japan, and Korea, can’t innovate. They are already innovating and will continue to do so at an ever more rapid pace. They are global players, rich in talent, culture, history and ideas. But there’s an opportunity to accelerate growth and ignite a renaissance of creativity, invention, and discovery. Having a wide variety of backgrounds and knowledge is an essential part of building a truly innovative ecosystem. Most big leaps forward come out of interdisciplinary collaborations. Cross-pollination between anthropology, linguistics, and computer science can lead to amazing things. It’s when a musician gets together with a computer hacker and they start talking about the possibilities that new ideas are born. This is Silicon Valley’s secret sauce. It is what gives us an unfair advantage.

I was in Beijing last year, and a mother showed me the paintings her son in elementary school had created. I was blown away. They were incredible, and I told her he should be an artist. This triggered in her an instant negative reaction. She clearly admired her son’s work but didn’t want him to pursue something so frivolous. How could he make money? What type of career was that? What type of life would he have? Her dream was for him to become an investment banker.

This type of narrow thinking is a problem worldwide, and it’s a detriment to long-term competitiveness and progress. In America, public funding for the arts by federal, state, and local governments has declined by 15 percent, when adjusting for inflation, over the past twenty years. Unfortunately, things are only going to get worse, not better, with the National Endowment for the Arts on the chopping block at the time of writing this book. We must realize that if a nation is going to build a true innovation ecosystem, it has to have all the elements in place: creativity and diversity of thought, culture, and education being essential catalysts.


Chapter 4

Watch the Waves

What’s the biggest factor in the success of any startup? Surprisingly, it’s not any of the things we’ve been talking about. It’s not creativity, the team, the customer, product, or technology. It’s timing. Having the right thing at the right time is essential. Just ask any Hollywood producer. They can do everything right: have a star roster, a big brand, and a talented director; but the movie can flop. Or they can make a subpar film, but if it strikes a chord with the public, it’s a hit. Citizen Kane versus Snakes on a Plane says it all. The same is true in nearly every business. Just ask a restaurant owner, a stockbroker, an electronics manufacturer, a banker, or a real estate developer. It’s nearly impossible to succeed if your timing is off.

So how do you time a successful product? You need to watch the waves. Everything in our society happens in waves, whether it’s the Beanie Babies toy craze, the housing bubble, the Billboard Top 40, the adoption of a new technology, or the fashions we all wear. Even in the stodgy corporate and banking worlds, waves dictate how people think, act, and do business. Right now, there’s a big innovation wave, and that’s why I’m writing this book. Everyone from the CEO of General Electric to the head of a family-owned textile factory in Hangzhou are thinking about how to modernize and remake their businesses so they
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