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BOOK ONE
INNOVATION’S SOURCE
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CHAPTER ONE
THE INNOVATION SHIFT

Innovation is not an option. It is a fundamental requisite of survival.

Throughout history, innovative societies have dominated their less-creative rivals. The first civilizations to adopt a new innovation— the first to embrace agriculture, direct rivers, learn metallurgy, or organize themselves into governments—always gained power over their neighbors, at least for some period of time. Indeed, the ability to innovate has determined life and death, dominance and subservience, winning and losing for as long as humankind has been concerned with such things.

In the same way, innovative companies dominate their competition. The companies that have created the greatest value, that outperform their peers for any meaningful time span, almost always do so by adopting an innovation more quickly and more completely than their competitors.

This has been so since the earliest days of commerce, and with the passage of time it has only increased in urgency. As our world becomes more complex, no one should expect the task of piloting innovations to become easier. Quite the reverse: The coming age will demand dynamic, flexible strategies and an ability to respond quickly to emerging threats and opportunities. It will require unleashing innovations with speed, efficiency, and flair.

Yet despite vast history to draw upon, we remain ineffective at this critical skill. Our attempts to introduce new “things”—new products, business transformations, entrepreneurial ventures, social movements—consistently fail. That poor success rate evidences that our understanding of change remains incomplete.

I believe the reason we are so ineffective at driving innovation is that we are overlooking much of our collective experience. Our modern frameworks for change are rooted in only 50, perhaps 100, years of history and limit themselves almost exclusively to corporate and technological innovation.

We tend to focus on the physical side of innovation (design, production, marketing), all the while missing another important perspective. To become more effective innovators we need to draw on a deeper and broader reservoir of experience. We need to incorporate the wisdom of older traditions—Taoist, Hindu, and Buddhist—that have been refining their theories of innovation for 5,000 years. We have been ignoring the vast, rich body of human knowledge such traditions have gathered. One goal of this book is to correct this oversight.

If we open our ancestors’ notebooks, we will be treated to this important insight: The things we can easily study—the technology, the user, the community, and so forth—only effect change indirectly. The true source of innovation, these ancient sciences tell us, is something we cannot see or touch.

Innovation Begins with a Shift

The originating source of all innovation is the Shift.

I use that term as a kind of shorthand for the mental leap we make when we first fully recognize something—when a child looks at the round object in his room and for the first time sees “ball,” when an engineer sees small speakers inserted in his colleague’s ears and suddenly sees “headphones,” or, as we will discuss later, when a caveman looks at a three-pronged stick and recognizes it as a “plow.” All innovations start when someone experiences a Shift by naming something, categorizing it, or seeing a use for it in a novel way, and then convinces others to experience the same Shift. It is the aim of this book to help you understand how to cause the Shift in yourself, your organization, and your environment … to become a more effective innovator, better skilled at changing the world.

The Shift That Triggered Civilization

Let me start by telling you a story. Sometime around 6000 b.c. an anonymous farmer tried something new: He scratched the ground with an odd-shaped stick he had just found. He lived somewhere in the land arcing up from the Nile delta into Palestine and eastward over the hills of Anatolia, the area today known as the Fertile Crescent. With that one simple act, this innovator arguably sparked the formation of civilization. James Burke, the British science historian, describes what happened:

At about the same time as these first attempts at irrigation, the digging stick changed its shape; it became a simple scratch plough, with a forward-curving wooden blade for cutting the soil, and a backward-curving pair of handles with which the farmer could direct the oxen. This simple implement may arguably be called the most fundamental invention in the history of man, and the innovation that brought civilization into being, because it was the instrument of surplus. It is not until [a community] can produce food which is surplus to requirements, and is therefore capable of supporting those who are not food producers, that it will flourish. This development was made possible by the plough, and it caused a radical transformation of Egyptian society.

The ability to plow made it possible to produce surplus food, which freed the Egyptians to expand. They built an empire of unprecedented reach and power. They introduced the world to a technology that freed humankind, as Burke described it, from our “total and passive dependence of the vagaries of nature” and set us on the path of innovation. The scratch plow, Burke argues, made possible all subsequent inventions with which humans began mastering their environment. This humble invention also has a great deal to teach us about the process of innovation itself.

Six Modern Views of Innovation

Our modern knowledge base of innovation, what we find in journals and books, draws on 50 to 100 years of study. Over that period, experts have examined innovation by focusing on six different parts of the whole:

• The technology

• The environment

• The innovator

• The user

• The community

• The competing technologies

We can use the scratch plow to illuminate the differences in these separate parts, and thus come closer to understanding the whole. By then asking how the Taoist, Hindu, and Buddhist traditions would explain the innovation, we will see the gap in our understanding, the missing piece that, if filled, will help us become far more effective change-makers.

The Technology. The technologist would say that the tool itself makes possible all subsequent changes. Without the three-pronged stick, humans would not have plowed their first field.

The Environment. The environmentalist points us away from the tool toward the environment and asks what it is about the environment that can spur or hinder growth. He or she might consider that first farmer’s community as a prehistoric R & D lab that brought together the right mix of factors to launch a new product.

The Innovator. Other modern students of innovation direct us to the individual entrepreneur. They would ask us to analyze what combination of his or her history and character traits led the farmer who first used a stick as a plow to introduce the innovation to the world.

The User. “Innovation diffusion” studies offer useful insight about the characters of the people who first try new technologies and how less progressive users eventually decide to adopt the technology as well. The argument would be that the innovator may have shared the plow with the world, but it took 3,000 years for the scratch plow to catch on, and that to understand innovation we need to understand how users adopt new things.

The Community. A growing number of innovation experts would say we are simplifying things to an unreal level by separating innovators from users; they argue that both belong to a community and jointly develop a new technology. Users become innovators by changing the technology physically (for example, by reshaping the stick) or functionally (such as by using it to create time instead of surplus). Perhaps the scratch plow is the product of some sort of “open” or shared community innovation.

The Competing Technologies. Finally, other experts point to the alternative methods and argue that the innovation would not spread unless it overcame competing technologies. The scratch plow would not have been so widely accepted if it did not beat hunting, planting crops by hand, or other competing technologies. The scratch plow might have been a “disruptive technology” that preempted competitive resistance.

The Limitations of Modern Theories

“If we want to understand creativity, we need to understand the process of choice. How can we enhance creativity by improving the way we select and implement new ideas?”

—Mihaly Csikszentmihalyi

Together these views paint what seems like a complete picture of the plow’s emergence and humankind’s transformation from hunter-gatherers into farmers. In the painting we see the stick (technology) in the hand of a caveman (innovator). These are set against a background (environment) replete with all the right elements—humans training oxen, for example, which are waiting for something to pull. Beyond this first farmer are other would-be farmers (users), inspecting the new tool with their friends (community), while farther in the background we see hunters (competing technologies) letting down their spears and gathering around the first plow.

But because these views focus on just the painting, they restrict our attention. Each perspective assumes there are only two players in innovation—the physical technology and its users—and that innovation happens when a technology is built and people use it or refuse it.

But pull away from the painting and you will see that these explanations blind us to something else, a critical player we cannot capture with color or brush. That “something” is the Shift that happens in the observer’s mind when the stick, without changing shape, suddenly becomes a plow. Even with the painting complete—the innovator holding a stick, the users waiting for something new, inferior competing technologies in the background, and so on—no change could begin until someone saw a stick and actually recognized it as a plow.

Eastern philosophers have been pointing us toward this mental layer, and away from the physical painting, for thousands of years. If we are ever to fully grasp the essence of innovation, so that we may shape it and guide it, we must understand the Shift.

The Shift Changes Perceived Options

In the villages along Lake Victoria in Uganda, AIDS has ravaged the population for the past twenty years. Lands that were once used for farming have been converted into graveyards. While the Ugandan government has made progress in reducing the death count in other areas of the country, this lakefront region remains a problem.

Ironically, many of the deaths are not directly caused by AIDS. Rather they are related to depression that overcomes the family members of people who die from AIDS. Researchers who spoke to villagers in the region estimated that about 20 percent of the population is suffering from depression. Complicating efforts to help these people is the fact that in the local language, Luganda, there is no word for “depression.” Because those suffering with depression have no way to name their ailment, they have no concept that it is something others share and that they can treat. Counselors from a nongovernmental agency, World Vision, decided to help. They assembled women who seemed to be suffering from the condition and held group counseling sessions in which they talked about this “thing” called depression: its history, its causes, its treatment. The results were encouraging. When the sufferers had something to call their condition, the depression lifted. They experienced the Shift when they were able to see depression as something that was real and that existed outside of themselves. By creating the concept of “depression,” counselors changed perspectives, behaviors, and lives.

The Shift Tells You What to Do

Here’s another way to think about this concept of Shift. Imagine you are walking along a road and see an oddly shaped piece of wood on the ground. You pick it up and realize it is actually a small sculpture, hand-carved, in the shape of a horse’s head. What do you do with it? If it exists for you as a sculpture, you might put it on display in your home and tell your friends the story of its discovery. But suppose one of your guests picks it up and then, instead of placing it back on the shelf, puts it down on a chessboard you have in your den. Seeing your sculpture of a horse’s head sitting on a chessboard suddenly transforms your perspective entirely. This is no longer a sculpture; it is a chess piece, specifically a knight. What can you do with a knight? The options come immediately to mind. A knight can be moved in an “L” shape along the board, jumping two steps vertically and then one more horizontally, or jumping one step vertically and two horizontally.

In both of these examples, something happened that changed human behavior. In the first case a new concept was introduced. Before, “depression” did not exist; afterward, it did. Before, people died; afterward, more lived. In the second case the piece of wood was transformed from a sculpture into a chess piece without actually changing form at all. Nothing in the physical world changed, but something new appeared. Before, there was no knight; afterward, there was. Before, people stood around and looked at a sculpture; afterward, they moved it along a chessboard in a precise, specific manner.

Understanding the Shift

“People are not disturbed by things but by the
views they take of them.”

—Epictetus, first century A.D.

Arm & Hammer saved its core product, baking soda, from the seemingly inevitable jaws of commoditization without introducing any new technology or product innovation. By simply adding to the list of ways the product could be used, the company sold its boxes into nearly every refrigerator in the United States. Just as the ancient farmer transformed a stick into a plow, Arm & Hammer transformed a cooking ingredient into an air freshener.

Innovation begins not when something changes in the physical world but rather when our conception or understanding of that thing shifts. When a stick becomes a plow it communicates to us a new behavior and a new way of life. What moments earlier was something to walk by or burn for fire suddenly inspires us to put down our hunting tools and begin planting seeds in the ground. This shift from “stick” to “plow” is the source of innovation. All the players—innovator, community, entrepreneur, users, gatekeepers— had definite roles in the transformation of human existence. But, had they played their roles with a “stick” instead of a “plow,” nothing could have changed. To understand innovation we must understand how a “stick” transforms into a “plow.” Luckily we are not the first to explore this transformation. Philosophers and scientists, particularly those of ancient Asia, have been investigating this shift for millennia. Western scientists have picked up this inquiry over the last hundred years, studying how humans construct reality. Together, these two paths of inquiry offer a powerful set of tools and a framework for causing change.


CHAPTER TWO
AN ANCIENT FRAMEWORK
FOR CHANGE

Let us now fast-forward a few thousand years. The invention of the plow triggered the innovation of agriculture, which allowed people to devote time to other interests besides gathering their daily food.

By 1000 b.c., Egypt had developed unprecedented power, and was continuing its dominance over the Nile region. In Greece, philosophers accepted the liberation that agriculture afforded and invested their newly freed time into developing philosophies that would define Western civilization.

In China and India, scientists or spiritualists—at the time the two were the same, as there was no distinction between science and religion, or spirituality—put their free time toward a different investigation. They began exploring and documenting how change occurred. By 1000 b.c., Chinese and Indian philosophers, politicians, and military thinkers had been contributing to a set of evolving texts, ancient blogs if you will, that collectively attempted to understand change: why it happens and how humankind should deal with it.

Through the rises and falls of new governments, wars, and societal shifts, China’s greatest thinkers documented their observations in a set of texts that now form the foundation of Chinese thought: the I Ching (Book of Changes); Tao Te Ching; Sun Tzu’s The Art of War; and The 36 Stratagems. Over a similarly vast time period Indian philosophers memorized, added to, and passed down a set of instructional poems, called Vedas, that form the basis of Hindu and Buddhist thought. Imagine if Western thinkers did this, if Plato, Machiavelli, and Benjamin Franklin passed along an evolving set of working documents decade to decade, each editing and enhancing what the texts advise, sharing a conversation about change. The result would be a powerful playbook for causing change, for driving innovation.

If we can unwrap and synthesize these ancient Asian guides, we will have a practical, accessible tool for leading innovation.

The Mechanics of Change

The Eastern model for change offers a unique view of how innovations occur and how we can influence them. This framework eludes most in the West because it requires an uncomfortable shift in our perception of change. But it is perhaps the most tested change framework known to man.

The framework consists of four basic concepts:

• The dance between two parallel worlds—the material and immaterial—determines the direction of change.

• An endless cycle of creation and destruction fuels change.

• Three primal powers—Heaven, Earth, and Man—drive change.

• Innovations evolve through five phases of change.

The Dance of Two Parallel Worlds

The first concept in the Eastern change framework is the idea that the universe consists of two parallel worlds. One is the material world we can see and measure. The second is an immaterial world of words, thoughts, and ideas. The two worlds are linked by what can be described as rubber bands, with the material world constantly catching up to the immaterial.

Effective leaders know how to change the material world by influencing the immaterial. A CEO introduces a new vision or redrafts her company’s mission to change her organization’s words, stories, and beliefs. These shifts, in turn, have a delayed influence on the material world as her company’s decisions and actions align with the new vision or mission.

This is the essence of the notion of the Shift—that beliefs (immaterial world) change behavior in the material world. That is why I argued that it was the plow, not the stick, that triggered agriculture. To understand and influence innovation we must operate at its source, which is the moment the immaterial world changes, when the stick converts into a plow in its user’s mind and begins transforming behavior. Corporations have formally used language—the immaterial—to influence consumers’ actions for several decades now.

The basic premise, that missions, visions, values, beliefs, and stories are linked to actions, is not new. Indian and Chinese thinkers arrived at this insight 3,000 years ago. While the Western world was unlocking insights about the external world, through disciplines such as physics and math, Eastern philosophers were looking internally and making breakthroughs in how our minds represent the external world. Their conclusions were both consistent with, yet radically different from those of the Western philosophers and scientists.

The Eastern view suggests that the immaterial world is as real for us as the material world. That the former defies measure, that we cannot see it, should not negate its existence or relevance. As things form in the material world, we perceive and name them in our immaterial world and these immaterial representations become what we call “real.” The two—the immaterial representations and the material objects—are both real.

Shifting your perspective from “imaginary/real” to “immaterial/material” may seem minor. But, as you will learn in greater detail later, it can significantly strengthen your ability to successfully predict and influence emerging trends.

Corporate success is often compared to winning a war. No matter how you see the question morally, it is certainly true that military strategies depend on fundamental principles that can be useful in the business world, and that the collected wisdom of military leaders, which goes back many centuries, clearly shows the link between the material and immaterial worlds. That is perhaps why retired General Samuel Griffith likes to cite Sun Tzu’s adage that “the primary target is the mind of the opposing commander; the victorious situation, a product of his creative imagination.”

Modern military approaches are currently undergoing a significant transformation as the U.S. and other Western armies are slowly adopting “fourth generation warfare” (4GW), which is based on the play between reality and perception. 4GW is credited with delivering the United States a seemingly effortless victory during the 1991 Desert Storm campaign. Its fast-paced, asymmetrical approach is proving highly effective in the dynamic environments of modern conflict. 4GW strategists focus as much on their opponents’ synapses (the mental wiring their opponents depend on to interpret their environments) as they do on troop formations. The approach argues that a mental battle occurs in parallel with the physical battle, and incorporates this mental level into the design of military strategy.

Just as winning a war requires manipulating the relationship between your opponent’s environment and his interpretation of that environment, introducing an innovation requires influencing how others understand their realities. The innovator steps on the battlefield sequentially with several different types of opponents. At each stage of his campaign he must achieve a different goal. In each battle, however, he must use the linkages between reality and perception to achieve victory. Understanding how reality and perception are linked is critical to innovation.

Numerous models exist, both ancient and modern, to help us understand the connections between the material and immaterial world. I have found a Buddhist framework to be particularly powerful. The model—known as the “five aggregates”—distinguishes five linkages between the immaterial and material. By playing on these five linkages, we can more precisely understand and influence the adoption of new innovations. The five aggregates (or linkages) are explained in the following table.

The Buddhist Five Aggregates



	Aggregate
	Explanation
	Example



	1. Form
	What you actually perceive
of the material world. What
you see, hear, smell, taste, or
feel directly.
	Walking through the forest,
you see something
move out of the corner of
your eye.



	2. Feeling
	The primitive reaction
you have to what you just
sensed. You immediately
have a favorable, unfavorable,
or neutral reaction.
	You feel immediately
scared; the hair on your
neck rises, your pupils
dilate, and your heart rate
increases.



	3. Recognition
	The classification and naming
of what you sense-"recognizing"
it according to
your past experiences.
	You turn to see a shape
with antlers and recognize
it to be a deer.



	4. Mental
formation
	Attaching pre-existing "baggage"-
associations, memories,
impediments-to what
you recognize. This baggage
may cause you to automatically
want something or push
it away.
	Recalling Bambi, you have
warm feelings for the deer,
so you soften your eyes
and look.



	5. Consciousness
	The experience of being conscious
of the thing you have
sensed (form) and named
(recognition) and of the
associated feelings you have
about it ("baggage").
	You are aware you are
looking at a deer. You
remind yourself to keep
quiet so as not to scare it
away.




Three key lessons of this framework are repeated across almost every discipline that attempts to explain how humans understand their environments, from the ancient studies of Taoism and Hinduism to modern Western sciences such as cognitive psychology and social construction. The three lessons are:

1. While we can directly experience the real world (we can see, smell, taste, feel, or hear it), the images that we call the real world are only interpretations. When you look at a wooden chair, for example, you are looking at light reflected off the chair. It comes to you in a spectrum corresponding with the colors of wood. Your eyes transform the light into electrical patterns that the relevant parts of your brain can interpret and recognize as several straight lines, wood, a seat, a back, and therefore a chair. There is no light in your head; only electrical patterns.

2. We react, both consciously and unconsciously, not to what we actually experience but to the name or category we give to what we experience. The chair means nothing to you—it is but a puzzle of interlocked wood—until you call it a chair and categorize it as such. Only then do you understand its intended use. Until you recognize it as a chair, you do not even think to sit in it.

3. Most of this process occurs outside of our consciousness. Your brain operates without bothering you with the details as it continuously absorbs, transforms, categorizes, names, interprets, and filters massive amounts of data. It informs your consciousness of only a small portion of these activities.

The Continual Cycle of Creation and Destruction

The second element of the Eastern framework for change is something physicists agreed on two decades ago: Things appear and disappear. The view that physical matter is temporary (that is, it can disappear) diverges fundamentally from our traditional view that matter is solid and, until acted upon, inactive.

While physicists have evolved their viewpoint, most of us remain stuck with the latter, outdated view. We prefer a static world, where things will be as they are unless acted upon, or at best a happy, dynamic world in which things are created but not destroyed. We want to build companies that last, even though we know that nothing truly lasts.

We understand that natural law dictates old foliage must die to fertilize soil and make way for new plants. We also know that this same law applies to our company. The economist Joseph Schum-peter termed this law creative destruction, noting that creation almost always depends on a destructive precursor. The old must step aside for the new. The AT&T monopoly had to die for the Baby Bells, Sprint, and Verizon to grow. We know this intuitively to be true but tend to resist it anyway, especially when we are on the receiving end of destruction, secretly hoping we can avoid the inevitable.

The Chinese Taoist model sees death and birth as co-dependent. This has two critical implications. First, death is both an end and a beginning. Death symbolizes accomplishment and rebirth. Great leaders accept and work with this natural law. Inferior leaders fight it.

The second implication is that what we usually term change is not change at all. The new order of things we seek cannot come about by modifying what exists but rather by replacing what exists with something new. The most meaningful changes are actually transformations that occur when we kill off an old belief, perspective, story, metaphor, identity, habit, or commitment and replace it with a new one.

Indian philosophers arrived at the same conclusion. The Hindu philosophy sees the world as being in a dynamic balance between creation and destruction, with the multi-armed god Shiva dancing between the two to keep creation and destruction in balance. Martin Luther King Jr. knew that his vision was inconsistent with existing beliefs and laws, and that he would need to replace them with new ones. You could say that what distinguished his approach from other civil rights movements was that he focused on removing the fear and uncertainty of this “destruction” process so that those who depended on the existing models would feel less threatened by change.

Three Primal Powers

“If you know the enemy and know yourself, your victory will not stand in doubt; if you know Heaven and know Earth, you may make your victory complete.”

—Sun Tzu, The Art of War

The ancient and oft-cited Chinese text on military strategy, The Art of War, proposes that three forces influence all change and calls these powers Heaven, Earth, and Man. To successfully launch an innovation, you must assess your situation along these three dimensions. To skillfully manage your innovation, you must understand which forces, from these three directions, are influencing your effort by offering resistance or support.

This framework maps neatly to what modern corporate strategists use today during the strategic planning process. Correlating this modern process to the Art of War dimensions, we can say that you would start with Heaven: the environmental factors relatively beyond your control, such as societal trends and governmental regulation. Next you analyze the Earth dimension: activities of other players who influence your game, such as competitors, customers, suppliers, and distributors. These two steps are often termed a “situation analysis.” After understanding them, you can finally assess the Man dimension, which interacts within and between the other two. The Man dimension involves inquiries such as what you wish to achieve, where you want to compete, and what winning moves you’ll need to triumph.

The Three Primal Powers Applied to Business



	Primal Power
	Business Strategy Term
	Key Variables



	Heaven
	Environment
	Societal factors, macroeconomic
trends, technological
innovations, government
regulation



	Man
	Individual and Company
	Capabilities/resources,
business model, product/
service offering, distribution,
promotion



	Earth
	Market Players
	Customers, competitors
(direct, indirect, and potential),
distributors, suppliers




Innovation Evolves Through Five Phases

Just as we cannot see the ancient Nazca Lines in Peru without the perspective afforded by an airplane, seeing the patterns of innovation requires the perspective that only thousands of years of study can provide. A smaller sample set risks leading us to incorrect and overly complex conclusions about how change happens.

That our modern frameworks for change seem complex and incapable of consistently delivering successful innovations is due to their grounding in shallow soil. They are rooted in just a hundred or so years of experience. To understand and predict change, we need more data. We need to look more deeply into the past. By studying ancient frameworks for change we can derive a simple, effective, and tested tool for unleashing innovation.

We can trace the study of change among Eastern philosophies to two sources: the Taoist school, which influenced Sun Tzu; and the Hindu school, which gave birth to Buddhism. Both share compelling parallels that point us to a simple, powerful framework for causing change.

Between 900 and 600 b.c., Indian philosophers memorized and passed down poems that captured key lessons on how the universe operates. These were eventually written down and collected as a work called the Upanishads. These, along with a sister text called the Bhagavad Gita, form the foundation of Hindu and Buddhist philosophy.

Central to the Upanishads’ explanation of how the world changes is the notion that change occurs in three phases: creating, sustaining, and destroying. Each of these is further broken down into sub-phases that detail the process through which new things come into the world.

At the same time that Indian philosophers were detailing the dynamics of change, Chinese philosophers were undertaking a parallel pursuit. Their conclusions were surprising similar: Underneath the chaotic surface of change rests a consistent pattern. Their theory is captured in what is probably the oldest text known to humankind, the I Ching. Like the Bhagavad Gita, it argues that all innovations pass through phases of evolution, but the I Ching identifies five phases (rather than three), each represented by a physical element: metal, water, wood, fire, and earth. These phases continually repeat to form the Wu Xing cycle.

Modern students of change have arrived at surprisingly similar findings. Joseph Schumpeter’s previously mentioned theory of “creative destruction” draws on these change cycles and shows that innovative companies and industries must often destroy their predecessors. Before him the Russian economist Nikolai Kondratieff found that economies (their prices, interest rates, production) rise and fall through fifty to sixty cycles. Along the same lines as Schumpeter and Kondratieff, marketers regularly use the language of life cycles to describe the process by which products and companies come into the world and die again.

If we step back and look at modern cycles from the perspective of their ancient predecessors, we will see that modern theorists are merely repeating the older discovery. While each cycle may consist of smaller or larger steps or be marked at different breaking points, they all fit a five-stage cycle of creation and destruction. Collectively they show that all innovations must pass through each of the five phases in the proper sequence: metal into water into wood, then fire, and finally earth.

From the birth and disappearance of the ancient Greek religion and the rise and decline of Egyptian civilization, to the execution of a military campaign or the emergence of Starbucks, all innovations are born out of rigidity and discontent (the first phase) and must follow through the other four phases in sequence back into rigidity. What determines how far or fast an innovation will travel along the sequence is the subject of this book.

The framework of this book borrows the metaphors of the Wu Xing cycle, because they nicely capture each phase’s character, but does not apply to the cycle literally. Rather, this book synthesizes several change cycles into one comprehensive tool.
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Metal: Discontent

Innovations are born when their environment is rigid and lifeless. Hindu sciences called this “frozen energy” or Tamas—the system’s energy is trapped in the bonds that hold the system motionless, incapable of freeing itself. The system is stuck in a fixed set of beliefs, assumptions, attitudes, habits, or identities so completely that an organization can only maintain the status quo; it cannot respond to threats and opportunities with sufficient speed. An organization cannot move past the Metal phase if it does not recognize that it is stuck. The only way change happens is that someone who holds a powerful commitment, vision, or aspiration realizes that the vision cannot be fulfilled under current conditions, and decides it is time to break out of existing rigidity. Only then can innovation begin.

“No organization is going to change in a fundamental way unless it believes there’s real pain staying the way we are.”

—Louis Gerstner, former CEO, IBM

Water: Imagination

Just as water is fluid and spontaneous, devoid of structure, an innovation begins to take shape when an individual or a small group of people realize they are stuck—are in a Metal state—and develop a plan to change the future. While most of the organization remains stuck, a pocket of water is forming. A few people are beginning to see that what was once deemed impossible can actually be achieved. They dream of alternatives and brainstorm new strategic options and, by introducing them into their organization’s dialogue, begin altering the immaterial world. However, just as water will slide off the table without the structure of a glass to contain it, the leaders of the innovation risk losing their energy to the mass of nonbelievers. The innovators must begin building the structure that will propel the innovation from the immaterial world into the material one. They must turn Water into Wood.

Wood: Formation

Sun Tzu points out that power comes from formation. In this phase the innovator must grow wood and bend it into a bow; as the bow is pulled, potential energy is harnessed. But this phase requires dedication and faith because progress can be excruciatingly slow. Even as it stretches itself into a great oak, the sapling seems still. Similarly, all innovations enter a phase in which effort overshadows results—when a leader must gather resources, convince others to believe in a future, warn against slipping back into complacency— before the organization is ready to unleash its new strategy and seize a new future. Many innovators give up before their innovations take form, before their strategy resonates with the supporters they will need to advance the innovation into the Fire phase.

Fire: Breakout

Once an innovation has assembled its formation and attracted key supporters, it will cross its tipping point, at which it has attracted the critical mass needed to begin self-generating. Then the innovation is “on fire.” People switch sides and want to be part of this new wave of change. The competition, which once discounted the innovation, takes notice and responds. This phase, like fire itself, is characterized by disorder and speed. Managing this phase requires an approach different from the patience the Wood phase demanded. It requires speed, creativity, and a careful calculation of competitive behavior. For those who have the skill to succeed through breakout, the opportunity exists to stay on top.

Earth: Consolidation

Your innovation will eventually mature and become like earth: stable, consistent, and reliable. With the battle over, you have time to erect walls and prolong a period of peace. What made you successful through the breakout phase will not be what keeps you successful during maturity. Before, you relied on speed and on shrewdly managing your competition. At maturity, however, you no longer enjoy the benefits of being small and fast. Your continued success depends on consistency rather than unpredictability. Your competitors now take their time to plan new strategies and, attracted to your success, are more willing than before to change their practices to win.

This cycle then repeats itself. You want to hold on to Earth as long as you can but you will eventually return to Metal, grow stiff, and be reborn. Companies that intend to last will survive not by hoping for a sustainable Earth state, but rather through reinvention. You might even say that the original company does not survive at all, but instead begins a new cycle, creates a new version of itself, when its old cycle has run its course. Sony reinvented itself from an electric blanket company into a radio company and then into a media company. Disney grew from cartoons to theme parks to movies. And GE has managed to reinvent itself at least five times in its 115 years of life.

“No one wants to die. Even people who want to go to heaven don’t want to die to get there. And yet death is the destination we all share. No one has ever escaped it. And that is as it should be, because Death is very likely the single best invention of Life. It is Life’s change agent. It clears out the old to make way for the new.”

—Steve Jobs, commencement address to Stanford University, 2005

Each phase of innovation puts you in front of new challenges, new opponents, or new players to enroll into your innovation. You will sequentially navigate new networks of adopters, convincing each to embrace your innovation, until your immaterial vision becomes the accepted reality.

The five-phases framework lies at the heart of this book. In Book Two, which follows, each one is described in depth, in its own chapter.

Conclusion

By drawing on ancient frameworks for change, you can dramatically improve your skill at leading innovation. Adopting this new mindset requires you to make four shifts in how you understand change:

Shift 1: Working with two parallel worlds—the immaterial and material—influencing the former to change the latter.

Shift 2: Appreciating that change is grounded in an endless cycle of creation and destruction.

Shift 3: Understanding the three primal powers—Heaven, Earth, and Man—to assess which actions to take at which times.

Shift 4: Guiding your innovation through the five phases of change from Metal to Water to Wood to Fire to Earth by making the choices and taking the actions appropriate to each phase.

As you begin to master these models—two worlds, three forces, and five phases—you begin to master innovation. Your ability to drive change within your company or community multiplies.


BOOK TWO
THE FIVE PHASES
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CHAPTER THREE
METAL: DISCONTENT

“If you want to shrink something, you must first allow it to expand.
If you want to get rid of something, you must first allow it to flourish.
If you want to take something, you must first allow it to be given.
This is called the subtle perception of the way things are.”

—Lao Tzu, Tao Te Ching

All great innovations emerge out of rigidity. They are born when someone recognizes that the system—the company, the industry, the country—has frozen and can no longer react to new opportunities or threats. Hindu sciences describe this state as frozen energy, like ice. The ancient Chinese framework for change calls this frozen condition Metal. Both metaphors represent something that is cold, rigid, inactive.

When this rigid state appears in the business world, what you see is a company that is stuck in an old perspective. The competition is also stuck in the old frame, and so are the industry experts, customers, distributors, and underwriters. This state persists until someone with sufficient discontent recognizes the latent energy in the frozen system.
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