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The Nature of Disruptive Innovation 

 The art of progress is to preserve order amid 
change, and to preserve change amid order. 
Life refuses to be embalmed alive. The more 
prolonged the halt in some unrelieved system 
of order, the greater the crash of the dead 
society. 

  - Alfred North Whitehead 

         PROCESS AND REALITY (1929) 

 



The Nature of Disruptive Innovation 

 Electronic circuitry has overthrown the regime of 
“time” and “space” and pours upon us instantly 
and continuously the concerns of all other men. It 
has reconstituted dialogue on a global scale. Its 
message is Total Change, ending psychic, social, 
economic, and political parochialism. The old 
civic, state, and national groupings have become 
unworkable. … You can’t go home again. 

 -- MARSHALL MCLUHAN & QUENTIN FIORE, THE MEDIUM IS 
THE MASSAGE 26 (1967). 

 



Taxonomy of Disruptive Innovation 

For many companies, their 
core businesses are being 
disrupted by globalization, 
technology shifts, and new 
competitors.  
 
They must reinvent the 
company. Even at healthy 
companies, business model 
innovations are essential to 
retaining their competitive 
positions. 

-- BusinessWeek (2006) 



Product Innovation 

• distinction between how a product ought to 
operate and how it actually operates  

• Product innovation may range from 
incremental improvements to profound 
disruptive innovations 

• Examples 
– Digital Cameras 

– Swiffer Mop 

– Single bladed razors for India 

 



Process Innovation 

• Process innovation emphasizes improvement 
in the way something is accomplished 

• placement of machines on the manufacturing 
floor or patentable innovations 

• Examples 

– Henry Ford’s Assembly Line 

– Time and efficiency studies 

– Just-in-time part reordering 



Relational Innovation 

• Reintermediation replacing old relationships 
– a form of process innovation involving change of 

external relations between a company and its process 
chain or with its customers 

– change in social (subjective) relevance 
– social media and disintermediation demonstrate it is a 

category unto itself 

• Examples 
– Desktop computers – Apple & iTunes 
– Cell phones  – Internet   
– Amazon  – Facebook 

Relational 

Innovation 



Cultural Shifts 

• Peter Drucker: “demographic change,” 
“perception/meaning change,” and “new knowledge” 

• Cultural shifts are the externalities that may drive the 
“changes in industry structure or market structure that 
catch everyone unawares.” 

• Also includes changes to regulations and business rules 
• Examples 

– Population changes 
• Aging of America 
• Growth of Hispanic America 

– Decline of organized labor 
– Deregulation of industries 
– September 11th 2001 attacks 

 



The Triggers for Disintermediation 

Globalization 

Internet 
of 

Things  

Network Effects  

Cloud 
Culture 



Globalization and the  
networked economy 

• “1990s multinational corporations employed directly “only” 
about 70 million workers, but these workers produced one 
third of the world’s total private output.” 

• “For the first time in history, the basic unit of economic 
organization is the network, made up of a variety of 
subjects and organizations, relentlessly modified as 
networks adapt to supportive environments and market 
structures.” 

• “The world economy is undergoing a radical paradigm shift 
in terms of basic mode of production: a shift from scale-
based competition to knowledge-based competition is 
underway, placing new emphasis upon the capabilities of 
business enterprises to manage knowledge and information 
and learn as organizations.”  
 



The Internet and Internet of Things 

• RFID and similar near field technologies provide a unique 
identity to each individual product, enhancing the tracking 

• Ubiquitous networking allows all objects to remain 
connected 

• Consumers will come to expect different behaviors from 
objects 
– smart keys will no longer be lost  
– car seats will know which driver is entering the vehicle 
– televisions will adjust to who is viewing 
– shopping carts will direct shoppers 
– clothes will ask to be washed and help choose their accessories 

• Privacy is replaced with an automated, mediated relationship 



A Network of Network Effects 

• Network effects apply to goods whose value 
increases as more people possess and use them 

• The value of the good or the service increases 
precisely because of its adoption by the public. 
It applies to everything from music and 
television to computer networking protocols.  

• The value increases at a geometric rate, so each 
new member in a large network is worth more 
than a new member in a small network.  

• The network effect defines the value of social 
networks, so that as a particular platform 
becomes more popular, its value increases 
geometrically. 



Cloud Culture – The Power of the Street 

Cloud culture has a second inherent danger, - the reaction to the 
unpredictable and volatile situation has generated a police 
response to turn off cellular phone networks, Internet 
connectivity and other systems. Mobs create fear. 

Cloud culture has little beyond the common instinct of the crowd 
to hold it together but when it comes together, it can generate 
fierce storms with gale-force winds 



The Market Response:  
Riding the Waves 

• To manage disruptive innovation, timing matters 
– There is not necessarily a first-mover advantage 

• The cost of participation appears to have a saddle-curve distribution 
• Early entrants must invent the research, development and awareness 

to participate – resulting in relatively high entry costs 

– Late entrants are competing against an increasingly mature 
market, which requires greater budgets to acquire technology 
and larger marketing outlays to acquire market share.  

• The well-timed entrant can reduce the overhead 
(somewhat) by jumping in at the point that the technology 
is maturing but before the market is solidifying 

• Catch the wave when the consequences of the disruption 
can be envisioned, but before they have been successfully 
implemented 

 



Understanding the Meme 

Track the meme, not the customer 

Recognize that reality is shaped by narrative 

Appreciate the curatorial audience – the impact 
of social media as a new narrative and new meme
  

Finding the meme in culture  

- the next profoundly disruptive meme will not be new 



The Investor’s Strategies 

• Capturing the Meme:  
– Patents, Trademarks and Traditional Intangibles 

 

• Mediating the Relationships:  
– Creating Affinity and Valuing Social Relevance  

 

• Lateral Analysis to Explore New Markets: 
– The value resides in the number of markets the 

meme can affect  

 



Traditional Intellectual Property 

Follow-on 
Patents  

Foundational 
patents 

Broad publications 

leveraging existing lead 

Careful hiring 

practices 

Patents 

Publications 

Trade Secrets 

Key know-how  
protection 



Trademarks and Identity Rights 

Trademark 

Identity 

Brand 

• Trademarks and publicity 
rights focus on the source of 
goods or services, protecting 
the public from confusion 
regarding the source. 

• Trademarks and identity rights 
can be used to manufacture 
good will for a company 

• Identity rights create a similar 
opportunity, tying the 
reputation of a well-known 
athlete, movie star or public 
figure to a brand 

• Strategic alliances between 
celebrities and owners can 
create lower cost launches of 
companies 



Mediating the Relationships  

• Creating Affinity and Valuing Social Relevance 
– Affinity: The soft controls that keep a customer loyal (Rewards cards, 

Interoperability, Long-term user discounts) 
– Social Relevance: Operating  to reinforce the self-identity values of the 

customer (what the customer wants – at an emotional level) and 
within the social network (what all the customer’s friends are doing) 

 

• Virtually every product or service consumers select 
informs their self-image 
– The business must understand the lifestyle choice of their future 

customers and incorporate those values into the narrative underlying 
the investment strategy and product development cycle 

– The business must ignore what the existing customer says a product 
needs, but must never ignore how the customer feels about 
him/herself in relation to the future product – the narrative matters 

 



Disruptive Social Relevance: 
Books and Conferences 

• For more disruptive information, the CEO 
becomes a prophet and the early adopters the 
acolytes 
– Write a book and aggressively market it publicly 

• Set out the values of the meme; reshape the narrative 

• Give talks and meet the flocks while on tour 

– Hold an annual conference  
• Creates a network of followers 

• Builds the narrative 

• Use selectivity to create social relevance 



Lateral Analysis to  
Explore New Markets 

• Adopt a be a regular and recurring process of looking to see what 
additional fields of endeavor, product lines, and other opportunities 
might exist to extrapolate the intangibles owned and affinity held to 
that new market 

• The process should be a very open one – until the discussion of 
actual investment and the opportunity cost of pursuing one 
strategy over another becomes factored into the process 

• The assessment should explicitly value the social networks of the 
innovations key targets, but it should separately assess whether 
there is a second narrative for untapped markets 

• The lateral thinking approach to markets must be tied to the 
contractual structures of the investment relationship.  

• Any rights acquired are not limited to a single product or even 
product line, but instead run with the meme to other products and 
services 



Strategies to Mitigate Disruption  
for the Entrenched Enterprise 

• Joint ventures to bring the culture of the start-up 
to the resources of the established company 

• Reorganize the soft control to reward innovation 
and immunize from the existing corporate culture 

– Emphasize challenge and responsibility 

– Build strong incentives to stay with the company 
(those which are slow to vest but very meaningful) 

• Build a company-within-a-company 

• Value disruption throughout the leadership 

 



Strategies to mitigate disruption  
applicable to any entity 

• The use of stepped investment deals to create incentives for each 
lateral expansion of the innovation into a new market, product unit 
or division will help promote internal strategies to seek these 
opportunities.  

• The emphasis on social relevance will build an interest in the 
innovation for the existing client base, if the attributes that 
motivate the existing customers can be carefully identified and 
nurtured.  

• The creation of a team approach to grow a school of thought 
supporting the innovations, that includes both employees and 
customers will help establish the keystone memes being developed 
and helped propel the narrative.  

• The emphasis on books, publications and conferences to position 
the enterprise and building a culture that promotes the narrative.  



Conclusion 

Change is here. 
• The globalization trends, the expansion of networks, the increased 

mobility of technology and the networking of objects through RFID 
technologies have accelerated change and disruption.  

• Flash mobs and networked insurgencies have upended governments 
and challenged traditional order. The network effect of having 
everyone plugged-in is too large to dismiss and the connection to 
the 4 billion people at the bottom half of the pyramid has become 
too immediate to ignore. 

• In the context of this transcendent change, those inventors, 
investors and enterprises that can understand the pattern to 
recognize the important memes and help revise the social narrative 
will be at the center of new economic growth.  

• The modest suggestions will hopefully allow inventors, investors and 
enterprises to better prepare for the disruption that has only begun. 
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